iRells] INCOME AND EXPENSE STUDY
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The Rent Quidelines Board (R®) has anal yzed
changes in the costs of operating renta apartnent
buildings in New York Gty since the enactnent of the
Rent Sabilization Lawin 1969. For nany years staf f
dfort was focused on the Rice Index of Qperating
Qsts (AA), which uses survey data to track changes
in operating and nai ntenance (&N costs. In turn the
Board relied heavily on the HQC and other indices in
deter mning annual rent increases for stabilized
apartnent bui | di ngs.

Despite on-going conplaints fromboth tenant and
land ord g oups, the accuracy of the A QC could not be
reliably gauged until 1990. In that year, R®B staf f
acquired new data that per mtted independent
verification of the AQCs accuracy: incone and expense
(185 statenents, filed annually by omers of “incone
[ oduci ng” properties wth the Departnent of H nance.
These |&E statenents contain detailed infor nation on
revenues and costs inrent stabilized buldngs. They ar e

oooooooooooooooooooooooooooooooooooooooooo

particu arly useful because they conprise both cr oss
sectiod deta reflecting the codtion of ret stailized
housing stock in a given year, ad logtudnd data,
vhi ch reflect changes in the condition of buildings
which have filed 18E forns in a least tw successive

years.
LocaL Law 63

The existence of incone and expense data for ret
stebilized pr operties stens fr om Local Law 63, enacted
in 1986. This statute r equir es owners of incone
[r oducing properties in New Yok Gty to andly file
Rea R operty Incone and Expense (RA B statenents
wth the Departnent of Hnance. Athough the |aw
exenpts certain properties, including cooperatives,
condonini uns, buildings wth an assessed val ue bel ow
$0,000 and those with fewer than 11 units, framfiling
the financial characteristics of thousands of r ent

narkets wer e beset by r ecess mn

Hintivey pr oven
Aeapreat pr uit: $564
Awmaerat, pever buldngs $B11

Alaereat, post-var buildngs: $18
Averae g oss i ncone $628

Amapret, resdatid aly kildngs: B0
Average incone, residatid aly huld s $566

SUMMARY

The 1996 Incone and Expense Sudy indicates grester firacid hedth in New YaKs ret stadlized hosing
stock far 1994, This i ngr ovenent vas fueled by grothinrents (4.5% and i ncones (4. 79% whi ch out paced i ncr esses
in epeses (25 oer the year. Inressed ddledias d residetia and conmer @éd r ats, rahg then inr esses in
aatradt rets, pinaily spured ths srgeinrevenues. As rent and incone gr owh accd erated over the year,
operating expenses remined farly stdde rismg & a smlar pece to thet dserved in 198 Qerdl, these trends
podled et gperating incomas nerly to levd s experienced in 1989, befare New York's econony and red edde

Ths yea’s logtudrd cita dso imdcae thet, in cotrast to revias years, goerating costs neesur ed by |: &E
tttar ose faster (2 5% then A GG neasur ed costs in 1994 (1 6%. Betveen 1989 ad 1994, costs r guorted in I &Efilings
rose by 21%whi | e those neasur ed by the RGC grewby 27 This nay nean that the A CC pr ovi des nor e accurae
find ngs uder better economnc coditions, athough addtiond years o study areregired before ths can ke

Average expenses par uit: $415

Average aud t-ad usted expenses; $381
Average expases, rever buldngs $3%6
Averae equenses, post-ver bl dngs: $#490

Averae eqasss, residatid aly hildngs $81
Ag adt-od sted eqass, resdatid alydds $0
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stadlized buldngs thr oughout New Yok are annua ly
catalogued in RFAE reu ns. Wile data on individua
[r operties is strictly confidentia, Local Law 63 does
allow the Fnance Departnent to rel ease summary
staistics of anud RREdta

Qver the last seven years Hnance has provided the
RB wth sunmary data for a random sanple of reat
stadlized properties. Saples in the first two stud es
ver e linited to 500 build ngs, because FAE files wer e
not autonated. Four years ago, followng the
conputerization of al I& filings, the sanple size vas
inr eased to over 10,000 pr gerties.

METHODOLOGY

1996 narks the seventh year that R®B staf f hes
used RPIE income and expense data to nonitor
conditions and trends in New YaKs rent stadlized
apartnent buildings. Longitudina data is particuarly
wisefd inths regard becase it traces actud r evenues
and costs (as reported by building owers) for the sane
[ operties over a nunber of years. This intur nprovides
an accurate gauge of the HQCs recet per fao nance in
neasuring changes in operating costs in the stabilized
housi ng nar ket .

