





Table 1:

Findings of Studies on the Effects of Condominium Conversions

Proportion of Tenants
Not Purchasing
Converted Units,

Increase in Monthly
Carrying Costs of Unit
When Converted from
Rental to Condominium

Proportion of
Displaced Tenants
Who Move From

Study Displacement Rate Municipality Ownership, Average*
Condominium Survey Questionnaire o . o

Report, Oak Park, lllinois, 1979 80% Not available 60%

Effects of Condominium Conversions

on Tenants, Tenants Organization 95% 55-73% 60-100%**

of Evanston, lllinois, 1978

Condominium Conversions in the City

of Evanston, lllinois, Evanston 80-88% Not available 100%
Human Relations Commission, 1978

Condominium Conversions in Cambridge, o .
Massachusetts, 1978 80% 29+ % Not available
Condominium Conversions in San o ; o
Francisco, California, 1978 75% Not avallable 60%
Condominum Housing: A New Home

Ownership Alternative for Metro- 82.3% Not available Not available
politan Washington, WASHCOG, 1976

District of Columbia Housing . .
Market Analysis, 1976 76% Not available Not available
HUD Condominium/Cooperative .

Study, 1975 75-85% Not available 30-35%

Palo Alto, California, Condominium 82% Not available Not available

Conversion Study, 1974

* Rent versus condominium ownership payments (mortgage, property tax, monthly assessment)
** Lower figure does not include property tax; higher figure includes property tax

“The first bill I got through the legislature was the
condominium act which we thought would be a boon
for low- and moderate-income families,” recalls Michael
Dukakis, former governor of Massachusetts. “Now
we have a conversion problem.” This “conversion
problem” brought about a third generation of condo-
minium laws principally enacted at the municipal
level, to deal with the effect of conversions on the
supply of affordable housing, displacement, inflationary
housing costs, and relocation hardships.

Effects of Conversions

Nobody knows exactly how many rental units have
been converted to condominiums. This year’s census
will be the first to even identify condominiums. Record
keeping at the local level has often been so lax that
some local officials can only say that a “lot of rentals
- have been converted.”

Citicorp Real Egtate, Inc., estimates that over
100,000 units were converted nationwide in 1978,
double the 1977 total. Citicorp estimates that 130,000

more units were converted last year. But these figures
may be underestimates since they are based on
observations that failed to include many cities experi-
encing a wave of conversions.

But national figures mask the extent of conversions
in some locals markets. For example, 14.2 percent of
the rental units in Evanston, Illinois, had been con-
verted to condominiums by the end of 1979, mostly in
the prior two years.

While Evanston leads the nation in conversions,
Oak Park, Illinois, is close behind with 13.5 percent
of its rental stock converted to condominiums. Oak
Park’s rental vacancy rate is 0.9 percent.

Chicago isn’t far behind, with about 10 percent
of its privately owned rentals converted. The city’s
Department of Planning, City, and Community De-
velopment reports that virtually whole census tracts
have been converted to condominium. The city’s rental
vacancy rate, according to the Urban Consortium, is
1.6 percent.

These cities possess many of the characteristics a
1975 Department of Housing and Urban Development
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Table 2:
Vacancy Rate Ordinances

Jurisdiction

United States
Claremont, California
Hayward, California

Los Angeles, California

Marin County, California

Palo Alto, California
Vail, Colorado
Washington, D.C.

Canada—Ontario Province

Kitchener

Mississauga
North York, Borough of
Ottawa

Toronto

Threshold Vacancy
Rate Below Which
Conversions Are

Percentage of Tenants
Needed to Exempt
Building From
Prohibition on

Prohibited Conversions

3% No exemption

5% Other factors—see text

5%* See text

5% 51% agree to exempt
Also, see text

3% 67% agree to exempt

5% Other factors—see text

3%** 51% agree to exempt

3% 80% purchase units
Also, see text

3% 80% purchase units

5% No exemption

3%

25%***

* Los Angeles is divided into 35 planning areas for determining rental vacancy rates.
** High rent buildings are exempted from the vacancy rate provisions of the Washington, D.C. ordinance.
*** Toronto is divided into four quadrants for determining rental vacancy rates.

study ascribes to communities that are prime candi-
dates for widespread condominium conversions:
scarce or nonexistent land available for new construe-
tion, high single-family home prices, high costs for
residentially zoned land, obstacles to new development,
and a supply of good quality rental buildings.

The one common thread in virtually every city
experiencing a wave of condominium conversions is a
low rental vacancy rate reflecting a shortage of rental
housing.

