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California– Court of Appeals rejects 
step transaction doctrine, long term 
lease extension and subsequent 
purchase did not constitute change 
in ownership for property tax 
reassessment 

April 2, 2015 

In brief 

California Court of Appeals (Appeals Court) reversed the Assessment Appeals Board (AAB) and trial 

court decisions, stating that there was no change in ownership for property tax purposes when a long 

term lease was extended past 35 years and the property was subsequently purchased by a long term 

lessee and a third party investor.  

Rejecting the application of the step transaction doctrine, the Appeals Court determined the two 

transactions did not constitute a change in ownership, which would trigger a property tax reassessment. 

Dyanlyn Two et al., v County of Orange G049269 (1/30/2015). 

 

In detail 

Background  

In 1977, Golden Westminster 
Specialty Center (Golden 
Westminster) entered into a 60-
year ground lease that contained 
an option to purchase the 
property during either the 25th 
year or the 30th year. Golden 
Westminster built a shopping 
center on the land and operated 
it for 30 years.  

The property at issue was 
determined by the owners to be 
valued at $7.1 million. It was 
asserted that Golden 
Westminster, the lessee, could 
not afford to exercise the option 
to buy, yet did not want to lose 
the improvements, plus the 
rights, title and interest at the 
end of the ground lease.   

In December 2006, the lease 
was amended to extend the term 
by an additional 15 years to 
June 30, 2052. At the time of 

the extension it was not clear if 
Golden Westminster could 
acquire the property; however, 
the lease extension was binding 
regardless. Subsequently, on 
December 28, 2006, the 
landlord sold the property to 
tenants-in-common: (1) 25% to 
Gail & John Sullivan Revocable 
Trust; (2) 25% to Sechelt 
Associates, LP; and (3) 50% to 
Dyanlyn Two (Dyanlyn), which 
was comprised of general 
partners Diane Kolodziejski,  
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and L. Herbert Lundin. On December 
29, 2006, the following documents 
were recorded: (1) a grant deed 
transferring title to Dyanlyn, (2) an 
assignment of lessor’s interest in the 
lease, (3) an assignment of assumption 
of lessor’s interest in the ground lease, 
(4) a deed of trust and assignment of 
rents from Golden Westminster to 
Chicago Title Company and West 
Coast Life Insurance Company, and (5) 
an assignment of rents and leases and 
joinder. 

Upon learning of these transactions, 
Orange County reassessed the 
property value. In protest to the 
reassessment, Dyanlyn filed an appeal 
with the AAB. The AAB concluded, 
“[t]he December 2006 sale of the 
subject property, although subject to 
the long term lease of greater than 35 
years, was a change of ownership.   

The AAB agreed that each of the two 
transactions, the lease extension and 
the later sale, “would be exempt from 
property tax reassessment” pursuant 
to Revenue and Taxation Code section 
62(g) exception, which states a 
“change in ownership shall not include 
any transfer of a lessor’s interest in 
taxable real property subject to a lease 
with a remaining term (including 
renewal options) of 35 years or more.” 
However, the AAB determined that 
two of the three tests under the step 
transaction doctrine applied, resulting 
in a reassessable change in ownership. 
Dyanlyn challenged the AAB’s decision 
that there was a reassessable change in 
ownership seeking a refund of 
property taxes in superior court. 

The superior court determined the 
section 62(g) exception did not apply 
because Golden Westminster sought 
“to gain in the transaction as both a 
purchaser and lessee of the property.” 
The court also determined that “[i]t 
appears Westminster orchestrated the 
series of transactions in order to avoid 
losing the property.”  Additionally, 

affirming the use of the “end result 
test” under the step transaction 
doctrine, the trial court ruled that the 
Assessor properly reassessed the 
property as a result of the sale, treating 
the lease extension (step 1) and sale 
(step 2) as one transaction taken to 
evade reassessment. 

Change in ownership triggers 

reassessment of property value to 

market value 

Proposition 13 limits the amount that 
the assessed value of real property may 
be increased annually, often leading to 
an assessed value that is less than 
current fair market value. However, 
upon a change in ownership, the 
property may be reassessed to its 
current market value, which may 
result in a significant property tax 
increase, and also at times a 
documentary transfer tax. Thus, the 
determination of whether there has 
been a change in ownership may have 
significant tax consequences.   
Accordingly, the Legislature adopted 
Revenue and Taxation Code section 60 
that defines ‘change in ownership’ as:  

1. transfer of a present interest in real 
property,  

2. including the beneficial use thereof, 
and 

3. the value of which is substantially 
equal to the value of the fee 
interest, 

All three elements must be met in 
order for a change in ownership to 
occur and can be referred to 
independently as the “present interest” 
test, the “beneficial ownership” test, 
and the “value equivalence” test. 