The 1996 Incone and Bxpense Sudy extends this
[ ocess of data verification by exanmining the veracity of
RAE information itself. This is acconplished by
conparing RPIE information wth data from Tax
Conmi ssion I ncone and Expense (TAE) forms
subnitted to the New York Gty Tax CGonmission by
owvers of stablized properties who praested ther tax
assessnents in 199%.

The data used in this report was prinarily
summarized from 1995 RPE forns retur ned to the
Departnent of Finance by building owners.
Longitudi nal data enconpasses pr operties which filed
RAEfor ng in both 1994 and 1995. Hwever, adysis o
filing dates indicates that RPIE averages r eflect
conditions occurring ar ound Juy of the calendar year in
question, so that this year’s longtudinal study nessur es
changes in costs and incone fromJuly 1993 to July
1994,

This year 12,834 and 11,446 buildings wer e
respectively anal yzed for the cr oss-sectional and
longitudina |&E studies. Hgur es wer e pr oduced by
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natching a list of 39,000 rent stabilized pr operties
regster ed wth the New York Sate Dvision of Husing
and Community Renewal (DHOR) with a list of
bui I dings which had filed a 1995 RHE statenent (or
1994 and 1995 statenents for the long tudina sanple).
Buildings on the RB list wer e excluded fr om bot h
sanpl es for the folowng r easons:

- They contained fewer than 11 units. Qwers of
buildings wth fewer than 11 apartnents (wthout
comerdd uits) aemt requredtofile IEfa ng;

- Qrers ddnat filea 196 RFAEfa mfor the cr css
sectional study, or a 1994 and a 1995 RHE for mfor
the long tud nd study;

- Nounit count could be found on conpl eted RAE
filirgs

- No “apartnent rent” was recorded on the RALE
fa ns. In these cases for ns wer e inproperly
conpl eted or the buil ding was vacant;

Thr ee additional nethods wer e used to weed out
inaccurate building infor mati on which coul d have
dstatedthefird relts

- In prior 18 studies, Hnance used the total
nunber of units fromthe RPAD (assessed va ue) file
to categorize buildings by size and location. In
nany instances, it was discover ed that the unit
counts on RAE forns weredf fee ent than those on
the RPADfile. Fdlowng a review of both sour oes,
RB staf f utinatey decided thet residentid couts
fomthe RAEformwere norerdidde

- Average nonthly rets for each buldng ves tested
tocatrd deta qeity. Wing averages fromthe 1993
HS R®B staf f povided Hnance wth reat inevds
for each bor ough. Buildings wth average r ets auside
of the ranges ver er enoved fromboth sanples. This
year, 454 huldngs ver e eqdled fromboth sanpl es
fa thsreason. Mst (286) of these huildings vere
expel led for having average rents bel ow $100 per
nonth, athough 126 buildings wth average rets in
excess of $2000 per nonth ver edsor enoved.
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- Buildings in which operating costs exceeded
i ncone by nore than 300% wer e excluded from
both the cr oss-sectiona and longitudi nal sanpl es.
B ghteen pr operties wer e excluded fr om each
sanple for this reason. Anong these buil di ngs,
operating costs ver e eight tines higher on average
than incone in 1994. In half of these properties,
costs ver e e even tines higher than i ncone.

As in prior studies, after conpiling both sanpl es,
H nance categorized sanple data into “cells” refleting
particdar types of ret stahlized buldngs thr oughout
the five bor oughs (such as structur es wth 20099 wnits
bult inB ookl yn befor e 1947).

The Departnent of H nance keeps conputerized
infor nation on all properties which filed Tax
Gormi ssi on | ncone and Expense (TAE) forns wth the
Tax Grmission in order to appeal their property taxes
inapdic hearing Snce TGEfor ns do not have to be
filed by omers of residentiad buldngs wth fever than
eight uits in order to protest their assessnents, the
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nass of stabilized buldings wich file TAEfons in a
dven year is simlar to those tradtiond |y adyzed in
the Incone and Expense Sudy. In 1995 roughly 9,000
rent stabilized buldngs filed TGEfo ns wth the Tax
Gmmssion. As wth RAE filings, this data r efleds
codtios inef fect during 1994

CROSS SECTIONAL STuDY
RENTS

The 1994 average nonthly rent collected by owers
drent stabilized apartnent buildings was $664 per unit.
Rets for Rost ‘46 wnits ver e substatialy higher ($703)
than those for prevar wuits ($610). A in prior years,
average rents wer e highest in Manhattan ($695),
followed by Queens ($525), B ooklyn ($474) and the
B onx ($457).

