
CITY OF BEVERLY HILLS 

RENT STABILIZATION COMMISSION 

June 1, 2022 

TO: Rent Stabilization Commission 

FROM: Helen Morales, Deputy Director Rent Stabilization, DPA 

SUBJECT: POSSIBLE AMENDMENTS TO THE RENT STABILIZATION ORDINANCE 
(RSO) REGARDING SURCHARGES AND THE AMOUNT OF ANNUAL 
MAXIMUM ALLOWABLE RENT INCREASES 

ATTACHMENTS: A. Title 4-Chapter 5 Rent Stabilization, Part I, Beverly Hills Municipal Code
§ 4-5-401

B. Title 4-Chapter 6 Rent Stabilization, Part II, Beverly Hills Municipal Code
§ 4-6-11

C. April 6, 2022, Rent Stabilization Commission Staff Report
D. May 4, 2022, Rent Stabilization Commission Staff Report
E. California RSO Passthroughs Table
F. Historical Rent Increase and CPI Table

INTRODUCTION 

Staff seeks recommendations from the Rent Stabilization Commission (Commission) to the City 
Council regarding possible amendments to the Rent Stabilization Ordinance (RSO) for both 
Chapter 5 and Chapter 6 of Title 4 of the Beverly Hills Municipal Code (BHMC) regarding 
surcharges that allow housing providers to pass through costs to tenants relating to water service 
penalties and/or surcharges, refuse fees, and for Chapter 5 tenants only, capital expenditures, 
improvement expenses mandated by law, including seismic retrofit, utility expense, and for 
additional tenants. Staff also seeks recommendations from the Commission to the City Council 
regarding possible amendments to Chapters 5 and 6 regarding the amount of the maximum 
allowable annual rent increases. 

BACKGROUND 

The City Council established the Commission pursuant to Ordinance 19-O-2776, which became 
effective on May 3, 2019 and is codified at BHMC § 2-2-501. Pursuant to BHMC §2-2-502, one 
of the duties of the Commission shall be to make recommendations to the City Council concerning 
amendments to Title 4, Chapters 5 (Attachment A) and 6 (Attachment B) of the BHMC that have 
not been resolved by the City Council. Surcharges that allow housing providers to pass through 
costs to tenants relating to water service penalties and/or surcharges, refuse fees, and for Chapter 
5 tenants only, capital expenditures, improvement expenses mandated by law, including seismic 
retrofit, utility expense, and charges for additional tenants, and the amount of the maximum 
allowable rent increases are matters subject to the Commissions’ charge. 
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As a reminder, the BHMC provides various surcharges that allow a housing provider to pass 
through certain expenses without undertaking a rent increase application process. Housing 
providers for both Chapter 5 and Chapter 6 tenants may pass-through the following surcharges: 

• Water service penalties and/or surcharges, at a rate of 90% of the penalties and/or
surcharges imposed by the City (BHMC §§ 4-5-308 and 4-6-7); and

• Refuse fees imposed by the City, at a rate of 100% of the fees (BHMC §§ 4-5-309
and 4-6-8).

The BHMC allows housing providers to pass the following additional surcharges to Chapter 5 
tenants only:   

• Capital expenditures surcharge, annualized in accordance with straight line
depreciation schedules allowed under the federal income tax laws- at a rate of no
greater than 4% of base rent which validly existed prior to the latest allowable re-
computation of the rent (BHMC § 4-5-304);

• Improvement expenses mandated by law- including interest or the value of capital up
to 18% per year, annualized in accordance with straight line depreciation schedules
allowed under the federal income tax laws (which includes seismic retrofit) (BHMC § 4-
5-305);

• Utility expense surcharge- the difference between the percentage increase in basic
and essential utility expenses included in the base rent and the allowable rent increase
percentage (BHMC § 4-5-306); and

• Additional tenant rent increase-the property owner may raise the rent a maximum of
10% of the base rent for each additonal tenant (BHMC § 4-5-307).