Section 61(c)(1)(A) provides that a 
change in ownership occurs with the 
creation or termination of a leasehold 
interest in real property for a term of 
35 years or longer. A change in 
ownership occurs upon the creation of 
a such a long-term lease because the 

lease transfers to the lessee (1) a 
present interest in the real property, 
(2) that includes the beneficial use of 
the property, and (3) the value 
equivalence of ownership of the 
property (i.e., a bank will accept as 
security for a loan to a lessee real 
property with a lease of 35 years or 
more) and, therefore, the long term 
lessee becomes the primary owner for 
property tax purposes. When a lease of 
35 years or more is terminated, then 
the three aspects of property 
ownership transfer from the lessee 
back to the lessor, also resulting in a 
change in ownership. The California 
State Board of Equalization (the 
Board) has concluded that the 
extension of a lease to a period of 35 
years or more does not trigger a 
change in ownership if the original 
lease term was more than 35 years and 
through the passage of time has run 
down to less than 35 years. The Board 
issued Annotation 220.0357 (May 27, 
2009): 

“If a leasehold was originally, or at 
one time, for a term of 35 years of 
longer, and if a reassessment had 
already occurred upon the lease’s 
creation or extension to a term of 
35 years or longer, the extension of 
the term back to 35 years or longer, 
when the remaining term is less 
than 35 years, does not result in a 
change in ownership if there were 
no other material changes in the 
terms of the lease made by the lease 
extension. However, if a leasehold 
term has at all times been under 35 
years, the first extension of the 
leasehold term to 35 years or longer 
results in a change in ownership.” 

The lease with Golden Westminster is 
addressed as an ‘over, under, over’ 
type of lease. This type of lease occurs 
when the originally executed lease is 
‘over’ 35 years, the mere passage of 
time dropped the lease term to ‘under’ 
35 years, and then the parties 
negotiated to extend the lease to once 
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again to be ‘over’ 35 years. The lease 
extension would not result in a change 
in ownership, consistent with section 
60. The Annotation clarified that when 
the lease is longer than 35 years, the 
change in ownership occurs when the 
transfer of all three elements have 
been captured, and the lessee becomes 
the owner for property tax purposes. 

No change in ownership when 

property was sold while under the 

lease agreement 

The Appeals Court concluded there 
was no change in ownership under 
Step 1, the lease extension, or Step 2, 
the purchase, when viewed together or 
independently. The lessee captured all 
three section 60 elements upon 
creation of the long-term lease lasting 
more than 35 years, and the passage of 
time did not defeat the lessee’s role as 
primary owner. Because the lessee 
continued as the property owner for 
property tax purposes, and not the 
lessor, neither step 1 nor step 2 served 
to avoid reassessment, and there was 
no basis for imposing the step 
transaction doctrine. 

Recognizing that Golden Westminster 
was unable to afford to buy the 
property on its own and had extended 
the lease terms to attract an outside 
investor, the Appeals Court concluded 

the partnership agreement to purchase 
the property did not justify overriding 
the application of section 60 and 62 by 
applying the step transaction doctrine. 
Looking at the end result test, which is 
satisfied if it is determined that all the 
parties had intended from the 
beginning that they reach the ultimate 
result of avoiding property taxes, the 
Appeals Court concluded that, while 
the lease was extended to attract a new 
investor, there was no evidence that 
Sechelt participated or encouraged the 
lease extension. In fact, the lease was 
extended to attract a new investor in 
the property. The parties did not have 
the same intentions when the lease 
was extended.  Therefore, the Appeals 
Court concluded that end result test 
did not apply. 

The interdependence test examines 
whether the steps “are so 
interdependent that the legal relations 
created by one transaction would have 
been fruitless without a completion of 
the series.” The Appeals Court noted 
that the lessee extended the lease to 
utilize its building and improvement 
on the property, to collect rent, and to 
improve profit margin. Consequently, 
the Appeals Court concluded that the 
two steps were not interdependent 
because the lease extension was 
executed without regard to the second 

step. The final test, the binding 
commitment test, was not utilized by 
the Board or trial court so it was not 
examined by the Appeals Court.  

The takeaway 

The Appeals Court’s determination 
that the step transaction doctrine did 
not apply to the lease extension and 
the subsequent sale, and thus did not 
trigger a change in ownership, it is 
important to note as there was no 
reassessment in property value. 
Further, the opinion provides recent 
guidance on the application of the step 
transaction doctrine in the property 
tax context. Due to the original long-
term lease of more than 35 years, the 
lessee became the primary owner upon 
execution of the initial lease, and 
retained primary ownership even upon 
the additional 15 year extension to the 
lease term and the subsequent 
purchase of the leased property as 
tenants-in-common. If the lessee 
purchased the land without a third-
party investor it still would not trigger 
a change in ownership, due to the 
long-term lease agreement. 
Additionally, if an outside investor had 
purchased the land, the lessee would 
still retain primary ownership for 
property tax purposes through the 
same long-term lease. 
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