The sheer size of both the cr oss-sectional and
long tudinal sanpl es (each over 500,000 dvel lings) al ovs
rdidde staigticstobecdalaed fa rent, incone and costs

ab ed Apa s anhatta ac gher Re anao ome 994
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innost of the buildng types encouter ed thr oughout New
York’s bor oughs. The chart on the pr evious page
sunmari zes average rents and incones for each of the
bui I d ng categories exanned in the | & study.

Average rents datained fromRAEfilings tend to be
[ower than neasur es of nean contract rent obtai ned
fomboth the triennial New York dty hHbusing and
Vacancy Survey (HS and the New Yok Sate Dvision
of Housing and Gonmunity Renewal (DHR). The crux
d the df fe ence between the two neasures is thet FRE
data accounts far vacancy and cd | ection | osses. Average
catract retsfromthe HVS and DHCR reg stration data
ner dyr eflect catract r ents, wiich nay not be collected
in full due to vacancies or non-paynent of ret.
Additionally, RAE infor nation r efledts rents cdlected
over a 12-nonth period, vhile HS figures pertan oy
totrefirg thr ee nonths of any given year.

Last year, nean cotracts rets fromthe 1993 HVS
wver er oughly 6.1%hi gher than average r ets fr om 1993
RAE filings. Wfortunately, a simlar conparison for
1994 data cannot be undertaken until the conpl etion of
the 1996 HVS However, the 194 average r at from | &E
filings ($564) was 12%| over than the nean contract
rent for stabilized goartnents regstered wth DHR in
1994 ($642). This represents a decline of one
per centage pant fromthe 13%*“gap” observed between
the two ind ces in 1993,

The shrinkage of the gap between average r et
collections and nean contract rents nay herald | owner
vacancy and cd lection losses in the stabilized housing
narket. Snaller “gaps” between | & and CHR aver age
rents nay indicate that omers are cdlecting nor e d
the stddlized rents they are ledly etitled to char g
due to lover vacancies, fewer “pr e atid rets’ o
fever non-paying tenants. Part of the observed decr ease
inthe “gag’ nay dso reled adop in the nuner of
rent-cotr o | ed apart nents.

Hstoricaly, the disparity between the two neasur es
has been faling steadily since 1991, when average | &E
rents vere 15% | ower than the DHOR nean contract
rent. The decline in the “gap’ stens fromthe fact thet
rent cdlections cosistently gr ew faster than contract
rents after 1992, as docunented in the table on this
pee Iraicdly, g othinrent colections exceeded the
riseinthe RBs omrent index for 1994 (2 9%, which
tracks naxi num al l owabl e ret incresses that resdt
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Rent Collections Continued to
Outpace Contract Rents in 1994

DHCR RPE R3B “Rent
Yea: Rent s Rent s | ndex”

1990- 91 5.2% 3. 4% 4. 2%
1991- 92 3.8% 3. 5% 3. 9%
1992- 93 2.8% 3. 8% 3. 1%

1993-94 3.1% 4.5% 2. 9%

Sour & NYC Dept. of H nance and NYS D vi si on of
Housi ng and Communi ty Renewal

fomRent Quidelines Board orders for a given year.
Ths futhe strengthens the theory that property owners
aereaping greae revenues partly as a resut o
reduced vacancy and coll ections |osses rather than
atrigt r et inor esses.

Miny owners of rent stabilized apartnent build ngs
augnent their revenues by selling services to their
tenants as well as by renting commer cia space. 19%
RAE filings show an average gr oss incone of $628 per
rent stabilized unit in 194 This figr e enconpasses
rat fromstabilized apartnents as well as the sdes of
services (e.g laundry, garages/parking) and conmer ad
i ncone. Such proceeds constituted roughly 11%of the
total incone ear ned by building owers in 1994.
Minhattan owers especialy benefit from commer dd
incone, wth 16%of their revenues coming from
conmerciad uwits and services. The respective figur es
for the ather boroughs are 7%in Queens, 6%in the
B onx and 5%in B ookl yn.

