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California proposes that a legal 
entity ‘change in control’ would 
trigger real estate transfer tax 

March 8, 2013 

In brief 

Under proposed Assembly Bill 561, real property owned by an entity would be subject to a real estate 

transfer tax to the extent that a transfer of legal interests in the entity rises to the level of a „change in 

control‟ of the entity, similar to the standard in place for real property taxation reassessment. The bill 

would also remove certain transfer tax exceptions relating to property held by partnerships. [A.B. 561, 

introduced 2/20/13] 

This law change could impact companies that make any transfer of interests in legal entities that hold 

significant California real property. Business activities such as acquiring or disposing of legal entities, 

restructuring legal entity ownership, or other transactions modifying legal entity interests could have the 

unintended consequence of triggering real property transfer taxes. In addition, pending legislative 

changes to property taxes relating to 'change in ownership' rules creates a level of additional uncertainty 

in connection with the proposed real estate transfer tax changes in this bill.   

 

In detail 

Proposed transfer tax on 

changes in ownership 

In California, chartered cities 
have the option of incorporating 
state model statutes or enacting 
their own laws, including the 
method and tax rates that apply 
to real estate transfer taxes. 
Unchartered cities, however, are 
typically bound by state laws if 
they chose to impose real estate 
transfer taxes in their 
jurisdiction.  

Under existing state law, 
California localities may impose 
a real estate transfer tax on 
California „realty sold.‟ As 

proposed, A.B. 561 would 
include within the definition of 
„realty sold‟ “any acquisition or 
transfer of ownership interests 
in a legal entity that would 
constitute a change in 
ownership of that legal entity‟s 
real property” (emphasis 
added). A „change is ownership‟ 
is defined under California‟s real 
property tax reassessment 
provisions (Proposition 13). In 
other words, A.B. 561 provides 
that a change in control of a 
legal entity not only triggers a 
real property tax reassessment 
but would also trigger the real 
estate transfer tax. Click here for 
a background on California‟s 

real property tax assessment 
rules and current efforts to 
modify those rules.  

Currently, only Oakland, San 
Francisco, and Santa Clara 
County impose a documentary 
transfer tax on a „change in 
control,‟ or change in 
„controlling interest,‟ of a legal 
entity owning real property. Los 
Angeles County is currently 
taking the position that a 
change in control under 
property tax laws is considered 
a sale of realty for transfer tax 
purposes (similar to what A.B. 
561 is proposing), though the 
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county has no tax law to reflect this 
position.  

Changes to transfers of 

partnership interests 

Under current law, no real estate 
transfer tax is imposed on the 
termination of a partnership under 
IRC Section 708 when the transfer of 
the partnership interest is: (1) 
considered an IRC 708 continuing 
partnership and (2) the continuing 
partnership continues to hold the 
realty concerned. A.B. 561 would 

eliminate this exception, which 
appears consistent with the bill‟s 
provision to subject changes in legal 
entity ownership and control to the 
transfer tax.  

The takeaway 

By adding the „controlling interest‟ 
provision to state law, unchartered 
cities that impose a transfer tax will 
now also impose a „controlling 
interest‟ trigger into their local 
transfer tax ordinances. The result 
may be increased business costs for 

merger and acquisition activities as 
well as internal reorganizations. The 
current property tax reassessment 
rules can be very complex, and even 
transfers of legal entities within a 
controlled group can in some cases 
trigger property tax reassessment, 
which could also trigger real estate 
transfer taxes as well. We will 
continue to monitor the progress of 
A.B. 561 and report on any significant 
developments.

 

 
 

 
 

Let’s talk   

If you have questions about A.B. 561, please contact any of the following individuals: 

State and local tax services 

Sam Melehani 
Partner,  Los Angeles 
+1 (213) 356-6900 
sam.melehani@us.pwc.com 

Reed Schreiter 
Director,  Sacramento 
+1 (916) 930-8109 
reed.schreiter@us.pwc.com 

Dana Matsuno  
Director, Los Angeles  
+1 (213) 356-6313 
dana.s.matsuno@us.pwc.com 
 

Michael Santoro 
Director, Chicago 
+1 (312) 298-2917 
michael.v.santoro@us.pwc.com 

Kathryn Thurber 
Sr. Associate, Washington, DC 
+1 (202) 346-5122 
kathryn.thurber@us.pwc.com 
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