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Initiative Proposal

Tax Commercial Real Property Based on Market Value. The measure
requires commercial real property to be taxed based on market value instead
of original purchase price. This change is phased in over a number of years
beginning in 2022. The change does not start until 2025 for properties used by
California businesses that meet certain rules and have 50 or fewer employees.
Housing and agricultural land continues to be taxed based on its original
purchase price.

Some Lower Value Properties Not Included. This change does not apply
to a commercial real property owned by a person or business who owns less
than $3 million worth of property in California (adjusted for inflation every two
years).

Reduce Taxes on Business Personal Property. The measure reduces
the taxable value of each business's personal property by $500,000.
Businesses with less than $500,000 of personal property pay no taxes on
those items. All taxes on business personal property are eliminated for
California businesses that meet certain rules and have 50 or fewer
employees.
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Fiscal Effects

Increased Taxes on Commercial Real Property. Most owners of
commercial real property would pay higher property taxes. These higher taxes
would be phased in over several years. By 2025, taxes would be higher for most
commercial properties. Beginning in 2025, total property taxes from commercial
land and buildings probably would be $8 billion to $12.5 billion higher in most
years. These new revenues would be more volatile than existing property tax
revenues.

Decreased Taxes on Business Personal Property. Property taxes on
business personal property probably would be several hundred million dollars
lower each year.

Money Set Aside to Pay Costs of the Measure. The measure sets aside
money for various costs created by the measure. This includes giving several
hundred million dollars per year to counties to pay for their costs of
administering the measure.

New Funding for Local Governments and Schools. Overall, $6.5 billion
to $11.5 billion per year in new property taxes would go to local governments.
60 percent would go to cities, counties, and special districts. The other 40
percent would go to schools and community colleges.
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September 12, 2019

VIA PERSONAL DELIVERY

19-0008Arndt. #

Anabel Renteria
Initiative Coordinator

RECEIVED

Office of Attorney General

1300 1 Street
CA 95814 SEP t7 2019

Sacramento,

INITIATIVE COORDINATOR
Re: Initiative No. | 9-0008 -Amendment ATTORNEY GENERAL'S OFFICE

Dear Ms. Renteria;:

Pursuant to subdivision (b) of Section 9002 of the Elections Code, enclosed please find an
amendment to the above referenced initiative. The amendments are reasonably germane to the
theme, purpose or subject of the initiative measure as originally submitted.

I am one of the proponents of the measure and request the Attorney General prepare a
circulating title and summary of the measure using the amended language.
Sincerely,

(oA btftlbong

ANTHONY THIGPENN CAROL MOON GOLDBERG



LAOA

October 2, 2019

Hon. Xavier Becerra
Attorney General

1300 | Street, 17" Floor
Sacramento, California 95814

Attention: Ms. Anabel Renteria
Initiative Coordinator

Dear Attorney General Becerra:

Pursuant to Elections Code Section 9005, we have reviewed the proposed constitutional
initiative (A.G. File No 19-0008, Amendment No. 1) related to taxation of commercial property.

Background

Local Governments Levy Taxes on Property Owners. California local governments--cities,
counties, schools, and special districts-levy property taxes on property owners based on the
value of their property. Taxed properties include real property-land and buildings-and
business personal property-machinery,computers, and office equipment. Property taxesraise
around $65 billion annually for local governments, about $2 billion of which is attributable to
business personal property. Statewide, about 60 percent of property tax revenue isallocated to
cities, counties, and special districts, while the remaining 40 percent isallocated to schoolsand

community colleges.

Counties Administer the Property Tax. County assessors determine the taxable value of
property, county tax collectors bill property owners, and county auditors distribute the revenue
among local governments. Statewide, county spending for property tax administration exceeds
$600 million each year.

Property Taxes Are Based on a Property's Purchase Price. Each property owner's annual
property tax bill is equal to the taxable value of their property multiplied by their property tax
rate. Property tax rates are capped at 1 percent plus smaller voter-approved rates to finance local
infrastructure. A property's taxable value generally is based on its purchase price. When a
property is purchased, the county assessor assigns a value to the property-often its purchase
price. Each year thereafter, the property's taxable value increases by 2 percent or the rate of
inflation, whichever is lower. This process continues until the property is sold and again is taxed
at its purchase price. In most years, the market value of most properties grows faster than 2
percent per year. As a result, under this system the taxable value of most properties is less than

their market value.
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California Taxes Individual Income and Corporate Profits. California levies a personal
income tax (PIT) on the income of state residents, as well as the income of nonresidents derived
from California sources. California also levies a corporation tax on the profits of corporations.
Property Owners Can Deduct Property Tax Payments From Taxable Income. State law allows
property owners to deduct property tax payments from their taxable income for the purposes of
calculating PIT and corporation tax payments. This reduces their tax bills.

State Constitution Governs State Spending on Schools and Community Colleges. The State
Constitution requires the state to provide a minimum amount of annual funding for schools and
community colleges, known as the "minimum guarantee.” The minimum guarantee tends to grow
with the economy and number of students.

