MEMORANDUM TO: Mayor and City Council

FROM: Angel L. Jones, City Manager
DATE: September 1, 2009
SUBJECT: City-owned Housing

As stated in the August 6, 2009 Daily Briefing, staff would be updating the Mayor and City
Council on all aspects of the issue of employees living in City-owned housing in three parts:
background and history, legal issues and potential liabilities, and moving forward.

On August 13, 2009, the Mayor and City Council received the attached memorandum outlining
the background and history of four City-owned structures that are occupied by City employees.
On August 31, 2009, City Attorney Board briefed you on the legal issues, which are now being
addressed. The purpose of this memorandum is to complete the update and outline how the City
will treat the occupancy of these properties in the future.

As outlined in the background memo, the City acquired the property at 300 Dogwood Drive to
improve access to City Hall. The property at 2 James Street was acquired to enhance the
environmental and historic setting of the Latitude Observatory Park. The property at 307 S.
Frederick Avenue was acquired for economic development purposes. While these properties
currently serve a public purpose, at some point in the future, the Mayor and City Council should
evaluate whether maintaining these properties continue to serve the best interest of the public.
However, this decision is not time sensitive as market conditions are not currently favorable to
dispose of these properties. As long as the City owns these properties, | believe it is important
that they remain occupied to deter vandalism and to assist in detection of maintenance problems
such as water leaks.

As you know, the rents for the three properties referenced above do not reflect market rates. Staff
arranged for a real estate agent from Prudential Carruthers Realtors to inspect the properties. The
agent confirmed that all three properties are currently being leased at below market rates and
provided recommendations for an appropriate market rent for each. Staff is in the process of
getting recommendations from two other realtors to determine appropriate rent for the properties.

It is my intention to notify the employees living in these three properties that their rent will be
increased to market rate effective January 1, 2010. Pursuant to the lease agreements, we are
obligated to provide at least 60 days notice of the rent increase. The employees will have the
option of accepting the rent increase, or vacating the property by January 1, 2010. To ensure
transparency going forward, the rents for City-owned housing will be included in the City’s fee
schedule, effective with the FY 2010 schedule which is posted on our website.
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In the event any of the employees currently occupying these homes elects to vacate, it is my
intention to make the home available at market rate to another full-time employee in good
standing. This employee would be randomly selected from a pool of those who express an
interest in renting the property.

In recognition that these properties were being rented at a rate below market value, the Employee
Housing Stipend Program that was approved in September 2008 specifically excluded employees
who lived in City-owned properties. Given that we are adjusting these rents to market rate, it is
my intention to amend the Employee Housing Stipend Program to include income eligible
employees that reside in City-owned housing.

The situation with the accessory apartment at Casey Community Center is different than the
three single family homes. The employee in question must live in the apartment as a condition of
employment, and his schedule is often adjusted to perform after-hour duties. Accordingly, City
Attorney Board has determined that the value of this apartment is not required to be treated as a
taxable benefit. Given that the occupancy of this accessory apartment is a condition of
employment, it is my intention to permit the incumbent to continue residing in the apartment at
no cost. However, 1 will be changing this employee’s job classification to better reflect his
current duties and to distinguish his position from the other custodial position that does not have
the requirement of living at the facility.

As indicated above, market conditions are not currently favorable to dispose of properties that
the Mayor and City Council may, in the future, determine are no longer necessary for public use.
I will be scheduling a review of this issue on an annual basis to ensure the public purpose for
owning the properties remains valid and/or to determine if market conditions are favorable
should disposing the properties become an option.

I hope this information is helpful. Please let me know if you have any questions or want to
discuss this further.

Attachment
ALJ/ms



MEMORANDUM TO: Mayor and City Council

FROM: Angel L. Jones, City Manager
DATE: August 13, 2009
SUBJECT: Employee Housing

As you know, the City currently owns three residential structures that are currently leased
to City employees. In addition, there is an accessory apartment at Casey Community
Center that is currently provided to a City employee at no cost as a condition of his
employment. As | indicated on August 6, 2009, this initial update will provide the Mayor
and City Council with the background and history of these arrangements to the extent
possible.

