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MEMORANDUM

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

From: HR&A Advisors, Inc.

Date: October 3, 2018

Re: Maximum Annual Rent Increase Policies in the Beverly Hills Rent Stabilization Context

The City of Beverly Hills (the “City” or “Beverly Hills”) retained HR&A Advisors, Inc. (“HR&A”) to provide
independent research and analysis about seven policy issues related to recently enacted changes to the
City’s Rent Stabilization Ordinance (the “RSO”).1 This Issue Paper addresses whether, and if so how, the City
Council might consider amending the RSO or other sections of the City’s Municipal Code to adlust its policies
for regulating the maximum allowable annual rent increases for RSO units.

The Issue Paper begins with a general statement about the issue as it has arisen in the context of the RSO,
describes the City’s current policies on allowable rent increases, highlights related positions mentioned in
public discussions about the RSO Amendments, and summarizes how this issue is addressed by 1 3 other
California cities with rent regulation, based on a review of their ordinances and regulations and through
discussions with several of those cities’ representatives. The Issue Paper then presents data from various
sources that have a bearing on the issue, including the U.S. Bureau of Labor Statistics (“BLS”), CoStar Group,
Inc., and the Institute of Real Estate Management (“IREM”). Based on the information and data provided on
this topic, the Issue Paper concludes with a set of plausible policy options for City Council, City staff, and
public consideration.

Statement of the Is sue
An essential feature of any rent regulation system is the maximum percentage and/or dollar amount by
which rents are allowed to change each year. In setting the allowable change, local governments generally
attempt to balance protecting tenants from excessive rent increases with the ability of housing providers to
earn a “fair return,” typically defined in terms of sufficient income to pay for ongoing costs of operating
their apartment buildings.2 Cities seek to strike this balance in different ways; there is no obectively correct
mechanism, structure, or percentage by which rent increases can be regulated. Rather, there are many
possible approaches to setting allowable rent increase amounts.

In addition to the basic structure and formula used to set allowable annual rent increases, some cities also
allow costs for specified categories of capital improvements and/or operating expenses (e.g., cost of utilities

1 Ordinance Number 17-0-2729, adopted in April of 2017 (the “RSO Amendments”). The City’s Rent Stabilization
Ordinance (the RSO”) regulations are included in Beverly Hills Municipal Code (“BHMC”) Title 4, Chapter 5 (“Chapter
5”) and Chapter 6 (“Chapter 6”). Tenants residing in RSO units subject to regulation under Chapter 5 are hereinafter
referred to as “Chapter 5 Tenants;” and Tenants residing in RSO units subject to regulation under Chapter 6 are
hereinafter referred to as “Chapter 6 Tenants.”
2 See Attachment A for an analysis of the standard of fair return” and how it has been interpreted by the courts in a
rent regulation context by Dr. Kenneth Boar, a lawyer and recognized expert on the subject.
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and property taxes) to be passed through to tenants in the form of rent surcharges, which contributes to
housing provider incomes. These provisions specify how housing providers may “pass through eligible
expense items, ranging from a relatively simple process that requires only submittal of evidence for increased
costs (e.g. utility bills, government fee charges, etc.) and advanced notice to the affected tenant(s), to a more
extensive process requiring independent review by a hearing officer, mediator, or some other governmental
or third-party official, or a review body.

Another important consideration in setting the allowable annual rent increase is additional income housing
providers receive when they raise rents to market rates if a unit is voluntarily vacated, which is known as
“vacancy decontrol.” California cities are required to permit vacancy decontrol under the provisions of the
Costa-Hawkins Rental Housing Act of 1 995 (“Costa Hawkins”),3 although cities may impose controls on annual
rent increases until that same tenant voluntarily moves.4 According to the U.S. Census Bureau’s American
Community Survey 5-Year Estimates for 2012-2016, approximately 24 percent of renters in Beverly Hills
moved into their unit within the past year,5 suggesting (since nearly all multi-family rentals in the City are
sublect to the RSO) that nearly a quarter of all RSO rental units in the City may turnover in a given year,
whereupon rents may be reset to market rate if vacated voluntarily.

One of the key changes of the RSO Amendments was to limit the ability for housing providers in Beverly Hills
to increase annual rents for Chapter 6 tenants by the greater of the annual percent change in the CPI for los
Angeles-Riverside-Orange County (“LA Area CPI”) or 3.0 percent, as compared with the 1 0.0 percent annual
rent increase previously allowed by the original 1 978 RSO.

