ARIZONA HOUSE OF REPRESENTATIVES
Fiftieth Legidlature — First Regular Session

COMMITTEE ON COMMERCE
Minutes of Meeting

Wednesday, February 9, 2011
House Hearing Room 5 -- 10:00 am.

Chairman Welers called the meeting to order at 10:00 am. and attendance was noted by the
secretary.

M ember s Present
Ms. Alston Ms. Miranda C Mr. Mesnard, Vice Chairman
Mr. Gray R Mr. Pratt Mr. Weiers J, Chairman
Ms. McCune Davis Mr. Robson
Members Absent
None
Committee Action
HB2536 - HELD HB2560 - HELD

HB2558 - DP (4-3-0-1)

CONSIDERATION OFBILLS

HB2536 - dog tracks; live racing exception - HEL D

Vice-Chairman Mesnard announced that HB2536 will be held.

HB2560 - public service cor por ations; contractors; penalty - HELD

Vice-Chairman Mesnard announced that HB2560 will be held.

HB2558 - landlord tenant; utilities; security deposit - DO PASS

Chairman Weiers moved that HB2558 do pass.

M.J. Bildner, Assistant Majority Research Analyst, stated that HB2558 alows landlords to
require a security deposit for the full amount of the tenant’s share of the utility deposit and to
deduct any unpaid rent or utilities from the security deposit upon termination of the lease
(Attachment 1).
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Representative Jack Harper, sponsor, stated that HB2558 resolves a problem resulting from a bill
passed in 2010. He provided that, a few years ago, some cities began holding property owners
accountable for utility bills that were not paid by the renter of that property, and would not turn
the water on for the next renter unless the landlord paid the bill that was left unpaid by the
previous renter. He explained that legislation passed in 2010, requires the cities to turn on the
water for a new renter regardless of the unpaid bill by the previous tenant.
Representative Harper stated that his legislation amends the Landlord Tenant Act to alow the
landlord to require a larger security deposit, up to two times the rent amount, to help cover the
risk of the tenant not paying a utility bill.

Chairman Weiers stated that he initiated a bill that requires a city to turn on the water for a new
tenant regardless of an unpaid bill by the previous tenant, and asked if Representative Harper’'s
bill would be necessary, if it passes. Mr. Harper stated that his bill is an aternate bill, but if
Chairman Welers' bill is successful, he will abandon his bill in the Senate.

Ms. Alston asked if HB2558 affects only small properties. Representative Harper answered in
the affirmative and clarified that it affects residentia properties with one to four units.
Ms. Alston asked if most landlords have one bill for water for the entire property or if thereisa
separate bill for each unit. Representative Harper explained that typically the landlord requires a
security deposit only to secure the condition of the property and to make sure that a tenant pays
rent. Utilities are turned on by the renter.

Chairman Welers interjected that Ms. Alston is asking if there are separate meters for each unit
or isthere one meter that is read and split among the units of the property; Ms. Alston confirmed
that is her question. Representative Harper stated that both practices are common.

Vice-Chairman Mesnard requested clarification regarding the problem the bill addresses and
asked if the landlord is held responsible for unpaid bills from a previous renter.
Representative Harper stated that there are two parts to his bill. The first provision allows for a
landlord to collect two times the rent amount as a security deposit to protect the landlord, if the
city requires the landlord to turn the water on in his own name. The second provision alows the
landlord to hold that security deposit to make sure that the final bill has been paid before
releasing it to the exiting renter.

Mr. Gray stated that the cities want to make sure that they receive payment, but are putting the
responsibility of that bill on the landlord instead of pursuing the exiting tenant for the unpaid bill.
He stated that Representative Harper’s bill protects the landlord against having the responsibility
of paying that bill, without the protection of alarger security deposit. Discussion ensued between
Mr. Gray and Mr. Mesnard.

Mr. Robson asked if cities are obligating the landlord to have the bill in their name.
Representative Harper answered in the affirmative. Mr. Robson stated that the landlord then
becomes the seller of water services to the tenant. Representative Harper stated that the landlord
is not responsible for the bill but for the security deposit and now has a lot more risk that used to
be the tenant’ s risk. Mr. Robson stated that if the landlord is now providing utility servicesto the
tenant than there is now an Arizona Corporation Commission issue as well, because now thereis
a new water company selling to a tenant. Representative Harper stated that is an interesting
observation; discussion ensued.
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Chairman Weiers stated that he did not see the four units or less provision in the bill that
Representative Harper and Ms. Alston were discussing. Representative Harper deferred to staff.
Chairman Weiers asked Ms. Alston what the origin of her question was relating to the four units
or less provision. Ms. Alston stated that she thinks it was on her briefing sheet.
Chairman Weiers asked if it was on the Democratic Staff’s briefing sheet because he does not
show that provision on the bill’s summary.

Mr. Gray, Vice-Chairman Mesnard and Mr. Robson discussed the previous comments regarding
the landlord becoming the seller of water services to the tenant.