OPERATING COSTS

In addtion to reverues, RAE filings include data on
egt types of goeraing costs. In cotrast to revenues,
however, ths data does not dstinguish betveen costs far
commer cid space and those for apartnents, naking the
cdadaion o “pr €residentiad operating and nai ntenance
costs inposside Thus, the residentid @Mcosts r eported
bel ow ar e rather high because they include nai ntenance
costs for conmer dd spece

The average nonthly operating and naintenance cost
fo dl rent stahilized unts vas $415 in 1994 Qsts vere
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substantialy higher for Rost ‘46 units ($490) and noch
lover fa the prevar stock ($336). In the bor augs, costs
padld rets - loest inthe Box ($340 and highest in
Mihattan ($516). The chart bel ow shovs costs accord ng
tohuldng age

Qrer the past six years, the Departnent of H nance and
RB staf f have extensively scrutinized RHE expense data
for accuracy. Assessnerts of early sanples indcaed that
nor e then hal f (5% of “niscd | aneos” costs ver e atld ly
adnini strative or naintenance costs, wile another 15%
vere nat valid business expenses. Hnance exd or ed these
find ngs further in 1992 by conducting thor ough audits on
the incone ad costs o faty sixrat stailized pr qties

The audtors utinatey foud that owers overstated
@Mcosts in FHEfilings by about 8% Qsts tended to be
less aoourady recorded in snall (11-19 units) and nedi um
(2009 wnits) sized buildings (overstated by 13%and 9%
respectively). Expenses in large (100+ units) build ngs
appear ed to be nore accurate (overstated on average by
aly 2%, bu renain sonewhat inconcl usive since severd
overs of large stailized pr gerties refused to cooperate
wth Hrnence s assessars.

Expense r eductions wer e concentrated in thr ee
caegories. naintenance, admnistraion and nisce | aneous
costs. Mintenance had to be lonered by an average of
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11% for all buildings, while adnmnistration and
nmiscel | aneous costs wer er espectively trinmed by one-
quarter (25% and appr oxi nately one-third (37%.
Aduwstnent of 1994 RAE data by the resdts o the 192
adts r educes average @M costs for stabilized buldings
f om$415 to $38L

Audit-adjusted nonthly G&M costs for buil di ngs
wthout conmercid uits vere about $31 |over ($350)
then the average far dl huldngs. In 198 RBsta f foud
thet taxes accouted far dnast half (4@p o the df fer ence
between “al-residential” buildings and all-stahilized
bui I dings. Labor, naintenance and administrative costs
accounted for nost (39% of the renaining variation
between the two graups. This year taxes accouted far just
uder e f (49 o the df fe ence viil e | abor, nai ntenance
and admnistrative costs accouted far roughly 30%0of the
tad vaiaion Taxes, niscellaneous and admnistrative
expenses ver er espectively 19% 11%and %I over on
average for buildings wthout commer dd spece thenfa dl
séilized pr gaties

COMPONENTS OF OPERATING COSTS

In 1994, two-thirds of tota expenses in stahbilized
bu I dngs ver e conprised of property taxes, naintenance,

Modern Buildings Paid Higher Taxes, Labor, and Administrative Costs in 1994

Note: Al anounts shown r eflect nonthly averages per apart nent

Hre197 Ag

BA By Ag
B rost- 1946 Ag

I
Labor

Wilities

NAi It . Adm n. Insurance  Nisc.

Sour ce: NYC Departnent of Hnance, 1995 RAE FH |ings
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ldor, aduility csts. Qdx (pr e-47) buildngs spet nar e
than average on naintenance, insurance and fuel costs,
wi | e consequently spending I ess on taxes and | abor costs.
Newer (post-46) buildings, on the other hand, spent
rd aivey nar e noney on taxes and | abor costs and | ess on
nai ntenance, admnistrative, insurance and fuel costs.
Mich | ess variation vas doserved wthin the other three
expase caegaries (uilities, insurance and misce | aneous
costs) aang buldngs of df fe et ae

Bildng size dso o fedted the dstrilution o costs in
ret sadlizedbuldngs A in 198 taxes, uilities, fud ad
nai ntenance costs agai N domnated tatd operating costs in
buldng o varios sizes in 1994 Labor costs cotinued to
be particd arly associ eted wth size, conprising noch lar g
deres o tad @Moosts inlargr buldngs, probably due
to the cocertraion o large, noder n (post-46) staalized
bui I dngs in Mnhattan, wiich tend to enpl oy door nen. In
cotrast fud and insurance decr eesed Wth size in 1994,
pooedy, dueto ef fidedes d scderedized by lar g
poperties, paticdaly those wth 100 ar nar euits