On April 6, 2022, staff introduced the pass through and maximum allowable rent increase topics 
for discussion.  A copy of the April 6, 2022, Rent Stabilization Commission Staff Report is attached 
as Attachment C. On May 4, 2022, upon request of the Commission, staff presented a report on 
the “just and reasonable return” doctrine and the rent adjustment application process. A copy of 
the May 4, 2022, Rent Stabilization Commission Staff Report is attached as Attachment D.  

This staff report will focus on additional questions asked by the Commission at its regularly 
scheduled meeting on April 6, 2022, which include: passthrough comparison of surrounding 
jurisdictions; passthrough sample calculation of applied existing passthroughs; additional tenant 
passthrough by other jurisdictions; water shortage service penalties and seismic retrofit timelines.  

Passthrough Comparison of Surrounding Jurisdictions 

Similarities appear between Beverly Hills RSO passthroughs and the 20 other California RSO 
jurisdictions (RSO Jurisdictions). A table of the California RSO Jurisdictions passthroughs is 
attached as Attachment E. The majority of RSO Jurisdictions allow some form of capital 
improvement passthrough, while 10 RSO Jurisdictions allow for no capital improvement 
passthrough. Most RSO Jurisdictions allow from 50% to 100% of costs amortized over a specific 
period with a maximum limit to be passed through to tenants. The City of Los Angeles places the 
maximum allowable monthly rent increase passthrough at $55.00, while others like Culver City 
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and Los Angeles County tie the limit to the rent percentage increase.  San Francisco uses the 
number of units and a maximum allowance based on a percentage increase and maximum 
amount. With regards to capital improvement passthroughs, Culver City allows for a hardship 
waiver process for low-income tenants.  

Like Beverly Hills, some form of utility fee passthroughs are allowed in East Palo Alto, City of Los 
Angeles, and San Francisco. East Palo Alto identifies utility fees as “rent” when paid by the owner, 
even if the property is master metered, and limits utility fee increases along with rent increase 
limitation.  City of Los Angeles RSO allows a 1% rent increase for each utility fee paid by the 
owner, for a maximum of 2%.  San Francisco allows for a passthrough for utility fee increases, as 
compared to a tenant’s base rent year, annually and prorated monthly. 

The majority of RSO Jurisdictions allow for a passthrough for registration or administration fees 
at a rate of 50%. Ten RSO Jurisdictions do not allow for a registration or administrative fee 
passthrough. Registration and administration fees are passed through monthly for all RSO 
Jurisdictions that allow a passtrhough.  The City of West Hollywood provides a tenant rebate for 
the registration fee for tenants aged 62 and over and very low-income households.  

Additional Tenant Passthrough by other RSO Jurisdictions 

A passthrough for additional tenants is allowed by the City of Los Angeles, Culver City and Beverly 
Hills (Chapter 5 tenants only).  The City of Los Angeles and Beverly Hills allow a 10% increase 
per each additional tenant.  Culver City allows for a 5% rent increase for additional tenants.  The 
additional tenant passthrough is the only passthrough that becomes rent and is subject to further 
rent increases as described below.   

Passthrough Sample Calculations of Applied Existing Passthroughs 

The City of Beverly Hills Chapter 5, as compared to Chapter 6, currently provides the greatest 
number of passthroughs which include: refuse fees, capital expenditures, improvement 
expenses mandated by law, utility expense surcharges, and additional tenant surcharges. 
Water service penalties and/or surcharge is not included because the City’s Public Works 
Department confirmed that no such fees are currently being implemented.   

The following chart reflects an example of how Chapter 5 currently allowed passthroughs, 
combined, could affect a tenant. As reflected below, a tenant with a monthly rent of $2,000 
could expect an increase, in rent increase and passthrough costs as detailed below, of 
$493.17. Please note that although passthroughs are not considered rent, the additional 
tenant increase is considered rent.  Therefore, the following year the rent as described 
below would be $2,200 and this amount would be used for any further rent increase.   
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 Rent  
Monthly Rent  $   2,000.00 
Water Penalty/Surcharge (90%) 1 
Refuse Fee  $     29.00 
Capital Expenditure (4%)  $     80.00 
Improvement Expenses Mandated by Law (100%) 2  $   104.17 
Utility Increase Expense Surcharge 3  $     20.00 
Additional Tenant (10%)  $   200.00 
Subtotal  $   2,433.17 
Annual Rent Increase (3%)  $     60.00 
Total  $   2,493.17 
1- No Penalty fees are implemented at this time.
2- Based on an estimate that a seismic retrofit costs
$50K for an 8 unit building over 5 years.
3-This amount is estimated.

