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December 20, 2002

TO: 
Governor's Property Tax Reappraisal Advisory Council
FROM:
 Lee Heiman, Staff Attorney

RE:
 Acquisition Value Questions

What is the extent of the use of the exclusions under the California acquisition system?
California provides various exclusions that keep the acquisition value from increasing, such as replacement with comparable property after a disaster, allowing persons over age 55 to sell a house with the new house retaining the old tax value, and allowing the transfer of the first $1 million of tax value to a child or grandchild.  California levies only local property taxes, and state involvement with property taxes is minimal.  The State Board of Equalization, the agency  most concerned with property taxes, says that counties are not required to report to the state, and even if they did, most exemptions are not easily quantified.  Several counties that were contacted said that they do not track the use of exemptions, but they are used.  I could not get even anecdotal evidence as to the pervasiveness of their use or cost.  I was unable to get any information from the California Legislative Analyst Office.

Has the California acquisition system inhibited home buying turnover in California?
Most of the material on the effects of the acquisition value in California ignores the turnover question or states that any slowing of turnover is minor.  The State of California in Nordlinger v. Hahn, 505 U.S. 1 (1992), the case in which the U.S. Supreme Court upheld the acquisition value,  argued that one of the benefits of the acquisition value system was neighborhood stability.  In the opinion, the U.S. Supreme Court said that neighborhood stabilization was a rational purpose for the acquisition system. 

There has been at least one study of home buying turnover.  In Tax Policies and Residential Mobility (Mark Hoven Strohs, Paul Childs, and Simon Stevenson, International Real Estate Review, 2001 Vol. 4, No. 1:pp. 95 - 117), the authors made a determination of home purchase turnover based on a statistical analysis of home purchases in similar counties in Massachusetts, Illinois, and California.  The finding was that "home ownership mobility in California is significantly lower than in other states, namely Illinois and Massachusetts . . . ."

What are the other "Prop 13" states?
There are many lists of states that have enacted tax limitations as a result of California's Proposition 13.   There seem to be six states that stand out:

Michigan -- Applies only to residences.  Retains the assessment system, but appraises at the time of purchase.  Individual parcels are assessed, but the assessment may not increase 5% or the CPI increase, whichever is less.

Iowa -- The total tax base of the state is subject to a limitation, not individual properties.

Florida -- Covers only homestead properties, and their assessment increase each year is limited to 3% or the CPI increase, whichever is less.

Arizona -- Has a complex valuation cap that is set at a ratio of real value and the property's adjusted value.

Oregon -- Uses two systems, and the one that produces the lowest value is used.  The first system is a reworking of the traditional assessment system, and the second is the "cap and cut" system established in 1997, which uses a base price and then increases it by 3% annually.

Massachusetts -- Property tax is solely for local entities.  The growth in revenue in the local entity may not increase more than 2.5% annually, nor may the growth in value of the entity (less new construction, etc.) increase more than 2.5%.  Does not apply to individual properties.
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