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PREFACE

The State Board of Equalization is required by law to periodically audit the
assessment programs in each of the 58 California counties. The results and recommendations
arising from these field and office audits are published in assessment practices survey reports. In
addition, the Board makes periodic surveys of specific subjects or major issues affecting local
property taxation. These special topic surveys, authorized by Sections 15640 and 15643 of the
Government Code, are conducted as needed. The findings of these selective surveys are
published and distributed to the Legislature, all county assessors, the Members of the Board, and
Board staff who are involved with the particular survey issue. Copies of these surveys are also
available to concerned individuals in the private sector.

This special topic survey was originally intended to cover three subjects: (1) the
assessment of taxable government-owned real property; (2) the assessment of property owned by
public employees retirement systems; and (3) the taxation of nongovernmental cogeneration and
hydroelectric properties. Subjects (1) and (2) share some common areas in law and appraisal
methods. However, the taxation of cogeneration and hydroelectric projects has little in common
with the other two subjects. Therefore, this survey covers the first two topics only, and a
separate report will be issued for hydroelectric and cogeneration assessment practices.

The subject of this special topic survey is the assessment of property owned by
government entities and public employee retirement systems. The goals of this report are to
identify the laws pertaining to the assessment of these properties, present the Board's position
regarding implementation of these legal provisions, and to identify and standardize county
assessment practices.

The vehicle for obtaining information regarding current assessment practices used
in each of the 58 county assessor's offices was a questionnaire containing 29 questions which
was sent to all county assessors in 1987.

This report was written by the staff of the Assessment Standards Division,
Department of Property Taxes.

Verne Walton, Chief

Assessment Standards Division
Department of Property Taxes
California State Board of Equalization
May 1990
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I. EXECUTIVE SUMMARY

The vast majority of government-owned properties are exempt from property
taxation. However, California law provides for (1) limited taxation of government-owned real
property where the property was taxable when acquired and it lies outside the agency's
boundaries (hereafter called Section 11 properties), and (2) an in-lieu fee to be paid by certain
public retirement systems for investment properties owned by them where the properties are
within their boundaries (PERS properties). Various constitutional and statutory provisions spell
out which properties are taxable and which are exempt, and, if taxable (or if an in-lieu fee is to
be paid), how the assessed values (or fees) are to be calculated.

The reader is warned that the laws and required procedures seem extremely
complex. As will be seen in the text of this report, the assessor must deal with 1966 or 1967
assessed values adjusted by a "Phillips" factor, current fair market values, Article XIII A
(Proposition 13) values for some properties but not others, and a bewildering variety of other
circumstances that require these properties to be assessed differently than other properties.

In practice, the law and procedures are more difficult to learn or explain than to
apply. As the report will show, the great majority of assessors are applying the law correctly to
the assessment of these properties. They annually assess 4,600 properties with a total assessed
value of $800 million. Only 800 hours of professional and clerical time are used to make the
assessments, although this total should be higher because five assessors are not making the
required annual revaluations of Section 11 properties.

Based on the results of our survey, most Section 11 properties are assessed
correctly. The errors that exist are workload (failure to make the required annual reviews) and
two misapplications of law, which are application of Article XIII A to some land assessments
and application of Williamson Act provisions to others. Neither Article XIII A nor the
Williamson Act may be applied to Section 11 land assessments.

There do not appear to be any significant problems with the assessment of PERS
properties. However, ownership of investment properties in California by public retirement
systems is a new program. The number of such properties is expected to grow and thereby
produce greater chance for errors and other assessment problems in the future.



Il. THE ASSESSMENT OF TAXABLE GOVERNMENT-OWNED PROPERTIES
LOCATED OUTSIDE THEIR BOUNDARIES

A. Valuation
1. Land

The Constitution of the State of California exempts from taxation property owned
by a local government except lands and the improvements thereon that are located outside its
boundaries and were subject to taxation at the time of acquisition. (California Constitution
Article XIII, Sections 3 and 11(a)). This exception permitting the taxation of land and
improvements owned by a local government but located outside its boundaries was added in
1914 following the acquisition by neighboring counties of extensive properties in the mountain
communities of Mono, Inyo and Tuolumne Counties. The removal of such properties from the
county property tax base was having severe economic impact upon those counties (see Los
Angeles v. Mono County, 51 Cal.2d 843). As a result of a 1968 constitutional amendment,
limits were placed on the amount of any increases of county assessment of these properties.
Land value assessment increases are permitted only in the ratio that the per capita value of land,
statewide, has increased over the values set in 1966 and 1967. Land located in Inyo County is
annually assessed at no more than the 1966 assessed value multiplied by the Phillips factor
established by the State Board of Equalization. Land located in Mono County is annually
assessed at no more than its 1967 assessed value multiplied by the Phillips factor. All lands
located outside of Inyo and Mono Counties shall be annually assessed at the lower of current fair
market value as defined in Section 110 of the Revenue and Taxation Code or the value
determined by multiplying its 1967 assessed value times the Phillips factor. 1/

The Phillips factor formula for a current lien date is as follows: the previous year
assessed valuation of California land value only is divided by California's previous year civilian
population, and the resultant statewide per capita value (1) is divided by $766 ($766 represents
the 1966 per capita value) to find the factor based upon the 1966 lien date and (2) is divided by
$856, ($856 represents the 1967 per capita value) to find the factor based upon the 1967 lien
date. This formula is derived to operate upon a 1966 and 1967 assessed value of 25 percent of
market value to arrive at a current assessed value of 100 percent of market value.

