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The California Schools and Local Communities Funding Act of 2020 (the SCF measure) would
change the assessment requirements for commercial and industrial real property such that
some of these properties would be reassessed at fair market value. The measure would at the
same time reduce property tax assessments for business personal property (that is, the
equipment and fixtures used to operate a business).

This report evaluates the extent to which the SCF measure is likely to increase costs for small
and minority-owned businesses.1

Summary of Findings

We estimate that 84% of small businesses (those with 49 or fewer employees) in California
would see a reduction in their property taxes as a result of the SCF measure. This includes:

 Home-based businesses (54% of all small businesses). These businesses are operated
from a residence, and taxation of residential property is unchanged under the SCF
measure. These businesses would also be newly exempted from business personal
property (BPP) taxes. All businesses receive an exemption for up to $500,000 in BPP,
while those that own real property in California are exempt from all BPP taxes. As a
result, their total property taxes would go down.

 Small businesses that rent or own premises exempt from reassessment (30% of all small
businesses). The property tax on these businesses’ premises would not change under
the measure. These businesses would also be newly exempt from taxes on up to
$500,000 in BPP, or completely exempt if they own real property in California and are
independently owned and operated (that is, not franchises). As a result, the property
taxes on these businesses would also go down.

The remaining 16% of small businesses rent or own premises that would be reassessed under
the SCF measure might see an increase in costs, depending on their unique circumstances.

 The 6% of small businesses that own premises subject to reassessment would see a
decrease in property taxes beginning in 2022-23 when they become fully exempt from
business personal property taxes.2 Then, during or after the 2025-26 fiscal year, their
premises would be reassessed. The precise impact would depend on the disparity
between the assessed and market value of their premises. Those whose property has
significantly appreciated would experience a net increase in property taxes.

1 The data available for our analysis was collected before the COVID-19 crisis and therefore provides a pre-crisis
snapshot of the potential effects of the measure. See the appendix for a more complete explanation of the terms
of the measure.
2 Once again, except for franchises, which would be exempt from property taxes on up to $500,000 in BPP.



2

 For the 10% of small businesses that rent premises that would be reassessed, the
precise impact would depend on the disparity between the assessed and market value
of their premises, and the extent to which market forces allow landlords to raise rents
for these businesses. In addition, these businesses would benefit from the reduction in
business personal property taxes beginning in 2022-23. Furthermore, buildings in which
at least 50% of the space is occupied by small businesses would have their reassessment
deferred until at least the 2025-26 fiscal year.

Minority-owned businesses are more likely than non-minority-owned businesses to experience
a net reduction in property taxes under the SCF measure. This is because minority-owned
businesses are more likely to be home-based, and the SCF will reduce property taxes for home-
based businesses.

Businesses in California

The potential impact of the SCF measure on a given business depends on a number of factors:

 Whether the business is home-based or non-home-based.
 Whether the business owns or rents its premises.
 Whether the business qualifies as a small business under the measure.3

There are about 4.2 million businesses in California, nearly all of them small businesses.4 Table
1 on the next page shows the breakdown of these firms by number of employees. As the table
shows, 99.1% of all businesses have under 50 employees and therefore could potentially qualify
as small businesses under the SCF measure.

3 To qualify as a small business, the business must have 49 or fewer employees, be independently owned and
operated, and must own real property in California. An additional factor in our analysis is whether the business has
paid employees. Businesses that have paid employees are known as employer businesses, while businesses that do
not have paid employees, such as sole proprietorships, are known as non-employer businesses. Although the SCF
does not treat employer and non-employer businesses differently, they differ in their likelihood of being home-
based and, if not home-based, in their likelihood of owning vs. renting their premises. In addition, the Census and
other sources of business data report data separately for employer and non-employer businesses.
4 As of 2017, based on Census data. U.S. Bureau of the Census, Annual Business Survey, 2018,
https://bit.ly/2CpgnmG. The specific data source is the AB1700CSA series of tables, available at
https://bit.ly/2AS5v0h. U.S. Bureau of the Census, Nonemployer Statistics, 2018, https://bit.ly/3iViwY6. The
specific data source is the Complete State File, https://bit.ly/3iYNCOk. U.S. Bureau of the Census, Nonemployer
Statistics, 2018, https://bit.ly/329jIRx. The specific data source is the Complete State File, https://bit.ly/2Wfadg5.
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Table 1. Number of Businesses in California4

Type of Business
Number of
Businesses

% of
Businesses

Total Annual
Revenue (billions)

% of
Revenue

Non-employer 3,453,769 82.3% $189 4%

49 or fewer
employees

705,363 16.8% $928 20%

50 or more
employees

36,776 0.9% $3,629 76%

Total 4,195,908 100.0% $4,746 100%

How Many Business Premises Would Be Reassessed?