During a series of professionally-facilitated dialogue sessions between Beverly Hills housing providers and
tenants living in buildings subject to the RSO, following adoption of the 2017 RSO Amendments, tenants
articulated a collective position that allowable annual rent increases under Chapter 6 should match the
annual percentage change in the LA Area CPI, with a maximum allowable increase of 8.0 percent.6 This
proposed allowable rent increase provision would make Chapter 6 consistent with Chapter 5 policy. Tenants
further argued that the allowable annual rent increase should be based on a fraction of the LA Area CPI
change only, and not based on a negotiated fixed percentage or a “random number,” and approval for
rent increases should be contingent on maintaining at least minimum acceptable habitability standards.7

Housing providers articulated a collective position that the allowable annual increase should be a fixed
percentage of either 6.0 percent or 5.1 percent with automatic passthroughs of utility costs to tenants, but
without requiring formal approval from the City to do so.8 A more recent communication from some housing

California Civil Code, sections 1 954.50 to 1 954.535.
Proposition 10 on the November 2018 statewide ballot seeks to repeal Costa Hawkins.
American Community Survey 5-Year Estimates, 2012-2016, Table B0701 3. Geographical Mobility In The Past Year

By Tenure For Current Residence In The United States.
6 City of Beverly Hills Human Services Division Memorandum, “Rent Stabilization Update,” September 28, 2017,
Attachment 1, p.22.
hffp://beverlyhills.aranicus.com/MetaViewer.oho?view id40&cli 1d5787&meta id344485 t”Rent
Stabilization Update”)
‘ Ibid.

City of Beverly Hills Human Services Division Memorandum, “Rent Stabilization Update,” September 28, 2017,
Attachment 1, p.21.
hffp://beverlyhills.aronicus.com/MetaViewer.oho?view id40&clio id5787&meta id344485
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provider representatives expressed a preference for a 7.0 percent maximum, although housing providers
did not offer a basis for this number.9 Housing providers also stated that they do not agree that CPI is an
appropriate benchmark for allowable rent increases.10

Other public comments from the 2018 Facilitated Dialogue sessions are summarized in the City staff report
for the October 11, 201 8 study session, which also includes a listing of all oral and written comments on
the issue.

The Current Beverly Hills Context
The City’s RSO classifies tenants of buildings subject to the RSO as either Chapter 5 Tenants, who ore those
with original rent contracts of $600 or less per month and live in buildings constructed prior to September
20, 1 97811; or Chapter 6 Tenants, who are those with original rent contracts that exceed $600 per month
and live in buildings built before February 1, 1 995. Under Chapter 5, housing providers may increase rents
by the lesser of 8.0 percent or the percentage that results from taking the difference of the sum of the LA
Area CPI for the 1 2 months preceding the most recent 1 2 months, and dividing that difference by the lesser
of the two 1 2 month period sums. Under Chapter 6, housing providers may increase rents by the greater of
3.0 percent or the percentage change in the LA Area CPI between May of the most recent year and May
of the preceding year. Chapter 6 limits vacancy decontrol for voluntarily vacated units and specified at-
fault evictions only. Units vacated due to no-fault evictions must remain at the same rent for the next
occupant. Additionally, both Chapter 5 and Chapter 6 limit rent increases to once every 1 2 months and
permit housing providers to petition for rent increases beyond the allowable percentage amount through a
rent increase application process, which is the subject of a separate HR&A Issue Paper.

Both Chapter 5 and Chapter 6 permit housing providers to pass through certain expense items without
undertaking a rent increase application process, but the provisions are not identical. As shown in Figure 1,
Chapter 5 and Chapter 6 both allow housing providers to pass through 90 percent of the cost of water
penalty surcharges and the full cost of refuse fees imposed by the City, but Chapter 5 also allows housing
providers to pass through specified amounts of capital expenditure surcharges, any government mandated
improvements, utility expense surcharges, and property taxes (by approval of a hearing officer) at the time
of the annual rent increase. If utilized, these passthroughs can result in rent increases that are greater than
the annual percentage change permitted by Chapter 5 and Chapter 6, although the impact of these
additional increases is difficult to quantify because the expenses are generally unique to each rental
property. Relatedly, at this time, Beverly Hills is the only city that does not charge fees for required rent
registration. Many cities that charge fees to housing providers for rent registration also allow housing
providers to pass a portion of these fees through to tenants, pur5uant to state law and judicial decisions.

Rental Property Owners of Beverly Hills, Letter to Mayor Gold and Councilmember Wunderlich,” July 6, 201 8.
10 Rent Stabilization Update, op. cit.
11 Beverly Hills Municipal Code 4-5-102.
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Figure 1: Summary of Allowable Passthroughs for Chapter 5 and Chapter 6

Passthrough Chapter 5 Chapter 6
Water Service Penalty 90 /o of cost of surcharge 90% of cost of surchargeSurcharge

Refuse Fee Surcharge 1 OO% of cost of surcharge 1 00% of cost of surcharge

Capital Expenditure No greater than 4% of base rent -Surcharge
Improvement Expenses 1 8% of cost including interest of
Mandated by Law value of capital -

•• Difference between the percentageUtility Expense change in utility expenses and -Surcharge allowable rent increase
5% of base rent for a maximum of 3

