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  MAJOR OPTIONS 
  Acquisition Value Alternative 
 
 California, in 1978, was the first state to adopt “acquisition value” as the basis for the taxation of property. Since then, Florida and Michigan, at least, have adopted some form of “acquisition value” for property tax purposes. 

 
 Under the “acquisition value” approach, real property, such as a home, a business, or an industrial plant, is valued for tax purposes at its market value as of some base year or, if the property has sold since the “base year”, the value at which it was acquired by a new owner; thus, the term “acquisition value”. 

 
 In states that have adopted some form of acquisition value for property tax purposes, there is commonly some annual, nominal change allowed in the base value. For example, in California, the annual rate of change in base value for tax purposes is inflation (measured by the consumer price index or CPI) or 2%, whichever is less. In Florida, the maximum change is the lesser of 3% or CPI. In either state, the “assessed” value of property, i.e., the “base value” calibrated by the annual adjustment factor, cannot exceed the “market” value of the property. 

 
 While an acquisition valuation system can result in similar property within the same jurisdiction being taxed at highly different levels, the literature indicates that the method has ample support among taxpayers within jurisdictions that have adopted the policy. 

 
 Highlights of this proposal include: 
 
 < The alternative forwarded by the Committee would apply the acquisition value method to residential, commercial, and industrial real estate and improvements, but not to agricultural land. 
 
 < The “assessed value” would be adjusted annually at the lesser of CPI inflation or 1%. 
 
 < At implementation, the “base value” would be “assessed value” for tax (calendar) year 1993 unless: 
 
 C the property was bought or sold after January 1, 1993. If bought or sold after January 1, 1993, the base value would be the price at which the new owner acquired the property. 
 
 C improvements were made to the property. All improvements would be valued at their market value as of the date of the improvement. The value of the improvements would be assessed, in each year, separately from the base value of the property and from other improvements. 
 
 C the use of the property changed. For example, if residential property was converted to commercial property after January 1, 1993, the property would be appraised at its value as commercial property as of the date of the change in use. 

 
 By the time this alternative could be implemented, January 1, 2001, at the earliest, the 1993 “base values” would all have been adjusted by 1% for each year 1994 through 2000, inclusive. 

 
 Thus, a property with a “base value” of $100,000 in 1993 would have an assessed value of $108,285 for tax year 2001. Another significant highlight of this alternative is that commercial and residential property are initially treated the same vis-a-vis base value and annual adjustments. However, if a commercial property has not been bought or sold by January 1, 2013, the Department of Revenue is required to appraise the value of the property at the then-current market value and record the newly determined value as the “assessed value” for property tax purposes. This process for revaluing commercial property would apply to any commercial property that had not been bought or sold within the most recent 20-year period, i.e., 1993-2013; 1994-2014; 1998- 2018. 

 
 In contrast, a residential property with a 1993 “base year” value would retain the 1993 value (adjusted) until the property was bought or sold or otherwise improved.
.... [material not relevant to acquisition value deleted]
 Acquisition Value Alternative 
 
California, in 1978, was the first state to adopt “acquisition value” as the basis for the taxation of property. Since then, Florida and Michigan, at least, have adopted some form of “acquisition value” for property tax purposes. 

 
Under the “acquisition value” approach, real property, such as a home, a business, or an industrial plant, is valued for tax purposes at its market value as of some base year or, if the property has sold since the “base year”, the value at which it was acquired by a new owner; thus, the term “acquisition value”. 

 
In states that have adopted some form of acquisition value for property tax purposes, there is commonly some annual, nominal change allowed in the base value. For example, in California, the annual rate of change in base value for tax purposes is inflation (measured by the consumer price index or CPI) or 2%, whichever is less. In Florida, the maximum change is the lesser of 3% or CPI. In either state, the “assessed” value of property, i.e., the “base value” calibrated by the annual adjustment factor, cannot exceed the “market” value of the property. 

 
While an acquisition valuation system results in similar property being taxed at highly different levels, the literature indicates that the method has ample support among taxpayers within jurisdictions that have adopted the policy. 

 
Highlights of this proposal include: 
 
< The alternative forwarded by the Committee would apply the acquisition value method to both residential and commercial real estate and improvements, but not to agricultural land. 
 
< The “assessed value” would be adjusted annually at the lesser of CPI inflation or 1%. 
 
< At implementation, the “base value” would be “assessed value” for tax (calendar) year 1993 unless: 

 
· the property was bought or sold after January 1, 1993. If bought or sold after January 1, 1993, the base value would be the price at which the new owner acquired the property. 

 
· improvements were made to the property. All improvements would be valued at their market value as of the date of the improvement. The value of the improvement would be assessed, in each year, separately from the base value of the property and from other improvements. 

 
· the use of the property changed. For example, if residential property was converted to commercial property after January 1, 1993, the property would be appraised at its value as commercial property as of the date of the change in use. 

 
By the time this alternative could be implemented, January 1, 2001, at the earliest, the 1993 “base values” would all have been adjusted by 1% for each year 1994 through 2000, inclusive. Thus, a property with a “base value” of $100,000 in 1993 would have an assessed value of $108,285 for tax year 2001. 

 
Another significant highlight of this alternative is that commercial and residential property are initially treated the same vis-a-vis base value and annual adjustments. However, if a commercial property has not been bought or sold by January 1, 2013, the Department of 

 
Revenue is required to appraise the property at the then-current market value and record the newly determined value as the “assessed value” for property tax purposes. This process for revaluing commercial property would apply to any commercial property that had not been bought or sold or otherwise revalued within the most recent 20-year period, i.e., 1993-2013; 1994-2014; 1998-2018. 

 
In contrast, a residential property with a 1993 “base year” value would retain the 1993 value (adjusted) until the property was bought or sold or otherwise improved. 

 
This alternative is dependent upon the adoption of a constitutional amendment, without which it is questionable whether or not an acquisition value approach to property valuation for tax purposes would be legal. (See Appendix A, LC-AE-1A.001 and LC-AE-3A.002.)
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SENATE BILL NO. 61

INTRODUCED BY A. ELLIS, J. HARP, L. GROSFIELD, F. THOMAS, J. HERTEL, R. JABS, W. MCNUTT, K. MESAROS, G. DEVLIN, R. DEPRATU, J. WELLS, M. TAYLOR, E. EKEGREN, M. COLE, J. BOHLINGER

BY REQUEST OF THE INTERIM PROPERTY TAX COMMITTEE

A BILL FOR AN ACT ENTITLED: "AN ACT SUBMITTING TO THE QUALIFIED ELECTORS OF MONTANA AN AMENDMENT TO ARTICLE VIII, SECTION 3, OF THE MONTANA CONSTITUTION TO ALLOW EQUALIZATION OF PROPERTY VALUES FOR PROPERTY TAX PURPOSES TO BE BASED ON CLASSIFICATION AND ON ACQUISITION VALUES OF THE GENERAL RESIDENTIAL, COMMERCIAL, AND INDUSTRIAL PROPERTY CLASS AND TO ALLOW LIMITS TO CHANGES IN THE VALUATION OF CERTAIN PROPERTY FOR TAX PURPOSES, IF PROVIDED BY LAW, TO A MAXIMUM OF 1 PERCENT A YEAR; AND PROVIDING AN EFFECTIVE DATE."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:

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.

NEW SECTION.  Section 4.  Submission to electorate. This amendment shall be submitted to the qualified electors of Montana at the general election to be held in November 2000 by printing on the ballot the full title of this act and the following:

[]
FOR allowing property values for taxes to be based on acquisition value and allowing a maximum annual change of 1% in valuation for tax purposes.

[]
AGAINST allowing property values for taxes to be based on acquisition value and allowing a maximum annual change of 1% in valuation for tax purposes.


- END -
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MINUTES


MONTANA SENATE


56th LEGISLATURE - REGULAR SESSION


COMMITTEE ON TAXATION
Call to Order:  By VICE-CHAIRMAN BOB DEPRATU, on January 11, 1999 at 8:00 A.M., in Room 413/415 Capitol.