OPERATING CoOST RATIOS

The pr gportion of gr 0ss i ncone

Report to the Board - March 1996

Various factors explain the observed r e ationship
between the recent recession and rent colections.
Housi ng costs typically conprise the largest singe
expense faci ng househol ds, particularly those wth
dilden Inthe face o risingrets, as vdl as irflaim
househol d i ncones nust al so increase in order for
hosingtorenain af faoddde Intu n, wages and i ncone
tend to gr ow faster during economc upsw ngs, as
enpl oyers face incr eased conpetition for workers, and
aewlling to pay higher costs in order to secur e
additiona labor required for expansion. In contrast,
depr essi onary cycles cause pr dits to shrirk, for cing
sone husi nesses to shed workers and others to del ay
addi tional expansionary investnent. As unenpl oynent
rises, workers becone nor e abundant, depr essing
gowh in wages and incones. In such tines, it becones
nor edf ficut for househd ds, faced wth stade o slowy
inressing rents and declining incones, to neet ret
paynents and other housing related costs. This
“squeeze” between dr opping wages and stable r ets
for ces sone r enters, particd a those wth | oner i ncones,
todday thar rent paynents, or to skip themal together .

spent by stabilized building omers Cost-to-Income Ratios Rose and Fell with the
on audited operating costs City’s Economy During the 1990’s

dramatically declined to 60.7%
during 1994, as shown in the chart

on this s New Yok fdl irto [ @st/Incone Ratio = NYC Unenpl oynent

the thr oes of a deep national
recession and rising |ocal
unenpl oynent, buil ding owners

steadly paid an incr easing shar e o
thar r evenue for operating costs.
Ths recessionary trend started to
reverse ar ound 1993, when the
city’s econony began to inprove
and help building owners, as
average grothinrents and i ncone
out paced costs to push the average
cost-to-incone rati o down to 62.5%
This trend continued nore
agy essively in 1994, as rents and
i ncones continued to gr ow faster
¢ espectively 4.5% and 4.7% than
expenses (2. 5%.

2
B
&
5
2
8

NYC Unenpl oynent Rate

Audit Adjusted G oss-Sctiond Dta
| | | | | | | |

Sour ce: NYC Departnent of Hnance, 1995 RAE R lings and

US Bur eau of Labor Saistics
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This cycle was evident as New York was beset by
recession in the lae 1980 s ad early 1990's. 198 vas a
perticd arly bed year for owers, wth costs rising by 76
in while incone increased only by 3% The |oss of
109,000 jobs that year, and 320,000 nor e by 1992,
depr essed tenant incone so nuch that a rebound was
del ayed until 1993, Between 1990 and 1992 average “r ed”
incones for rent stahilized temants declined by 10.3%4.
Househol ds wth | ow and niddl e i ncones, who iraicdly
faced the highest r et incr eases observed during this
period, suf fered disproportiodly fromthis decline. /s
rents cotinued to increase, stabilized housing becane
les & forded e, wth average rents conprising 28%d the
incone of tenants in 1992 as opposed to 26%in 1990. In
such conditions, sone tenants, particuarly those wth
[over incones, evidently could not nake tinely ren
paynerts. These factors exgain the ggoth of the “gap’
between average r et cdlections ad nean contract r ats
fom 10%to 14%between 1989 and 1992. These factors
dsoillunnate the particdarly acute rise in cdlection
losses in pre-var buildings, wich tend to have poor &
resi derts2.

In 1993, New Yok stated topdl ot o its econonc
tailspin, as unenpl oynent or opped slightly and the G css
Gty R oduct began to rise. @l lection and vacancy | osses
[ obadly dr goped, particuarly in post-var properties, ad
revenues in stabilized buildings began to g owfaster than
expenses. As enpl oynent gr owth accelerated in 1994
thesetrends inesified

“DISTRESSED”” BUILDINGS

Anong the properties that filed 1995 RAE for ng,
1317 buldngs, dligtly nore then oneteth o the cr ass
sectional sanple, had GBM costs in excess of gr css
incone. Qly 60 of these buildngs were hult dter 1946
In the previous two years such “distr essed” buil dings
conpri sed twel ve per cat o the cr oss sectiod sanple.

