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Real Property Assessments: 
Past, Present & Future
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13
Proposition 13 will celebrate its 40-year anniversary in 
November. The “Peoples Initiative to Limit Property Taxation” 
decreased money going to the Golden State by 3.1 percent of  total 
revenue (from $10.3 billion in 1978, then falling to $4.9 billion once 
passed). Since then, this revenue deficit was made up by population 
increases, as well as increases in sales and income taxes.

Future
Come November, however, there are new initiatives that will be voted 
upon that could change the very fabric of  real property tax assessment 
and Prop. 13:
• Amend Prop. 13 so homeowners aged 55 and older or severely 

disabled can transfer their property tax base to a new residence 
in any county in California (instead of  the 11 counties currently 
participating) at any sales price and as many times as they’d like 
(backed by the California Association of  Realtors).

• Repeal of  Prop. 13 limitations for commercial properties (backed 
by ACLU and California Federation of  Teachers) with a focus on 
raising billions for schools and programs per year.

• California Association of  Realtors is also circulating a proposed 
initiative that would change the legal entity rules. Under its  
most recent proposal, a change in ownership would occur when  
at least 90 percent (rather than the current 50 percent) of  the 
direct or indirect ownership interests of  a legal entity have been 
cumulatively transferred.

Present: Mechanics of Preventing Real Property Re-assessment 
As estate planners, you want your clients to avoid changes in ownership to 
keep any property owner’s property taxes low. County tax assessors 

assess all California real estate on the property’s base year value, adjusted 
annually for inflation and capped at 2 percent of  the prior year’s value 
(or adjusted down for any reductions in value). The base year value is 
defined as the market value as of  the later of  March 1, 1975, or the 
most recent change in ownership or construction of  new improvements. 

When a change in ownership occurs, the 2 percent cap is removed 
and the property is reassessed at the current—and most likely higher—
fair market value. So, a change in ownership is the key that triggers 
increased property taxes.

Some real property transfers are exempt from reassessment. There 
are several crucial change in ownership exclusions (some of  which require the 
property owner to complete an application or file a claim form within 
certain deadlines):
• Inter-Spousal Transfers of  Real Property, Sec. 63: Transfers 

of  real property to/from legal entities could be considered a change 
in ownership. This can be avoided by equalizing interests before 
deeding to/from the legal entity. Foreclosures also will be held a 
change in ownership. Avoid this by requesting the court amend 
the property settlement agreement in lieu of  foreclosure. Property 
distributions under terms of  property settlement agreements are 
excluded from a change in ownership reassessment.

• Parent-child Exclusion, Sec. 63.1: Transfers between 
parents and children (either direction) of  real property, including 
the principal residence, are excluded (the value doesn’t matter; 
parents can transfer multiple personal residences), then up to the 
first $1 million of  assessed value of  all other property of  each 
transferor. If  a transfer is via the use of  a trust, there must be 
equal distribution to prevent a change in ownership (100 percent 
exclusion if  “Share Alike” is honored). This can be accomplished 
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by equalizing distributions using a loan against the 
property from a third party.

• Grandparent-grandchildren Exclusion, Sec. 
63.1(a)(3): These transfers qualify if  all “parents who 
qualify as children of  the grandparents” are deceased. The 
son-in-law or daughter-in-law of  the grandparent that is a 
step-parent to the grandchild need not be deceased on the 
date of  the transfer. If  the grandchild has already received 
the excluded principal residence from the parents, then the 
$1 million limit for other real property applies.

• Transfers to Joint Owners, Sec. 65(b)
• De Minimis Transfer Exclusion Sec. 65.1: This 

exclusion can apply if  the transfer is less than 5 percent  
of  the total interest and less than $10,000 in actual fair 
market value.

• Transfers to Trusts, Sec. 62(d): These transfers are 
excluded if  the transferor is the present beneficiary of  the 
trust. The trustor is the “Owner” of  a revocable trust; the 
beneficiary is the “owner” of  an irrevocable trust. You 
must beware of  trust sprinkling powers if  any potential 
beneficiary does not qualify for the exclusion and causes 
an unintended change in ownership.

• Senior Citizen & Disabled 
Base Year Value Transfer, 
Sec. 69.5: California voters passed 
Proposition 60 in November 1986, 
allowing people more than 55 
years old to sell one home and buy 
another of  equal or lesser value in 
the same county within two years 
and take their original Proposition 
13 base year with them.
Reporting real property transfers 

involves two forms:
• The Preliminary Change of   

Ownership Report (PCOR),  
an SBE-prescribed form,  
is filed concurrently with the 
recorded documents. 