ROLL CALL
Members Present:
Sen. Gerry Devlin, Chairman (R)

Sen. Bob DePratu, Vice Chairman (R)

Sen. John C. Bohlinger (R)

Sen. Dorothy Eck (D)

Sen. E. P. "Pete" Ekegren (R)

Sen. Alvin Ellis Jr. (R)

Sen. Bill Glaser (R)

Sen. Barry "Spook" Stang (D)

Members Excused:  Sen. Jon Ellingson (D)

Members Absent:  None

Staff Present:  Sandy Barnes, Committee Secretary

                Lee Heiman, Legislative Branch

Please Note:
These are summary minutes.  Testimony and

discussion are paraphrased and condensed.

Committee Business Summary:
     Hearing(s) & Date(s) Posted:
SB 25, 1/11/1999; SB 88, 1/11/1999; SB 61, 1/11/1999

 Executive Action:
None
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HEARING ON SB 61
Sponsor:  SENATOR ALVIN A. ELLIS JR., SD 12, RED LODGE
Proponents:  Dennis Burr, Montana Taxpayers Association

             Alec Hansen, League of Montana Cities and Towns

             Riley Johnson, National Federation of Independent

             Businesses and Montana Broadcasters Association
Opponents:  Margaret Morgan, Montana Association of Realtors

            Ron deYoung, Montana Farmers Union

            Ronda Carpenter, Montana Housing Providers

Informational Testimony:  SEN. BARRY "SPOOK" STANG

Opening Statement by Sponsor:

SENATOR ALVIN ELLIS JR., SD 12, Red Lodge, presented the committee with two handouts.  The first was entitled "The Cal-Tax Research Bulletin," November 1993 EXHIBIT(tas07a03), and a sheet entitled "Major Options, Acquisition Value Alternative" EXHIBIT(tas07a04).  He then introduced SB 61 as a Constitutional amendment to put before the voters the option of valuing their property on acquisition value for property tax purposes.  Under the acquisition approach, real property, such as a home or business or an industrial plant, is valued for tax purposes at market value as of some base year, or if the property is sold since the base year, the value at which it was acquired by the new owner.  Thus, the term "acquisition value."  

SEN. ELLIS said that generally there is some annual nominal change allowed in the base value.  For example, in California, the annual rate of change in the base value for property tax purposes is inflation as measured by the Consumer Price Index or 2%, whichever is less.  In Florida, the maximum change is 3% of the CPI.  In either state, the base value of property calibrated by the annual adjustment factor cannot exceed market value plus the adjustment factor.  This legislation is proposing a 1% increase.

SEN. ELLIS stated that while an acquisition value system can result in similar property within the same jurisdiction being taxed at highly different levels, the literature indicates that the method has ample support among taxpayers within jurisdictions that have adopted the policy.  It also indicates that there is less disparity in properties valued at acquisition value than there was prior to the enactment in California for adjacent properties.

SEN. ELLIS emphasized that this alternative for property tax valuation would apply the acquisition value method to residential, commercial and industrial real estate and improvements, but not to agricultural land, and would be adjusted annually at the lesser of the CPI inflation or 1%.  At implementation, the base value would be the assessed value for a predetermined specific tax year.  If the property was bought or sold after January 1 of that tax year, the base value would be the price at which the new owner acquired the property.  If improvements are made to the property, they would be valued at the market value as of the date of the improvement.  The value of the improvements would be assessed each year separately from the base value of the property and other improvements.  

According to the proposal, SEN. ELLIS indicated that commercial and residential property initially would be treated the same, vis-a-vis base value and annual adjustments.  However, if a commercial property has not been bought or sold within the most recent 20-year period, the Department of Revenue is required to appraise the property at the then-current market value and record the newly determined value as the assessment value for property tax purposes.  In contrast, residential property would retain the base-year value until the property was bought or sold or otherwise improved.  

This measure was proposed by the Interim Property Tax Committee as a result of SB 195.  SEN. ELLIS said he feels that this is the most viable alternative to the present practice of reappraisals which create tax shifts that tend to cause a great deal of the resentment toward property taxes in this state.  Historically, new values are put in place and then the statewide average of what those values have gone up is used to reduce the multiplier that affects class four property taxes.  The result of this is in areas where you have high inflations of those values, those values still go up and the taxes still go up.  Areas where you have little or no increase in values, or possibly a decrease in values, get the benefit of the reduced multiplier.  SEN. ELLIS  said this is important because only about one-fourth of the taxes we pay in this state are used by the state to equalize education.  That is, they go through the state budget process and come back out to various taxing jurisdictions in school districts.  The remainder is assessed locally.  Therefore if you have a property tax class that because of inflation in some other area the multiplier decreases, the tax obligation decreases.  That means that other classes of property in that area have to face a higher burden.  

SEN. ELLIS stated that to his knowledge, acquisition value is the only tax method that deals with each property individually.  Purchasers know what their tax is going to be.  He said that acquisition value gives a more gradual but steady increase in property tax returns to taxing jurisdictions because when a property sells, in spite of a recession, it will probably sell for more than the last time it sold.   

Proponents' Testimony:

Dennis Burr, Montana Taxpayers Association, spoke in favor of SB 61.  He said that it's becoming increasingly clear that if something is going to be done about the property tax situation, it's going to have to be done through a Constitutional amendment.  He stated that the main advantage of the acquisition value method is the consistency and the predictability of tax amounts.  Mr. Burr covered some of the changes that have taken place in California that water down the acquisition value portion of Proposition 13, but the consistency of allowing only a 2% increase in value every year gives the homeowner or the small business person consistency in tax treatment, and he said he feels that that is the real value of the measure.  Mr. Burr stated that whether you use the acquisition value or simply limit the increase in value, it acts to solve one of the SB 195 problems, and that is that if property goes down in value, it goes down in value.  It can go down.  However, it can't go any higher than its market value.  If the market value should increase, then it only goes up 2% a year.  

Mr. Burr stated the separation of commercial property and residential property has always been an issue among the business community, and they would prefer to see property in class four all treated the same.  He also reminded everyone that this amendment will have to be brought before the voters.

Alec Hansen, League of Cities and Towns, introduced a letter from Mayor Mike Kadas from Missoula who wanted to testify but was unable to attend EXHIBIT(tas07a05).  

Mr. Hansen stated that managing the property tax situation has been an ongoing problem.  There have been many proposals over the years, and each one of those proposals ran into the Constitutional language with regard to equalization.  Acquisition value could not be considered without a constitutional amendment.  

Mr. Hansen indicated that this proposal of acquisition value would make the taxpayer aware of exactly where the tax amount is derived and how much it will be.  In addition, the option of allowing the tax base to expand allows local governments to stay in business.  Mr. Hansen did suggest that property, if it is not sold, should be revalued using some reliable method every 15 years, or perhaps all property in class four could be revalued every 20 years.  He also felt that care should be taken in listing the 1% in the Constitution.  He suggested that figure be more flexible in order to accommodate the possibility of rising inflation.

Riley Johnson, National Federation of Independent Businesses, reiterated that small business does not support separation of commercial and residential property.  The NFIB recommends that all class four properties be treated the same.

Mr. Johnson then went on to describe a recent survey NFIB did of its nearly 8000 members in the state of Montana on selected issues.  The survey was sent out in October and returned in December.  The purpose of the survey was to obtain the initial reaction of small business to various tax options.  Option no. 1 was the acquisition value based on a year certain which had a 17% approval rating.  Option no. 2 was a combination plan that would lower slightly property tax rates on homes and business properties, decrease slightly the statewide mill levy for education, and exempt 25% of the first $100,000 or less of appraised value of real estate from property taxes.  This option received a 23% approval rating.  Option no. 3 was a 4% sales tax on most goods and services with proceeds used to reduce property taxes, which had a 33% approval rating.  Option no. 4 was to keep the current system of reevaluation every three years and levy taxes based on appraised value of residential and business property, which received an 8% approval rating.  The last option was "other," and left space for suggestions.  Almost 20% had "other" choices, but approximately 80% of those favored the 4% sales tax with elimination of property taxes rather than a reduction of property taxes.  