Historical Rent Increases Based on the CPI 
The Commission requested information on the allowable rent increases based on the CPI.  The 
rent increase is based on the CPI for both Chapter 5 and Chapter 6, however the calculation is 
different for each.  The Chapter 6 rent calculation utilizes the greater of:  (a) 3% of the rental rate 
that is in effect, or (b) by an amount that is equal to the percentage increase of the Consumer 
Price Index (CPI) that is published by the Bureau of Labor Statistics for LA/Riverside/OC between 
May 1st of the current year for that area and May 1st of the prior year (BHMC §4-6-3 B).  

The Chapter 5 rent calculation utilizes the lowest of: 8% or CPI. The rent increases are adjusted 
on a monthly basis based on the change in the CPI for Los Angeles (or any successor equivalent) 
as published by the Bureau of Labor Statistics and computed as follows:  The latest published 
CPI figure shall be added along with such figures for the preceding eleven (11) months, and, from 
the sum reached, there shall be deducted the sum of such figures for the twelve (12) months 
further preceding the last such twelve (12) months. That remainder shall then be divided by the 
lower of the two (2) sums therefore mentioned, and the resulting figure shall indicate the 
permissible maximum percentage by which the base rent may be increased by virtue of the rise 
in the CPI (BHMC § 4-5-303 A). 

A table with the historical rent increase for both Chapter 5 and Chapter 6 and CPI is attached 
as Attachment F.     

Seismic Retrofit Timelines 
The Commission requested an update on the current mandatory soft story Seismic Retrofit 
requirements.  The City’s records reflect three tiers which are categorized in three priorities:  
Priority I) Buildings with 3 or more stories; Priority II) Buildings with 2 stories, with six or more 
units; and Priority III) other buildings not designated in either priority I or II. The following tables 
reflect the number of structures by priority subject to the mandatory retrofit requirements.  
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Priority 
Batch Description Number of 

Structures 

I Buildings with 3 or more stories 98 

II Buildings with 2 stories, with 6 or 
more units 132 

III Buildings not within the 
definition of Priority I or Priority II 77 

Soft-Story Mandatory Retrofit Progress 
Project Status Tier 1 Tier 2 Tier 3 

In Review 9% 14% 11% 
Approved 74% 56% 42% 
Exempted 7% 5% 24% 

Total Buildings 90% 76% 77%

Next Steps 

Staff encourages the Commission to discuss what, if any, revisions should be recommended to 
the City Council to be made to the RSO regarding surcharges, including seismic retrofit, and 
allowable annual rent increases for both Chapter 5 and Chapter 6 of the RSO or request staff to 
provide additional information to assist in making a recommendation to City Council.  
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City Capital Expenses Utilities RSO Registration or 
Administration Fees

Other City- Imposed Fees

Beverly Hills --Chapter 5 Capital expenditure surcharge: at a rate 
no greater than 4% of the base rent 
which validly existed prior to the latest 
allowable precomputation of the rent.
Expenditures mandated by law: costs of 
any improvement mandated by law 
including interest or the value of capital 
up to eighteen percent (18%) per annum, 
allocated among all dwelling units by 
unit size, determined by square foot, by 
straight line depreciation in accordance 
with federal income tax laws.

Utility Expense Surcharge-if the utility 
costs have increased by a percentage that 
is greater than the annual rent increase 
percentage, any amount which is in excess 
of that amount that would have been 
arrived at had the utility costs increased 
only by the same percentage as the 
annual rent increase may be passed 
through to the tenants. The cost will be 
computed comparing the previous years 
costs, if there is a percentage increase 
above 8%, then the remaining percentage 
increase can be imposed, prorated among 
all units whose base rent includes such 
utility service on  a square footage basis, 
and payable 1/12th per month.  
Water service penalty: 90% of 
penalty/surcharge.

