Proposition 15
THE CALIFORNIA SCHOOLS AND LOCAL FUNDING ACT OF 2020

Prop 15 Objective & Background
u

The Proposition 15 Ballot Initiative also known as the “Schools and Community
First” or “The California Schools and Local Funding Act of 2020” Initiative is
touted as increasing funding for public schools, community colleges and local
government by changing assessment practices for commercial and industrial
properties, essentially creating a “split roll”

u

Since Proposition 13 passed in 1975, all property receives a “base year value”
reflecting the current market for that property at the time of purchase or
transfer. The annual inflation for this value is capped at 2% resulting in the
yearly assessed value unless the property incurs a change of ownership, new
construction or a decline-in-value(in which it falls below current market value).
The tax rate is set at 1% of the assessed value.

u

Prop 13 has often been deemed a political 3rd rail in California and every
previous attempt to change portions of it have been unsuccessful.

Prop 15 Objective & Background
u

Prop 15 seeks to change the Prop 13 protections afforded some of the
commercial and industrial properties by reappraising at market value any
property with a value of over $3 million on a 3-year cycle. Property owners
that hold multiple properties across the state would need to have a
combined value of less than $3 million to avoid reappraisal.

u

Leaders of the initiative estimate that the increase to property tax revenue
would come in anywhere from $7.5 to $12 billion most years, dependent
on real estate markets.

u

Residential properties are specifically exempted from this change and
would retain their Prop 13 protections, hence the term “split roll”.

Prop 15 effects on California
Businesses in general?
u

CNBC recently released the “America’s Top States for business in 2019”.
The annual study reviews each state, poring over more than 60 measures
for business competitiveness to rank categories like cost of living, business
friendliness and access to capital.

u

Overall California is ranked 32 of 50.

u

California also ranked 49 out of 50 in the cost of living category.

u

Doubling down on a couple of key categories show that our state is at the
bottom of the barrel when it comes to nurturing a pro-business
environment.

u

Clearly, losing their protections under Prop 13 will only worsen the situation.

Prop 15 Effects on Small Business
u

Prop 15 intended to hold small businesses harmless, even offering them a
business personal property exemption as part of the language.

u

The language of the proposition also offers a temporary deferral until 2025
of new assessment provisions as it applies to commercial or industrial
property where 50% of more of the occupied square footage is occupied
by “small business” .

u

However, for all the effort to exempt small business from reassessment and
higher taxes, any small business that leases space from a larger business
and has a “triple net lease” will be paying the higher taxes that are
imposed on the property owner.

Prop 15 Effects on Agriculture
u

Agricultural properties were meant to be exempted as well. However, the
language of the bill seems to only protect agricultural “land that is used
for producing commercial agricultural commodities.”

u

The residential improvements of ag land would also be exempted but
there is no stated exemption for all other agricultural buildings and fixtures
(ex. Some irrigation systems, barns, dairies, processing plants, wineries, etc)

u

There is also fear that agricultural related industries that do not receive
such exemption and are deemed commercial or industrial will have to
pass down their additional tax burden to producers that rely on their
services.

Prop 15 Effects on Solar
u

Prop 15 will inadvertently trigger massive property tax increases on solar
energy property.

u

In 1980, California voters enacted Revenue and Taxation Code Section 73
which excludes active solar energy systems from “new construction.”

u

Passage of Prop 15 would make all solar systems currently in place and
excluded from property tax, subject to property tax at their full fair market
value, despite voters having enacted this incentive to encourage the
development of solar energy throughout the state.

u

Currently, leased solar panels on residential properties are exempt,
passage of Prop 15 will make them taxable to the lessor as fixtures.

Prop 15 effects on Modoc County
Property Tax Revenue
u

Prop 15 dangles a carrot to small business owners in the form of a full
exemption of their tangible personal property and an exemption of up to
$500,000 worth of personal property for larger businesses.

u

For Modoc County specifically, our last analysis showed that this
exemption would wipe out 99% of our personal property accounts
comprising over 98% of the personal property value, which came out to
over $80 million dollars of assessed value lost.

u

Additionally, Modoc County currently only has 2 properties with a value of
over $3 million, one of which files an exemption for its full value; the other
having just changed ownership this past year, meaning even if we were
to reappraise it at market value, we would see little to no increase.

Prop 15 effects on Modoc County
Property Tax Revenue
u

The authors only address losses to local property tax revenue in terms of
offsetting the additional revenue created by the initiative. The wording
specifically states that “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…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.” It then speaks to
using these funds to offset any resulting losses the State Income Tax first, then
reimbursement to Assessor’s offices and other county offices for
implementation and then property tax refunds resulting from implementation.

u

So Modoc County’s projected share of the additional revenue created state
wide would be close to ZERO and then would account for these losses and
costs before addressing the deficit to the county general fund.