Opponents' Testimony:

Margaret Morgan, Montana Association of Realtors, testified that SB 61 is a proposal that Montana voters rejected five years ago.  She stated that a lot of things have changed in the last five years, but one thing has not:  Montanans still want tax reform, not more tax shifts.  Acquisition value would use the currently confidential purchase price for the taxable value of a property.  This measure was defeated in 1994.  

Ms. Morgan indicated that the acquisition value form of taxation will act as a deterrent to the creation of jobs in Montana and treat new business unfairly.  She testified that new business and relocating business would take on a higher percentage of property taxes which would make it more difficult for them to compete in an open and free marketplace, and acquisition value discourages the expansion of businesses by taxing their growth and mobility at a higher rate.  

Ms. Morgan also stated that in order to own a home in Montana, young families will have to be able to shoulder an increasingly disproportionate share of the state's property taxes.  Affordable housing will become harder to find by the very people that need it most.  Acquisition value also hits the elderly who want to downsize out of larger homes.  Over a period of time, the disparity of property taxes would become more and more magnified as homeowners residing side by side, using identical services in virtually identical homes, pay increasingly different amounts of taxes depending only on when that home last sold.  

{Tape : 1; Side : A; Approx. Time Counter : 36 - 74; Comments : End of Tape 1, Side A}
Ms. Morgan pointed out that in discussing tax reforms and the need to boost Montanans' economic growth, we have talked about the need to broaden our tax base.  Acquisition value actually decreases or narrows the tax base, those that are shouldering the biggest burden of the tax base.  She also suggested that every time someone is exempted, the elderly, the young, an inheritance, et cetera, that tax base is narrowed and fewer people take on a higher share.  Ms. Morgan said that a lot of things can be done to make acquisition value Constitutional, but that it cannot be made fair and equitable.

Ms. Morgan presented a letter to the committee after the meeting from Rod Wilson, 1998-1999 President, Montana Association of Realtors EXHIBIT(tas07a06).  A letter from the Montana Association of Realtors to SEN. STANG dated September 8, 1998, was provided after the meeting, EXHIBIT(tas07a07).

Ron deYoung, Montana Farmers Union, testified that his organization is concerned about the fairness of using the acquisition value tax method when applied to agriculture.  He cited the example of two farms, one an old, established farm and the other owned by a young farmer who has just acquired the property.  The young farmer would be required to pay a higher tax with less ability to pay.  It increases his competition with his neighbor.  

Mr. deYoung also gave the example of a corporate entity versus a sole proprietorship.  The players in the corporation may change, but the ownership does not.  In the sole proprietorship, when the players change, the ownership changes.  The corporation may well pay lower property taxes than the sole proprietor.

Ronda Carpenter, Montana Housing Providers, stated that her organization represents about 1000 members around Montana who oppose SB 61.  She said that 30% of Montana households, most of which are the lowest income households in Montana, reside in rental property.  That makes what the market will bear relatively low.  Acquisition value property tax would cause major inequities in fixed costs between competing housing providers.  It would discourage new investors from buying or building new rental property.  It would also make selling properties in the future more difficult.  If it becomes too difficult to sell properties, those properties can be taken out of the rental market, thereby decreasing the housing supply.

Informational Testimony:

SEN. STANG suggested that the committee take the time to review the report by the Interim Property Tax Committee.  He said that report details the process the committee went through and will answer some of the questions that both proponents and opponents have asked.  He also said that Mr. Bohyer, the staff person for the committee, or any of the committee members who were part of the interim committee, CHAIRMAN DEVLIN, SEN. ELLIS and SEN. STANG, could be of help.  

Questions from the Committee and Responses:
SEN. GLASER asked SEN. ELLIS why the words "certain property" were included in the title of the proposed Constitutional amendment, since it seems that it was the intention of the legislature to put any or all property on acquisition value, and could include any or all of the 12 classes of real or personal property in the state.  SEN. ELLIS said that it was not the intention at any time to put anything other than class four property under this, and that there would be no problem in limiting the amendment to class four property.  He did say that the legislature can expand or modify the realm of class four property any way it so determines, so he was not sure how much protection would be provided by limiting it that way.  SEN. GLASER reiterated that it appeared from the reading that it leaves to the legislature to do whatever they want with acquisition value for any taxed property, and he felt that should be narrowed perhaps by limiting it not to class four property but to a particular type of property.  
CHAIRMAN DEVLIN asked SEN. ELLIS to clarify that agricultural lands were not included, although that is also not specified in this amendment but might be in the companion bill.  SEN. ELLIS stated that the companion bill is more extensive and it does deal with only class four properties.  He said that this type of proposal is not intended for agriculture, would not work for agriculture and would be detrimental to agriculture.  

SEN. BOHLINGER questioned SEN. ELLIS about the concerns raised by Ronda Carpenter of the Montana Housing Providers regarding inequities of the tax when applied to newer rental properties as compared to older properties.  He asked whether this could cause a burden for the renting population, many of whom are poor.  SEN. ELLIS replied that he didn't believe the new taxing method would  change the status quo.  Present costs involved in building or buying this type of property all influence the competition with older, established properties.

SEN. BOHLINGER stated that his concern was not with new property that's being developed but for an existing property that has recently sold under acquisition value.  He wondered if higher values would translate into higher rents and put that newly purchased property at a disadvantage in the rental market.  SEN. ELLIS answered that he felt that it's because of the rental market that those properties are selling.  The purchasers know what they can rent the property for.  Acquisition value offers the buyer a certainty as to what taxes are going to be long range, and the knowledge that they will be fairly stable.  He said he believes that it encourages that type of investment.  

SEN. BOHLINGER then asked whether this amendment would encourage  older, established landlords to raise their rents and cause a spiral in rental costs in the state of Montana.  SEN. ELLIS suggested that economically he probably already sees that.  If the rental market will bear a certain level of rent, that's probably what is being charged presently.  The market is what the market is.

CHAIRMAN DEVLIN asked Ms. Carpenter whether rents are indeed limited to the $300 as she cited in her testimony.  Ms. Carpenter said that $300 is the maximum rent for that area for one-bedroom apartments.  There is no cap, but $300 is what the market will bear.

CHAIRMAN DEVLIN then asked Mr. Johnson about the percentage on option no. 2 on their survey.  Mr. Johnson stated that the second option was a combination plan that would lower slightly property tax rates on homes and businesses, decrease slightly the statewide mill levy for education, and exempt 25 percent of the first $100,000 or less of appraised value of real estate property taxes.  He said 17% of the responders favored this option.

SEN. ECK said that it appears that what is really trying to be accomplished is to eliminate from the Constitution the requirement that we equalize the valuation.  She asked Brian Smith, Department of Revenue, what is required at this time to equalize the valuation.  Mr. Smith answered that under the current Constitution we must use market value as the basis for taxation of property.  SEN. ECK asked how often that is calculated, and Mr. Smith replied that the Constitution does not specify what market value is, the Code specifies what we determine to be market value.  The most recent system is a three-year reappraisal cycle; however, that has now been phased in under 50 years as a result of SB 195.  SEN. ECK said that it appears that we're trying to get around that requirement of equalizing the valuation, and perhaps the easiest way to do that would be to take that requirement out of the Constitution.

SEN. ECK then asked SEN. ELLIS if the interim committee had considered just striking "equalize the valuation" from the Constitution.  SEN. ELLIS replied that the committee had not discussed that.  The committee was delegated the responsibility of creating alternatives to SB 195, and it was felt that that required a higher degree of specificity than removing "equalize the valuation" would imply.   

SEN. STANG asked SEN. ELLIS whether his companion bill limits the percentage of increase so that it cannot exceed the market value.  SEN. ELLIS said that is correct.  He did clarify that the CPI might be more than the market value increases, but that the homeowner has the opportunity to protest the valuation.  

SEN. STANG then asked Mr. Burr about his statement that this will have to go to the voters, and whether, if CI-75 passes, in order to have this 1% increase every year, that it would have to go to the voters yearly.  Mr. Burr stated that that 1% is not a tax increase, it's a value increase.  He said he was not sure whether that would need to be voted upon; however, local governments, if they got that increase, would have to lower their levies so they don't get any more revenue than they got before unless it was voted to allow them to keep the same mill levy.

