TAXATION AND GOVERNMENT FINANCE COMMITTEE
Grand Hall B - Lobby Level
8:00 a.m. to 11:30 a.m., Thursday, January 23, 2014
MISSION STATEMENT
This Committee is a Policy committee. Its mission is to develop C.A.R.'s government and taxation policy.
It has original jurisdiction to evaluate legislation and regulation in the following issue areas as they relate
to real estate:
Commercial Investment
Government Finance
Property Tax
Transaction Tax
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Matt Roberts, Federal Government Affairs Manager

Agenda

I. WELCOME AND OPENING REMARKS
J. Michael Roberts, Chair
II. STATE TAXATION ISSUES
A. ACTION ITEMS:
1. Property Tax
Patricia Hicks, Issue Chair
A. LIMITED INFORMATION IS AVAILABLE ON THE REVENUE IMPACT OF FLORIDA ALLOWING
HOMEOWNERS TO TRANSFER THEIR PROPERTY TAX BASIS
In October 2014, it was reported that the property tax system that has developed in Florida is remarkably
similar to the Proposition 90 program in California which allows the transfer of the property tax basis of a
home in one county to a home located in another county. The Taxation and Government Finance
Committee asked staff to return in January 2014 with a follow-up paper that looked at the revenue
impact of Florida allowing homeowners to transfer their property tax basis. Unfortunately, while
information relating to the number and size of such transfers has been collected, no effort has been
made to assess the revenue impact of portability. Until the revenue cost of portability can be
determined, it is unlikely that portability will be adopted in California. To do so will require performing a
dynamic revenue analysis which ascertains the revenue gains that result from the taxing homes from
which the homeowner transferred their property tax basis, as well as the revenue losses resulting from
the decrease in property taxes on homes to which a transfer was made. To that end, in discussions with
Assembly Member Bocanegra's office, it has come to light that the Assembly Member is considering
amending his AB 1172 which would expand portability statewide to, instead, require a study of the
revenue impact of portability, either a dynamic revenue analysis and/or a study based on the Florida's
experience with portability.
Should C.A.R. support further study of the revenue impact of allowing homeowners to transfer their
property tax basis to a home anywhere in the state? (See Policy Position Paper.)
2. Government Finance
Maria Elena Banks, Issue Chair
A. PUBLIC INFORMATION BALLOT PROPOSITION
Existing law under the California Public Records Act (CPRA) requires state and local agencies and
governments to make records available to the general public for review while the Ralph M. Brown Act
(Brown Act) requires both state and local agencies and governments to make meeting times, locations
and discussion items available for participation and comment in advance of any scheduled meeting or
hearing. With some exceptions, the state is required to reimburse cities, counties and local agencies for
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services related to state mandated programs and services. This measure has been placed on the ballot by
SCA 3 (Leno) and clarifies that local agencies are required to comply with all current and future provisions
of CPRA and the Brown Act regardless of whether the state reimburses local funds used to comply with
these Acts.
What position should C.A.R take on this ballot proposition? (See Public Policy Paper.)
B. DIRECTION REQUESTED:
1. Transaction Tax
Erin Stumpf, Issue Chair
A. DEBT FORGIVENESS PROTECTIONS
On December 31, 2012, Congress passed budget solutions to avoid the "fiscal cliff," which included an
extension of the debt forgiveness protections sunset date to January 1, 2014. C.A.R. sponsored SB 30 and
AB 42 to make conforming changes in California law retroactive to January 1, 2013. In late 2013, C.A.R.
received opinion letters from the Internal Revenue Service and the Franchise Tax Board clarifying that
under California law debt forgiven in a short sale is not subject to income tax by the federal or state
governments. As a result, C.A.R. will not pursue enactment of SB 30 or AB 42 with regard to debt
forgiveness in a short sale. However, the federal legislation which expired at the end of 2013 also
included debt forgiveness protection in the case of a loan modification. It is unclear to C.A.R. staff
whether to continue to seek enactment of that aspect of SB 30/AB 42.
Should C.A.R. seek debt forgiveness protection for loan modifications?
C. UPDATES:
1. Property Tax
Patricia Hicks, Issue Chair
A. SPLIT ROLL TASK FORCE
In October, the Taxation and Government Committee recommended that the C.A.R. President appoint a
task force to analyze C.A.R.’s position on split roll tax policy and related issues. In December, the
President appointed a nine member task force with Leigh Rutledge as chair. The first meeting of the task
force will be during the C.A.R. business meetings in San Diego in January.
2. Government Finance
Maria Elena Banks, Issue Chair
A. NEW 1031 EXCHANGE FILING REQUIREMENTS
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There are new annual filing requirements for taxpayers who exchange California relinquished properties
for like-kind, non-California replacement properties under Internal Revenue Code Section 1031. Effective
January 1, 2014, all taxpayers who defer gain or loss under IRC Section 1031 by selling California
relinquished properties and acquiring like-kind, non-California replacement properties will have to file a
new information return (California 1031 information return) to track their deferred California sourced
gain or loss. The California 1031 information return will generally be required to be filed annually until
the deferred California source gain is recognized. California's new law will help taxpayers and the
Franchise Tax Board keep track of California sourced gain deferrals from 1031-exchanges.
D. REPORT ITEMS:
(Note: There are were no changes in status with regard to the bills C.A.R. is tracking; see the Fall 2013
Taxation and Government Finance agenda for a list of those bills.)