Property-Tax Related Surcharges: Determined by a hearing 
officer through a hardship application. Shall not exceed 5% 
of the base rent and must be passed through over a 12 
month period for no more than 3 years. The hearing officer 
will consider the rents of each unit in making a 
determination.
Additional Tenant Surcharge: If a rental agreement specifies 
the number of maximum occupancy, but does not specify a 
dollar amount for additional tenants, the owner may add up 
to 10% per additional tenant. Once the additional tenant 
vacates the owner must reduce the rent by the same 
percentage.
Refuse Fee Surcharge: passthrough for refuse charges with 
a 30 day notice and proof of charges and passthrough 
calculations.

Beverly Hills -- Chapter 6 Water services penalty surcharge: 90% of 
the penalties/surcharge.

Refuse Fee Surcharge: passthrough for refuse charges with a 
30 day notice and proof of charges and passthrough 
calculations.

Alameda 50% passed through 
monthly by 1/12.

Baldwin Park 50% over 5 years and may be passed 
through to new tenants.

Berkeley $10.00 per month for 12 
consecutive months after 
registration fee is paid. 
Required to provide a 30 
day written notice to the 
tenant and the rent 
board. 

Culver City Approved capital improvement costs.  
Passthrough cannot exceed 3% of rent in 
place at time the pass-through costs 
recovery application is filed with the 
housing division. If the total amount of 
the calculated pass through exceeds 3%, 
the costs amortization period may be 
extended , but cannot exceed 3% max. 
Low Income Tenants can file a hardship 
waiver. 

50% of costs for a tenant 
who has continually 
occupied their unit.  
Passthrough over 12 
months. Fee is $167 per 
unit.

Page 1
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City Capital Expenses Utilities RSO Registration or 
Administration Fees

Other City- Imposed Fees

East Palo Alto Application process required.  Capital 
improvements based on an amortization 
schedule which determines the 
amortization period. The hearing 
examiner or board has the discretion to 
apportion the rent increase to establish 
fairness.  

If a fixed utility fee is passed through to 
the tenant in a lease agreement, the fee is 
considered rent and is limited by the 
annual rent increase amount.

Hayward Amounts approved by the City. 
Passthrough cannot exceed 10% of the 
tenants current rent and cannot exceed 
50% of costs.

50% of the costs can be 
passed through to 
covered units. The City 
sends a notice to tenants 
once the owner pays the 
city their required 50% 
and the tenants are 
required to pay the City 
their 50%. Registration 
fee is $40  per unit.

Inglewood 50% of capital improvement at least 
$10K. May not be greater than $50 
monthly and may not exceed 6 months. 
Must be applied through the rent board.

Registration fee $168 50% 
passthrough monthly, 
1/12.

Los Angeles (City)1 50% of the approved capital 
improvement for 60 months with a 
maximum of $55 per month.  May extend 
to 72 months or until the total amount is 
recovered. 

Rent Increase of 1% for each utility the 
owner pays for the unit, with a maximum 
of 2% added at the time rent is increased. 

50% of the $38.75 over 12 
months, $1.61 per month

100% of the SCEP fee of $43.32, $3.61 monthly.
A 10% additional rent increase is allowed for an additional 
tenant.

Los Angeles (County) 50% passthrough approved by the 
County amortized.  No passthrough 
costs, plus the rent increased allowed for 
that year can exceed 8% for Covered 
Units and 10% for Luxury Units.  

50% of the $90 fee over a 
12 month period.
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City Capital Expenses Utilities RSO Registration or 
Administration Fees

Other City- Imposed Fees

Los Gatos Capital improvements are amortized 
over a five year period. Rehabilitation 
required by a governmental order to 
repair for fire or earthquake must be 
amortized over a three year period. 
Owners are required to file a Notice of 
rent increase to tenants and right to 
Petition the Dispute Resolution program. 
The Petition must be signed by at least 
25% of affected tenants. 

Administration fee can be 
passed to tenants 
monthly, 1/12 of the total 
fee.