Proposal

Assess Commercial and Industrial Property at Market Value. The measure requires
commercial and industrial properties, as well as vacant land not intended for housing,
commercial agriculture, or protected open space to be taxed based on their market value, as
opposed to their purchase price. A property's market value is what it could be sold for today. The
measure's shift to market value assessment is phased in over a number of years beginning in
2022-23. For properties in which the majority of space is occupied by small businesses-defined
as businesses that own California property and have 50 or fewer employees-the shift to market
value taxation would not begin until 2025-26 or a later date set by the Legislature.

Properties owned by individuals or businesses whose property holdings in the state total less
than $3 million (adjusted for inflation biannually beginning in 2025) are exempt from market
value taxation. These properties would continue to be taxed based on purchase price. Similarly,
residential properties would continue to be taxed based on purchase price.

Exempt Lower Value Business Personal Property. The measure exempts from taxation the
first $500,000 in value of a business's personal property. Additionally, the measure exempts
from taxation all personal property of small businesses-as defined above.

Allocate New Revenues to Local Governments and Schools. The measure allocates most
new revenue resulting from the measure to cities, counties, special districts, and schools. Before
allocating funds to local governments, the measure requires a portion of the new revenues be
allocated to (1) the state general fund to compensate for any reductions in PIT and corporation
tax revenue resulting from the measure (as discussed below) and (2) counties to cover their costs
of administering the measure. Of the remaining funds, roughly 60 percent is allocated to cities,
counties, and special district, with each entity receiving an amount proportional to the share of
property tax revenues in their county that they receive under existing law. The remaining roughly
40 percent would be allocated to schools and community colleges generally according to the
same per-pupil formulas the state uses to distribute most other funding for these entities. This
allocation would supplement the existing funds schools and community colleges receive under
the state's constitutional minimum funding requirement.

Fiscal Effect

Market Assessment Would Increase Property Tax Revenues. Upon full implementation, the
measure's shift of most commercial and industrial properties to market value assessment would
increase annual property taxes paid for these properties by $8 billion to $12.5 billion in most
Hon. Xavier Becerra 3 October 2, 2019



years. The amount of revenue raised in a given year would depend heavily on the strength of the
state's real estate markets in that year. As a result, this new revenue stream would fluctuate more
from year to year than property tax revenues have historically.

Business Personal Property Exemption Would Decrease Property Tax Revenues. The
measure's new business personal property exemptions likely would reduce property tax revenues
by several hundred million dollars per year.

Allocation of Net Increase in Property Tax Revenues. On net, the measure would increase
statewide property tax revenue by $7.5 billion to $12 billion annually in most years. From this
revenue, the measure first allocates funding to cover:

» Decreased Income Tax Revenues. By increasing property tax payments for
commercial and industrial properties, the measure would decrease taxable personal
and corporate income and, in turn, decrease state PIT and corporate tax revenues.
This decrease in PIT and corporate tax revenues could be as much as several hundred
million dollars annually.

* Increased County Costs for Property Tax Administration. The measure creates
significant new administrative responsibilities for counties, particularly county
assessors. These new responsibilities could increase county property tax
administration costs by hundreds of millions of dollars per year ongoing.

Oftheremaining $6.5 billionto $11.5 billion, roughly 60 percent would be allocated to cities,
counties, and special districtsand roughly 40 percent to schoolsand community colleges. Short-
Term General Fund Costs. Counties likely will incuradministrative costs related to the measure
before new revenue is available to cover their costs. The measure requires the state to provide
loans to counties to cover these initial costs-possibly in the hundreds of millions of dollars-
until new revenue is available, at which time the state loans would be repaid.

Summary of Fiscal Effects.

» Net increase in annual property tax revenues of $7.5 billion to $12 billion in most
years, depending on the strength of real estate markets. After backfilling state income
tax losses related to the measure and paying for county administrative costs, the
remaining $6.5 billion to $11.5 billion would be allocated to schools (40 percent) and
other local governments (60 percent).

Sincerely,

Gabriel Petek
Legislative Analyst

Keely MartinBosler
Director of Finance



September 12, 2019

VIA PERSONAL DELIVERY

BENJAMIN MCBRIDE
Anabel Renteria

Initiative Coordinator
Office of Attorney General
1300 1 Street

Sacramento, CA 95814

Re: Initiative No. 19-0008 - Amendment

Dear Ms. Renteria:

Pursuant to subdivision (b) of Section 9002 of the Elections Code, enclosed please find an
amendment to the above referenced initiative. The amendments are reasonably germane to the

theme, purpose or subject of the initiative measure as originally submitted.

I am one of the proponents of the measure and request the Attorney General prepare a
circulating title and summary of the measure using the amended language. ,
Sincerely,

ANTHONY THIGPENN CAROL MOON GOLDBERG



September 12, 2019

VIA PERSONAL DELIVERY

BENJAMIN MCBRIDE

Anabel Renteria

Initiative Coordinator
Office of Attorney General
1300 1 Street
Sacramento, CA 95814

Re: Initiative No.19-0008 - Amendment

Dear Ms. Renteria:

Pursuant to subdivision (b) of Section 9002 of the Elections Code, enclosed please find an
amendment to the above referenced initiative. The amendments are reasonably germane to the

theme, purpose or subject of the initiative measure as originally submitted.

