HOW TO SELL YOUR REAL PROPERTY AND
NOT KNOW IT

WATCH OUT FOR REASSEMENT OF REAL
PROPERTY WHEN SELLING YOUR
COMPANY STOCK!!

Summary:

A common aspect of the sale of the business is
the sale of all of its assets to the new owner. If we are dealing
with alimted liability entity which has its own identity, such
as a corporation, and the new owner is buying the stock, then the
title to the real property remains in the name of the conpany and,
| egal | y speaking, there has been no change of owner of the rea
property...the same corporation owns it both before and after the
sale....right?

Legally yes...Tax wise no! It will be considered a sale of the
real property to a new owner with resultant increase in assessed
val ue i f MORE THAN 50% ownership of the corporation is sold.

FACT SI TUATI ON

Assune that you are the owner of the npjority stock in XYZ

Conpany whi ch owns two buil di ngs bought many years ago whose val ue
has tripled. In California, Proposition 13 has limted the ability
of the State to reassess the value of the property for tax

pur poses and you have enjoyed this tax break in all your business
dealings for years and it shows in your bottomline.

An out of state entity cones in and wants to buy controlling
interest in your company. \Wat they may not realize is that your
attractive bottomline, which they are using to val ue your

conpany, should be adjusted for the increased property tax likely
to occur when the stock is transferred. Yes, the sane corporation
owns the building...but the taxing authorities do not see it that
way .

QUESTI ON
W1l the change in ownership of the corporation trigger a

reassessnent of the real property owned by the corporation?

SHORT ANSWER!




Yes, under existing property tax |law, real property is reassessed
toits current fair market val ue whenever there is a “ change in
ownership.” (Article XIIlA Sec. 2; Revenue and Taxati on Code
Sections 60-69.7).

California Revenue and Taxation Code Section 64 sets forth the
change in ownership provisions related to the purchase or transfer
of ownership interest in legal entities that own real property.
CGeneral ly, when real property is owed by a |legal entity, the
purchase or transfer of ownership interest in that legal entity
does not trigger a change in the ownership of
the property.

But an exception to this general rule is when
there is a “ change in control” of the |lega
entity which is defined in R&T Code 64
( ¢) (1) as when a person or entity acquires
nmore than 50 percent of the ownership

interests in the legal entity. The relevant
R&T Code section 64 ( ¢) (1) is quoted bel ow
VWen a corporation, partnership, limted liability conpany,
other legal entity, or any other person obtains contro
t hrough direct or indirect ownership or control of nore than
50 per cent of the voting stock of any corporation, obtains
a mpjority ownership interest in any partnership, limted
l[iability conpany, or other legal entity through the
purchase or transfer of corporate stock, partnership or
l[imted liability conpany interest, or ownership interests
of other legal entities, including any purchase or transfer
of 50 percent or |less of the ownership interest through
whi ch control or a majority ownership interest is obtained,
t he purchase or transfer of that stock or other interest
shal | be a change of ownership of the real property owned by

the corporation, partnership, limted liability conpany, or
other legal entity in which the controlling interest is
obt ai ned.

HOW DO THEY KNOW I F THE NAVE ON THE TI TLE DOES NOT ALTER?

BECAUSE YOU TELL THEM

Any person or legal entity acquiring ownership in any corporation
partnership or legal entity acquiring ownership in any corporation




or other legal entity owning real estate in California subject to
| ocal property taxation is required to conplete a change of
ownership statenent with the State Board of Equalization within 45
days of the transaction. Failure to do so can result in 10%
penalty of the taxes assessed on the new base year value or, in
the event that the transacti on does not represent a change in
control, the penalty is based on 10% of the current assessed

val ue.

LESSONS
1. Factor in increased taxes if a sale is nmade..both in terns of
future profitability and val ue of the business.

N

Consi der NOT putting real property into the corporation..own
it personally and | ease space to the conpany i nstead.

3. Renmenber IRS is not the only taxing entity.State and Loca
Taxes can be even nore brutal .plan for ALL taxes in any
busi ness deal
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