Subdivision (b) of Section 11 sets forth certain standards for valuation. Taxable
land belonging to a local government and located in Inyo County shall be assessed in any year
subsequent to 1968 at the place where it was assessed as of the 1966 lien date and in an amount
derived by multiplying its 1966 assessed value by the ratio of the statewide per capita assessed
value of land as of the lien date prior to the current lien date to $766, using civilian population
only. Taxable land belonging to a local government and located in Mono County shall be
assessed in any year subsequent to 1968 at the place where it was assessed as of the 1967 lien
date and in an amount determined by the preceding formula (except that the 1967 lien date, the

1/ Note: Land in Mono and Inyo Counties is valued annually by the use of the Phillips
factor only.



1967 assessed value and the figure $856 shall be used in the formula). Taxable land belonging to
a local government and located outside of Inyo and Mono Counties shall be assessed at the place
where located and in an amount that does not exceed the lower of (1) its fair market value times
the prevailing percentage of fair market value at which other lands are assessed and (2) a figure
derived in the manner specified in subsection (b) for land located in Mono County.

Section (b) also describes the method for assessment of parcels of land acquired
by government which is severed from a larger parcel. The assessed value of the part in its base
year shall be that fraction of the assessed, value of the larger parcel that the area of the part is of
the area of the larger parcel. Subsection (b) further provides that if a local government divests
itself of ownership of land without water rights and this land was assessed in Inyo County as of
the 1966 lien date or in Mono County as of the 1967 lien date, the divestment shall not diminish
the quality of the water rights assessable and taxable at the place where assessed as of that lien
date.

2. Water Rights

Water rights located outside of Inyo or Mono Counties are to be assessed as is
land located outside of these counties. 2/ Also, the assessment of water rights is limited by
Section 11(e) in that no tax, charge, assessment or levy of any character other than authorized by
Section 11(a) to Section 11(d) inclusive shall be imposed upon local government by another
local government based or calculated upon the consumption or use of water outside the
boundaries of the government imposing it. Further, the assessment situs of water rights is the
point of diversion. 3/

3. Improvements

Improvements owned by a local government that are outside its boundaries are
taxable if they were taxable when acquired or were constructed by local government to replace
improvements which were taxable when acquired. Any other improvements are not taxable. 4/

2/ For purposes of taxation, water rights constitute land as that term is used in Article XIII,
Section 1 of the State Constitution (Waterford Irrigation District v. County of Stanislaus,
102 Cal.App.2d 839; Alpaugh Irrigation District v. County of Kern, 113 Cal.App.2d 286;
San Francisco v. Alameda County, 5 Cal.2d 243).

3/ The situs of appropriative rights is at the point of diversion of the water (North Kern
Water Storage District v. Kern County, 179 Cal.App.2d 268). The argument that the
right had its situs at the place of use was rejected on the ground that the right to control
the water in a river is exercised at the point of diversion. In some cases the water is
transported some distance from its point of diversion from its natural channel to its point
of use. The court has held that the point of diversion is also the situs for taxation, and
that the tax situs is not where the water is received and measured by the owner (Jurupa
Ditch Company, Inc. v. County of San Bernardino, 256 Cal.App.2d 35).

4/ Sacramento Municipal Utility District v. County of El Dorado, 5 Cal.App.3d 263.




Although Section 11 includes extensive and detailed provisions prescribing the
assessment standard to be applied to taxable land, it is virtually silent on the valuation standard
which is to be applied to taxable improvements. The only expressed standard is found in
subdivision (d), which relates to a taxable improvement which is replaced after March 1954
while owned by and in possession of a local government. The standard provided is that the
replacement improvement shall be assessed "as other improvements” with the limitation that the
assessed value may not exceed the highest full value ever used for taxation of the improvement
that has been replaced. One reasonable interpretation of subdivision (d) is that the framers of
Section 11 intended that all other taxable improvements owned by a local government would
also be assessed "as other improvements"” but that the assessment would not be subject to the
limitations imposed for improvement replacements added after March 1954.