Housing experts consider 5 to 8 percent *o be a
healthy rental vacancy rate. It allows for intracom-
munity mobility and affordable rents. When the va-
cancy rate falls below 5 percent, low- and moderate-
income households will have difficulty finding replace-
ment housing within the community. Below 8 percent,
relocation becomes difficult for any income household.

Today the United States is in the throes of its most
serious housing crisis since the end of World War II.
Nationally, the rental vacancy rate has fallen below
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5 percent for the first time in over 30 years. In cities
with traditionally low rates, the crisis is particularly
acute. For example, Evanston’s already low 1970 rate
of 2.1 percent had fallen to 0.5 in 1978.

A 1974 Palo Alto, California, study found that the
city’s low 1.2 percent vacancy rate led three-fourths
of the tenants who purchased their converted units
to do so reluctantly. That is, they were afraid that
they would be unable to find replacement housing in
Palo Alto. In addition, some purchasing tenants indi-
cated that even if they could find an apartment, it too
may be converted. Elderly residents were often afraid
to move for physical or health reasons. Long-term
tenants did not want to move for emotional reasons.
Some tenants simply felt hemmed in with no viable
alternative other than to purchase their units.

More recent studies in Chicago, Cambridge, Massa-
chusetts, and other localities confirm these findings.
These “reluctant purchasers” make up a major part of
the artificially created market for converted condo-






do not take into account inevitable increases in prop-
erty taxes, monthly assessments, or rent.

In addition to this inflationary increase,. one
Washington, D.C., study notes that the reduced supply
of rental housing allows landlords to raise.rents sub-
stantially in the remaining rental units.

Condominium conversions-.generally cause substan-
tial tenant displacement. .

HUD’s 1975 study notes that displacement “is an
unavoidable by-product of the:conversion process. . . .
In a city where rental [vacancy] rates are low and
where rental units are occupied by the elderly, who
are often on fixed incomes, and by low- and moderate-
income families, the displacement potential .of this
conversion process appeared awesome.”

Subsequent studies, noted in Table 1, confirm HUD’s
early findings.

Conversions generally occur in already stable rental
neighborhoods.

Typical of study findings are the results in Evanston
that showed that tenants in converting buildings had
lived in them an average of.7.2 years and.in the city
an average of 20.57 years. Surveyed Oak Park tenants
had lived in the village an average of 18.5 years and
in their current apartment for 5.5 years. Only in
Mountain View, California, were tenants short-term
residents. Mountain View planners found that renters
there remained in their apartments 1 fo 1.5 years
while home owners stayed in their units 4 to 7 years.

Conversions can threaten the very existence of a
community’s affordable housing stock.

For example, Oak Park’s 1979 Condominium - -Survey
Questionnaire Report concludes: “Oak Park’s supply
of middle-, moderate:, and. low-income housing is being
depleted directly, and perhaps indirectly, .due to condo-
minium conversions. Rentals found in this study
ranged from $200 a month to $375, definitely within
the range of low- to middle-income housing. Clearly
condominium conversion is not restricted to higher
rent units in Oak Park.”

Similarly, Evanston’s Human .Relations Commission
reached the following conclusion about the traditional-
ly racially and socioeconomically diverse. community:
“The continued availability of housing affordable, on
a rental basis, by low- and moderate-income families
and the fixed-income elderly cannot be assured by oper-

ation of the real estate market place. Thus the city:

must act . . . to prevent condominium conversion from
erecting an economic wall that forecloses the entry into
the Evanston community of upwardly mobile young
families of diverse backgrounds and displacements of
present low- and moderate-income families and the
fixed-income elderly.”

These findings strongly suggest that condominium
conversions are making it difficult to achieve local and

national housing goals. While cities.are trying to use.

community development block grant' funds for new
construction of low- and moderate-income housing, and
Section 8 monies to-subsidize low- and moderate-income
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households, condominium conversions are reducing the
supply of existing low- and moderate-income units as
well as the supply of'rentals available for Section 8
subsidies.

In additien, this is an increasingly expensive dilem-
ma. The Condominium Conversion Task Force of
Montgomery: County, Maryland, found that'it- costs
$35,000 to $42,500 per unit to:replace existing rentals

1

worth $8,000 to $15,000 with. new construction. Even:

the additional tax revenues felt‘to be generated by con-
versions in most cities are insufficiént to fund replace-
ment housing needs’ caused by conversions.:

Limitations on Conversions.