Property Tax Increase years; must be aprroved by hearing -

officer
Additional 1 0% for each additional

Additional Tenant tenant not on lease; however, owner
Surcharge must reduce the rent if the additional -

tenant vacates
Source BHMC TiUe 4, Chapter 5 and Chapter 6

Comparison with Other Cities in California
Among the 1 4 California cities with residential rent regulation programs, including Beverly Hills, the range
of approaches for setting maximum allowable annual rent increases includes the following:

• Setting allowable rent increases based on a specified percentage of annual change in the CPI;
• Setting allowable rent increases based on a specified percentage of annual changes in the CPI, but

with a minimum and/or maximum percentage (i.e., a floor and ceiling”) by which rents may be
increased annually regardless of changes in the CPI;

• Setting annual increases based on a specified percentage of annual change in the CPI, but sublect
to a fixed dollar amount each year up to which rents may be increased; and

• Setting a fixed percentage without reference to the CPI, up to which rents may be increased
annually.

As shown in Figure 2, 1 2 of 1 4 cities, including Beverly Hills, use CPI to set allowable rent increases, and only
two apply fixed percentages other than the CPI, both of which use 5.0 percent as the fixed maximum. Among
the 1 2 cities that use CPI, seven base allowable rent increases on a fraction of the total annual percentage
change in CPI, ranging from 60 to 80 percent. Like the Chapter 5 provisions, seven of the 1 2 cities that use
CPI also have allowable maximum rent increases, ranging from five to 1 0.0 percent, and, like the Chapter
6 provisions, three have an allowable minimum increase, ranging from 2.0 to 3.0 percent. In addition to using
the CPI, Santa Monica considers setting a maximum fixed dollar amount by which rents may be increased.
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Figure 2: Comparison of Allowable Rent Increase Approaches and Percentages in California Cities with
Rent Regulation

Fixed Applicable Allowable Allowable
Fixed Dollar Percentage of Minimum Maximum

City Percentage Amount CPI CPI Increase Increase”2
Beverly Hills — ,

.,,‘ 1 00% - 8%Chapter 5 I
Beverly Hills — I , 100% 3% -Chapter 6
Berkeley

* 1 j 65% - -

East Palo Alto ./ 80% - 1 0% —

Hayward I - - 5%
Los Angeles

— 1 00% 3% 8%
Los Gatos — 70% - 5%
Oakland I 1 00% - 1 0%
Mountain View - — 1 00% 2% 5%
Palm Springs , - 1 75% - -

Richmond 1 00% - -

San Jose 1 5%
San Francisco / 60% - 7%
Santa Monica I 1 75% - -

West 750/
Hollywood 1 0 - -

1 For cities that use CPI, this would be expressed as the lesser of the allowable maximum percentage increase or the
relevant percent change in CPI.
2 Does not include the allowable maximum increase with rent banking.

Source; HR&A Advisors, Inc. and the individual cities

In addition to annual allowable increases, as noted above, cities with rent regulation also often enable
housing providers to pass through some amount of specified expenses to tenants without undergoing a formal
rent increase application process. Cities place a variety of restrictions on such expense pass-throughs,
including the share of costs that may be passed through to tenants, how frequently expenses may be passed
through, and what types of expenses may be passed through.

As shown in Figure 3, nearly two-thirds of California cities with rent regulation allow housing providers to
pass through at least some of the costs of RSO registration and/or administration fees, and half allow some
utility expenses to be passed through, often related to one-time water penalty surcharges or ongoing water
assessments. A little over one-third of these 1 4 cities allow capital expenditures to be passed through without
a formal petition process. It is more common that cities require capital expenditure passthroughs to be
approved through a formal rent increase application process. Lastly, over 40 percent of these cities allow
housing providers to pass through other expenses and fees, such a voter-approved indebtedness (e.g.,
municipal bonds and school facility bonds), special assessments (e.g., street lighting and maintenance districts
and parcel taxes), property taxes in general, among others. However, the Santa Monica Rent Control Board
voted in June 2018 to phase out the ability to pass through expenses on voter-approved indebtedness and
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property toxes as these expenses have increased significantly in recent years, due to the combined effects
of more such voter measures and increases in property sales with associated increases in assessed valuation,
which figures in the cost of the voter-approved debt issues.12 Santa Monica’s new regulations eliminate
property tax and voter-approved indebtedness surcharges for tenancies that begin after March 1, 201 8,
or if property ownership changes or if a property is reassessed, regardless of the duration of tenancy.13 The
regulations also limit these some surcharges to a maximum of $35 per unit for tenancies that began prior to
March 1,2018.14

Figure 3: Comparison of Generalized Allowable Pass-Through Expense Categories That Do Not Require
a Rent Increase Application Process Among California Cities with Rent Regulation