Buildings wth expenses greater than r evenues in
1994 suf fe edfr om bot h abnor nal |y hi gh expenses (108%
of the 1994 all-building average) and low rents and
i ncone (r espectively only 61%and 59%af the al-buildng
average). Mst of the variance in unadjusted costs
bet veen these and other stabilized buildings vas found in
the insurance, fuel, naintenance and “niscel | aneous”
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categories, wich in these “dstressed’ buildings vere
respectively 118% 130% 13%oand 177%0df the stabilized
average. Nt surprisingy, these buldngs dso pad less
[ operty taxes (70%of the all-building average) than
other stabilized structur es. In 1993, taxes in such
“dgressed” buildings averaged 75%of the al buildng
nean. Wiether this trend r eflects falling val ues or
df fer et assessnert practices is uvertan

LONGITUDINAL STUDY
RENTS

Roughl y 11,400 stabilized properties filed RAE
fans in both 1994 and 1995. “Longitudina” and ysis of
these buildings per mts accurate neasur enent of
changes in costs and rents, ad provides a basis for
evaluating the R8s price index. As in the cr oss
sectional sanple, longitudind |& data, athough filed
wth Hnance in 1994 and 1995, r eflects codtios for
cal endar years 1993 and 1994.

Between 1993 and 1994, average r ets incr eased
by 4.5% significantly higher than the rise observed
between 1992 and 1993 (3.8%. In contrast to last year,
rents in dder (pre47) buildngs grewfaster (5 1%
than those in nor e noder n (post-46) pr operties
(3.5%. This was likely due to redativdy fast r ent
gowh among snal | (11-19 unit) and nedi um si zed
(2009 unit) buildings, averaging r espectively 5.5%and

Rents Rose Faster Than Costs
During 1994

Change,
o&M
Ratio

| &E
Rent s

NA

3.3%
3. 4%
3. 5%
3. 8%
4. 5%

| &E
Qost s

NA

7. 1%
3. 4%
4. 2%
2. 1%
2. 5%

Peri od

1988- 89
1989- 90
1990- 91
1991- 92
1992298
1993- 94

60%
62. 3%
62. 9%
63. 4%
62. 5%
60. 7%

Note: GBMRatio refers tothe proportion of gross
i ncone consuned by audit-adjusted operating costs
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Rent Growth in New York City, 1994

Longi tudi nal Data

G owth in Average Rent:
[] >5%
B 3%5%
B <3%
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wth G own Heights and East New
York in B ooklyn and Astoria in
Queens. The reasons for this are
not clear, although stabilized
housi ng in these nei ghbor hoods is
considerably older than the
citywde norm As noted earlier,
bui | dings constructed befor e 1947
exhibited higher average r ent
gowh (5.1% than their noder n
couterparts (3. 5%.

A though New YaKs r esur gent
econony lifted stabilized rents
thr oughout the city in 1994,
[ operties in sone aress o the dty
experienced bel ow average growt h
inrent collections. These included
less & fluent nei ghbor hoods such as
Central and East Harlem Qoney
I'sland and Janai ca, a ong wth nor e
[r osper ous ar eas such as H athbush,
Grnarsie and Forest Hlls. N singe
factor can be identified for this
tend except thet stabilized housing

Sour ce: NYC Cepartnent of Fonance, 1995 RAE Filings in each of these aress is farly

4.5% and rdaivdy slovret gowh in large (100+
uit) stabilized buldngs (38%. Interns of both age
and size, rents grew least in nid-sized, post-war
buildings (by 2.5% and nost in snmall post-war
poperties (5.8%, wich fomonly a snall portion of
the stehilized stack.

Wile rents generaly incr eased thr oughout New
YaKsrent stabilized housing stock in 1994, sone ar ess
experienced stronger gains than athers. For the first
tine, RB staf f was able to plot changes in average
rents acr oss the city’'s 59 Gonmunity DO stricts,
sunmari zed in the nap above.

As shown, rents increased nore than 5%
thr oughout nost of the “Minhattan Gor € bel ow East
96th and West 110th Sreets. This trend partialy
explains why average rents in Mnhattan r ose faster
(4.8% than the stabilized narket average for the
second consecuti ve year . However ,r ert cdlectios d so
rose beyond the stabilized average in severa |ess
dfluet aress, notady Mrrisania in the B onx al ong

modern, wth at least 25% of
stabilized buldngs constructed after 1946 (23%0af dl
stabilized apartnents in New Yok ar e located i n post-46
bu | d ngs).