III. FEDERAL TAXATION ISSUES
A. Updates:
1. Government Finance
Maria Elena Banks, Issue Chair
A. TAX REFORM
Both the Senate and House tax writing committees have stated their intent to introduce tax reform
proposals prior to the end of the year. While no specifics have been mentioned yet for personal taxes, it
is suspected that real estate tax provisions will be reduced given their large "score" by the Congressional
Budget Office. While both Democrats and Republicans agree that reform of the tax code is necessary,
the biggest hurdle remaining is whether tax reform should be revenue neutral (supported by
Republicans) or should raise revenue (supported by Democrats). So long as neither party is willing to
compromise, tax reform may move through committees and possibly even floor votes, but nothing will
reach the President's desk until a compromise on this issue is reached.
B. EXPIRING TAX PROVISONS
Congress has allowed a number real estate related tax provisions to expire when they adjourned for the
year without passing a tax extenders package. These provisions include:


Mortgage debt forgiveness, which for California is no longer necessary for short sales but would
help troubled homeowners who receive a loan modification,



Energy efficiency improvements on residential properties,



Energy efficiency for new buildings,



15-year leasehold improvement will go back to 39-years,
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Deductibility of mortgage insurance premiums, and



Three-year depreciation for race horses two years old or younger.

Congress is likely to pass an extenders bill at some point; however, it may be reduced in size compared to
past extender bills.
2. Commercial Investment
Lou Lollio, Issue Chair
A. CORPORATE TAX REFORM
While reform of the full tax code is unlikely, proposed changes to the corporate tax code have been made
public. These changes have centered around international taxation but have not addressed many small
business issues, such as pass through entities (S corporations).
The Senate proposal includes language that would affect current tax provisions for commercial real
estate, including:


Repeal section 21031 of the tax code, known as like-kind exchanges,



Extending depreciation periods for real estate to 43 years,



Repeal of section 179 real property expensed in the year purchase, and



Repeal of Section 179D that provides a deduction for energy-efficient commercial building
property.

Proposals are still far from final and no actual legislation has been introduced.
B. COMMERCIAL LOANS
On June 13, Senators Mary Landrieu (D-LA) and James Risch (R-ID), Chairwoman and Ranking Member of
the Senate Committee on Small Business, respectively, held a markup hearing of S.289, the “Commercial
Real Estate and Economic Development (CREED) Act of 2013.” This bill, introduced in February, would
temporarily (for five years) allow commercial real estate projects to be eligible for the Small Business
Administration’s (SBA) 504/CDC refinance program. By expanding the types of projects eligible for the
SBA 504/CDC refinance program, the CREED Act will alleviate some of the pressure from the nearly $1.3
trillion of commercial real estate loans with balloon mortgages that will mature between 2013 and 2016,
by allowing small businesses to refinance certain owner-occupied commercial buildings. NAR strongly
supports the CREED Act.
C. LEASE ACCOUNTING
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The Financial Accounting Standards Board (FASB) and International Accounting Standards Boards (IASB)
still have not issued any final new lease accounting standards. The FASB and IASB will be meeting in
January to revisit the issue of lease accounting standards in light of comments and feedback from
business interests. Some of the issues they will be discussing surround the impact on lessee v. lessor,
short-term lease exception, what constitutes a core vs. a non-core leased asset and other ideas.

IV. OTHER BUSINESS
V. ADJOURNMENT

6