I am one of the proponents of the measure and request the Attorney General prepare a
circulating title and summary of the measure using the amended language.

Sincerely,

ANTHONY THIGPENN CAROL MOON GOLDBERG

BENJAMIN MCBRIDE



SECTION 1. Title

This measure shall be known as "The California Schools and Local Communities

Funding Act of 2020."

SEC. 2. Findings

(a) California is the fifth largest economy in the world, but if we don't invest in our future,

we'll fall behind. To grow our economy and provide a better quality of life now, and for
future generations of Californians, we need to do a better job of investing in our schools,
community colleges, and local communities, and do more to encourage small businesses
and start-ups.

(b) Our competitiveness begins with making children and their education a priority. Decades

of cuts and underfunding have undermined California schools, A recent national study
ranked the performance of California schools in the bottom half of all states. The top
ranked states spend thousands of dollars more per student than California..

(c) California's funding shortfall has direct consequences for our kids: we're dead last in the

nation in teacher-to-student ratios, last in guidance counselor to student ratios, and last in
librarian-to-student ratios.

(d) The quality of life in our local communities is also critical to our economic future. It

depends on streets that are safe and clean, emergency services we can count on, parks
and recreation programs that keep our youth off the streets, and roads that are well
maintained. Our cities, counties and local agencies are on the front line facing the
consequences of the lack of affordable housing and increasing homelessness as well as
worsening risks from wildfires and other disasters.

(e) Property taxes on commercial and industrial properties are a principal source of funding

()

for our schools and local communities. While virtually every other state assesses
commercial and industrial property based on its fair market value, California allows
commercial and industrial property taxes to go many years, even decades, without
reassessment. This unusual system is prone to abusive tax avoidance schemes, diverts
funds away from schools and local communities, contributes to the shortage of
affordable housing, distorts business competition, and disadvantages business start-ups.

California's under-assessment of commercial and industrial propeities is a growing
problem. Large investors and corporations, many of whom are from other states and
countries, are using a variety of schemes to get around the law and buy and sell
properties without being reassessed, costing our schools and local communities billions
of dollars.



(9) A recent study by the University of Southern California has found that under-assessed

commercial and industrial property allows owners to avoid over $11 billion in local
property taxes each year that should be going to support our schools and local
communities.

(h) California's unusual commercial and industrial property tax system contributes to

(i)

)

California's affordable housing crisis. Studies by the Legislative Analyst Office and the
University of California have demonstrated that California's property tax system
incentivizes owners to hold idle vacant and under-utilized commercial and industrial
property. A reformed system, that assesses all properties based on their fair market
value, would create a powerful new incentive to build new housing.

Every commercial and industrial property owner benefits from local schools and services
like public safety and infrastructure. It is unfair and anti-competitive that the property tax
system forces some businesses to pay higher property taxes to support our schools and
local communities while their competitors pay much lower property taxes because their
properties are assessed far below their fair market value.

California's unusual property tax system not only distorts competition, it discourages
business investments. Under the current system, businesses that invest in improving their
properties trigger reassessment and higher property taxes. But businesses that don't
invest in improving their properties continue to enjoy the low cost of under assessment.

(k) A study done at the University of California demonstrates that reassessing commercial

(1)

property will have a net positive benefit on jobs and the California economy.

If we reformed California’'s under-assessment problem on business properties, California
would still rank among the lowest states for business property taxes in the nation because
of the California Constitution's provisions related to the 1% limitation on property tax

rates.

(m) Thriving small businesses and start-ups are essential to California's economy now and

for our future. The property tax on equipment and fixtures discourages new start-ups,
small businesses and larger businesses from making new productive investments. By
requiring under-assessed large properties to be assessed at fair market value , small
businesses can be fully exempted from the property tax on equipment and fixtures and
the tax can be substantially reduced for other businesses, removing this disincentive
without harm to funding for our schools and local communities.

(n) Reassessing under-assessed commercial and industrial property in California would

primarily impact a small number of properties owned by the largest corporations and
wealthiest investors. Almost 80% of the tax benefits of the under-assessment allowed by
the current system go to just 8% of the properties.



(0) The benefits to our schools, local communities and economy resulting from ending the
under-assessment of commercial and industrial property can be achieved while
protecting small businesses through exemptions and deferrals of reassessment and at the
same time encouraging small businesses by creating a ITIOI'e level playing field and by
eliminating the property tax on business equipment and fixtures.

(p) Reforming commercial and industrial property assessments to fair market value will
result in a fairer system for our schools, our local communities and our businesses. All
businesses will compete on a level playing field, generating billions of dollars in
additional support for our schools and local communities.

SEC. 3. Purpose and Intent.
It is the intent of the People of the State of California to do all of the following in this measure:

(a) Preserve inevery way Proposition 13 's protections for homeowners and for residential
rental properties. This measure only affects the assessment of taxable commercial and
industrial property.