During the 1980's, rent collections accel erated
faster than the R8s expectations. This began to
occur again in 1993 as ret g owh of 3.8% exceeded
both the RBs rent index (3.1% and the incr ease
observed in DHR regstered rents (2.8% between
1992 and 1993, This trend was nor e gr ongly evi dent
in 1994, as average r ent cdlections incr eased by 4.5%
wiile the Rent Index grew by 2.9% and DHCRrets
rose 3.1%

G ossincone (i.e apartnent ret, sdes d services,
and commerdd rent) collected by owners between
1993 and 1994 increased by 4.79% slightly nor e than
gowh in apartnent rents. Ulike last year, incone in
noder n (post-46) apartnents rose slover (3.6% than
inthe or e-47 stock (5.3%. Aso, inconplete contrast to
last year’s findings, incone grew fastest in snall
bui ldngs (6.2% and sl ovest inlarge ones (3.8%.
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OPERATING COSTS

Qveral | operating and nai ntenance costs r ose
2.5%during 1994, naking it the second consecutive
year that expenses gr ew sl ower than r evenues. (osts
rose nuch less in noder n pr operties built after 1946

Report to the Board - March 1996

I&E Costs Rose Faster Than PIOC
Costs for the First Time in Recent
Years

(0.79% than in those built before 1947 (3.4%. This s
disparity stenmed fr om decr eases in the average 1989- 90
amount of property taxes (-.5%, fuel (-29% and 1990- 91
m scel | aneous costs (-6% incurred by post-war 1991- 92
buildings. 9ze, as found in last year’s |&E study, 1992- 93
also influenced cost growh, wth expenses in nid- 1993- 94

sized buildings increasing faster (3.1% than those in
both snall and lar ge buildings (respectively 2.4%

and 1. 1%.

G the various expenses nonitor ed in the | ncone
and Expense study, insurance, naintenance and | abor
costs gr ew fastest (by respectively 5. 4% 4.7% and
3.9% between 1993 and 1994. Oh the other hand,
utility costs (char ges for electrical service and
vater/ sever use) declined very slightly by 0.1% while
fuel costs declined (-1.3% for the second consecutive
year . Mbst inportantly, property taxes, the lar gest
single cost confr onting nost stabilized buil ding

Pl CC | &E
Qost s Qost s

9. 5% 7. 1%
5. 5% 3. 4%
4. 2% 4. 2%
4 % 2. 1%
1.6% 2. 5%

Note: A QCfigures adjusted for conparison

to | &€ data

owners, continued to be renain fairly stable in 194
by incr easing only 2%

Qver the past few years, as the chart bel ow
indicates, growth
consi stently outpaced expense increases reported by
building owners in RAE data. In 1994, this trend
reversed, as show on the table on this page. Average
expenses rose by 2 5%according to RAE filings wile

in PlIOC neasur ed costs has

o

4 PIOC

. 93-94 I&E
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Pl GG neasur ed costs for the sane period r ose 1 6%
Mst of this df fe ence stenmed fr om faster owner -
reported growth for insurance, naintenance and f uel
expenses. From 1989 to 1993, the PICC regularly
reported higher increases in these sectors than wer e
adwdlyrecorded in FRETfilings.

Gonparison of 1& and PIQC data is sonewhat
distorted due to dif faences in the ways cost
conponents are neasur ed and the way infornation is
gather ed. Conponents examned in the PICC are
nai nly neasur ed on an Apxil-to-Axil baesis, wile nast
expense statenents (88% filed by land ords ar e based
on the calendar year,requiring the use of weighted
averages to achieve conparable figures. Despite these
dravbacks, it seens that the A QC nay have becone
nor e “accura €, interns of the disparity between |1&E
and Pl OC neasur ed expenses, as New YakKs rent
stabilized housi ng narket ener ges fr omthe r ecessi on of
the early 1990s. This nay indicate that the ACCis
better at tracking costs during econonmic upsw ngs,
wen all types of costs are generdly increasing, and
when accel erating r evenue gr ow h induces fewer
owers to cut back on nai ntenance servi ces.