Prop 15 Effects on Small Counties

u

A survey of assessors representing small to mid-sized counties indicate that less
than 10 percent of the commercial properties will be subject to split roll reassessments as most properties in these counties do not have a market value
in excess of the $3 million exclusion.

u

87% of these counties reported that the value exemption on business
equipment would not be offset by any gains on the commercial properties
with values in excess of $3 million.

u

Small counties project a 20% to 50% workload increase while many believe the
language suggests that reimbursements for increased administrative costs will
be predicated upon assessment roll growth.

u

The Initiative did not consider that the funding of additional property tax staff
and administrators would actually result in a net loss for many small counties.

Prop 15 Implementation and Long
Term Cost
u

The language in the initiative implies that “each county shall be annually
compensated for the direct administrative costs.”
u

Yet, many of the small counties have argued that, based on precedent, the state
will be unlikely to pay for services for which that state cannot expect revenue.

u

This is more than just a fear, the actual language indicates the state 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”.

u

This qualification combined with the decision being in the hands of the legislature
has triggered the concerns as to whether or not the smaller counties will really get
reimbursed.

u

Many read the language to say that the state may actually reimburse even the
smaller counties for basic startup costs, but that does not equate to long-term
funding for ongoing costs.

Prop 15 Effects on School Funding
u

The language was amended and is worded differently for the school systems
in this version of the Initiative stating that their funding would be “distributed to
school districts and charter schools, in proportion to each school district or
charter school’s total funding calculated pursuant to subdivisions (a)-(i),
inclusive, of section 42238.02 of the Education Code”

u

It further states, “…no 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…”
u

The Local School and Community College Property Tax Fund being the fund created
by the State Treasury to capture the additional revenue created by Prop 15.

Prop 15 Effects on Revenue streams
u

Even the larger counties are struggling with the idea of the added level of
volatility this process adds to their General Fund and school revenues.

u

Right now, Assessor’s roll values are relatively stable, with increases and
decreases that can usually be forecasted within a couple of percentage
points due to the protections afforded by Prop 13.
u

In the past, when the economy went into a recession, companies that had retained
a lower or older base year value under Prop 13 might not see much, if any, decline
in their property taxes because even the depressed market value would still be more
or close to their present base year value.

u

Under Prop 15, commercial property values would be at market and would take a
serious hit in a recession and would make an immediate and large impact on
revenue. As we all know, many times that revenue is already spoken for and would
create major deficits in the local budgets.

Prop 15 Implementation Issues
u

The California Assessors’ Association took an official oppose position on
Prop 15 in June of 2020 with all of these concerns in mind, but primarily
because the cost and resources needed to implement this bill are
enormous.

u

The cost to implement is estimated to be over $1 Billion statewide, during
the three-year phase in period for just the Assessor’s offices. Ancillary costs
will also arise for Auditors/County Controllers, Tax Collectors, Assessment
Appeals Boards and County Counsels.

Prop 15 Implementation Issues
u

Implementation would require a trained workforce that is not available
today and would not be available for many years.
u

Training new appraisers and auditors to assess complex commercial and
business properties typically requires up to 5 years on the job experience.

u

Local government does not pay competitively with the private sector in order
to draw already-trained appraisers over to the county government side of
things.

u

Many counties are already dealing with pending budget cuts and hiring
freezes due to the economic issues created by the COVID-19 pandemic, so the
idea of adding a large amount of positions in this environment does not see
feasible.

Prop 15 Implementation Issues
u

There are exclusions (such as companies with more than 50 employees
statewide do not receive the full personal property exemption) that are
complicated and require coordination with several or all counties.

u

Each commercial property receiving an exemption from reappraisal
because they fall under the $3 million threshold and EVERY personal
property account that receives the personal property exemption must
submit a claim form ANNUALLY attesting to the fact that they meet the
exemption criteria or they lose the exemption for that year.

u

Assessors also worry that with the steep increase in commercial valuations,
customer service levels for all taxpayers, primarily homeowners, will
decline.

Prop 15 Implementation Issues
u

Beyond the need for additional appraisal staff, many counties would
need to create new or expanded assessment appeals boards, along with
staff to manage the significant increase in cases.

u

The number and complexity of appeals submitted will likely result in a
major backlog requiring multiple years to resolve in some counties.

Conclusion
u

Prop 15 is a poorly written ballot measure that misses the mark in several
instances, such as with solar, ag and some small businesses.

u

It is extremely unfriendly to rural county governments and schools.

u

It is another business-unfriendly solution that is difficult to implement and
provides disproportionate benefits to small vs large counties.