 One formula permits rent to be raised beyond 5% when the 
operations and maintenance expenses on the property have 
increased during the most recent twelve months, when 
compared to the preceding twelve months. The second 
formula permits a pass-through of a portion of the debt 
when the debt service on the property has increased in the 
most recent twelve months. For both formulas, the increase 
in operations or debt is pro-rated for the entire property. 
These pass-through formulas are the only justifications for 
annual increases beyond the 5% limit, unless there has been 
no increase for the last two years. In that situation, the 
landlord is permitted to institute a 10% increase without 
dispute.

Mountain View
Oakland Capital Improvement is 70% of costs and 

must be done through a petition for 
approval of a rent increase. Tenants may 
file a response to the petition. Mediation 
can be requested prior to the hearing 
upon request of the tenant. All Petitions 
are heard before a hearing officer. 

50% of registration fee 
which is currently $101.

Allowed uninsured repairs through a petition for rent 
increase process as determined but not limited to 70% 
unlike capital improvement. Tenants may file a response to 
the petition. Mediation can be requested prior to the 
hearing upon request of the tenant.  All Petitions are heard 
before a hearing officer. 
A 5% rent increase is allowed for additional tenants.

Oxnard

Palm Springs 50% of registration fee 
over a 12 month period.  
Registration fee: 1-25 
units $10.50 per unit; 26-
100 $10.80 per unit; 101-
250 %11.00 per unit; 
250+$11.50 per unit.

Richmond
San Jose Capital improvement cannot exceed 3% 

of monthly rent charged. 
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City Capital Expenses Utilities RSO Registration or 
Administration Fees

Other City- Imposed Fees

San Francisco 1-5 Units: 100% of certified costs, 
passthrough is the  greater of $30.00 or
5% of tenants rent on a 12 month period;
 6 or more units 50% of certified costs, > 
of $30.00 or 10% of tenants rent for a 12 
month period-tenant may elect 5% of
tenants annual base rent, with the total
passthrough limited to 15% of the 
tenants base rent.  If the costs is
expected to exceed $25,000 multiplied
by the number of units on the parcel or
in the building, the landlord must inform 
each tenant and rent board in writing of
the anticipated costs within 30 days. 
Landlords are required to file a Capital
Improvement Petition with the Rent
Board. The Rent Board will certify the 
passthrough costs and issue a decision. 
Passthroughs are not allowed for new
tenants,  tenants who rented while 
under construction or within 6 months of
commencement of work. 

Dollar for dollar of an increase in 
landlords paid utility costs made directly 
to tenant and common areas where 
tenant is located. Increase must be 
compared to tenants base rent year.  
Passthrough can only extend for one 
calendar year and owner must reapply for 
any subsequent years.  Increase divided 
by all rooms and a per room charge is 
passed through to tenants. Landlords 
were required to file a petition with the 
rent board for approval for the first two 
years and thereafter a utility passthrough 
calculation worksheet was initiated 
thereafter.

Santa Ana
Santa Monica $8.25 per month 2 ( 50% 

of Allowable Fee, $198, 
over 12 months)