Table 2 summarizes the effects of the SCF measure on small businesses. About 84% of small
businesses would see a reduction in total property taxes. This includes all home-based
businesses (54% of small businesses),5 as well as non-home-based businesses that rent or own
commercial or industrial premises exempt from reassessment (nearly 30% of small
businesses).6 At the same time, these businesses would be newly exempt from business
personal property tax on up to $500,000 in BPP, or all BPP if the business owns real property in
California and is independently owned and operated.

The remaining 16% of businesses operate from commercial or industrial premises that would
be reassessed under the SCF measure. In Table 2, on the next page, we divide these into two
groups based on whether they own or rent their premises.7

5 About 22% of employer businesses and 60% of non-employer businesses in California are home-based. Among
employer businesses, about 23% of those with 49 or fewer employees are home-based, while less than 1% of
those with 50 or more employees are home-based. The overall percent of small businesses that are home-based is
a weighted average of non-employer businesses and employer businesses with 49 or fewer employees. U.S Bureau
of the Census, Annual Survey of Entrepreneurs, Characteristics of Businesses, 2016, https://bit.ly/2ZlqrpE. The
Census home-based business table provides data on home-based businesses specifically, https://bit.ly/38Q7IFX.
U.S. Small Business Administration, Office of Advocacy, Frequently Asked Questions, June 2016,
https://bit.ly/3iY2wEv.
6 The effect of the SCF measure on non-home-based small businesses depends on whether the business’ or
landlord’s (for those who own or rent their premises, respectively) total commercial and industrial property
holdings have a fair market value exceeding $3 million. Based on Blue Sky Consulting Group analysis of California
assessor data, we estimate that 35% of commercial and industrial properties would exceed the $3 million
threshold and be reassessed under the SCF measure (65% would be exempt from reassessment). Properties were
considered to have the same owner if the mailing addresses of the properties matched. Non-home-based
businesses represent 46% of all businesses. So, if 65% of properties are exempt from reassessment, this represents
about 30% of all small businesses.
7 Among non-home-based businesses, we estimate 38% own their premises. Data for employer businesses is based
on three National Federation of Independent Business (NFIB) surveys of 750 to 850 employer businesses with 1 to
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Six percent of small businesses own premises that would be reassessed. These businesses
would become fully exempt from BPP taxes starting in 2022-23,8 reducing their total property
taxes. Then, during or after 2025-26, their real property would be reassessed to fair market
value. The net effect for each business will depend on the disparity between the assessed and
market value of their premises and whether this disparity is greater than the value of the BPP
exemption. Those whose property has significantly appreciated would experience a net
increase in property taxes.

Ten percent of small businesses rent premises that would be reassessed. All would benefit from
the BPP exemption. In addition, buildings in which at least 50% of the space is occupied by
small businesses would have their reassessment deferred until at least the 2025-26 fiscal year.

Table 2. Overall Effect of SCF Measure on Small Businesses

Type of
Business Reassessed?

Rent or
Own

Premises?

Percent of all
small

businesses Effect of SCF Measure
Home-Based No Not

applicable 54% Net reduction in property taxes. Real
property taxes remain the same.
Business personal property taxes
decline.

Not Home-
Based

No Both 30%

Yes

Own 6%

Decrease in BPP taxes beginning in
2022-23. Increase in net property taxes
for most, during or after the 2025-26
fiscal year.

Rent 10%

Depends on extent to which market
conditions limit landlords’ ability to
pass through property tax increases.
Effects of reassessment would be
deferred to at least 2025-26 for some
businesses and all businesses would
have their BPP taxes reduced or
eliminated beginning in 2022-23.

250 employees. Each of these surveys used stratified sampling by number of employees and weighted the results
by national population percentages of businesses in the various size categories to get the overall percent of
businesses that own their premises. For our California analysis, we re-weighted the stratified data by the fraction
of California businesses in each employment size range in 2017 from the Census Annual Business Survey. Data are
not available on the percentage of non-employer businesses that own their premises. Based on extrapolation of
the NFIB survey data for businesses with different numbers of employees, we estimate that about 35% own their
premises. The estimated 38% ownership rate is a weighted average of employer and non-employer businesses.
Data sources: NFIB, National Small Business Poll on Access to Credit, 2008, https://bit.ly/3eifsl7. NFIB, Financing
Small Business: Small Business and Credit Access, January 2011, https://bit.ly/2WdRC3Y. NFIB, Small Business,
Credit, and a Lingering Recession, January 2012, https://bit.ly/2CqwJeM.
8 For franchises, the exemption is for up to $500,000 of BPP.
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Some of these businesses could experience short-term rent increases if their leases permit
landlords to pass along property tax increases and the reassessment occurs before the end of
the lease term. However, for new leases and lease renewals, competition is likely to constrain
landlords’ ability to pass along higher property tax costs for the following reasons:

 With the measure on the ballot, businesses that lease their premises are likely aware of
the measure and will account for it when negotiating lease terms.