RSO Registration
or Administration Other City-

City Capital Expenses Utilities Fees Imposed Fees
Beverly Hills

— ‘, ‘I,Chapter 5
Beverly Hills —

‘IChapter 6
Berkeley
East Palo Alto I I I
Hayward I I .1
Los Angeles1 I .1 ‘1’ I
Los Gatos I I
Oakland 1 .7
Mountain View
Palm Springs I
Richmond
SanJose I
San Francisco I ./
Santa Monica I ./
West Hollywood I I
Percentage 36% 50% 71 % 43%
1 Allowable pass-through for Systematic Code Enforcement Program (“SCEP”) fees, which are charged to all
multifamily residential rental property owners in the City of Los Angeles, is included under the “Other City-Imposed
Fees” column.
Source HR&A Advisors, Inc. and the individual cities

12 Santa Monica Rent Control Board Memorandum, “Administrative Item to amend Regulations 31 05, 31 06, 31 08,
3109, and 3120, respecting surcharges, to conform these regulations with amendments previously adopted by the
Board,” July 12, 2018;
htts: //www.smpov.net/uploadedFiles/Deoa rtments/Rent Control/About the Rent Control Board /Staff Reoorts/2
01 8/ltem%201 2A%20Chater%203%20Reulotions.odf
13 Ibid.
14 Ibid.
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Consumer Price Index as a Benchmark for Allowable Annual Increases
As discussed in the preceding section, annual percentage change in the CPI is the predominant mechanism
by which California cities with rent regulation systems benchmark allowable annual rent increases. The U.S.
Bureau of Labor Statistics (BLS”) defines the CPI as “a measure of the average change over time in the
prices paid by urban consumers for a market basket of consumer goods and services.”15 The BLS categorizes
the complete market basket that the CPI measures as “All Items,” which includes subcategories for its various
household cost components including “Rent of primary residence.” However, the rent of primary residence
subcategory necessarily only accounts for housing costs to the consumer (i.e. tenant) and does not include
apartment operating costs that would be incurred by the housing provider. All 1 2 California cities that use
CPI as a method for determining allowable annual rent increases refer to the CPI for All-Items for their
respective metropolitan areas.

The premise for using the CPI to calibrate allowable rent increases is that it is the most widely used and
accepted, most frequently updated (monthly) and most readily available measures of general price
inflation.16 Combined with the ability far housing providers to raise rents to market rates upon voluntary
vacancy (i.e. “vacancy decontrol”) and income from allowed pass-throughs, maintaining rents commensurate
with changes in the CPI theoretically allows for housing providers to achieve levels of net operating income
that are consistent with trends in annual operating expense price inflation over time, while also preserving
the incentive for housing providers to maintain their properties to adequate standards.’7

One alternative to using CPI as a benchmark for rent regulation is developing and annually updating a
weighted index of annual apartment operating costs. However, a study prepared in 2016 for the City of
San Jose points out that such operating cost studies are resource- and time-intensive, require the annual
preparation of the study, annual hearings to consider the studies, and deliberation regarding the
appropriate rent increase amount resulting from the data.’8 Moreover, previous operating cost studies have
reached the same or similar outcomes that would have otherwise resulted from the application of the
percentage change in CPI. Largely for this reason, Santa Monica abandoned this approach, which had been
in use between 1 979 and 201 2, in favor of a percentage of the CPI and consideration of an annual dollar
amount cap.’9

CPI, Rent, and Operating Expense Data
As shown in Figure 4, annual percent changes in the Los Angeles area CPI have averaged 2.4 percent
between 2001 and 2017, reaching as low as -0.8 percent during the Great Recession and as high as 4.5
percent. Had the current Chapter 6 provisions been in place over this time, the CPI percentage change would
have only exceeded 3.0 percent in 2001 and from 2004 to 2008, meaning that rents would only have been

15 United States Bureau of Labor Statistics, Consumer Price Index,” https://www.bls.gov/cpi. There are two primary
CPI measures: All Urban Consumers and Urban Wage Earners and Clerical Workers. Most rent regulation systems that
reference the CPI use All Urban Consumers.
16 Other plausible inflation indices that lack these multiple benefits include the Implicit Price Deflator, Producer Price
Index and Personal Consumption Expenditure Deflator.
17 Hamilton, Rabinovitz & Alschuler, The 1994 Los Angeles Rental Housing Study: Technical Report on Issues and Policy
Options, p. 245.
18 Economic Roundtoble, Son Jose ARO Study, April 2016, p. 86;
hffos://www.sanioseco.aov/DocumentCenter/View/55649

19 City of Santa Monica Charter, Article XVIII, Section 1805 to) and (b), amended by voter initiative, Nov. 6, 2012.
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allowed to be increased by 3.0 percent in oIl other years between 2001 and 2017. Additionally, this also
means that Chapter 5 rents were not allowed to increase at all in 2009, and the CPI has come only within
3.5 percentage points of the allowable 8.0 percent maximum under Chapter 5.

