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TRANSFER OF 100% OF A CORPORATION MAY PRESENT A "CHANGE
OF OWNERSHIP" NOT SPLIT ROLL ISSUE

THE QUESTION
Should 100% transfer of the ownership of a corporation with owns real
property be deemed a "change of ownership" which triggers reassessment of
that property?
ACTION
Optional.
POSITION
1. Support legislation which would deem a 100% transfer a "change of
ownership." Current C.A.R. policy dictates that such legislation be opposed
because adoption would result in the establishment of a split roll.
2. Nothing which means that C.A.R. would retain existing policy to oppose
legislation deeming a 100% transfer a "change in ownership."
3. Other.
DISCUSSION
Generally speaking, under Proposition 13, properties are assessed when a
change in ownership occurs and are taxed annually at 1 percent of their
assessed value. Thereafter, the value of a property may increase annually by
the rate of inflation or 2 percent whichever is less.

Under a split roll, not all properties are taxed in the same manner. A split roll
may, for example, require that commercial property be taxed at a higher rate
than that imposed on residential property. Or, the split roll may cause
commercial property to be assessed periodically (i.e., not only upon a "change
in ownership").

However, the term “change in ownership” was not defined in Proposition 13.
As a result, the Assembly Revenue and Taxation Committee formed a task
force to make recommendations relating to the implementation of Proposition

13. The task force considered a “separate entity theory” as well as an “ultimate
control theory” with regard to property ownership.

With the former theory, property is not be reassessed even if the ownership of
the corporation holding title to the property changes hands. (For example, if
Disney sells ABC – which owns Blackacre – to Paramount, Blackacre would
not be reassessed because ABC still owns Blackacre.) The latter theory
attempts to determine who has ultimate control of the property. (Thus, in the
above example, since ownership of ABC was transferred from Disney to
Paramount, control of Blackacre was also transferred and, as a result,
Blackacre would be reassessed.)

The Assembly task force considered the “ultimate control theory” because it
was concerned that a shift in tax burden from commercial to residential
properties would result because commercial properties change ownership less
frequently. However, the task force ultimately recommended the “separate
entity theory” approach because of the administrative burdens that would have
been involved in implementing a taxation system based on the “ultimate control
theory.” The statute implementing the corresponding change of ownership
definitions was adopted in 1979.

The task force believed that mergers or other transfers of majority controlling
ownership should result in the reappraisal of a corporation's property. As a
result, the law provides that whenever any entity has purchased or otherwise
acquired more than 50% ownership of a corporation, any real property owned
by the corporation must be reappraised.

However, under current law, the corporation's property would be subject to
reassessment only if change in control of the corporation occurred in a single
transaction. In other words, the entity acquires more than half of the
ownership of the corporation at one time.

These laws provide business owners with several ways to structure
transactions so that a "change in ownership" does not occur even if 100% of
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control of the corporation changes hands. For example, a business could
structure the acquisition so that none of the separate purchasers receives
more than 50% ownership of the acquired corporation. Since no purchaser
receives more than 50% ownership, the property owned by the corporation is
not reassessed.

In an often cited example, Ernest & Julio Gallo bought the Louis Martini winery
in 2002 but split the purchase among 12 Gallo family members. This avoided
reassessment of the Martini property, at a property tax savings of
approximately $700,000 per year.

Assembly Member Tom Ammiano has introduced Assembly Bill 188 this year
which provides that if 100% of the ownership interests in a corporation are
transferred in a single transaction, the real property owned by the corporation
has undergone a "change in ownership" -- regardless of whether or not any
single purchaser acquires more than 50% of the ownership interests in the
corporation. The bill defines a "single transaction" as any sale or transfer of
ownership interests occurring within one calendar year or any rolling three-year
period.

Note that AB 188 does not preclude businesses from structuring an acquisition
of a corporation in several transactions extending beyond the three-year period
in order to avoid reassessment. In addition, AB 188 would apply to residential
property owned by a corporation including single family homes, apartments,
and mobilehome parks. For example, Blackstone Investment has purchased
thousands of rentals in Northern California.

It is difficult to argue that a "change of ownership" of the property owned by a
corporation has not occurred when 100% of the ownership of that corporation
has been transferred. And, while the overwhelming property holdings of
corporations are commercial properties, just because commercial properties
are involved doesn't mean this is a split roll issue -- it may simply be a "change
of ownership" issue.
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Therefore, should 100% transfer of the ownership of a corporation with real
property be deemed a "change of ownership" and, thus, trigger reassessment?
And, should there by a "carve out" for residential property so that if such a
transfer occurs residential property will not be reassessed?
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