(b) Provide for increased and stable revenues for schools, cities, counties and other local
agencies by requiring under-assessed commercial and industrial properties to be assessed
based on their fair market value.

(c) Distribute the new revenues resulting from this measure to schools and local
communities, not to the State.

(d) Ensure that the portion of any new revenues going to local schools and community
colleges as a result of this measure is treated as new revenues that are in addition to all
other funding for schools and community colleges, including Proposition 98.

(e) Guarantee every school district and community college will receive additional funding
from this measure and that funds going to schools and community colleges are allocated
in a manner that is consistent with local control funding formulas intended to advance

equity.

(H) Ensure that any new revenues going to cities, counties, and special districts as a result of
this measure will be allocated in the same manner as other property tax revenues,
consistent with prior ballot measures approved by voters, to improve the quality of life in
local communities in all parts of California.

(g) Make certain there is complete public transparency by requiring schools, community
colleges, cities, counties, and special districts to publicly disclose the new revenues they



receive and how those revenues are spent in a manner that is widely available and easily
understood.

(h) Be very clear that this measure only applies to taxable commercial and industrial real
property by including provisions stating that:

1) All residential property is exempt so homeowners and renters will not be affected
in any way by this measure.

2) This measure makes no change to existing laws affecting the taxation or
preservation of agricultural land.

(i) Make no change to Proposition 13's constitutional provisions relating to the 1%
limitation on property tax rates for all taxable real property so local property taxes on
commercial and industrial propefly will continue to be among the lowest in the country
after this measure is approved by voters.

G) Ensure stability for owners of small business properties by providing an exclusion for
small commercial and industrial real property owners. The intent of this provision is to
provide an exclusion that applies only to the true owners of small businesses and that
large property owners shall be prevented from using the exclusion for their own benefit.

(k) Defer reassessments for properties in which small businesses account for 50% or more of
the occupied space until the 2025-2026 lien date to provide those small business tenants
additional time to choose the leasing option that works for them, recognizing that the
impact of this measure will be different for each property, depending on how close the
current assessment is to the fair market value and whether or not it qualifies for the small
property exclusion for properties with a fair market value of $3 million or less.

(1) Encourage new and existing businesses to make new investments by eliminating the
business tangible personal property tax on equipment and fixtures for small businesses
and providing a $500,000 per year exemption for all other businesses. The Legislature
may not reduce this exemption, but it may increase it.

(rn)Provide greater equity in the taxation of commercial and industrial properties by assessing
all of them based on their actual fair market value just like start-ups and new commercial
and industrial properties that already are being assessed based on their actual fair market
value. The intent is for all businesses to compete on a more level playing field and make
sure all businesses are paying their share to suppolt the schools and local communities
from which they benefit.

(n) Require the Legislature, after conferring with a Task Force on Property Tax
Administration, to provide by statute for the phase-in ofreassessments of under-assessed
commercial and industrial real properties so that county assessors may effectively
implement the new law. Such phase-in will begin with the lien date for the 2022-23
fiscal year arid occur over several years. Affected owners shall only be obligated to pay




the taxes based on the new assessed value beginning with the lien date for the fiscal year
when the assessor has completed the reassessment.

(0) Require the Legislature to ensure that the phase-in provisions provide affected owners
of under-assessed commercial and industrial real properties reasonable time to pay any
increase in their tax obligations resulting from this measure.

(p) Provide for the recovery of actual direct administrative costs incurred by counties to
effectively implement the new law.

(g) Ensure that the General Fund and other funds of the State are held harmless by
reimbursing the State for reductions in tax revenue caused by the deductibility of the

property tax.

() Maintain the Board of Equalization's oversight over the property tax system to assure
the public that assessments of commercial and industrial real property in every county
are equitable and uniform as required by this measure, and to further ensure that the
Board of Equalization provides statewide assistance as necessary to support the efficient
implementation of this measure within all 58 counties.

SEC.4. Section 8.7 of Article XVI of the California Constitution is added to read:

SEC. 8.7. (a) The Local School and Community College Property Tax Fund is hereby created in
the State Treasury, to be held in trust, and is continuously appropriated for the support of local
education agencies as that term is defined in section 421 of the Education Code as that statute
read on January 1, 2020, and for the support of community college districts. The moneys
deposited in the Local School and Community College Property Tax Fund shall be held in trust
for schools, and shall be distributed as follows:

8} Eleven percent (11 o/0) of the moneys shall be allocated by the Board of Governors of
the California Community Colleges to community college districts in proportion to the funding
calculated for each district pursuant to the distribution formulas operative in statute as of
January 1, 2020, or any successor statute, provided that property tax revenues calculated
pursuant to section 84751 of the Education Code, or any successor statute, that exceed the total
funding calculated for a district pursuant to the then-operative distribution formulas shall be
subtracted from that district's proportionate share of the Local School and Community College
Property Tax Fund.