Figure 4: Average Annual Percent Changes in the Los Angeles-Riverside-Orange County CPI - All Items,
2001-2017

—CP I

9% Chapter 5 Allowable Maximum: 2.0%
8%
7%
6%
5%

-
Chapter6AllowableMmum:3%

Average CPI Change 2001-2017: 2.4%

-2%

Source: HR&A Advisors, mc; United Stofes Bureou of tobor Stotistks

As shown in Figure 5, annual increases in average per unit rents for Beverly Hills RSO units fluctuated more
dramatically than changes in the CPI between 2001 to 2017, ranging from a steep -9.1 percent drop during
the Great Recession to a 7.5 percent increase in 2005, but averaging a 2.3 percent annual increase over
this period.20 Additionally, when accounting for only the years in which there was a positive percentage
change in rents, the average annual increase was still just 3.5 percent. it should be noted that these rent
data reflect both tenants who may have renewed leases and would therefore have had regulated rents, as
well as the approximately 24 percent of units that turnover annually and may have leased at market rates
pursuant to vacancy decontrol. There are no available data on how often individual housing providers sought
and/or charged the then-maximum 1 0.0 percent rent increases for Chapter 6 Tenants prior to the RSQ
Amendments.

20 These average annual RSO rent data from CoStar are based on rental properties in Beverly Hills built before 1 995,
and therefore provide a close approximation to the Beverly Hills RSO building inventory. However, as mentioned in
the Data Brief, CoStar has detailed rental data for buildings with more than four units, but more limited data for
buildings with four or fewer units.
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Figure 5: Average Annual Percent Changes in Beverly Hills RSO Rents Per Unit and the Los Angeles-
Riverside-Orange County CPI - All Items, 2001-2017

10%
5%

0%
-5%
-10%

—Beverly Hills R5O Apartment Rents —CPI

Vvhi crsiderIr eülctiiig 6 iirenf r ts’by étiheases, however they are determined,
it is important to account for the power of compounding, which can cause distortions in pricing for similar
units, depending on the duration of tenancy. For example, Figure 6 shows the impact of growing Beverly
Hills RSO and Los Angeles County rents at a fixed rate of 5.0 percent over 1 0 years. Average monthly
Beverly Hills RSO rents per unit are currently $900 higher than the overage for LA County as a whole. After
1 0 years of growth at 5.0 percent per year, this difference in rent would grow to nearly $1 ,470 per unit in
2028, a total net increase of approximately $570. Santa Monica’s combination of a CPI-based allowable
annual increase with a maximum allowable fixed dollar amount increase is intended to address the power
of compounding so that lower and higher rent units receive relatively comparable rent protections on a
nominal basis.

Figure 6: Illustrative Per Unit Rent Growth for Beverly Hills RSO and Los Angeles County Apartments at
an Annual Rate of 5% Over a 10-year Period

Year
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028

Total 10-Year Increase

$2,600
$2,730
$2,867
$3,010
$3,160
$3,318
$3,484
$3,658
$3,841
$4,033
$4,235
$1,635

LA County
$1,700
$1,785
$1,874
$1,968
$2,066

_____

$2,170

_________

$2,278
$2,392
$2,512
$2,637
$2,769
$1,069

)D ) Z

Q 0 0 o
,‘ ..? v ‘V .5’ 0-

Beverly Hills Difference
$900
$945
$992

______

$1,042
$1,094
$1,149
$1,206
$1,266
$1,330

_____

$1,396

________

$1,466
$566

Sou,ce: HR&A Advisoi s, lnc; CoStar Group, Inc.
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There is currently no independent, authoritative source for apartment operating expense data specific to
Beverly Hills.21 However, IREM provides operating expense trends for Los Angeles Metropolitan area
apartments, categorized as properties that are low-rise (three stories or less) with 1 2 to 24 units or low-rise
with more than 24 units.22 As shown in Figure 7, annual percent changes in median operating expenses per
square foot for apartments in the Los Angeles Metropolitan area have varied substantially year by year
from 2001 to 201 6, and increased by 4.0 percent on average for low-rise buildings with 1 2 to 24 units and
7.0 percent for those with more than 24 units.

Figure 7: Average Annual Percent Changes in Los Angeles Metropolitan Area Median Apartment
Operating Expenses Per Square Foot and the Los Angeles-Riverside-Orange County CPI - All Items,
2001-2016

