Exhibit II-A

Nov.13,2019
From: Kenneth Baar, Consultant
To: Jennifer Crawford and Mobilehome Rent Review Commission
This memo is in response to comments from the Yucaipa Mobilehome Residents
Association regarding my reports and to requests by City Staff for information about the
annual allowable rent increase.
Comments Re: Submission of Yucaipa Mobile home Residents Association (YMRA) (Sept.
26, 2019)
YMRA Comment:
"The City of Yucaipa's financial expert Ken Baar has cited that it has been ruled in the courts that
CPI increases as low as 40% have been deemed to be fair."
BAAR Response:

The foregoing statement seems to indicate that I have stated that annual rent increases ("CPI
increases") equal to 40% of the percentage increase in the CPI have been deemed fair by the
courts. However, my comments in regard to 40% of CPI have involved questions about what
growth in net operating income must be permitted in fair return cases. In tne con�ext of considering
allowable rent under fair return standards (rather than the adequacy of annual increase standards),
I have indicated that the courts have uphe d standards which provide for increasing net operating
income by 40% of the percentage in the CPI since the base year.
In order to provide for growth in net operating income, allowable rent increases must cover
increases in operating costs and allow for the required growth in net operating income. Assuming
that operating costs increase at the same rate as the CPI, rent increases equal to more than LO%
of the percentage increase in the CPI would be required in order to provide for a fair return. Wh le
the portion of rent allocated to net operating income may increase at only 40% of the percentage
increase in the CPI, 1he portion of rent used for operating expenses, would have to increase at the
same rate as the CPI. The prec se amount of the rent increases that are required to provide a fair
return for a particular park depends on the particular circumstances, including the ratio of operating
expenses to income and t,e rate of increases in operating costs, which may be higher or lower
than the rate of increase in the CPI.