2) Eighty-nine percent (89%) of the moneys shall be allocated by the Superintendent of
Public Instruction to school districts, charter schools and county offices of education as follows:
(A)  To school districts and charter schools, in proportion to each school district's or charter
school's total funding calculated pursuant (o subdivisions (a)-(i), inclusive, of section 42238.02
of the Education Code, as those provisions read on July 1, 2019. Any school district or charter
school that qualifies as a "basic aid school district"” or "excess tax entity" under subdivision (0)
of that section shall have subtracted from its proportionate share of the Local Schooland




Community College Property Tax Fund the amount by which the sum calculated in subdivision
(j) of that section exceeds the amount calculated pursuant to subdivisions (a)-(i), inclusive, as
each of those provisions read on July 1, 2019.

(B) Tocounty offices of education, in proportion to each office's total funding calculated
pursuant to section 2574 of the Education Code as that section read on July 1, 2019.

(3) Notwithstanding the above, no school district or charter school shall receive from the
Local School and Community College Property Tax Fund less than $100 per unit of average
daily attendance, adjusted annually upward or downward by the same percentage that the Local
School and Community College Property Tax Fund grew or declined from the previous year,
and no community college district shall receive from the Local School and Community College
Property Tax Fund less than $100 per enrolled full time equivalent student, adjusted annually
upward or downward by the same percentage that the Local School and Community College
Property Tax Fund grew or declined from the previous year.

(b)  Except as provided in paragraph (2) of subdivision (d) of Section 8.6 of this Article,
notwithstanding any other law, the moneys deposited in the Local School and Community
College Property Tax Fund shall not be subject to appropriation, reversion, or transfer by the
Legislature, the Governor, the Director of Finance, or the Controller for any purpose other than
those specified in this section, nor shall these revenues be loaned to the General Fund or any

other fund of the State or any local government fund.

(c) Moneys allocated to local education agencies, as that term is defined in section 421 of the
Education Code as that statute read on January 1, 2020, and to community college districts from
the Local School and Community College Property Tax Fund shall supplement, and shall not
replace, other funding for education. Funds deposited into or allocated from the Local School
and Community College Property Tax Fund shall not be part of "total allocations to school
districts and community college districts from General Fund proceeds of taxes appropriated
pursuant to Article X111 Band allocated local proceeds of taxes™ for purposes of paragraphs (2)
and (3) of subdivision (b) of Section 8 of this Article or for purposes of Section 21 of this
Avrticle. Except as provided in subdivision (c) of Section 8.6 of this Article, revenues generated
by Section 2.5 of Article X111 A shall not be deemed to be General Fund revenues which may be
appropriated pursuant to Article XI11 B for purposes of paragraph (1) of subdivision (b) of
Section 8 of this Article, nor shall they be considered in the determination of per capita General
Fund revenues for purposes of subdivisions (b) and (e) of Section 8 of this Article.

(d)  Except as provided in subdivision (c) of Section 8.6 of this Article, revenues generated
by Section 2.5 of Article X111 A shall not be deemed to be General Fund proceeds of taxes that
may be appropriated pursuant to Article XII1 B for purposes of Section 20 or Section 21 of this

Avrticle.

SEC. 5. Section 8.6 of Article XVI of the California Constitution is added to read:




SEC. 8.6. (a) The Legislature shall provide by statute a methodology, based on historical
experience, for determining the additional revenue generated in each county each fiscal year as a
result of the application of the tax rate specified in subdivision (a) of Section | of Article XIIl A
and the application of Section 2.5 of Article X111 A. The determination as to the amount of
additional revenue in each county shall be transmitted to the county auditor annually for use for

the calculations required by this section.

(b) After transferring the necessary funds pursuant to subdivisions (c), (d) and (e) and
subparagraph (B) of paragraph (1) of this subdivision, all additional revenue resulting from the
application of the tax rate specified in subdivision (a) of Section | of Article XI11 A and the
application of Section 2.5 of Article XIII A shall be allocated and transferred by the county
auditor as follows:

(1) (A) First, to the Local School and Community College Property Tax Fund created
pursuant to Section 8.7 of this Article, in an amount equal to the school entities' share of
property taxes as determined pursuant to Chapter 6 (commencing with Section 95) of Part 0.5 of
Division 1 of the Revenue and Taxation Code, as that chapter read on January 1,2020.

(B) Prior to making the transfer pursuant to subparagraph (A) of this subdivision, the
county auditor shall subtract an amount equal to the county's share of the increase in
appropriations of State General Fund proceeds of taxes for the support of school districts and
community college districts pursuant to Section 8 of Article XVI due to the revenue loss
resulting from the exemptions provided by Section 3.1 of Article XII1, as determined by the
Director of Finance. The county's share of additional State General Fund appropriations shall be
transferred by the county auditor to the General Fund prior to the allocation specified in
subparagraph (A) of this subdivision. The amount determined by the Director of Finance
pursuant to this subparagraph shall for each fiscal year be apportioned by county in proportion
to the revenue loss resulting from the exemptions provided by Section 3.1 of Article XIII,

(2) Second, among cities, counties, and special districts pursuant to Chapter 6 (commencing with
Section 95) of Part 0.5 of Division 1 of the Revenue and Taxation Code, as that chapter read on

January 1, 2020.