Low-Rise 12-24 Units —Low-Rise 25+ Units

60%

40%

20%

0%

-20%

-40%

Source HR&A Advisors, mc; United Stoles Bureau of Labor Statistics, Institute of Real Estate Management
The recent spikes in the percentage change in operating expenses shown in Figure 6 are likely attributable
to higher property taxes as a result of increased apartment building sales volume. Due to Proposition 1 3
passed by California voters in 1 978, property taxes may not exceed 1 .0 percent of a property’s assessed
value and assessed value may only increase by a maximum of 2.0 percent per year, unless a property is
sold or if major physical changes are made like demolition, new construction, or a major remodel, at which
point the property is reassessed at current market value. Therefore, a recent spike in the number of
apartment building sales would result in increased property tax burdens for recently purchased apartment
buildings, and a resulting increase in total operating expenses. As shown in Figures 8 and 9, median annual
expenses per square foot for taxes and insurance for properties in the Los Angeles Metro Area increased
as Beverly Hills RSO apartment building sales volume increased, while costs of all other apartment operating
expense components for properties in the Los Angeles Metro Area have remained at relatively constant
levels between 2000 and 2016, according to the IREM data. Importantly, as noted in the discussion of
allowable passthroughs above, Chapter 5 allows housing providers to request rent increases of up to five
percent of apartments base rents for tax increases for a maximum of three years through a hearing officer

21 HR&A sought assistance from the Apartment Association of Greater Los Angeles (‘AAGLA”) to encourage its members
with buildings in Beverly Hills to participate in a confidential apartment operating expenses survey designed by HR&A,
but AAGLA declined to do so. HR&A’s experience with similar surveys suggests that absent such industry encouragement,
survey responses would be very low and non-representative.
22 IREM also provides data for high-rise apartments, defined as four or more stores with an elevator, but these dota
are excluded here as these properties do not reflect Beverly Hills RSO housing stock and data for these properties are
unavailable for several years.

V ‘5’ . ‘2 0 D ‘5’ 0
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process. Housing providers may also request from the hearing officer additional time to apply increased
rents.

Figure 8: Beverly Hills RSO Apartment Building Sales and Change in Los Angeles Metropolitan Area
Median Apartment Operating Expense Components Per Square Foot for Low-Rise Buildings with 12-24
units, 2000-2016

RSO Building Sales Administration and Management
Utilities and Services Maintenance and Security
Taxes and Insurance Other Expenses

90 $2.50
80
(177Q $2.00

560
-• i $1.5050 I si.oo

t ! I IiIiIIIIIIIiiI!flhi
2oo

Sourcer HR&A Advisors, mc; CoStar Group, Inc.; Institute of Real Estate Management

Figure 9: Beverly Hills RSO Apartment Building Sales and Change in Los Angeles Metropolitan Area
Median Apartment Operating Expense Components Per Square Foot for Low-Rise Buildings with 25+
units, 2000-2016

RSO Building Sales Administration and Management
Utilities and Services Maintenance and Security
Taxes and Insurance Other Expenses

90 $8.00
— $7.00a —it, 70 $6.0060 —

°50 $5.00,
— ,- _ $4.00

$3.00
20 $2.00

L:!!!IiIiiiiiII
z

0
Source HR&A Advisors, nc; CoSfar Group, Inc.; Institute of Real Estate Management
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Policy Opfions for Beverly Hills

As mentioned previously, there is no single objectively correct mechanism, structure, or percentage by which
rent increases can be regulated. In summary, the foregoing information and data provide the following key
considerations when weighing potential policy changes related to allowable rent increase and pass-through
provisions in Beverly Hills:

• Both Chapter 5 and Chapter 6 allow limited pass-throughs without requiring housing providers to
undergo a rent increase application process, but Chapter 6 pass-through allowances are more
limited;

• Chapter 6 has allowable annual rent increase provisions that are more generous to housing providers
than Chapter 5;

• Nearly all California cities with rent regulation use CPI, typically also applying an allowable annual
maximum percentage or dollar amount increase;

• A majority of California cities with rent regulation charge RSO registration and/or administration
fees, and allow housing providers to pass through a portion of these costs to tenants pursuant to
state law and judicial decisions;

• Half of California cities with rent regulation allow housing providers to pass through some amount
of utility expenses;

• Annual percent changes in CPI averaged 2.4 percent between 2001 and 2017, and increased as
high as 4.5 percent over that time; and

• A recent increase in apartment building sales has resulted in an increase in property taxes as a
proportion of apartment operating expense budgets

Considering these key points, HR&A suggests that there are at least seven plausible policy options that the
City Council, City staff, and the public could consider when determining whether, and if so how, to address
allowable annual rent increases (some of which could be combined with one another):

1. No Policy Change: In this case, the City would continue to allow annual rent increases of the lesser
of the percent change in CPI or 8.0 percent for Chapter 5 Tenants and the greater of the percent
change in CPI or 3.0 percent for Chapter 6 tenants.

• Advantages to housing providers; Under current requirements, Chapter 6 housing
provider5 would be assured of the legal ability to increase rents by at least 3.0 percent
each year, and would be able to benefit from strong markets when the change in CPI
exceeds 3.0 percent. Chapter 5 housing providers would maintain the ability to benefit
from years when there are high increases in CPI up to 8.0 percent.