 Market rates for commercial and industrial leases are set by supply and demand.
Commercial and industrial buildings constructed in the last several years already have
assessed values near their fair market value and market lease rates reflect that.

 Reassessed properties will have to compete with commercial property that is exempt
from reassessment.

 The SCF measure itself is likely to increase the supply of commercial space, because
higher property taxes will encourage owners to develop or redevelop underutilized
space or sell the properties to others who will do so.

As a result, landlords who experience property tax increases may nevertheless find that the
rental market limits the extent to which they can pass through increased property tax costs to
new or renewing lessees.

Minority-Owned Businesses

About one-third of employer businesses and half of non-employer businesses in California are
minority-owned, or 47% minority business ownership overall.9 As described earlier, 60% of non-
employer small businesses and 23% of employer small businesses are home-based. Because
non-employer businesses are more likely than employer businesses to be home-based,
minority-owned businesses are more likely to experience a net reduction in property taxes
under the SCF measure.

Assuming that the percentage of employer and non-employer businesses that are home-based
is similar for minority-owned and non-minority-owned businesses, 56% of minority-owned
businesses and 52% of non-minority-owned businesses are home-based, and would therefore
experience a reduction in property taxes due to the SCF. Minority-owned businesses are
therefore less likely to be among the businesses potentially affected by reassessment of
commercial and industrial property.

9 The 2012 Census Survey of Business Owners provides data on both employer and non-employer businesses,
while the 2018 Census Annual Business Survey provides data for employer businesses only. U.S. Bureau of the
Census, Survey of Business Owners, 2012, https://bit.ly/3foJPIb. Specific SBO data were downloaded from
https://bit.ly/3iXXsjN. U.S. Bureau of the Census, Annual Business Survey, 2018, https://bit.ly/2ZnscD6. The specific
data source is the AB1700CSA series of tables, available at https://bit.ly/3fqhykn.
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Conclusion

The SCF measure would reduce property taxes for the 83% of small businesses whose real
property taxes would be unaffected and whose business personal property taxes would be
reduced or eliminated. Seventeen percent of small businesses own or rent premises that would
be reassessed. The precise impacts for these businesses would depend on the disparity
between the assessed and market value of their premises, and, for renters, the extent to which
market forces constrain landlords’ ability to raise rents for these businesses. These businesses
would also benefit from the reduction or elimination of business personal property taxes and
many would benefit from deferral of their reassessment.
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Appendix A: Provisions of the SCF Measure

The measure includes the following provisions:

• Beginning with the 2022-23 fiscal year, commercial and industrial properties with a fair
market value greater than $3 million would be reassessed for property tax purposes at the
current fair market value. Properties with a fair market value of $3 million or less would
remain exempt from reassessment unless the owner(s) of that property also own
additional commercial or industrial property such that total fair market value of all of the
owned properties exceeds $3 million. In that case, the properties would be reassessed
even if their individual fair market values are each less than $3 million.

• Under current law, the market value of business personal property is included in annual
property tax assessments. Under the measure, up to $500,000 of business personal
property owned by a given business would be exempt from personal property tax.

• Residential properties and properties used for agricultural production would be exempt
from the measure. Limited commercial uses of residential properties, such as home-based
businesses, home offices, and short-term rentals, would also be exempt from
reassessment. For mixed-use properties—those with both commercial and residential
uses—only the portion of the property used for commercial or industrial purposes would
be subject to reassessment. The Legislature would also have the option of exempting the
commercial share of mixed-use property from reassessment if at least 75% of the
property, by square footage or value, is residential.

• Small businesses would be exempt from some of the measure’s requirements. For the
purposes of the measure, a business is considered a small business if it has fewer than 50
annual full-time-equivalent employees, is independently owned and operated, and owns
real property in California. For businesses that meet all of these requirements, if they own
real property valued at more than $3 million, their property tax reassessment is deferred
until the 2025-26 fiscal year. They are also fully exempt from business personal property
tax, even if the business owns more than $500,000 in property. The requirement that the
business be independently owned and operated means that franchises would not be
considered small businesses, even if they meet the other two requirements. The
requirement that the business own real property in California excludes businesses that
rent their premises, unless the business has an ownership interest in another property.

• Properties subject to reassessment would have the reassessment deferred until at least
the 2025-26 fiscal year if at least 50% of the occupied space is occupied by small
businesses (as defined in the measure).