(c) The Franchise Tax Board shall determine the reduction to the General Fund and any
other affected state fund of revenues derived from the taxes imposed by the Personal Income
Tax Law (Part 10 (commencing with Section 17001) of Division 2 of the Revenue and Taxation
Code) and the Corporation Tax Law (Part 1 1 (commencing with Section 23001) of Division 2
of thee Revenue and Taxation Code), as those laws read on January 1, 2020, due to the
deduction of any net increase in property taxes resulting from the implementation of Section 2.5
of Article X111 A and subdivision (a) of Section 3.1 of Article XIII. The -amount ofreduction as
determined by the Franchise Tax Board shall be transferred by the county auditor to the General
Fund and any other affected state fund prior to the allocation specified in subdivision (b). For
purposes of making the determinations required by Section 8, 20 and 21 of this Article, the
amount transferred to the General Fund pursuant to this subdivision shall be deemed to be
General Fund revenues which may be appropriated pursuant to Article XIll1_ Band General



Fund proceeds of taxes appropriated pursuant to Article X111 B, and shall be included in the
calculation of per capita General Fund revenues. The amount transferred pursuant to this
subdivision shall for each fiscal year be apportioned among the counties in proportion to each
county's contribution to the total additional revenue resulting from the application of the tax rate
specified in subdivision (a) of Section 1 of Article X111 A and the application Section 2.5 of
Avrticle X111 A determined for all counties.

(d) (1) Each county or city and county shall be annually compensated for the actual direct
administrative costs of implementing Section 2.5 of Article XIIl A and Section 3.1 of Article
X111 as identified by the board of supervisors of the county or city and county consistent with
statutes identifying those costs. The Legislature shall determine by statute what constitutes
actual direct administrative costs for purposes of this subdivision. Such costs shall at a
minimum include the costs of assessment, assessment appeals, legal counsel, tax allocation and
distribution, and auditing and enforcement of the provisions of Section 3.1 of Article XIII and
Section 2.5 of Article XIII A. Itis the intent of this subdivision to provide full adequate funding
to counties to cover all costs associated with implementation of the Act.

(2) The Legislature shall determine by statute the initial start-up costs necessary for each
county or city and county and the Board of Equalization to implement the Act and shall
appropriate State General Fund monies to pay for such startup costs until sufficient funds are
available to pay for all ongoing costs to implement the Act, at which time the statute shall
provide for the State General Fund to be reimbursed.

(e)  Each county or city and county shall annually be reimbursed for actual refunds of
property taxes paid in the prior fiscal year as a result of corrections to assessments made
pursuant to Section 2.5 of Article XIII A. The amount reimbursed pursuant to this subdivision
shall for each fiscal year be subtracted from each county's contribution to the total additional
revenue resulting from the application of Section 2.5 of Article XIII A as a result of the
application of the tax rate specified in subdivision (a) of Section 1 of Article XIII A.

)] All local education agencies, community colleges, counties, cities and counties, cities,
and special districts that receive funds from the revenues generated by Section 2.5 of Article
X1 A shall publicly disclose for each fiscal year, including in their annual budgets, the amount
of property tax revenues they received for that fiscal year as the result of Section 2.5 of Article
X1 A and how those revenues were spent. Such disclosure shall be made so that it is widely
available to the public and written so as to be easily understood.

SEC. 6. Section 2.5 of Article XIII A of the California Constitution is added toread:
SEC. 2.5. (a) (1) Notwithstanding Section 2 of this Article, for the lien date for the 2022-23 fiscal

year and each lien date thereafter, the "ftlll cash value” of commercial and industrial real property
that is not otherwise exempt under the Constitution is the fair market value of such real property



as of that date as determined by the county assessor of the county in which such real property is
located , except as provided by the Legislature pursuant to subdivision (b).

(2)  Paragraph (1) of this subdivision shall not apply to residential property as defined in this
section, whether it is occupied by a homeowner or a renter. Residential property as defined in
this section shall be assessed as required by Section 2 of this Article. Paragraph (I) of this
subdivision shall also not apply to real property used for commercial agricultural production as
defined in this section. Real property used for commercial agricultural production as defined in
this section shall be assessed as required by Section 2 of this Article.

(b)  The Legislature shall establish a Task Force on Propelty Tax Administration immediately
after this section is enacted, including a county assessor or designee, a Board of Equalization
member or designee, a proponent of this Act or designee, a taxpayer representative, and a
member of the Legislature or designee. The Task Force shall publicly convene immediately
upon its creation to examine and recommend to the Legislature all statutory and regulatory
changes necessary for the equitable implementation of this measure consistent with its purpose
and intent. The Legislature, after conferring with the Task Force, shall provide by statute for the
phase-in of the reassessment of commercial and industrial real property as required by
paragraph (1) of subdivision (a). Any such phase-in shall provide for reassessment ofa

percentage of all commercial and industrial real properties within each county commencing with
the lien date for the 2022-23 fiscal year and extending over two or more lien dates each fiscal
year thereafter, in order to ensure a reasonable workload and implementation period for county
assessors, including provision for processing and timing of assessment appeals. An owner shall
first be obligated to pay the taxes based on the new assessed value beginning with the lien date
for the fiscal year when the county assessor has completed the reassessment. The phase-in also
shall provide taxpayers whose property has been reassessed a reasonable timeframe within
which to pay any increase in taxes. After the initial reassessment of commercial and industrial
real property pursuant to this subdivision, such commercial and industrial real property shall be
periodically reassessed no less frequently than every three years as determined by the
Legislature.