• Disadvantages to housing providers: Chapter 5 housing providers would continue to rely
on changes in CPI to increase rents, meaning that rents may not be allowed to increase in
years when the CPI does not increase. In addition, housing providers may not be able to
cover costs and could not use extreme rent increases to compel tenants to move voluntarily.

• Advantages to tenants: Chapter 5 Tenants would continue to be subject to rent increases
dictated by changes in CPI, potentially resulting in very low or no rent increases in some
years. Chapter 6 Tenants would maintain a degree of certainty that future rent increases
will be no lower than 3.0 percent, and may be higher in some years during strong economic
periods when changes in CPI are above 3.0 percent.
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• Disadvantages to tenants: Continuing to use only a percentage change as the benchmark
for allowable rent increases will disadvantage tenants who already pay higher rent
amounts due to the power of compounding and resulting in a disparity in nominal rent
increases between tenants with currently low rents versus those who pay higher rents.
Chapter 6 Tenants also would not receive the benefit of years when the CPI change is below
3.0 percent, as this is an allowable minimum rent increase that Chapter 6 housing providers
may seek. With reduced maximum allowable annual rent increase, tenants can expect that
their rent would be increased every year, when they may have not previously received
annual increases when the maximum annual rent increase was 1 0 percent.

Administrative Considerations: This option would not create a need for additional staff time or other
resources. However, as the RSO Amendments have been in effect for slightly more than a year, it is
unknown whether housing providers would submit rent increase applications more frequently in future
years, which could cause an increase in City costs.

2. Set a maximum dollar amount by which rents may be increased annually, coupled with the
existing allowable increases based on CPI: In this case, the City would continue to allow annual
rent increases of the lesser of the percent change in CPI or 8.0 percent for Chapter 5 Tenants and
the greater of the percent change in CPI or 3.0 percent for Chapter 6 tenants, but would also
annually establish a maximum dollar amount up to which rents could be raised.

• Advantages to housing providers: Housing providers would continue to enjoy the benefits
of the existing RSO provisions, and would potentially be able to charge up to the higher
dollar amount in years when there might be a relatively low change in CPI.

• Disadvantages to housing providers: In years when there is a high percent change in CPI,
rent increases would be capped at the maximum dollar amount, inhibiting the ability for
housing providers to benefit from the full increase in CPI, and also potentially narrowing the
margin between operating revenues and expenses if most expenses continue to grow with
CPI, and therefore may not cover operating costs.

• Advantages to tenants: Tenants who might have otherwise experienced a rent increase due
to a high change in CPI would benefit from a lower maximum allowable dollar amount
increase, and it would potentially help reduce disparity in the increase in rents between
tenants with comparatively high and low rents.

• Disadvantages to tenants: Assuming housing providers seek to maximize rent increases,
lower-rent paying tenants may be hit with a comparatively higher nominal rent increase
than higher-paying tenants. Chapter 6 Tenants also would not receive the benefit of years
when the CPI change is below 3.0 percent, as this is an allowable minimum rent increase
that Chapter 6 housing providers may seek.

Administrative Considerations: This would necessitate a minimal amount of additional staff time to draft
and support adoption of the RSO changes, and track rent increases and ensure that they comply with
either the maximum dollar amount or change in CPI.

3. Set a fixed annual maximum allowable rent percentage increase for Chapter 6 Tenants: In this
case, the City would establish a fixed maximum percentage up to which rents could be increased in
any given year, and eliminate the minimum 3.0 percent increase and continue to use the CPI for
Chapter 6 Tenants. The maximum allowable rent increases for Chapter 5 would remain the same.
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• Advantages to housing providers: Depending on how high the fixed percentage is set, it
could potentially allow housing providers with flexibility to achieve close to market-rate
rents during strong economic periods, and would also provide some regulatory certainty
that they could at least seek a given rent increase amount in future years.

• Disadvantages fo housing providers: A low fixed percentage maximum might result in
missed revenue-earning opportunities for housing providers during strong economic periods,
while operating expenses may continue to increase.

• Advantages to tenants: A fixed maximum percentage would provide certainty that rent
increases could not exceed a specified amount.

• Disadvantages to tenants: A relatively high fixed maximum percentage risks having the
effect of limiting only the most extreme rent increases, and could potentially subject tenants
to essentially market rate rent increases that they might have otherwise faced when seeking
housing elsewhere. And, existing Chapter 6 pass-throughs would remain in place.

Administrative Considerations: This option would require a modest cost to draft and support enactment
of the RSO changes, but would not result in any significant additional cost for staff time or other
resources.

4. Eliminate allowable maximum and minimum rent increases and set increases entirely on 100
percent or some fraction of percentage change in CPI: In this case, the City would allow rent
increases to fluctuate with changes in the CPI.

• Advantages to housing providers: Housing providers could theoretically cover their
operating costs if they rise commensurately with inflation, and they would enjoy high rent
increases during strong markets.