Faced with this dilemma, a rapidly growing number
of communitiés have decided to restrict condominium
conversions while rental housing is in short supply.

Recognizing the relationship between low rental
vacancy rates, which reflect a shortage of rental hous-
ing, and the impacts of condominium .conversions dur-
ing such a ‘housing crisis, at:-least seven jurisdictions
in the. United States and five in Canada essentially
prohibit conversions during a rental shortage unless. it
can be demonstrated that a conversion would cause
little displacement of tenants.

These “vacancy rate’ ordinances essentially invoke
an automatic mora’corl'ium on .conversions when the
city’s rental vacancy rate. falls below a specific thres-
hold level, usually 3.or 5 percent.,A building may be

exempted from this moratorium if a certain percentage

of tenants either agree to purchase their units or agree
to exempt the building from the automatic moratorium.

“Extensive condominium

conversions frustrate the

efforts of cities

to meet the housing needs
of their residents...”

Palo Alto, California, pioneered this regulatory
method in 1974, It prohibits conversion: whenever its
vacancy rate, measured twice annually, falls. below 3
percent, unless 67 percent of the tenants in a building
voluntarily agree to exempt it from the. prohibition on
conversions.

The director of planning and community environ-
ment determines the rental vacancy rate using a sample
survey of apartment buildings, postal vacancy surveys,
or a count of inactive utility meters. When all three
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methods have been used in the same year, they've
corroborated: one another.

Since enactment of this law, there has been one con-
dominium conversion in Palo Alto. City officials report
there has been no diseernable decline in the quality of
rental property nor disinvestment in them during this
time.

Table 2, Vacancy Rate Ordinances, identifies: other
jurisdictions that have adopted this basic approach.

While some jurisdictions allow exceptions to their
automatic moratorium if a certain percentage of ten-
ants agree: to exempt the building, others require that
a-certain percentage agree to purchase their units. The
first technique assumes that agreeing tenants either
believe they can find replacement- housing within the
community, are willing to leave the community, or
expect to purchase. Consequently, few tenants would be
forcibly displaced from the community.

The second technique assumes that if a substantial
number of:tenants agree to purchase their units there
will be little displacement.

Kitchener, Ontario, uses a third-technique in which
it allows some conversions even if the rental vacancy
rate Is below the 3 percent threshold if the city’s
annual goal for new rental construction is met. This
method. encourages new rental construction by the
private sector and assures that conversions do not seri-
ously exacerbate the problems caused by the -already
tight rental market.

‘A number of jurisdictions, though, recognize that
they have relatively permanent housing emergencies in
which the rental vacancy rate is unlikely to rise to a
“healthy” level. Consequently, their condominium con-
version laws do not refer fo rental vacancy rates. In-
stead, they are designed to assure. that a proposed con-
version. does not ‘generate substantial tenant .displace-
ment. For example, San Francisco requires that 40 per-
cent of a building’s tenants must sign “intent to.pur-
chase” forms supplied by the city’s Department of
Public Works. Thousand Oaks, California, requires

that at least half the tenants in a building agree to the -

proposed:conversion for the city to allow it. Twenty-five
percent of the tenants in a Scarborough; Ontario, apart-
ment-building would have to indicate their intention to
purchase in writing for a.conversion to be allowed.
For three years, ending in 1977, New Yoik’s Good-

. man-Dearie Law required that .35 percent of a build-

ing’s tenants agree to purchase their units within 12
months .for the conversion to be allowed. This law did
not stop conversions. Coupled with a weak national
economy, it:did cut the annual number of conversions
in half hetween 1974 and 1977.

New York:City requires that 85 percent of a build-
ing’s tenants agree:to purchase their units before a
developer can file an eviction plan. No nonpurchasing
tenant can be evicted for at least two years. If only 15
percent agree to purchase, nonpurchasing tenants can-
not be evicted. This law applies to buildings covered by
the city’s maze of rent control and rent stabilization
laws.

Figure 1:

Répid- Change in Housing Stock Due to
Condominium Conversions

Proportion of
Total Housing
Stock That Is
Rental

75%

72%
70% ¢

65% 68%
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! |

1970 1979

60%

55%
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Where it had taken 30 years for Evanston’s rental stock
to go from 72 to 62 percent-of the city’s total housing
stock, it took only 10 years to fall another 10 percent-
age points due to the conversion of 14.2 percent of the
city’s rental units to condominium, more than any city
in-the country.

In 1978, the New York state legislature authorized
cities in three New York City suburban counties,
Westchester, Rockland, and Nassau, to adopt legisla-
tion similar to the 85 and 15 percent provisions of New
York City law.