Notwithstanding existing statutes, the Legislature shall, in consultation with county assessors,
develop a process feor hearing appeals resulting from the reassessment of properties pursuant
to this section that is consistent with thefollowing:

@) The process shall not include automatic acceptance of the applicant's opinion of values
within a given time-frame.

(2) The process shall impose on the taxpayer the burden of proof that the property was not
properly valued.

3) The process shall require the taxpayer to provide evidence relevant to any appeal in the
initial application before the local assessment appeals board.

4 The process shall ensure that decisions by local administrative hearing bodies such as
assessment appeals boards, if subject to judicial review, are subject only to de novo judicial
review on issues of law, while issues of fact, including valuation, shall be reviewed under the
substantial evidence standard.




(c)For purposes of this section:

(1) "Commercial and industrial real property 'l means any real property that is used as
commercial or industrial property, or is vacant land not zoned for residential use and not used
for commercial agricultural production. For purposes of this paragraph, vacant land shall not
include real property that is used or protected for open space, a park, or the equivalent
designation for land essentially free of structures, natural in character to provide opportunities
for recreation and education, and intended to preserve scenic, cultural, or historic values.

(2)  "Mixed-use real property™ means real property on which both residential and commercial
or industrial uses are permitted.

(3)  "Real property used for commercial agricultural production” means land that is used for
producing commercial agricultural commodities.

(4)(A) "Residential property" shall include real property used as residential property, including
both single-family and multi-unit structures, and the land on which those structures are
constructed or placed.

(B)  The Legislature shall provide by statute that any property zoned as commercial or
industrial but used as long-term residential property shall be classified as residential for
purposes of paragraph (2) of subdivision (a). For mixed-use real property, the Legislature shall
ensure only that portion of the property that is used for commercial and industrial purposes shall
be subject to reassessment as required by paragraph (1) of subdivision (a). The Legislature shall
also define and provide by statute that limited commercial uses of residential property, such as
home offices, home-based businesses or short-term rentals, shall be classified as residential for
purposes of paragraph (2) of subdivision (a). The Legislature may provide for an exclusion from
reassessment for the commercial share of mixed use property provided seventy-five percent
(75%) or more of the property by square footage or value is residential.

(d) (1) Subject to paragraph (2) of this subdivision, upon reassessment pursuant to
subdivisions (a) and (b), each commercial and industrial real property with a fair market value
of three million dollars ($3,000,000) or less shall not be subject to reassessment pursuant to
paragraph (1) of subdivision (a) and shall be assessed as required by Section 2 of this

Article. The amount specified in this paragraph shall be adjusted for inflation every two years
commencing January 1, 2025, as determined by the State Board of Equalization. The State
Board of Equalization shall calculate the adjustment separately for each county taking into
consideration differences in average commercial and industrial market values among counties.
(2)  Notwithstanding paragraph (1) of this subdivision, real property that would otherwise
comply with the exclusion set forth in paragraph (1) of this subdivision shall be subject to
reassessment pursuant to paragraph (1) of subdivision (a) if any of the direct or indirect
beneficial owners of such real property own a direct or indirect beneficial ownership interest(s)
in other commercial and/or industrial real property located in the State, which such real property
in the aggregate (including the subject property) has a fair market value in excess of three
million dollars ($3,000,000). The amount specified in this paragraph shall be adjusted for
inflation every two years commencing January 1 , 2025, as determined by the State Board of
Equalization. (3) All determinations of fair market value under this subdivision shall be



determined by the county assessor of the county in which the property is located, and such
determinations by the county assessor shall be conclusive and subject only to judicial review for
abuse of discretion.

(4)  Inorder to be eligible for the exclusion provided by paragraph (1) of this subdivision,
the owner of the real property shall make a claim and certify annually to the county assessor
under penalty of perjury that the conditions required by paragraphs (1) and (2) of this
subdivision for exemption from reassessment have been met and shall be subject to audit by the
county or the State as to that certification. The Board of Equalization shall have the authority to
conduct any audits on behalf of the State.

(5)  Any real property excluded from reassessmel)t under paragraph (1) of this subdivision
shall only be excluded from reassessment so long as it meets the conditions imposed by
paragraphs (1) and (2) of this subdivision. If there is any change in the direct or indirect
beneficial ownership of such real property, a new claim and certification must be made to the

county assessor.

(6)  Any appeals by taxpayers who are found not to be excluded from reassessment pursuant
to paragraph (1) of this subdivision shall be subject to the process for hearing appeals as
provided in subdivision (b).

