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Hon. Xavier Becerra INITIATIVE COORDINATOR
Attorney General ATTORNEY GENERAL’S OFFICE
1300 T Street, 17" Floor

Sacramento, California 95814

September 8, 2017

Attention: Ms. Ashley Johansson
Initiative Coordinator

Dear Attorney General Becerra:

Pursuant to Elections Code Section 9005, we have reviewed the proposed constitutional and
statutory initiative (A.G. File No. 17-0012, Amdt. #1) related to property tax assessment.

Background

Local Governments Levy Taxes on Property Owners. Local governments—cities, counties,
schools, and special districts—in California levy property taxes on property owners based on the
value of their property. Property taxes are a major revenue source for local governments, raising
nearly $60 billion annually. Although the state receives no property tax revenue, property tax
collections affect the state’s budget. This is because state law guarantees schools and community
colleges (schools) a minimum amount of funding each year through a combination of property taxes
and state funds. If property taxes received by schools decrease (increase), state funding generally
must increase (decrease).

Property Taxes Are Based on a Home’s Purchase Price. Each property owner’s annual property
tax bill is equal to the taxable value of their property—or assessed value—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 assessed value is based on its purchase price. In the year a
property is purchased, it is taxed at 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.

Movers Often Face Increased Property Tax Bills. An existing homeowner often faces a higher
property tax bill when she purchases a new home. Most homeowners who have lived in their homes
for a few years or more pay taxes based on assessed values that are less than their homes’ market
values—what the homes could be sold for. This difference typically widens the longer a home is
owned. This is because in most years the market value of most properties grows faster than 2 percent.
When an existing homeowner purchases a new home, however, his or her assessed value is set to the
market value of the new home. If the new home’s market value is similar to or greater than the prior
home, the new home’s assessed value is likely to exceed the old home’s assessed value. Even when
the new home’s market value is lower, the new home’s assessed value can be higher than the prior
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home’s if the prior home had been lived in for many years. A higher assessed value, in turn, leads to
higher property tax payments for the home buyer.

Special Rules for Older Homeowners. While most homeowners face higher property taxes when
buying a new home, in certain cases special rules apply to homeowners 55 and older. When moving
within the same county, a homeowner who is 55 or older can transfer the assessed value of their
existing home to a new home if the market value of the new home is equal to or less than their
existing home. Further, counties may choose to allow homeowners 55 and older to transfer their
assessed values from homes in different counties to new homes in their county. A county board of
supervisors can permit such transfers by adopting a local ordinance. Currently, 11 counties
(Alameda, El Dorado, Los Angeles, Orange, Riverside, San Bernardino, San Diego, San Mateo,
Santa Clara, Tuolumne, and Ventura) allow these transfers. Whether within a county or across
counties, a homeowner can transfer their assessed value only once in their lifetime.

Potential of Higher Property Taxes May Discourage Some Movers. Some research suggests
that potential movers may be discouraged by the possibility of paying more property taxes. For
example, homeowners 55 and older appear more likely to move in response to special rules allowing
them to transfer their existing assessed value to a new home. California homeowners who were 55
years old were around 20 percent more likely to move in 2014 than 54 year old homeowners. This
suggests that some homeowners who were interested in moving delayed doing so to avoid paying
higher property taxes.

Other Taxes on Home Purchases. Cities and counties impose taxes on the transfer of homes and
other real estate. These transfer taxes are based on the value of the property being transferred.
Transfer taxes are equal to $1.10 per $1,000 of property value in most locations, but exceed $20 per
$1,000 of property in some cities. Statewide, transfer taxes raise around $1.1 billion for cities and
counties.

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 assessors’ offices totals around
$550 million each year. County costs for property tax collectors and auditors are unknown but much
smaller.

Proposal

Reduces or Eliminates Property Tax Increases For Movers. The measure reduces or eliminates
the property tax increase faced by many existing California homeowners when buying a new home.
To do so, the measure changes how assessors determined the assessed value of a home purchased by
an existing homeowner. These new rules apply to homeowners of all ages who are moving within the
same county or to a county that has elected to allow the rules to apply to out-of-county movers. The
rules also apply to an unlimited number of moves by an individual homeowner. These changes would
take effect January 1, 2019.