Closing by Sponsor:  

SEN. ELLIS closed by saying that acquisition value taxation is based upon what you pay for your property.  It was his suggestion that an appraisal only be made by the state in changes of ownership where there is not an arm's length transaction.  He agreed with Mr. Hansen that there is frustration with the taxing process on the part of taxpayers and that the acquisition value method provides a slow reevaluation to take place that's generally supported by the populace.  Mr. Johnson cited how small business people viewed these various proposals by the Interim Property Tax Committee.  SEN. ELLIS said he felt the reason this method received the least number of votes was because people are not informed about this method.  In response to Ms. Morgan'S comment that this proposal would make housing unaffordable for low-income people, SEN. ELLIS said he believes that knowing what the tax amounts will be will only help in the decision-making process when buying a new home.  Ms. Morgan also said that voters had rejected acquisition value recently.  SEN. ELLIS agreed, but that it was a much closer margin than they rejected the sales tax, a proposal which realtors favor. 

SEN. ELLIS summarized by saying that acquisition value taxation would result in a reduction in tax shifts and would stabilize the amount of taxes to be paid.  He also said he did not favor using acquisition value taxation for agricultural properties.  

CHAIRMAN DEVLIN then closed the hearing on SB 61 and advised the committee that there would be no executive action session.

.... [material not relevant to SB 61 deleted]
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Members Absent:  None 

Staff Present:  Sandy Barnes, Committee Secretary

                Lee Heiman, Legislative Branch

Please Note:
These are summary minutes.  Testimony and
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Committee Business Summary:
     Hearing(s) & Date(s) Posted:
SB 127, 1/8/1999; SB 49, 1/8/1999

 Executive Action:
SB 88; SB 61

.... [material not relevant to SB 61 deleted]
EXECUTIVE ACTION ON SB 61

Motion:  SEN. ELLIS moved Amendment SB006101.alh, EXHIBIT(tas09a12).   

Discussion:  

SEN. ELLIS reminded the committee that SEN. GLASER had had some questions at hearing about the open-ended appearance of this Constitutional amendment, i.e., it could apply to any kind of property as far as assessing it at acquisition value.  SEN. ELLIS explained that that was not the intent of the Interim Property Tax Committee, and so this limits that without specifically referencing class four properties by inserting the phrase "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."  

SEN. ECK said she opposed this amendment because it gets into legislative detail that really does not belong in the Constitution.  She said the Constitution is fundamental law, and this is really legislative detail.  SEN. STANG asked SEN. ECK if making it read just class four property would make a difference, or if she thought the language here is sufficient to accomplish that.  SEN. ECK replied that it would be preferable if it was just class four, but that the classification could be changed by any legislature and that that is the problem of writing legislation into the Constitution.  She said her preference would be to just strike "equalize the valuations" from the Constitution.  

SEN. ELLIS said that he thought it was appropriate to both limit the scope of how acquisition value is used and to insert it into the Constitution, and he urged the adoption of the amendment.

SEN. STANG said that the intent of the Interim Property Tax Committee was to limit this to class four property, and he asked Mr. Heiman whether this amendment really did limit this to class four property or whether it leaves it open to other properties in class four that aren't included in the amendment.  Mr. Heiman said the problem with limiting it to class four is that class four is the catch-all for industrial, commercial, residential classes, and then there are other types of property that have been moved to other classes.  He said a description could be put into the Constitution.  SEN. STANG then asked if this includes commercial and industrial property that is centrally assessed, and Mr. Heiman answered that it does not, that it specifically excludes the centrally assessed industrial and commercial properties.    
SEN. ELLINGSON said that the Interim Committee had heard that the biggest problem in this area was the rapidly increasing values of residences and that commercial and industrial property hasn't been increasing at such a high rate.  He asked SEN. ELLIS  whether it would be simpler to reference residential property because that is where the problem is and that simplifies the language that would be in this bill.  SEN. ELLIS said that that basic premise is true, but the truth is that in certain instances it is not true.    

SEN. ECK asked about dealing with centrally assessed property stating that that is, again, something that the Legislature can change at any time.  She said that perhaps all of no. 2 could be struck because it's already been said that "equalized valuation may be achieved through the classification of property and may be based on acquisition value."  The language "in the manner provided by law," could be added, and then you rely on the legislature to take care of all of the details of how you are going to assess and classify and which will be included and which will be excluded.  

Vote:  MOTION CARRIED 7-1 with Eck voting no (Roll call vote #1).
Motion:  SEN. ELLIS moved Amendment SB006102.adb, EXHIBIT(tas09a13). 

Discussion:  

SEN. ELLIS explained that when the bill is heard it will be with amendments and no fiscal note because as it is written it references 1993.  The Department of Revenue no longer has that data available, so that 1993 date cannot be used.  It is unclear whether any subsequent year, as far as SB 195, will be found unconstitutional.  Therefore, this amendment allows us to pick one of those subsequent years when we have that vote without any worry of it then being found unconstitutional.

SEN. STANG prompted a long discussion based on the last line of the amendment, "The base year value does not have to be based on market value," because he felt it should be more specific as to year.  SEN. ELLIS explained that the purpose was to make it possible to jump to the 1996 year, which is the basis of SB 195, because of the problems the Department has with 1993 valuation.  SEN. STANG stated that if we go back to the base year of SB 195, that was market value frozen at 2%.  He said his concern is that if it doesn't have to be based on market value, then any year and any value could be used.  SEN. ELLIS reiterated that the intent is to use a value comparable to what is being used now, which was based on market value per SB 195.  
SEN. STANG stated that SB 195 was based on a percentage of market value in 1993, and that if the values are not available that 
SB 195 is based on, the 1996 appraisal could be used.  Brian Smith, Department of Revenue, explained that the problem with 1993's valuation is that it is off the computer system, and a new software system is in use.  It would be very difficult to bring that 1993 information back onto the Department's system.   
SEN. STANG then asked how the Department could lose the 1993 values if SB 195 is based on 2% of those values.  CHAIRMAN DEVLIN explained that they were based on 1996 reappraisals.  SEN. STANG then asked if 1996 was based on market value.  Gene Walborn, Department of Revenue, said that the Department's concern was that the values were based on 1996, but since 1996 there have been changes in property records, new construction, et cetera, and SB 195 requires that the property be appraised at market value for 1998.  It is necessary then to work backwards to get a starting point for the 1997 value and start phasing that forward.  He explained that if we went back to the 1997 value for those pieces of property that have new construction, it would be a phased-in value, it would not be a market value for that tax record for that one piece of property.  CHAIRMAN DEVLIN said that after the 2% has been applied for a couple years, it probably is not considered a market value any longer.  Mr. Walborn agreed that that was correct.  The starting point is being phase up, it's not the market value.  

SEN. STANG said he was going to oppose the amendment just because of the last line.  He said it leaves it too open if it doesn't have to be market value, which means the legislature could pick a number out of the air.   

SEN. ELLIS said that the Department can resurrect the 1993 numbers, but the data is not on the computer system and it would be a long and expensive process to pull those up.  He said that if a subsequent year based on SB 195 adjustments is used, it will not radically change valuations.  SEN. STANG then reiterated that this sentence does not specify what is going to be used.  It is very open-ended.  CHAIRMAN DEVLIN asked SEN. STANG if it would be agreeable if it said something more specific, a value that was arrived at by the implementation of SB 195.  SEN. STANG said that would be better.

CHAIRMAN DEVLIN then asked Mr. Heiman what would happen if that was specified.  Mr. Heiman said that language that says a base year value could be used that is a value that has been used as a result of the adjustments made in SB 195, or that have been used for taxation purposes in subsequent years.  CHAIRMAN DEVLIN then explained that if this amendment is not added, the Department has to recover 1993 values, and they say that it will be very time-consuming and very expensive.  That is why the Department has requested the 1996 plus the 2% phase-in to arrive at a value specific.  

Mr. Heiman then suggested that the language read that "the base year value may be based on the taxable values of any previous tax year."  

SEN. EKEGREN then asked whether the committee could just pick a year right now, and Mr. Heiman said his understanding was that the implementation bill had been done.  SEN. STANG said that specifying a year would be more palatable.  He asked if the Department could explain what the ramifications would be of using the values of 1996 as adjusted by SB 195, and the Department said they would provide that information.  