(e) (1) Provided fifty percent (50%) or more of the occupied square footage of a commercial or
industrial real property is occupied by a small business as defined in paragraph (4) of this
subdivision, the provisions of paragraph (1) of subdivision (a) shall not take effect prior to the
lien date for the 2025-26 fiscal year; provided, however, that if the Legislature establishes by
statute pursuant to subdivision (b) that a real property qualified under this paragraph shall be
reassessed on a lien date subsequent to the 2025-26 fiscal year, then such property shall be
reassessed commencing on that subsequent lien date.

(2) In order to be eligible for the deferral provided by paragrgph (1) of this subdivision, the
owner of the property shall make a claim and certify annually to the county assessor under
penalty of perjury that the conditions required by paragraph (1) of this subdivision for deferral
from reassessment have been met and shall be subject to audit by the county or the Board of
Equalization as to that certification.

(3)  Any real property for which reassessment is deferred under paragraph (1) of this
subdivision shall only be eligible for deferral so long as it meets the conditions imposed by
paragraph (1) of this subdivision and if there is any change in the direct or indirect beneficial
ownership of such real property, a new claim and certification must be made to the county
assessor, Upon termination of the deferral, the property shall be subject to paragraph (1) of
subdivision (a).

4) For purposes of this subdivision, the term small business shall include only those
businesses which meet all of the following conditions:

(A) The business has fewer than 50 annual full-time equivalent employees.



(B)  The business is independently owned and operated such that the business ownership
interests, management and operation are not subject to control, restriction, modification or
limitation by an outside source, individual or another business.

(C) The business owns real property located in California.

(f For purposes of this section the failure in any year to claim, in a manner required by the
laws in effect at the time the claim is required to be made, an exclusion or classification which
reduces or defers an assessment or reassessment shall be deemed a waiver of the exclusion or

classification for that year.

()  Using the methodology prescribed by the Legislature pursuant to subdivision (a) of
Section 8.6 of Article XVI, the percentage change in gross taxable assessed valuation within a
city, county, or a city and county used to calculate an entity's vehicle license fee adjustment
amount pursuant to Section 97.70 of the Revenue and Taxation Code shall not include the
additional assessed valuation that results from the application of this section.

(h) Notwithstanding Section 16 of Article XVI or any other law, the additional assessed
valuation that results from the application of this section shall not be factored into to any division
of taxes or calculation of growth for treatment as tax increment and shall not be diverted in any

manner whatsoever.

SEC. 7. Section 3.1 of Article XIII of the California Constitution is added to read:

SEC. 3.1. (a) (1) For each taxpayer paying the tax on tangible personal property, including
business equipment and fixtures, used for business purposes, either of the following shall apply:
(A) (i) For a taxpayer that is a small business, as defined in paragraph (4) of subdivision (e) of
Section 2.5 of Article XIII A, all tangible personal property owned and used for business
purposes is exempt from taxation.

(if) A taxpayer shall make a claim and certify annually to the county assessor under penalty of
perjury that the condition required by this subparagraph for exemption has been met and such
claim shall be subject to audit by the county or the state as to that certification.

(B) Except for a taxpayer subject to subparagraph (A) of paragraph (1) of this subdivision, an
amount of up to five hundred thousand dollars ($500,000) of combined tangible personal property
and fixtures, per taxpayer, is exempt from taxation.

(2)  Aircraft and vessels shall not be subject to this exemption.

(3)  The Legislature shall not lower the exemption amounts provided by this subdivision or
change their application, but may increase the exemption amount specified in subparagraph (B)
of paragraph (1) of this subdivision consistent with the authority enumerated in Section 2 of this

Article.

(b)  The Legislature shall provide by statute that all related entities, including but not limited
to any subsidiaries, holding companies, or parent corporations, are considered one "taxpayer"
for the purposes of this section.




SEC. 8. Section 16 of Article XIII B of the California Constitution is added to read:

SEC, 16. (a) For purposes of this article, "proceeds of taxes" shall not include the additional
revenues generated by Section 2.5 of Article XIII A.

(b) For purposes of this article, appropriations subject to limitation of each entity of government
shall not include appropriations of the additional revenues collected as a result of the
implementation of Section 2.5 of Article XIII A.

SEC. 9. Effective Date.

This measure shall become operative on January 1, 2022, except that subdivision (a) of Section
3.1 of Article X111 shall become operative on January 1, 2024, and subdivision (d) of Section 8.6
of Article XVI and subdivision (b) of Section 2.5 of Article XIIl A shall become operative
immediately upon passage of this measure.

SEC. 10. Severability

The provisions of this Act are severable. If any portion, section, subdivision, paragraph, clause,
sentence, phrase, word, or application of this Act is for any reason held to be invalid by a
decision of any court of competent jurisdiction, that decision shall not affect the validity of the
remaining portions of this Act, The People of the State of California hereby declare that they
would have adopted this Act and each and every portion, section, subdivision, paragraph,
clause, sentence, phrase, word, and application not declared invalid or unconstitutional without
regard to whether any portion of this Act or application thereof would be subsequently declared
invalid. Notwithstanding the foregoing, Section 7 of this Act is non-severable from Section 6 of
this Act.

SEC. 11. Liberal Construction

This Act shall be liberally construed in order to effectuate it purposes as articulated in Section 3
of this Act.
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