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MEMORANDUM 
 

To: Honorable Mayor and City Council, City of Beverly Hills 

From: HR&A Advisors, Inc. 

Date: November 13, 2018 

Re: Analysis of a Potential Luxury Rent Exemption  

 
At the October 11th and 18th City Council Study Sessions, Beverly Hills City Councilmembers requested 
information to assess adding a luxury rent exemption from the Rent Stabilization Ordinance (“RSO”). 
Although not a common provision of rent regulation systems in California, the cities of Los Angeles1 and Palm 
Springs2 do include such a provision, and Chapter 5 of the RSO originally excluded from regulation 
apartments renting for more than $600 per month as of 1979.3 The basic purpose for including this type of 
provision is to remove limits on rent for those households that arguably do not require such protections, 
because of the high incomes implied by high rent levels.  
 
Threshold Testing  

To analyze this issue, HR&A Advisors (“HR&A”) used the City’s 2017 Rent Registry data to evaluate the 
implications of a range of thresholds for a luxury rent exemption based on the number of bedrooms in a 
unit.4 We began by analyzing an exemption for units above the 85th or 90th percentile rents in 2017, but 
found that due to a relatively short tail on the high end of RSO rents distribution, these cut-offs would lead 
to many units narrowly missing the thresholds for each bedroom size. Therefore, we analyzed rent cut-offs 
based on percentage of median rents by unit size, and tested for 150 percent, 175 percent, and 200 
percent of median rents. These thresholds lead to 5.0 percent, 2.1 percent, and 1.0 percent of RSO units 
being eligible for exemption, as shown in Figures 1, 2 and 3, respectively. 

Given that the rationale for the luxury rent exemption is that residents paying relatively higher rent units 
likely have sufficiently high household incomes to not require rent protections, Figures 1-3 also include 
“Implied Household Income” for each of the threshold rent levels. To calculate implied household income, we 
assumed that these units are paying 30.7 percent of their annual household income on rent, the average for 
renters in Beverly Hills according the 2016 American Community Survey 5-Year Estimate.  

As shown in Figures 1, for a luxury exemption of units above 150 percent of median rents, 341 RSO units 
would be exempt, which is about five percent of RSO units for which rent data is recorded. Figure 2 shows 
that for a luxury exemption above 175 percent of median rents, 141 of the units would be exempt, which is 

                                                 
1 https://hcidla.lacity.org/Luxury-Housing-Units 
 
2 http://www.palmspringsca.gov/government/departments/community-economic-development-department/rent-
control  
 
3 Beverly Hills Municipal Code 4-5-102: Exemptions.   
  
4 The 2017 RSO Rent Registry includes a total of 7,699 units, but 904 of these units were vacant, owner-occupied, or 
otherwise did not report rent data. This analysis was done only using the 6,794 units for which rent was recorded.  
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about two percent of RSO units. Figure 3 shows that for a luxury exemption above 200 percent of median 
rents, 61 of the units would be exempt, which is about one percent of RSO Registry units.  
 
Figure 1: RSO Units with Rents above 150% of Median 2017 Rent Levels 

 
Source: Beverly Hil ls Rent Regis try and HR&A  

 
Figure 2: RSO Units with Rents above 175% of Median 2017 Rent Levels 

 
Source: Beverly Hil ls Rent Regis try and HR&A  

 
 

 

 

 

 

 

 

 

Number of 
Bedrooms 

2017 
Median 

Rent 1.5x Median

Implied 
Household 

Income

Number of 
Units Above 
1.5x Median

0 $1,444 $2,165 $84,635 4
1 $1,900 $2,850 $111,401 125
2 $2,700 $4,050 $158,306 176
3 $3,750 $5,625 $219,870 36
4 $4,975 $7,463 $291,694 0

Number of Units 341               
 Percentage of RSO Households 4.9%

Number of 
Bedrooms 

2017 
Median 

Rent 1.75x Median

Implied 
Household 

Income

Number of 
Units Above 

1.75x Median
0 $1,444 $2,526 $98,741 1
1 $1,900 $3,325 $129,967 40
2 $2,700 $4,725 $184,691 89
3 $3,750 $6,563 $256,515 11
4 $4,975 $8,706 $340,309 0

Number of Units 141
 Percentage of RSO Households 2.0%
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Figure 3: RSO Units with Rents above 200% of Median 2017 Rent Levels  

 
Source: Beverly Hil ls Rent Regis try and HR&A  

 
Luxury Exemption Policy Considerations 

In addition to selecting an appropriate threshold for defining a “luxury” rent level there are other 
complications that must be considered when implementing a luxury rent exemption. Units that have been 
occupied by the same tenant for many years may have lower rents and would potentially be unfairly 
excluded from exemption if all similar units in the same building meet the luxury exemption threshold. The 
City may choose to consider, on a case-by-case basis, accepting evidence of rent levels from the year a 
tenant moved into such a unit as grounds for exemption, perhaps at next vacancy, even if rent decontrol 
were not otherwise allowed. The City would need to determine the comparable historic rent levels to the 
2017 luxury rent cut-off levels. To address this issue, the City of Los Angeles allows luxury rent exemptions 
based only on rent levels on or before May 31, 1978. If a Los Angeles housing provider cannot provide 
evidence of 1978 rent, the unit remains subject to the RSO.  The City of Palm Springs uses the same approach, 
requiring evidence of rent prior to April 1979.  

Should Beverly Hills implement a luxury rent exemption, another decision is whether to make this a one-time 
exemption to release eligible luxury units based on rents reported to the City in the 2017 Rent Registry, or 
whether to revisit the luxury exemption threshold at a scheduled time in the future (e.g., every five years). 
 

It should also be noted that adding a luxury rent exemption from the RSO would also eliminate Just Cause 
Eviction protections recently enacted by the City. Any concern about this impact from a luxury rent exemption 
could be alleviated by extending Just Cause Eviction protections to all City tenants, whether or not they 
reside in RSO units. 
 

Finally, as with other such RSO changes, City Council should consider the cost to implement, administer and 
monitor any such new exemption, although an exemption application fee could be charged to recover some 
of these costs. 
 
 

Number of 
Bedrooms 

2017 
Median 

Rent 2x Median

Implied 
Household 

Income

Number of 
Units Above 

2x Median
0 $1,444 $2,887 $112,847 1
1 $1,900 $3,800 $148,534 16
2 $2,700 $5,400 $211,075 38
3 $3,750 $7,500 $293,160 6
4 $4,975 $9,950 $388,925 0

Number of Units 61
 Percentage of RSO Households 0.9%
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