West Hollywood $6.00 per month
Percentage 55% 23% 55% 18%

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.
2 62+, disabled and very low income may file a tenant rebate for the registration fee. 
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	The purposes of this chapter are to discuss the standards under the ARO for authorizing rent increases in excess of the annual allowable across-the-board increases and to discuss constitutional fair return requirements.
	In 1997, the Court reiterated longstanding general principles for fair return that have been set forth in utility cases and rent control fair return cases, stating that fair return:
	In 2001, the Court held in Galland v. Clovis that the concept of “fair rate of return” is a legal term that refers to a “constitutional minimum”, although the terminology is borrowed from finance and economics. The Court also stated that the return mu...
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	It also held that a rent regulation is not invalid just because it reduces the value of properties and that: “Any price-setting regulation, like most other police power regulations of property rights, has the inevitable effect of reducing the value of...
	B. The Maintenance of Net Operating Income (MNOI) Standard
	The type of fair return standard which is used to determine whether allowable rent increases have been adequate to cover operating cost increases and permit growth in net operating income, by comparing current current net operating income with a base ...
	(cont.)
	The MNOI has been adopted by Los Angeles, Santa Monica, Berkeley, West Hollywood, East Palo Alto and is in effect under San Jose’s mobilehome park rent stabilization ordinance.12 In addition, this type of standard is set forth in a substantial portion...
	The MNOI standard works differently than rate of return standards because it compares the net operating income with a prior (base year) net operating income rather than comparing the net operating income with the investment (purchase price). It is not...
	Typically, the base year under an MNOI standard precedes the adoption of rent control based on the concept that rent levels which were set in the unregulated market provided a fair return. In the case of San Jose, the allowable annual increases, which...
	When rate of return on investment formulas have been used in the context of rent regulations, the most common formula has been:
	FAIR RENT = OPERATING EXPENSES + X% of INVESTMENT
	A leading utility text notes the fallacies and circularity of using the purchase price (the “transfer cost”) as the measure of investment in order to calculate fair return, in the context of a price regulation.
	This fallacy has been generally overlooked in rent control cases. However, federal courts in New York have concluded that the return on investment approach does not make sense in the context of land use controls and rent regulation. They have noted th...
	While the California courts have upheld the use of a rate of return on investment standard, they have noted the limitations of such an approach. In the Fisher case, the California Supreme Court noted that the “mechanical” application of a return on in...
	“confiscatory results in some cases” and alternatively could provide for “windfall” returns of
	On the other hand, if a “prudent” investor standard is used to try to curb abuses of a rate of return on investment standard by limiting what size investments will be considered in measuring what net operating income would be fair, the results also be...
	This duality in concepts in regards to rate of return on investment standards is not an accident. It reflects the inevitable appearance of the two sides of a circular concept. On the one hand, there is the view that rate of return on investment standa...
	Subjectivity and Differences in How to Measure Fair Rate of Return under a Rate of Return on Investment Standard
	Apart from the circularity issues associated with the use of a rate of return on investment standard, there are substantial issues associated with the calculation of the investment (the rate base) and with the determination of an appropriate rate.
	In mobilehome park rent stabilization fair return cases, expert witness’ projections of a fair rate of return have ranged from 4% to 12% (and even higher). Typically, in recent years, experts on behalf of mobilehome park owners have testified that a r...
	arbitrators, rent commissions, trial courts, and appellate courts) conclusions about what rate is fair have ranged from 5% to 9%.
	The table on the following page illustrates how the wide range of possible rate bases and fair rates possible can lead to vastly diverging results under a rate of return on investment formula.

	Alternate Outcomes under Rate of Return on Investment Standard (Investment x Fair Rate = Fair Net Operating Income)
	* Allowable rent = fair net operating income + operating expenses
	and that consideration shall be given to the:
	As indicated, the City’s standard provides for the possibility that petitions for large rent increases may be filed by recent purchasers of apartments, in order to pass-through increases in debt service over the debt service level of the prior owner.
	Oakland’s pass-through provisions are also similar to those of San Jose, except that Oakland eliminated the debt service pass-through for newly acquired units on April 1, 2014. (This restriction is not applicable to units on which a bona-fide offer to...

	Debt Service Increase Petitions under ARO
	Assuming current volumes of apartment sales in San Jose continue, the number of instances in which there is a potential for the justification for debt service pass-through under the current standard is substantial. The records from one real estate dat...

	Treatment of Purchase Mortgage Interest Expenses Under Apartment Rent Stabilization Ordinances
	Most of the MNOI standards in mobilehome park rent stabilization ordinances preclude consideration of debt service. Under the other common type of fair return standard in mobilehome park rent stabilization ordinances, rate of return on investment, con...
	In a subsequent opinion, the same Court of Appeal reaffirmed its conclusion in regard to the treatment of debt service expenses. “We have previously rejected the notion that permissible rental rates based on a fair rate of return can vary depending so...
	While the foregoing precedent holds that debt service should not be considered, in two cases around 1990, a California Court of Appeal carved out an exception to this rule. The Court held
	that mobilehome park owners have a vested right to have their debt service considered if the debt service was an allowable expense under the fair return standard in effect at the time the property was purchased.39 In Palacio de Anza v. Palm Springs Re...
	In a subsequent case, in 1991, the same court reaffirmed this conclusion.41 (Prior to these cases, the City Attorney’s office of San Jose reached the same conclusion.42) A repeal of a debt service pass-through that made an exception for units purchase...
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