Tami Johnson, Staff Attorney, William E. Morris Institute for Justice, testified in opposition to
HB2558, stating that it is burdensome and unfair to tenants in the current economy to require
two-month’s rent as the security deposit. She stated that the bill is vague and that the security
deposit is not limited to water, but applies to all utilities and, from her observation, the problem
the bill is attempting to address is water.

Chairman Weiers stated that Ms. Johnson utilized the word require in her testimony, and the bill
does not require a landlord to request two-month’s rent as a security deposit; it is discretionary
on the part of the landlord.

Ms. Johnson stated that current law limits security deposits to one and one-half-month’s rent.
She stated that HB2558 changes the law allowing the landlord to require two-month’s rent or one
and one-half-month’s rent plus the full amount of the tenant’s share of the utility deposit; thereis
no cap on that amount. She stated that the landlord is in a better position to carry risk than an
incoming tenant who did not cause the problem. Ms. Johnson stated that the second major area
of concern is the change in law stating that there is an extra 30-day delay in the returning of the
security deposit to the exiting tenant for unpaid or undetermined utility bills.

Chairman Welers stated that the bill originated because of a water issue. He stated that utilities
may have a 30-day billing cycle and the landlord needs time to assess what amount, if any,
remains unpaid. Ms. Johnson stated that HB2558 gives the landlord the ability to hold a security
deposit but this could be abused by the landlord. She further stated that the bill does not actually
require that the landlord pay the utility. Vice-Chairman Mesnard asserted that if a utility is
pursing payment of the landlord, it is inherent in the bill that the landlord will pay that utility.
Ms. Johnson restated that it is unclear.

Ms. Johnson stated that HB2558 changes utilities to become part of the rent, so tenants no longer
have ten days to cure nonpayment, but five days, which is a burden on the tenant.

Vice-Chairman Mesnard asked if an agreement requires both parties to agree and if HB2558 is
stating that whatever is agreed upon must be fulfilled. Ms. Johnson stated that tenants are not
sophisticated and may not know exactly what is in the agreement; she posed that the bill could be
clearer regarding the requirements.

Mr. Gray rebutted Ms. Johnson’s statement regarding the tenant’s lack of understanding of the
bill, stating that the tenant will not be reading HB2558. Mr. Gray stated that the bill is only
addressing areas where the landlord is financially responsible for the utilities and it is unfair not
to provide that landlord with some authority to recover theloss. Ms. Johnson stated that a tenant
must provide the security deposit before moving into a new apartment or home and having the

COMMITTEE ON COMMERCE
3 February 9, 2011



security deposit held from a previous property creates a burden on that tenant. She asserted that
the Legidlature should go to the city and fix the problem with that city directly instead of passing
the burden along to the tenants. Mr. Gray agreed that the burden exists, but the situation remains
that the cities will not absorb the burden of the unpaid bill and if the landlord does not pay the
water bill, they cannot rent out that property or unit.

Ms. McCune Davis asked if HB2558 is an amendment to the Landlord Tenant Act; Ms Johnson
replied in the affirmative. Ms. McCune Davis asked if a tenant has a question regarding the
propriety of their lease, they would call an organization that assists tenants, and that organization
would refer the tenant to the Legidature; Ms. Johnson answered in the affirmative.
Ms. McCune Davis asked if HB2558 applies to all rental units or just the four units or less as
previously discussed. Ms. Johnson stated that there is nothing that limits the provisions to four
unitsor less.

Ms. Alston stated that she may have confused the information with another piece of legidation
and apologized for the misinformation. Chairman Welers stated that it is his understanding that
it applies to any property regardless of the number of units.

Chairman Weiers asked how the William E. Morris Institute for Justice is funded. Ms. Johnson
stated that it is funded through attorney’s fees and through the Arizona Foundation for Legal
Services and Education to the State Bar of Arizona

Discussion ensued between the Members regarding previous testimony and the circumstances
leading to the current rental prices on the market.

Vice-Chairman Mesnard announced the names of those who signed up in opposition to HB2558
but did not speak:

Cynthia Zwick, Executive Director, Arizona Community Action Association

Ronald Feinstein, Legidative Director, Arizona Association of Manufactured Home Owners

Vice-Chairman Mesnard announced the names of those who signed up in support of HB2558 but
did not speak:

Susan Brenton, Executive Director, Manufactured Housing Communities of Arizona

Courtney Gilstrap LeVinus, Arizona Multihousing Association

Suzanne Gilstrap, Arizona Real Estate Investment Association

Question was called on the motion that HB2558 do pass. The motion carried
by aroall call vote of 4-3-0-1 (Attachment 2).

Without objection, the meeting adjourned at 10:51 am.

Charly Laube, Committee Secretary
March 11, 2011

(Original minutes, attachments and audio on file in the Office of the Chief Clerk; video archives
available at http://www.azleg.gov)
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