
REPORT OF THE
CHIEF LEGISLATIVE ANALYST

DATE: August 14, 2014

TO: Honorable Members of the Rules, Elections and Intergovernmental Relations
Committee

FROM: Gerry F. Miller Council File No: 14-0002-S82
Chief Legislative A alyst Assignment No: 14-08-0577

SUBJECT: Resolution (Koretz-Bonin-Cedillo-Krekorian) to support legislation on
commercial property tax reform.

CLA RECOMMENDATION: Adopt Resolution (Koretz-Bonin-Cedillo-Krekorian) to include in
the City's 2013-2014 State Legislative Program SUPPORT for any state legislation that would
implement commercial property tax reform that will require non-residential commercial
properties to be reassessed regularly, while maintaining Proposition 13 protections for residential
properties and small businesses.

SUMMARY 
On July 2, 2014, a Resolution (Koretz-Bonin-Cedillo-Krekorian) was introduced proposing that
the City of Los Angeles support any efforts in the State Legislature to reform the manner in
which commercial properties are assessed for tax purposes. The Resolution notes that
Proposition 13 was adopted in 1978 in an effort to control the tax burden on all property owners,
but its effect has been to unfairly allow commercial property owners to avoid paying their fair
share of the tax burden and has shifted that burden to residential properties. Under the provisions
of Proposition 13, a commercial property is reassessed when it is either sold or more than 50
percent of its ownership changes during a transaction. Critics have noted that the law contains a
loophole which allows purchasers of commercial property to avoid property tax reassessment by
transferring no more than 50 percent of the property's interest to a single legal entity, or by
transferring more than 50 percent of the property's interest through multiple transactions.
Neither of these types of transactions triggers a reassessment under current law.

A recent Senate Government Finance Committee analysis of pending legislation notes three
recent cases where these types of transactions occurred with major purchases: Kaiser Steel's
change in ownership which was acquired by a consortium of seven separate purchasers, none of
whom acquired more than 50 percent ownership; E. & J. Gallo's purchase of Louis M. Martini
by splitting the purchase among 12 Gallo family members; and three legal entities' recent
purchase of the Fairmont Miramar Hotel in Santa Monica. None of these transactions resulted in
a tax reassessment, thereby avoiding paying milho.ns in property taxes that would have otherwise
been required.



Resolution (Koretz-Bonin-Cedillo-Krekorian) suggests that reforming the methods for assessing
commercial properties, whether through a split tax roll or some other method that results in more
frequent reassessment of commercial properties, would result in increased tax revenues. The
Resolution states that, based on data from the California Board of Equalization, at least $6 billion
in additional tax revenues could be generated by regularly reassessing non-residential properties
as proposed in the Resolution.

Various bills are currently under consideration by the State Legislature that would revise
commercial property tax assessment procedures. One measure, Assembly Bill 2372 (Amiano-
Bocanegra) proposes that a reassessment be triggered when 90 percent of a property's interest
changes hands over a three-year period. This measure, in fact, was supported a diverse group of
interests while under consideration in the State Assembly: The California Business Roundtable,
The California Chamber of Commerce, the California Business Properties Association and the
California Tax Reform Association. Approval of Resolution (Koretz-Bonin-Cedillo-Krekorian)
would authorize legislative support of AB 2372 and similar measures.

DEPARTMENTS NOTIFIED
None

BILL STATUS 
Assembly Bill 2372
May 29, 2014 - Passed the Assembly (59-13)
July 1, 2014 - Passed Senate Committee on Government & Finance (5-2)
August 4, 2014 - Senate Appropriations Committee placed the bill on the Suspense File.
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Attachment: Resolution (Koretz-Bonin-Cedillo-Krekorian)



RESOLUTION

WHEREAS, any official position of the City of Los Angeles with respect to legislation,rules, regulations or policies proposed to or pending before a local, state or federalgovernmental body or agency must have first been adopted in the form of a Resolution by theCity Council with the concurrence of the Mayor; and

WHEREAS, Proposition 13, passed in 1978, is unfair in that it allows commercialproperty owners to avoid paying their fair share and has shifted the tax burden to residentialproperty and away from business, including everyday homeowners and working families; and
WHEREAS, the state of California continues to face chronic budget crises inlarge part because Proposition 13 has forced the state to rely on more volatile revenue sourcesthan the property tax, like income taxes and sales taxes paid by working families that move intandem with economic cycles, causing deficits and requiring cuts to vital services that growour economy and thereby worsening economic downturns; and

WHEREAS, regularly reassessing non-residential property would, according to ananalysis of data provided by the California Board of Equalization, generate at least $6 billion inadditional revenue for California, and shift the tax burden from homeowners, renters, andworking families to corporations and commercial landholders;

NOW, THEREFORE, BE IT RESOLVED, with the concurrence of the Mayor, that bythe adoption of this Resolution, the City of Los Angeles hereby includes in its 2013-2014 StateLegislative Program support for any legislation which would implement commercial propertytax reform that will require non-residential commercial properties to be reassessed regularlywhile maintaining Proposition 13 protections for residential property and small businessowners.
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