SEN. DEPRATU said that his concern with just using 1996 without being able to tie it to SB 195 is then you would have the inflated appraised values, and that could be disastrous.  He suggested that there should be some wording that would tie it to SB 195.  CHAIRMAN DEVLIN thought that the base year valuation is appraisal 1996 adjusted by SB 195 provisions.  

SEN. ELLINGSON asked about the mechanics of SB 195.  He recalled that it accepted the 1996 valuations but said that the increase would be put into effect at the rate of 2% per year but that that is in reference to the prior appraisal.  He asked if the prior appraisal is 1993, why those figures are not available.  Ms. Bryson explained that the Department maintains the prior year's information, but not ten years' worth of prior information.  When yearly cycle control is done, the information is rolled over and during the reappraisal process that information is maintained.  However, there was a new appraisal in 1996, so at the start of 1997, the new appraisal information was rolled in.  She explained that the information the Department has available to them is the value before reappraisal, which is the 1996 determination of the 1993 value adjusted for new construction, adjusted for some market changes and cost factors.  CHAIRMAN DEVLIN then asked if the Department has the numbers for 1996, and Ms. Bryson responded that the Department has the value before reappraisal.  
SEN. STANG then asked if the value before the 1996 reappraisal is still market value.  Ms. Bryson said that that is the 1993 values including the new properties.  SEN. STANG then asked why that cannot be used.  SEN. ELLIS said that when the Department adjusted 1993 to 1997, in essence 1996 was adjusted to 1997 because 1996 was based on 1993 but had the input of all the new property, all the changes to existing property, all the adjustments that had been made in the intervening year, but were still using the market base comparisons of 1993.  They do have the 1996 information.  CHAIRMAN DEVLIN suggested that that might be the appropriate handling of the matter.  That does not reflect the new reappraisal, nor does it reflect SB 195, but it does reflect all the properties brought up to date.  
SEN. STANG agreed that that value is more the value that the Interim Property Tax Committee had in mind.  CHAIRMAN DEVLIN said that the last line could be changed to "the base year value is 1996."  Mr. Heiman agreed that that could be done as long as things that have happened since 1996 were taken into account, which would probably be the market value of those post-1996 changes.

SEN. ECK then asked how much difference there was between 1996 and 1998, which would include all those changes, and Ms. Bryson explained that it's the 2% increase plus any new construction or modifications or improvements to the property.  However, 1998 values as used today are not market values and neither are 1996.  
SEN. ELLIS said that what the Department of Revenue would like to use is the valuations, whether it's 1998 or subsequent, that are in place at the time of the election.  He said he felt that basing it on 1997 values, or something other than current, would make a difference on how people would reflect on this issue.  CHAIRMAN DEVLIN then asked Mr. Heiman if the amendment could be rewritten to reflect 1996, and Mr. Heiman said that was possible, but that 1996 may not reflect situations where the value actually did go down.  

SEN. STANG said that perhaps figures somewhere before 1996 could be used so that those inflated values were not included.  Ms. Bryson said that what was on the system was the value before reappraisal, so that has been adjusted in some cases for changes in property improvements and a determination of what the growth would have been, trying to bring that number back to 1993.  The Department does have some of what has been called 1996 values, but there are some adjustments on some of those.  It's not clean.  
SEN. STANG asked if the 1996 values were the values based on SB 195, or whether those were the values before SB 195 was applied.  Ms. Bryson said those would be the values in place prior to the implementation, but that certain properties have been adjusted back to what is called value before reappraisal.  They're not based on 1993 market.  SEN. STANG then asked if any of the 1996 values are subject to SB 195 applications, or do they stand as before SB 195 was applied.  Ms. Bryson suspected that 1996 values are before reappraisal.  That would include some of those properties decreased in value and now you have locked into place the 1996 values which has those properties included.  

SEN. DEPRATU wondered if going back to the original amendment and using the line "the base year value does not have to be based on market value," but in some way turning that around to bring it within the last five years to tie it down to a time frame and then let the system work with that.  CHAIRMAN DEVLIN said that the amendment says that the legislature shall determine by law the base year value.  SEN. DEPRATU wondered if limiting it to the last five years would take away some of the open-endedness.

SEN. ELLINGSON brought up the issue of the constitutionality of what is put into a Constitutional amendment.  If it's put into a Constitutional amendment and it's passed, it becomes Constitutional.  On the other hand, we do need to be sensitive to the equities involved for those folks whose market values have actually dropped.  He also mentioned that the amendment says it does not have to be valued on market value, but it does not say what it has to be based on.  He said that by not specifying what this will be based on, there's a certain amount of uncertainty about what the legislature will do.  He said he feels there needs to be some specifics.  

SEN. ECK said that saying that "the base year may be based on factors other than market value," market value and equalization value can be anything that the legislature says it is, whether it really equalizes or not.  SEN. ELLIS proposed the following for a substitution for the last line:  "The base year may be based upon an adjustment to market value that has been subsequently adopted by the legislature."  Mr. Heiman questioned the "subsequently adopted by the legislature," whether that means that the legislature has adopted something between now and when the amendment goes into effect and that's the method to be used, or whether it's the 1993 or 1996 or a combination of 1996 and 1998.  He suggested removing "subsequently," making the amendment read, "The base year value must be based on an adjustment to market value that has been adopted by the legislature."  SEN. ELLIS moved that as an amendment to the amendment.

Motion/Vote:  SEN. ELLIS moved that Amendment 6102.adb with the change to the last line be adopted.  Motion carried 9-0.

Motion:  SEN. ELLIS moved SB 61 DO PASS AS AMENDED. 

Discussion:  

SEN. ELLINGSON asked SEN. ELLIS if in the companion legislation there is reference to the requirement of revaluation at market value of commercial properties after 20 years was included.  SEN. ELLIS responded that as far as corporate property or partnership property, any time there is a change of 50% of the ownership, there is a reappraisal.  SEN. ELLINGSON wanted to be reassured that that is in the companion legislation, and asked why it should only be in the companion legislation as opposed to the Constitutional amendment.  SEN. ELLIS said that businesses usually do not see the astronomically large increases in value that residences do, and he said that acquisition value actually levels out the increase in assessed valuation.  
SEN. BOHLINGER said that his only concern about acquisition value was a concern raised by the landlords regarding the inflationary spiral that could arise in the cost of rental properties.  SEN. ELLIS said that taxes are not the issue in this situation.  He said anyone who is new to providing this kind of property has a disadvantage to someone who has had it a long time because of the initial cost.  These properties are not going to sell for less than they can make for the owner.  SEN. BOHLINGER said he still had a problem with what he perceives as a spiral in the cost of rental property.  SEN. DEPRATU said he felt that a place that provides low rent generally doesn't have a great increase in valuation in those type of places unless the character of the place has changed in its entirety, so there isn't much change in the tax rate because they just won't generate the rents that would cause that increase.  

SEN. ELLIS said that the implication of the two opponents was that the mill rate and the taxes would go up.  In fact, class four only pays 40% of the taxes in the state, so giving a break to those people who own property in class four is not going to dramatically change the rate of taxation.  He said he feels it is a wrong assumption to assume these taxes are going to inflate dramatically, because there are a lot of other classes of taxable property that are bearing the load.  He said it is his feeling that this reduces those kinds of shifts and makes them proceed at a much slower pace rather than the dramatic pace that has been seen every time we have a reappraisal.

SEN. ECK brought up the 1% a year limitation in increase.  She said that inflation could cause that 1% to not be enough to fund counties.  SEN. BOHLINGER said he liked the idea of 1% in that if a period of higher inflation might build a more solid case for expanding the tax base.  He said he would like to ease the burden of financing education by the homeowner, and this might introduce the possibility of another source of revenue.  
SEN. GLASER stated that the net effect of Proposition 13 in California is that people that have been in a house longer than their neighbors have their tax obligation subsidized by their newer neighbors, and landlords who hold property longer have an advantage in that the landlords that are new subsidize their taxes.  He said children are subsidizing parents, new businesses are subsidizing old businesses, and he wondered how that was going to be addressed.  SEN. ELLIS said that in reality all other tax classifications are subsidizing homeowners.  Class four property is 61% of the property in the state but only pays 40% of the taxes.  The reason this actually reduces that kind of impact is because there is not a need to adjust the multiplier.  