• The Change in Ownership Statement 
(COS), another SBE-prescribed 
form, is filed at request of  the 
county assessor. It must be filed 
within 90 days of  change of  
ownership event or upon request. It 
carries with it a 10 percent penalty 
for late-filing or non-filing following 
the county assessor request, even if  
no change in ownership occurred.

Legal Entity Ownership 
The first question: Is the transfer in question a transfer of real property or 
legal entity interests? 

Transfers of  real property interests are presumed to be a change in 
ownership [RTC Sec. 61(j)]. The primary exclusion is the Proportional 
Interest Exclusion [Sec. 62(a) (2)]. This results in the legal entity 
ownership perfectly mirroring the ownership of  the real property and 
the exclusion will apply. This presumption also is applicable to the 
distribution of  real property by a legal entity to partners, members or 
other legal entities.

A disproportionate transfer of  property or entity interests equals a 
100 percent reassessment. The De Minimis Interest Exclusion and the 
Parent-child Exclusion do not apply to legal entities.

For examples, see Figures 1 and 2 above.
Transfers of  legal entity interests are presumed not to be a change 

in ownership, subject to two important exceptions.
1. Has there been a “Change in Control,” whereby the legal entity 

ownership interests directly/indirectly exceed 50 percent [Sec. 
64(c)1]? Obtaining direct or indirect “control” of  a legal entity 
that owns California real property results in a change in ownership 
of  the real property owned by that entity. For corporations, this 
“control” is defined as owning greater than 50 percent of  the voting 
stock. For partnerships and LLCs, “control” means owning greater 
that 50 percent of  capital and profit accounts.

2. Have the legal entity’s original co-owners transferred greater than 
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PROBLEM: Proportional Interest Failure
Penner v. Co. Of Santa Barbara (1996) 37 Cal.App.4th 1672

SOLUTION: Avoiding Proportional Interest Failure
Steps For Applying Sect. 62(a)(2) & Avoiding Penner
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• Deed to single-member LLC wholly-owned by Mom
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Sect. 62(a)(2) proportional interest exclusion.
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• De Minimis Interest Exclusion (Sect. 65.1) Does Not Apply 
to Transfers to Legal Entities

• Parent-Child Exclusion Does Not Apply to Legal Entities 
[Sect. 63.1(c)(8)]



;

50 percent of  their interests [Sec. 64 (d)]? Sec. 64(d) provides that a 
change in ownership will occur if  original co-owners cumulatively 
transfer more than 50 percent of  their interests in the legal entity. If  
real property interest were transferred (contributed) to a legal entity, 

and that transfer/contribution was excluded 
from reassessment under Sec. 62(a)(2), then all 
shareholders, partners or LLC members after 
that transfer are labeled “original co-owners.”

See Figure 3 for an example. Reporting 
legal entity changes in ownership is done using 
Form BOE-100-B, which must be filed within  
90 days of  the event, giving rise to the change  
in ownership. A 10 percent penalty for late-
filing or non-filing following the county 
assessor request is applied, even if  no change in 
ownership occurred. The statute of  limitation 
following legal entity changes in ownership is 
four years if  Form BOE-100-B was filed with the 
SBE within 90 days of  the change in ownership. 
There is no statute of  limitations if  Form 
BOE-100-B was not filed. Note that county tax 
authorities have issued back tax bills going back 
more than 20 years!

No matter what the outcome of  initiatives 
in the November election, exclusions to changes 
in ownership that allow property to pass down 
between generations and between individuals 
and legal entities without unnecessary and costly 
reassessments will remain a vital strategy in the 
estate planner’s tool kit.

Diana L. Lewis, CPA is a tax manager at Walpole & Co. LLP. Michael T. 
Lebeau is an attorney at Bewley, Lassleben and Miller. You can reach them 
at diana@walpolecpa.com and mikel@bewleylaw.com, respectively. 

Basics: Legal Entity Changes in Ownership
B. “Original Co-owners” (Example)

Transfer Excluded – Sect. 62(d)

Transfer Excluded – Sect. 62(a)(2) 
H & W Become “Original Co-owners” Sect. 64(d)

Sect. 64(d) Change in Ownership after last 20% 
transfer to Child 3 
H & W transferred original co-owner interests exceeding 50%. 
All of the property excluded under Sect. 62(a)(2) is reappraised
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