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Acquisition Value
The acquisition value property tax valuation method is simply to apply the original acquisition value of property to be the base property tax value of the property.  The property is not revalued, but is subject to changes to the base.  In California the base can be increased each year for inflation, but not to exceed 2% each year.  The base can also be increased by new value added to the property, adding a new bedroom for instance.  The base can decrease under the California system for various reasons, but also just because the property lost value.  Thus upward increases in value, barring any new construction, are limited to 2% annually, but losses in value are not constrained. 

Article VIII, section 3, of the Montana Constitution requires that "the state shall appraise, assess, and equalize the valuation of all property which is to be taxed in the manner provided by law".   Valuation under the acquisition value system is by definition not equalized and thus is prohibited.  To enable the use of the acquisition value the Montana Constitution must be amended.

The basic framework of the acquisition value property tax system was found not to violate the U.S. Constitution by the U.S. Supreme Court in Nordlinger v. Hahn (505 U.S. 1, 1992), earlier the California Supreme Court has, in a different case, also upheld the system against various constitutional challenges under the Constitution of California.

Proposition 13 -- California Constitutional Provisions.
Proposition 13, an, the California tax revolt initiative amendment to the California Constitution, was adopted in 1978.  A copy as it reads today is attached at page __ of the Appendix.  The amendment  had two components:   the first provided that ad valorem property taxes may not exceed 1% of the "full cash value" of the property, and the second component redefined "full cash value".

 It is the second component that established the acquisition value system  The basic concept is that a property's value is determined when the property is "purchased, newly constructed, or a change in ownership has occurred".  The "full cash value" may be changed for inflation, not to exceed 2% annually, and may be reduced to "reflect substantial damage, destruction or other factors causing a decline in value".

The constitutional provision has been extensively amended.  It is about 3,500 words long.   Most of the length is concerned with a variety of exemptions that allow owners to avoid having property values increase upon a change of ownership, new construction or purchase of replacement property.  

The acquisition value of residential property may be transferred to other residential property if it is a "replacement dwelling" of a person over age 55 or a severely disabled person.  The base year value can be transferred comparable property as a replacement for property that was substantially damaged or destroyed by a disaster declared by the Governor.

"Change of ownership" does not include comparable property acquired as a replacement for property lost under eminent domain proceedings.

"Newly constructed" property doesn't include an active solar energy system; fire sprinkler systems or other fire-safety systems; modifications for severely disabled persons, and later just disabled persons; and earthquake hazard mitigation; 

"Purchased" or "change in ownership" does not apply to transfers to a surviving spouse; transfers to a former spouse in connection with a divorce or separation; a transfer solely between spouses of common ownership interests; a transfer to children, and in some instances, grandchildren, of the first $1 million value of real property or to all grandchildren of a principal residence; and  replacement property for qualified contaminated property.

Notable Montana Attempts at Acquisition Value
1994 Referenda
Chapter 25, Sp. L. November 1993, referred a proposed constitutional amendment on acquisition value to the electorate for a vote at the general election of November 1994.  The proposal read as follows:

Section 3.  Property tax administration -- valuation limitations. (1) (a)  Subject to the provisions of subsection (1)(b), the state shall appraise, assess, and equalize the valuation of all property which is to be taxed in the manner provided by law.

(b)  Equalized valuation of residential and commercial property may be achieved through the classification of property and may be based on acquisition value.


(2)   For property tax purposes, increases in the value of any class of property may be limited by law.
As originally introduced  the proposal was to limit increases in valuation to 4% a year and to allow reappraisal values to be phased-in.  A copy of the voter information pamphlet is in the Appendix starting at page __.    The measure failed by a vote of 138,475 for to 196,277 against.

.

Senate Bill No. 61, 1999 Session.
In the 1997 -- 1998 the Interim Property Tax Committee had a charge to study the Montana property tax system in detail.  The Committee traveled throughout the state receiving public comments on all aspects of property taxes.  The Committee made it's recommendations in the report "Recipes for Change:  A Menu of Property Tax Alternatives".  The alternatives were an attempt to allow a range of diverse solutions for property tax problems as perceived by Committee Members over the course of the study.  One of the major alternatives was a Constitutional amendment to authorize a form acquisition value in Montana. A copy of the applicable portions of the Report begin on page __ of the Appendix. 

The Constitutional amendment was introduced by Senator Ellis as Senate Bill No. 61 in the 1999 Session.  The Bill was killed in the House Tax Committee.  Copies of the minutes of the Senate Tax Committee begin on page __ of the Appendix; the minutes of the House Tax Committee begin on page __ of the Appendix.  The final version of the bill read as follows:

Section 1.  Article VIII, section 3, of The Constitution of the State of Montana is amended to read:

"Section 3.  Property tax administration. The (1)  (a) Subject to the provisions of subsections (1)(b) and (2), the state shall appraise, assess, and equalize the valuation of all property which is to be taxed in the manner provided by law.

(b)  Equalized valuation may be achieved through the classification of property and may be based on acquisition value.

(2)  (a) The value, for property tax purposes, of property in any the class or subclass of property consisting primarily of residential property and commercial and industrial property that is not continuous property used in a commercial or industrial operation in more than one county or more than one state that is subject to central state assessment and apportionment of taxable value to the counties in which it is located may, by law, be based on the acquisition value of the property.

(b)  If the acquisition method of valuation is used for property tax purposes for property in any the general residential, commercial, and industrial class or subclass, the annual change in the value of an individual property may not exceed the lesser of inflation as measured by the consumer price index (1967 = 100) or 1% unless, as provided by law:

(i)  the ownership of the property changes; or

(ii) the character of the property changes due to use, classification or reclassification, addition, remodeling, improvement, or destruction.

(c)  If any of the conditions described in subsection (2)(b)(i) or (2)(b)(ii) occurs, the value of the property for property tax purposes may change in any year by more than the general limit established in subsection (2)(b)."

NEW SECTION.  Section 2.  Transition. If acquisition valuation is adopted as the method of valuation for property tax purposes, the legislature shall determine, by law, the base year value for property subject to acquisition valuation for property tax purposes.  The base year value must be based on an adjustment to market value that has been adopted by the legislature. 

NEW SECTION.  Section 3.  Effective date.  If approved by the electorate, this amendment is effective January 1, 2001.

(The entire Bill is found in the Appendix beginning at page __)

One of the goals of the proposal was to keep the relationship of residential and commercial/industrial properties.  Business interests have long contended that having both residental property and commercial property in the same class was necessary to prevent a shift of property taxes onto commercial property.  As long as voters shared in the same rate as commercial property tax payers, there would be a break on any increases in rates.  The property described is the generic description of class four property.  It omits centrally assessed property and recognizes that there is come commercial property not within class four, but that is the class consisting primarily of residential commercial and industrial property.

Accompanying the Constitutional amendment was an implementation bill.  One of the major components of that bill was to provide for reappraisal every twenty years of commercial properties that had not changed ownership during that 20 years.  Property in corporate ownership may never go through a change of ownership.  California interprets the change of ownership provision to apply to a corporation wherein a majority of shares has changed ownership, but there are still problems with administration of such a provision and share ownership by other legal entities, including other corporations.

Aguments Advanced For and Against Acquisition Value
For:

·
Predictability of future taxes

·
Neighborhood stability

·
Reduces valuation requirements

Against:

·
Treats similar property differently

·
Tax shift

·
Hampers new sales
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