CHAIRMAN DEVLIN stated that this is just one solution that has come from the Interim Property Tax Committee.  The legislature is trying to avoid something in the nature of things like CI-27 which abolished property taxes, and with the ease CI-75 passed this time, it is time something is done to make people aware that the legislature is indeed serious about doing something about their taxes.  

SEN. ELLINGSON said that according to charts he received during the Interim Committee, class four properties pay 53%, but do have 61% of the assessed value.  So there really is not a subsidization taking place.  He also said that over time the share of all property taxes which has fallen on class four property has increased over a 25-year period from 35% in 1972 to 53% in 1997, which explains why residential homeowners are upset.  

SEN. ELLINGSON then asked how the implementing legislation relates to the amendment itself, whether the implementing legislation in this session has to be passed if we pass the proposed amendment to the Constitution.  Mr. Heiman said that it depends upon the Constitutional amendment that is being considered and the effective date of that Constitutional provision.  This amendment becomes effective January 1, 2001, which means that the next legislative session would have the ability to make implementing legislation or change implementing legislation.  
SEN. ELLINGSON then said that he is concerned about the 1% inflation rate and that the implementing legislation provides for the reappraisal of commercial property if it has not been sold within a 20-year period.  He suggested that that ought to be a part of the Constitutional amendment so that the voters of the state would know that this is designed clearly to be of benefit to residential property owners who have borne the burden of such rapidly increasing market values and not others.  

SEN. STANG said that one of the things that the California people had said in the Interim Committee is that since Proposition 13 passed, there's been somewhere around 160 amendments.  In California the taxes have not gone up, but their fees have increased substantially.  CI-75 would protect against that.  He said he would support SB 61 even though it is not a perfect solution, but that there are laws on the books that would help make it a better solution.  

SEN. ELLIS said that it was his understanding that every time 50% ownership of corporation property is sold, it is reappraised.  SEN. STANG said his concern is when people sell less than 50% of that corporate ownership on a day-by-day basis, it was not covered.  

Vote:  Motion carried 7-2 with Eck and Ellingson voting no (Roll call vote #2).
.... [material not relevant to SB 61 deleted]
---------------------------------------------------------------------
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HB 365 - Table

HB 403 - Table

HB 405 - Discussion

.... [material not relevant to SB 61 deleted]
HEARING ON SB 61
Opening Statement by Sponsor:  

Sen. Alvin Ellis, Senate District 12.  EXHIBIT(tah26a03)  EXHIBIT(tah26a04)
{Tape : 2; Side : A; Approx. Time Counter : 12.5}
Proponents' Testimony:  

Dennis Burr, Montana Taxpayers Association.

{Tape : 2; Side : A; Approx. Time Counter : 19.2}
Alec Hanson, Montana League of Cities and Towns

{Tape : 2; Side : A; Approx. Time Counter : 25.6}
Letter of Support from Mike Kadas, Mayor, Missoula  EXHIBIT(tah26a05)
{Tape : 2; Side : A; Approx. Time Counter : 26.6}
Opponents' Testimony:  

Ernie Dutton, Montana Asociation of Realtors
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Ronda Carpenter, Montana Housing Providers
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Byron Roberts, Montana Builders Association
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Questions from Committee Members and Responses:  
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Closing by Sponsor:  

Sen. Ellis closed.
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.... [material not relevant to SB 61 deleted]
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Committee Business Summary:
     Hearing(s) & Date(s) Posted:
HB 675, 3/22/1999; 

Executive Action:

HB177,HB178,HB675,SB61,SB159,SB249-Tabled; SB167-Be Concurred in,  SB 492-Be Concurred in, SB 172-Be Concurred as Amended SB 192-Be Concurred in as Amended, SB 151-Be Concurred in.

.... [material not relevant to SB 61 deleted]
EXECUTIVE ACTION ON SB 61
Motion:  REP. SOMERVILLE moved that SB 61 BE CONCURRED IN. Motion/Vote:  REP. HARPER moved that SB 61 BE AMENDED. Motion carried 17-3 with Davies, Holden, and Raney voting no.

EXHIBIT(tah75a06)
Motion/Vote:  REP. SOMERVILLE moved that SB 61 BE AMENDED. Motion carried 15-5 with Holden, Jackson, Orr, Raney, and Rose voting no.

Motion/Vote:  REP. SOMERVILLE moved that SB 61 BE CONCURRED IN AS AMENDED. Motion failed 5-15 with Dale, Hanson, Rehbein, Somerville, and Story voting aye.

Motion/Vote:  REP. HANSON moved that SB 61 (REVERSE TO TABLE) BE TABLED. Motion carried 15-5.
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.... [material not relevant to SB 61 deleted]
-----------------------------------------------------------------

Senate Bill 184, 1999 Session

Section 87.  Section 15‑7‑111, MCA, is amended to read:

"15‑7‑111.  Periodic revaluation of certain taxable property. (1) The department of revenue shall administer and supervise a program for the revaluation of all taxable property within classes three, four, and ten. All other property must be revalued annually. The revaluation of class three, four, and ten property is complete on December 31, 1996. The amount of the change in valuation from the 1996 base year for each property in classes three, four, and ten must be phased in each year at the rate of 2% 25% of the total change in valuation from December 31, 1998, to the appropriate percentage of taxable market value for each class.

(2)  The department shall value and phase in the value of newly constructed, remodeled, or reclassified property in a manner consistent with the valuation within the same class and the values established pursuant to subsection (1). The department shall adopt rules for determining the assessed valuation and phased‑in value of new, remodeled, or reclassified property within the same class.

(3)  Beginning January 1, 2007 2001, the department of revenue shall administer and supervise a program for the revaluation of all taxable property within classes three, four, and ten. A comprehensive written reappraisal plan must be promulgated by the department. The reappraisal plan adopted must provide that all class three, four, and ten property in each county is revalued by January 1, 2010 2003, and each succeeding 3 6 years.  The resulting valuation changes must be phased in for each year until the next reappraisal.  If a percentage of change for each year is not established, then the percentage of phasein for each year is 16.66%.  The department shall furnish a copy of the plan and all amendments to the plan to the board of county commissioners of each county.

(4) (a)  If the value of an individual property is equal to or less than 75% of the appraised value of the improvements situated on the land, then the assessed value of the land is the land's appraised value as phased in under subsection (1) and the other provisions of subsection (1) do not apply.

(b)  Subject to subsection (4)(c), if the value of an individual property is greater than 75% of the appraised value of the improvements situated on the land, then the value of the land must be determined as follows:

(i)  the department shall calculate the average value of improvements in the state;

(ii)  if the value of the improvements on an individual property is greater than the state average value of improvements, then the land is valued at 75% of the appraised value of the improvements situated on the land and the remainder of the land value is exempt from taxation; and

(iii) if the value of the improvements on an individual property is less than or equal to the state average value of improvements, then the land is valued at 75% of the appraised value of the improvements situated on the land and the remainder of the land value is exempt from taxation.

(c)  The value of land upon which improvements are situated may not exceed the phased‑in value of the land.

(5)  For purposes of subsection (4), the following definitions apply:

(a)  "average value of improvements" means the statewide arithmetic mean of the appraised value of all improvements that have a market value in excess of $7,500;

(b)  "improvements" means residential dwellings and includes housetrailers, mobile homes, and manufactured homes;

(c)  "land" includes contiguous parcels or lots under single ownership up to 5 acres."

----------------------------------------

CALIFORNIA CONSTITUTION

 
 1. ARTICLE 13A  (TAX LIMITATION)

 
 SECTION 1.  (a) The maximum amount of any ad valorem tax on real property shall not exceed One percent (1%) of the full cash value of such property.  The one percent (1%) tax to be collected by the counties and apportioned according to law to the districts within the counties. (b) The limitation provided for in subdivision (a) shall not apply to ad valorem taxes or special assessments to pay the interest and redemption charges on any of the following:

 
(1) Indebtedness approved by the voters prior to July 1, 1978.