Other Considerations

A growing number of communitiesstake other fac-
tors into account when reviewing applications to con-
vert a rental building to a condominium. Nearly all
these cities are in California or Colorado where state
law defines a condominium conversion as a “subdivi-
sion” and subjects each conversion to regular subdivi-
sion application procedures. These include a public
hearing and review by the planning commission with
appeal to the elected legislative body. In this-process,
the application to.convert is evaluated in terms of its
effects on: the ability of the municipality to meet com-
prehensive plan goals and objectives, many of which
urge the preservation of low- and moderate-income
housing.
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one year unless 51 percent of the building’s tenants
agree to waive this provision.

Because a conversion can force tenants into the
housing market involuntarily, some cities require the
developer to make direct payment to tenants or to
provide other relocation assistance.

Alameda, Evanston, Los Angeles, San Francisco,
Seattle, Walnut Creek, Washington, D.C., Hayward,
California, and the state of New Jersey require
direct payments by the developer to displaced tenants
ranging from $160 in Alameda to $1,000 in San
Francisco.

The California communities of Belmont, Alameda,
Los Angeles, and San Mateo all require the developer
to help nonpurchasing tenants find replacement hous-
ing. In San Francisco, the developer must contract
with the city’s Central Relocation Services to provide
permanent relocation services to tenants.

The District of Columbia has gone one step further
by requiring a developer to make housing assistance
payments to displaced low-income households for two
years so they will not spend more than 25 percent
of their monthly income on rent. The city assumes
these payments for the next three years.

Legal Validity

None of these laws has ever been overturned in
court. In fact, only New York’s and Brookline’s have
even been challenged.

Carefully written restrictions on conversions that
assure due process, tie the privilege of conversion to
adopted municipal housing goals, state municipal pur-
poses for restricting conversions, and establish that
a housing emergency exists do not constitute a taking
of property without compensation or a violation of the
equal protection clause of the Fourteenth Amend-
ment of the Constitution.

Control of conversion falls within a municipality’s
police power just as zoning, subdivision, building code,
and rent control regulations do. The ability and need
of a community to regulate housing was stated clearly
by the United States Supreme Court in Block v. Hirsh,
256 U.S. 135 (1920) : “Housing is a necessity of life.
All the elements of a public interest justifying some
degree of public control are present.”

Public officials often find themselves in a quandary
trying to balance conflicting interests involved in con-
dominium conversions. The laws described are the
fairest and most effective legal means devised so far
to balance these interests. But they are hardly the
final word. The regulation of condominium conversions
is a rapidly evolving field that can undergo radical
change as innovative local officials devise new ways
to mitigate the adverse effects of conversions that
work against achieving local housing goals and the
long-time national goal of a “decent home and a
suitable living environment for every American
family.”

Conversion moratorium
by Daniel Lauber

More than 20 communities have enacted a mora-
torium on condominium conversions while they study
the effects of conversions and determine appropriate
legislative responses. Without a temporary halt to
conversions, the issue may become moot in some
communities as developers rush to convert as many
buildings as possible before restrictive legislation can
be enacted. These temporary halts to conversion have
lasted from as little as two weeks in Evanston, lllinois,
(1977) to as long as two years in Washington, D.C.,
(1974-76).

A moratorium is valid as long as emergency condi-
tions exist, work is progressing on the study of con-
versions and development of an ordinance to regulate
them, and procedural grounds are followed. Morato-
riums in Tiburon, California (1975), Montgomery
County, Maryland (1979), and Evanston, lllinois
(1978-1979), have survived court challenges. An exten-
sion of the District of Columbia’s 90-day 1979 mora-
torium was rejected by the court last fall on procedural
grounds. The 40-day Chicago moratorium (1979) was
rejected because it was vague, arbitrary, and capri-
cious, according to the court.

Jurisdictions known to have enacted a legal morato-
rium on condominium conversions are listed below
by state:

California: Alameda, Concord, Culver City, Fullerton,
Mountain View, Palo Alto, San Francisco, San Jose,
Santa Barbara, Santa Monica, Tiburon

Hlinois: Arlington Heights, Evanston (2), Skokie
Maryland: Montgomery County

Massachusetts: Boston (moratorium on evictions due
to conversion)

New Jersey: Atlantic City

Oregon: Eugene

Pennsylvanja: Philadelphia

Washington: Edmunds, Lynnwood, Seattle
District of Columbia: 1974-1976, 1979
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