Ties Assessed Value of a New Home to Assessed Value of Prior Home. Under the measure, the
assessed value of a home purchased by an existing homeowner would be tied to the assessed value of
the buyer’s prior home. If the new and old home have the same market value, the assessed value of
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the new home would be the assessed value of the prior home. If the market value of the new home is
higher than the prior home, the assessed value of the prior home would be adjusted upward. This
adjusted value would be greater than the prior home’s assessed value but less than the new home’s
market value. Conversely, if the market value of the new home is less than the prior home, the
assessed value of the prior home would be adjusted downward. The measure specifies a formula to
be used to make these upward and downward adjustments.

An Example. To see how the measure’s formulas work, consider the types of home purchases a
family might make over their lifetime:

o Young Couple Purchases a Small Home. A young couple purchases their first home for
$200,000. Because it is their first home, the assessed value is set at the home’s purchase
price: $200,000.

o Couple Has Kids, Buys Bigger Home. Five years later, the home’s assessed value
increases to $220,000. The couple now has two children and has decided to purchase a
larger home for $500,000. They also sell their old home for $400,000. The assessed value
of their new home will be $320,000: $220,000 (assessed value of their prior home) plus
$100,000 ($500,000 [the new home’s market value] minus $400,000 [the prior home’s
market value]).

o “Empty Nesters” Downsize. Twenty years later, the assessed value of this family’s home
increases to $475,000. The couple is in their early 50s, and their children have moved out
of the house. They decide to downsize, buying a condo for $800,000. They also sell their
old home for $1 million. Under the measure, the assessed value of their new condo would
be $380,000: $475,000 (assessed value of their prior home) multiplied by 0.8 ($800,000
[the new home’s market value] divided by $1 million [the prior home’s market value]).

Fiscal Effect

Effects Depend on County Participation. The measure’s fiscal and economic effects would
depend on the number of counties that chose to allow the measure’s rules to apply to moves across
counties. Our estimates below assume modest county participation. Should county participation be
more widespread, the effects we describe would be larger.

Effects on Real Estate Markets. The measure would have a variety of effects on real estate
markets throughout California. Most notably, the measure likely would change the number of homes
bought and sold each year and the prices of those homes.

Increase Home Sales. Because the measure reduces or eliminates the property tax increase faced
by existing homeowners who purchase a new home, it likely would encourage more homeowners to
sell their existing homes and buy other homes. In recent years, between 350,000 and 450,000 homes
have sold each year in California. Under the measure, home sales could increase by as much as tens
of thousands per year.

Unclear Effect on Home Prices. The measure would increase the number of home buyers and
sellers, as well as change how much buyers are willing to pay for a home. The net effect of these
changes on home prices is unclear.
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Reduced Property Tax Revenues to Local Governments. By reducing the increase in property
taxes that typically accompanies an existing homeowner’s purchase of a new home, the measure
would reduce property tax revenues for local governments. Additional property taxes created by an
increase in home sales would partially offset these losses, but on net property taxes would decrease.
In the first few years, property tax losses likely would be a few hundred million dollars per year, with
schools and other local governments (cities, counties, and special districts) each losing around a
couple hundred million dollars annually. Over time these losses would grow, likely reaching a few
billion dollars per year (in today’s dollars) in the long term, with schools and other local governments
each losing up to a couple billion dollars annually.

More State Spending for Schools. Most schools’ property tax losses would be offset by
increased state funding. In the short term, annual state costs for schools would increase by around a
couple hundred million dollars. In the long term, annual state costs for schools would grow by up to a
couple billion dollars (in today’s dollars).

Increase in Property Transfer Taxes. As the measure likely would increase home sales, it also
would increase property transfer taxes collected by cities and counties. This revenue increase likely
would be in the tens of millions of dollars per year.

Higher Administrative Costs for Counties. The measure would require county assessors to make
process, staffing, and information technology changes. These changes likely would result in one-time
costs in the millions of dollars or more, with somewhat smaller ongoing cost increases.

Summary of Fiscal Effects.

e Annual property tax losses for cities, counties, and special districts of around a couple
hundred million dollars in the near term, growing over time to as much as a couple
billion dollars per year (in today’s dollars).

e Annual property tax losses for schools of around a couple hundred million dollars in
the near term, growing over time to as much as a couple billion dollars per year (in
today’s dollars). Increase in state costs for schools of an equivalent amount in most
years.
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