• Disadvantages to housing providers: Law percentage changes in the CPI for the Los
Angeles area might not reflect an otherwise strong Beverly Hills housing market, meaning
that housing providers would not be able to fully realize market opportunities.

• Advantages to tenants: Given the average annual change in CPI of 2.4 percent between
2001 to 2017, tenants would likely be subject to fairly low increases over time.

• Disadvantages to tenants: Fluctuations in CPI may be unpredictable, and could result in
certain years that allow for high and unanticipated rent increases. And, existing Chapter 5
and Chapter 6 pass-throughs would remain in place.

Administrative Considerations: This option would require a modest cost to draft and support enactment
of the RSQ changes, but would not result in any significant additional cost for staff time or other
resources.

5. Allow more operating expense passthroughs for Chapter 6 housing providers without an
application process: In this case, the City would expand opportunities for Chapter 6 housing
providers to pass through certain expenses like utility expense surcharges, capital expenditures,
improvements mandated by law, property taxes, voter indebtedness, or others to tenants in the farm
of increased rents, with or without limits to what share of the respected expense may be passed
through.

• Advantages to housing providers: Housing providers would be able to leverage their
operating expenses to increase rents, potentially beyond allowable percentage increase
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levels. Creating consistency between Chapter 5 and Chapter 6 passthrough provisions
would also provide a benefit to housing providers who have buildings with both Chapter 5
and Chapter 6 Tenants.

• Disadvantages to housing providers: Little to no disadvantage, other than potentially
creating time-consuming processes to pass through expenses and fostering tension between
housing providers and tenants.

• Advantages to tenants: Little to no advantages.
• Disadvantages to tenants: Tenants would be subject to higher rents than what the allowable

increase might be.

Administrative Considerations: This option would require a modest cost to draft and support enactment
of the RSO changes. More allowable pass-throughs would likely reduce the frequency of rent increase
applications, resulting in a cost savings; however, cost savings would likely be offset by the additional
staff time required to monitor pass-throughs.

6. Limit operating expense poss-throughs, either by precluding them or by requiring formal rent
increase application processes: In this case, the City would reduce or eliminate allowable expense
pass-throughs, or approve certain pass-throughs only through a petition process.

• Advantages to housing providers: Little to no advantage.
• Disadvantages to housing providers: Housing providers would have fewer opportunities

to cover unexpected expenses, and would likely need to undergo a potentially time-
consuming rent increase application process.

• Advantages to tenants: Tenants would not face unexpected rent increases due to rises in
expenses far pass-through expenses.

• Disadvantages to tenants: Tenants may still be subject to rent increases resulting from
successful rent increase application processes.

Administrative Considerations: This option would require more modest cost to draft and support enactment
of the RSO changes. Reducing the categories of allowable pass-throughs would likely increase the
frequency of rent increase applications, thereby creating potentially significant additional costs for staff
time and other resources, although some of these costs could be offset by application fees.

7. Require apartment buildings to meet habitability standards in order for housing providers to
increase rents: In this case, the City would establish new habitability standards that all RSO
apartments must meet to permit respective housing providers to increase rents.

• Advantages to housing providers: Little to no advantage, other than promoting property
upkeep which would generally support property value and attractiveness to tenants.

• Disadvantages to housing providers: Housing providers would potentially face costly
improvements to their properties, and may be unable to afford improvements if they cannot
commensurately increase rents.

• Advantages to tenants: Tenants would enjoy both assured apartment quality standards,
and be protected from rent increases if these standards are not met.

• Disadvantages to tenants: Little to no disadvantage, other than potentially facing rent
increases if housing providers are permitted to pass through the cost of improvements
necessary to meet habitability standards.
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Administrative Considerations: This option would require more significant cost to research, draft and
support enactment of the RSO changes. It would also requite substantial additional staff time and other
resources to monitor and enforce property habitability standards, and associated rent increases,
although some of these costs could be offset by inspection and application fees.

In public comments received during the 201 8 Facilitated Dialogue sessions, housing providers and tenants
elaborated on details within each of these policy options. Tenants suggested that the pass-through for the
tent registration fee could be a 50 percent split between housing providers and tenants, but that there should
otherwise be no changes to current pass-through provisions for Chapter 6. Tenants also suggested that rent
increases for both Chapter 5 and Chapter 6 be tied to a fraction of CPI with a ceiling of between 5 and 6
percent. Housing providers commented that there should be 1 00 percent pass-throughs for utilities, and that
capital expenditure pass-throughs should not require the application process for Chapter 6. Consistent with
their prior positions, housing providers suggested that the maximum allowable increase amount should be
around seven percent if there are no changes in pass-throughs, or six percent with automatic pass-throughs.

In addition to commenting on rent increase amounts and pass-throughs, housing providers requested that any
decision on the maximum allowable rent increase be deferred until after voters decide on Proposition 1 0 in
November 2018 elections.
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