OPERATING COST RATIOS

Qeerdl, the proportion of gross incone spent on
unaudi ted expenses declined by nearly one-and-one
third (13 percentage points between 1993 and 1994.
The proportion of incone spent on audited expenses
dsofdl by asimla nargin. Change was al so obser ved
inthe proportion of rents used to pay audited costs,
vhi ch dr opped by 1.3 per centage points.

The per centage of huildngs wth costs in excess of
revenues declined from 11%to 9% of the r oughly
11,000 buldngs thet filed FAEfarns in 1994 and 1995.
Though fewer buildings faced incone ratios over 100%
in 1994, the besic cheracteristics of these buldngs dd
not change. As reported in the cr oss-sectiond study,
these buldngs a e burdened by | ow average r ents and
high operating expenses. Wifortunately, the sunmary
staistics adladde to staf f ae not adequate for nore
thor ough insights. For exanple, we were unable to
anal yze the dif fa ence between the buildings wth
incone ratios above 100%and those buildings that, in
prior years, had negative net operating i ncone.
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Tax ComMmmissION DATA

This year, far the first ting RB st f vas dde to
access incone and expense data for over 11,000 r et
stahlized buldngs thet filed Tax Gonmissi on | ncone
and Expense (TAB forns in 19%. This data, as wth
irfanation obtained fromregdar FAE forms, rdleds
codtios in ef fect during 1994. Biildings wth seven
or nore dwellings nust file TAEfa ns in order to
aoped their property tax bills inapudic hearing befor e
the New York Gty Tax Conmissi on.

De to tine constrants in ddtanng this year’s Tax
@nmissi on data, staf f was unable to weight 1994 TAE
data by the resuts of the 1993 Hbousing and Vacancy
Srvey (HS. Because of this, averages derived from
the 1994 TUEdaa end drectly conparabl e to those
reported earlier inthis study, wich ar e weighted by the
HVS. Wighting allons staf f to contr ol for age
df fe ences that exisit between the annual sanples of
rent stabilized buildings drawn for the | & study and
thedty seatire stabilized housing stock, as described by
the HS Lack of weighting requred st f to conpar e
average figur es derived fr om unwei ghted RAE and TAE
irfa nation.

s awde thebuldngsinthis yea’s TGE sanpl e
ear ned nor er evenue, and incurred higher expenses,
than buldngs in the cr oss-sectional RHE sanpl e. Mean
rents and incone in TAE poperties wer er espectivey
104% and 110%o0f the average for RAE buildings, wile
expenses wer e 108%of the RHE average. This variance
vas prinarily due to the fact that 28%of the apartnents
inthe TAE sanple were located in noder n (post-46)
[roperties, as opposed to 229%cf dwellings inthe FHE
¢ oss-sectional sanple. Queral, average cost-to-i ncone
raios in TAEbuildings were slightly |over (59.6%
than those in RAE properties during 1994, despite their
hi gher costs.

These characteristics indicate that incone and
expense data from TC Efilings is nat signficatly
df fe @t fromthat obtained fromRAEfilings. Wile the
sour ce of the observed dif fa ence cannot pr esertly be
deter mned, its existence does not di mnish our
confidence in RAE data currently used by the Board.
Indeed, staf f expected variation between the two
sanples to be higher than observed. A though
veighting of the two sanples by the 1993 H/S w |
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afintivdy deter mne the accracy of the RAE filings,
the prelimnary findings noted above uphol d the
gererd veracity of the data used in this study and those
inprevious years.

The appar ent lack of sigificant variation between
TAEand RAEfilings presets ineresting inplications
for futur er esear ch. Because TAE data is public
irfa nation, wheress RREfilings ae not, incone and
expense infor nation for individual buildings can be
dxared fromthe Tax Gnmission for use in detaled
stetisticd amdyzes. Ths capebility wll dlowstaf f to
better exanine subtle trends af fecting New Yok's
stabilized housing, which is difficut given the
cofidatidity restrans o RREfilings. O
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END NOTES

1 According to the 1991 and 1993 Hbusi ng and Vacancy
Srveys, rea incomnes for households living in rent
stablized goartnarts fell fr om$29, 8% to $26, 819.

2 sing the 1991 and 1993 Housi ng and Vacancy Survey
and RAE data, the dif fe ence between average r ent
collections and the HVS nean contract rent was
respectively 12% 10%and 11%in 1991, 1992 and 1993
fa prevar stabilized buldngs. In post-var properties,
average colections wer e 1%hi gher than nean contract
rents in 1991, 1%l ower in 1992 and virtualy the sane
in 1993
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