 
(2) Bonded indebtedness for the acquisition or improvement of real property approved on or after July 1, 1978, by two‑thirds of the votes cast by the voters voting on the proposition.

 
(3) Bonded indebtedness incurred by a school district, community college district, or county office of education for the construction, reconstruction, rehabilitation, or replacement of school facilities, including the furnishing and equipping of school facilities, or the acquisition or lease of real property for school facilities, approved by 55 percent of the voters of the district or county, as appropriate, voting on the proposition on or after the effective date of the measure adding this paragraph.  This paragraph shall apply only if the proposition approved by the voters and resulting in the bonded indebtedness includes all of the following accountability requirements:

 
(A) A requirement that the proceeds from the sale of the bonds be used only for the purposes specified in Article XIIIA, Section 1(b) (3), and not for any other purpose, including teacher and administrator salaries and other school operating expenses.

 
(B) A list of the specific school facilities projects to be funded and certification that the school district board, community college board, or county office of education has evaluated safety, class size reduction, and information technology needs in developing that list.

 
   (C) A requirement that the school district board, community college board, or county office of education conduct an annual, independent performance audit to ensure that the funds have been expended only on the specific projects listed.

 
(D) A requirement that the school district board, community college board, or county office of education conduct an annual, independent financial audit of the proceeds from the sale of the bonds until all of those proceeds have been expended for the school facilities projects.

 
(c) Notwithstanding any other provisions of law or of this Constitution, school districts, community college districts, and county offices of education may levy a 55 percent vote ad valorem tax pursuant to subdivision (b).

 
CALIFORNIA CONSTITUTION ARTICLE 13A  (TAX LIMITATION)

 
 SEC. 2.  (a) The "full cash value" means the county assessor's valuation of real property as shown on the 1975‑76 tax bill under "full cash value" or, thereafter, the appraised value of real property when purchased, newly constructed, or a change in ownership has occurred after the 1975 assessment.  All real property not already assessed up to the 1975‑76 full cash value may be reassessed to reflect that valuation.  For purposes of this section, "newly constructed" does not include real property that is reconstructed after a disaster, as declared by the Governor, where the fair market value of the real property, as reconstructed, is comparable to its fair market value prior to the disaster.  Also, the term "newly constructed" shall not include the portion of reconstruction or improvement to a structure, constructed of unreinforced masonry bearing wall construction, necessary to comply with any local ordinance relating to seismic safety during the first 15 years following that reconstruction or improvement.

 
However, the Legislature may provide that under appropriate circumstances and pursuant to definitions and procedures established by the Legislature, any person over the age of 55 years who resides in property that is eligible for the homeowner's exemption under subdivision (k) of Section 3 of Article XIII and any implementing legislation may transfer the base year value of the property entitled to exemption, with the adjustments authorized by subdivision (b), to any replacement dwelling of equal or lesser value located within the same county and purchased or newly constructed by that person as his or her principal residence within two years of the sale of the original property.  For purposes of this section, "any person over the age of 55 years" includes a married couple one member of which is over the age of 55 years.  For purposes of this section, "replacement dwelling" means a building, structure, or other shelter constituting a place of abode, whether real property or personal property, and any land on which it may be situated.  For purposes of this section, a two‑dwelling unit shall be considered as two separate single‑family dwellings.  This paragraph shall apply to any replacement dwelling that was purchased or newly constructed on or after November 5, 1986.

 
In addition, the Legislature may authorize each county board of supervisors, after consultation with the local affected agencies within the county's boundaries, to adopt an ordinance making the provisions of this subdivision relating to transfer of base year value also applicable to situations in which the replacement dwellings are located in that county and the original properties are located in another county within this State.  For purposes of this paragraph, "local affected agency" means any city, special district, school district, or community college district that receives an annual property tax revenue allocation.  This paragraph shall apply to any replacement dwelling that was purchased or newly constructed on or after the date the county adopted the provisions of this subdivision relating to transfer of base year value, but shall not apply to any replacement dwelling that was purchased or newly constructed before November 9, 1988.

 
The Legislature may extend the provisions of this subdivision relating to the transfer of base year values from original properties to replacement dwellings of homeowners over the age of 55 years to severely disabled homeowners, but only with respect to those replacement dwellings purchased or newly constructed on or after the effective date of this paragraph.

 
(b) The full cash value base may reflect from year to year the inflationary rate not to exceed 2 percent for any given year or reduction as shown in the consumer price index or comparable data for the area under taxing jurisdiction, or may be reduced to reflect substantial damage, destruction or other factors causing a decline in value.

 
(c) For purposes of subdivision (a), the Legislature may provide that the term "newly constructed" does not include any of the following:

 
(1) The construction or addition of any active solar energy system.

 
(2) The construction or installation of any fire sprinkler system, other fire extinguishing system, fire detection system, or fire‑related egress improvement, as defined by the Legislature, that is constructed or installed after the effective date of this paragraph.

 
(3) The construction, installation, or modification on or after the effective date of this paragraph of any portion or structural component of a single‑ or multiple‑family dwelling that is eligible for the homeowner's exemption if the construction, installation, or modification is for the purpose of making the dwelling more accessible to a severely disabled person.

 
(4) The construction or installation of seismic retrofitting improvements or improvements utilizing earthquake hazard mitigation technologies, that are constructed or installed in existing buildings after the effective date of this paragraph.  The Legislature shall define eligible improvements.  This exclusion does not apply to seismic safety reconstruction or improvements that qualify for exclusion pursuant to the last sentence of the first paragraph of subdivision (a).

 
(5) The construction, installation, removal, or modification on or after the effective date of this paragraph of any portion or structural component of an existing building or structure if the construction, installation, removal, or modification is for the purpose of making the building more accessible to, or more usable by, a disabled person.

 
(d) For purposes of this section, the term "change in ownership" does not include the acquisition of real property as a replacement for comparable property if the person acquiring the real property has been displaced from the property replaced by eminent domain proceedings, by acquisition by a public entity, or governmental action that has resulted in a judgment of inverse condemnation.  The real property acquired shall be deemed comparable to the property replaced if it is similar in size, utility, and function, or if it conforms to state regulations defined by the Legislature governing the relocation of persons displaced by governmental actions.  The provisions of this subdivision shall be applied to any property acquired after March 1, 1975, but shall affect only those assessments of that property that occur after the provisions of this subdivision take effect.

 
(e) (1) Notwithstanding any other provision of this section, the Legislature shall provide that the base year value of property that is substantially damaged or destroyed by a disaster, as declared by the Governor, may be transferred to comparable property within the same county that is acquired or newly constructed as a replacement for the substantially damaged or destroyed property.

 
(2) Except as provided in paragraph (3), this subdivision shall apply to any comparable replacement property acquired or newly constructed on or after July 1, 1985, and to the determination of base year values for the 1985‑86 fiscal year and fiscal years thereafter.

 
(3) In addition to the transfer of base year value of property within the same county that is permitted by paragraph (1), the Legislature may authorize each county board of supervisors to adopt, after consultation with affected local agencies within the county, an ordinance allowing the transfer of the base year value of property that is located within another county in the State and is substantially damaged or destroyed by a disaster, as declared by the Governor, to comparable replacement property of equal or lesser value that is located within the adopting county and is acquired or newly constructed within three years of the substantial damage or destruction of the original property as a replacement for that property.  The scope and amount of the benefit provided to a property owner by the transfer of base year value of property pursuant to this paragraph shall not exceed the scope and amount of the benefit provided to a property owner by the transfer of base year value of property pursuant to subdivision (a).  For purposes of this paragraph, "affected local agency" means any city, special district, school district, or community college district that receives an annual allocation of ad valorem property tax revenues.  This paragraph shall apply to any comparable replacement property that is acquired or newly constructed as a replacement for property substantially damaged or destroyed by a disaster, as declared by the Governor, occurring on or after October 20, 1991, and to the determination of base year values for the 1991‑92 fiscal year and fiscal years thereafter.

 
(f) For the purposes of subdivision (e):

 
(1) Property is substantially damaged or destroyed if it sustains physical damage amounting to more than 50 percent of its value immediately before the disaster.  Damage includes a diminution in the value of property as a result of restricted access caused by the disaster.