300 Dogwood Drive

The Town of Gaithersburg obtained the house at 300 Dogwood Drive in January of 1968.
The Town did not pay the seller anything for the property, but assumed responsibility for
paying the outstanding $13,391.21 mortgage. It is my understanding that the purpose of
this acquisition was to provide a pedestrian connection to Town Hall and the Civic Center
Park. As evidence of this, we have a June 1968 plat showing the side property line fence
set back from the adjoining property to provide the connection. In addition, | have been
informed (but seen no evidence) that the Town leaders in 1968 also considered the
possibility of expanding the Civic Center Park or providing vehicle access to Town Hall
when 300 Dogwood was acquired.

Institutional memory has indicated that a City Public Works employee occupied the
property in 1968. When he vacated the property, it was leased to a non-employee. In
1981, the property was leased to the employee who currently resides in the home.
Originally, the employee was charged $300 a month. While staff have been unable to
locate a lease for this property, there is a memorandum dated July 3, 1989 indicating that
the rent had been raised from $300 per month to $350 per month. This memorandum
also referenced additional work related duties as a condition of occupying the property.
This document is attached as Exhibit #1. Additionally, a 1999 memorandum exists that
makes reference to updating the lease. The memo also indicated that some duties the
employee originally performed as a condition of occupying the City property were no
longer being required of the employee. For your review, | have attached this
memorandum as Exhibit #2.
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Casey Community Center Accessory Apartment

The Casey Community Center was dedicated as a public facility in 1977. It is my
understanding that an accessory apartment was included as part of the initial
improvements to the facility. It is also my understanding that a custodian has occupied
this accessory apartment at no charge as a condition of employment since the facility
opened. The current custodian was hired and moved into the accessory apartment in
November of 1991; however, a ‘no rent” lease was not executed until June of 2006. For
your review | have attached this lease as Exhibit #3.

2 James Street

The City acquired the property at 2 James Street in December of 1992. This property
immediately abuts the Observatory Park property. The stated purpose of the acquisition
was to “safeguard the preservation and use of the Latitude Observatory by enhancing the
environmental and historic appurtenances and further comporting with obligations to the
undertaken by the City in its agreement with the Federal Government transfer of the
Latitude Observatory to the City”. The City purchased this property for $65,000. For
your information, | have attached Resolution No. R-110-92 (authorizing the purchase) as
Exhibit #4.

Since acquiring 2 James Street, the property has been leased to at least three City
employees. Initially, the employees leasing this property had some security
responsibilities with respect to the Observatory; however, the most recent lease dated
September 2004, did not include any security responsibilities. The 2004 lease called for
an annual rent of $4,800 and there have been no rent increases since that time. | have
attached the most recent lease as Exhibit #5.

307 S. Frederick Avenue

The property at 307 S. Frederick Avenue was acquired by the City in 1998. For many
years, this property had been a residential rental property. Both of the adjoining
properties had been adapted for commercial uses, and a series of redevelopment
proposals had been discussed by staff. At the time, the optimal use for the 300 block of
S. Frederick Avenue was considered by staff to be live/work units. In 1998, the tenant of
307 S. Frederick Avenue was in serious default on a lease/purchase agreement and the
landlord had initiated eviction proceedings. For economic development purposes and to
provide additional control of the future redevelopment of the 300 block of S. Frederick
Avenue, staff recommended that the Mayor and City Council authorize purchase of the
property for $103,500. For your review, | have attached Resolution No. R-59-98 as
Exhibit #6.



Since acquiring 307 S. Frederick Avenue, the property has been leased to at least three
City employees. No security duties were required in connection with these leases. The
employee currently residing in the property first occupied in January of 2005 at a rent of
$704 a month. This lease is attached as Exhibit #7. This rent has not been increased
since that time.

Conclusions

Based on the foregoing, it appears that all of the residential structures owned by the City
were acquired for legitimate and reasonable public purposes. However, once leased to
City employees, the employees were permitted to continue residing in the structures

indefinitely without significant rent increases. In the private rental market, rent increases

are customarily given on an annual basis.

In the near future, the City Attorney will be giving you a confidential briefing in
Executive Session on the legal issues associated with employees residing in City owned
housing. Additionally, | will be providing options for moving forward with this issue.

| hope this information is helpful. Please let me know if you have any questions or want
to discuss.

ALJ/ms
Attachments
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