 
(2) Replacement property is comparable to the property substantially damaged or destroyed if it is similar in size, utility, and function to the property that it replaces, and if the fair market value of the acquired property is comparable to the fair market value of the replaced property prior to the disaster.

 
(g) For purposes of subdivision (a), the terms "purchased" and "change in ownership" do not include the purchase or transfer of real property between spouses since March 1, 1975, including, but not limited to, all of the following:

 
(1) Transfers to a trustee for the beneficial use of a spouse, or the surviving spouse of a deceased transferor, or by a trustee of such a trust to the spouse of the trustor.

 
(2) Transfers to a spouse that take effect upon the death of a spouse.

 
(3) Transfers to a spouse or former spouse in connection with a property settlement agreement or decree of dissolution of a marriage or legal separation.

 
(4) The creation, transfer, or termination, solely between spouses, of any coowner's interest.

 
(5) The distribution of a legal entity's property to a spouse or former spouse in exchange for the interest of the spouse in the legal entity in connection with a property settlement agreement or a decree of dissolution of a marriage or legal separation.

 
(h) (1) For purposes of subdivision (a), the terms "purchased" and "change in ownership" do not include the purchase or transfer of the principal residence of the transferor in the case of a purchase or transfer between parents and their children, as defined by the Legislature, and the purchase or transfer of the first one million dollars ($1,000,000) of the full cash value of all other real property between parents and their children, as defined by the Legislature.  This subdivision shall apply to both voluntary transfers and transfers resulting from a court order or judicial decree.

 
(2) (A) Subject to subparagraph (B), commencing with purchases or transfers that occur on or after the date upon which the measure adding this paragraph becomes effective, the exclusion established by paragraph (1) also applies to a purchase or transfer of real property between grandparents and their grandchild or grandchildren, as defined by the Legislature, that otherwise qualifies under paragraph (1), if all of the parents of that grandchild or those grandchildren, who qualify as the children of the grandparents, are deceased as of the date of the purchase or transfer.

 
(B) A purchase or transfer of a principal residence shall not be excluded pursuant to subparagraph (A) if the transferee grandchild or grandchildren also received a principal residence, or interest therein, through another purchase or transfer that was excludable pursuant to paragraph (1).  The full cash value of any real property, other than a principal residence, that was transferred to the grandchild or grandchildren pursuant to a purchase or transfer that was excludable pursuant to paragraph (1), and the full cash value of a principal residence that fails to qualify for exclusion as a result of the preceding sentence, shall be included in applying, for purposes of subparagraph (A), the one million dollar ($1,000,000) full cash value limit specified in paragraph (1).

 
(i) (1) Notwithstanding any other provision of this section, the Legislature shall provide with respect to a qualified contaminated property, as defined in paragraph (2), that either, but not both, of the following shall apply:

 
(A) (i) Subject to the limitation of clause (ii), the base year value of the qualified contaminated property, as adjusted as authorized by subdivision (b), may be transferred to a replacement property that is acquired or newly constructed as a replacement for the qualified contaminated property, if the replacement real property has a fair market value that is equal to or less than the fair market value of the qualified contaminated property if that property were not contaminated and, except as otherwise provided by this clause, is located within the same county.  The base year value of the qualified contaminated property may be transferred to a replacement real property located within another county if the board of supervisors of that other county has, after consultation with the affected local agencies within that county, adopted a resolution authorizing an intercounty transfer of base year value as so described.

 
(ii) This subparagraph applies only to replacement property that is acquired or newly constructed within five years after ownership in the qualified contaminated property is sold or otherwise transferred.

 
(B) In the case in which the remediation of the environmental problems on the qualified contaminated property requires the destruction of, or results in substantial damage to, a structure located on that property, the term "new construction" does not include the repair of a substantially damaged structure, or the construction of a structure replacing a destroyed structure on the qualified contaminated property, performed after the remediation of the environmental problems on that property, provided that the repaired or replacement structure is similar in size, utility, and function to the original structure.

 
(2) For purposes of this subdivision, "qualified contaminated property" means residential or nonresidential real property that is all of the following:

 
(A) In the case of residential real property, rendered uninhabitable, and in the case of nonresidential real property, rendered unusable, as the result of either environmental problems, in the nature of and including, but not limited to, the presence of toxic or hazardous materials, or the remediation of those environmental problems, except where the existence of the environmental problems was known to the owner, or to a related individual or entity as described in paragraph (3), at the time the real property was acquired or constructed.  For purposes of this subparagraph, residential real property is "uninhabitable" if that property, as a result of health hazards caused by or associated with the environmental problems, is unfit for human habitation, and nonresidential real property is "unusable" if that property, as a result of health hazards caused by or associated with the environmental problems, is unhealthy and unsuitable for occupancy.

 
(B) Located on a site that has been designated as a toxic or environmental hazard or as an environmental cleanup site by an agency of the State of California or the federal government.

 
(C) Real property that contains a structure or structures thereon prior to the completion of environmental cleanup activities, and that structure or structures are substantially damaged or destroyed as a result of those environmental cleanup activities.

 
(D) Stipulated by the lead governmental agency, with respect to the environmental problems or environmental cleanup of the real property, not to have been rendered uninhabitable or unusable, as applicable, as described in subparagraph (A), by any act or omission in which an owner of that real property participated or acquiesced.

 
(3) It shall be rebuttably presumed that an owner of the real property participated or acquiesced in any act or omission that rendered the real property uninhabitable or unusable, as applicable, if that owner is related to any individual or entity that committed that act or omission in any of the following ways:

 
(A) Is a spouse, parent, child, grandparent, grandchild, or sibling of that individual.

 
(B) Is a corporate parent, subsidiary, or affiliate of that entity.

 
(C) Is an owner of, or has control of, that entity.

 
(D) Is owned or controlled by that entity.

 
If this presumption is not overcome, the owner shall not receive the relief provided for in subparagraph (A) or (B) of paragraph (1). The presumption may be overcome by presentation of satisfactory evidence to the assessor, who shall not be bound by the findings of the lead governmental agency in determining whether the presumption has been overcome.

 
(4) This subdivision applies only to replacement property that is acquired or constructed on or after January 1, 1995, and to property repairs performed on or after that date.

 
(j) Unless specifically provided otherwise, amendments to this section adopted prior to November 1, 1988, shall be effective for changes in ownership that occur, and new construction that is completed, after the effective date of the amendment.  Unless specifically provided otherwise, amendments to this section adopted after November 1, 1988, shall be effective for changes in ownership that occur, and new construction that is completed, on or after the effective date of the amendment.

 
CALIFORNIA CONSTITUTION ARTICLE 13A  (TAX LIMITATION)

 
 Section 3.  From and after the effective date of this article, any changes in state taxes enacted for the purpose of increasing revenues collected pursuant thereto whether by increased rates or changes in methods of computation must be imposed by an Act passed by not less than two‑thirds of all members elected to each of the two houses of the Legislature, except that no new ad valorem taxes on real property, or sales or transaction taxes on the sales of real property may be imposed.

 
CALIFORNIA CONSTITUTION ARTICLE 13A  (TAX LIMITATION)

 
 Section 4.  Cities, Counties and special districts, by a two‑thirds vote of the qualified electors of such district, may impose special taxes on such district, except ad valorem taxes on real property or a transaction tax or sales tax on the sale of real property within such City, County or special district.

 
CALIFORNIA CONSTITUTION ARTICLE 13A  (TAX LIMITATION)

 
 Section 5.  This article shall take effect for the tax year beginning on July 1 following the passage of this Amendment, except Section 3 which shall become effective upon the passage of this article.

 
CALIFORNIA CONSTITUTION ARTICLE 13A  (TAX LIMITATION)

 
 Section 6.  If any section, part, clause, or phrase hereof is for any reason held to be invalid or unconstitutional, the remaining sections shall not be affected but will remain in full force and effect.

 
CALIFORNIA CONSTITUTION ARTICLE 13A  (TAX LIMITATION)

 
 SEC. 7.  Section 3 of this article does not apply to the California Children and Families First Act of 1998. 

-----------------------------------------
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