Replacement improvements built before March 1, 1954, are taxable at the lowest
of their current full cash value as defined in Section 110, their full cash value as defined in
Section 110.1, or the highest full value ever used for the taxation of the improvements that have
been replaced. For purposes of calculating the taxation of improvements built after March 1,
1954, the full value of any year prior to 1967 shall be conclusively presumed to be four times the
assessed value for that year. It should also be noted that the Phillips factor calculation does not
apply to the assessment of improvements.

a. Proposition 13

Note that Article XIII A (Proposition 13) does not apply to the assessment of
Section 11 properties. Revenue and Taxation Code Section 52(d) provides that property subject
to valuation pursuant to Section 11 of Article XIII of the California Constitution shall be valued
for property tax purposes in accordance with that section. The California Appellate Court, in
Los Angeles Country Club v. Pope, 175 Cal.App.3d 278, acknowledged that the legislative
purpose of Section 52 was to exclude the property described therein from the valuation rollback
provisions of Proposition 13. Except for utilizing valuation standards of Proposition 13 for the
assessment of improvements and the 1 percent tax limitation, no provisions of Proposition 13
apply to Section 11 property. By "valuation standards of Proposition 13" we mean the valuation
methods to be applied according to accepted appraisal practice, as modified and controlled by the
California Constitution, Article XIII A, and implementing statutes and administrative rules.

4, Possessory Interests in Taxable Government-Owned Property

The usual assessable possessory interest is an interest in nontaxable publicly
owned real property. However, most possessory interests in taxable publicly owned real
property subject to the provisions of Section 11 of Article XIII of the California Constitution are
also subject to assessment. 5/ The only possessory interest in such land that is excluded from
taxation is a lease for agricultural purposes. Land so leased must be valued by the Phillips factor
formula; in other words, just as all other taxable government-owned land is assessed. This factor
is derived for each year by dividing the statewide total assessed value of land only for that fiscal
year by the statewide total civilian population as of July 1 of that fiscal year. The resulting land

5/ See Property Tax Rule 21, Subdivision (b).



value per capita is then divided by $766 to obtain the factor for land assessed in 1966 and by
$856 for land assessed in 1967. There is, however, a limitation on the taxable value of
possessory interests in Section 11 lands in that the aggregate value of the Section 11 assessment
and all other assessments of the land cannot exceed the current market value of the land. 6/

The taxable value of an assessable possessory interest in taxable government-
owned land should be reviewed annually through a comparison of the land's current market
value, as of the lien date, the Section 11 value of the land, and the factored base-year value of the
possessory interest. This latter value is the full cash value of the interest as of March 1, 1975 (or,
if there has been a subsequent change in ownership of the possessory interest, its full cash value
as of that later date), indexed by the annual inflation factor determined pursuant to Section 51(a)
(1) or (2) of the Revenue and Taxation Code. The possessory interest, being subject to Article
XTI A, will have a definite base year and base-year value, modified only by the inflation index
unless there is a change in ownership (which includes a renewal of the interest by the same
lessee); the Section 11 value of the land, however, changes annually as the Phillips factor
changes. This means that the relationship between the taxable value of the possessory interest
and the value of the land calculated according to Section 11 is constantly shifting. In addition,
the current market value of the land without regard to either Proposition 13 or Section 11 may
change from year to year, which could result in the possessory interest's taxable value to increase
or decrease. The maximum amount of the possessory interest assessment cannot exceed the
lowest of its current market value, its factored base-year value, or the amount of the difference
between the current market value of the land and the current Section 11 value of the land.

The foregoing example illustrates our position that each year the separate values
must be reviewed and compared to determine the allowable assessment of a possessory interest
in taxable government-owned land.

5. Supplemental Assessments

The general authority contained in Section 401.3 requires the assessor to assess all
taxable property as of the lien date. However, Section 75.14 appears to exclude Section 11
property from assessment under the supplemental assessment law. Section 75.14 provides that a
supplemental assessment shall not be made for any property not subject to the assessment
limitations of Article XIII A of the California Constitution. Since Section 52(d) excludes
Section 11 property from assessment under Article XIII A, it would appear that the assessor has
no authority to apply supplemental assessments to a Section 11 property and thus, the assessor's
only authority to assess Section 11 property is on the lien date. This means that if a
governmental entity acquires property outside its boundaries in June, and a valuation of that
property on that date would result in either an increase in assessed value or a decrease in
assessed value, the assessor is not authorized to issue a supplemental assessment reflecting that
value change.

6/ California Constitution, Article X111, Section 11(f).



6. Special Valuation Problems

While the general principles of taxable government property assessment are clear,
there are many instances where special problems occur. The following examples demonstrate
solutions of actual case problems submitted to the Board for resolution.

EXAMPLE #1 - Taxable Property That Had Hospital Exemption When

Acquired

A city purchased property consisting of land, a hospital, and other improvements
located outside the city limits. The property had been receiving a 100 percent welfare
exemption. The city leased the property for a 55-year term to a private corporation. How should
the property be valued?

Based on the data submitted, the Board concluded that the land and improvements
should be valued in accordance with Section 11 of Article XIII of the California Constitution.
The enrolled land value was to be based upon the lesser of (1) the 1967 assessed value times the
current Phillips Factor or (2) the current full cash value. The enrolled improvement value would
be the current full cash value. The taxable value would be assessed to the fee owner, i.e., the
city. It was assumed that the corporation would continue to receive a 100 percent welfare
exemption, thereby negating the assessment of the possessory interest. However, should the
hospital fail to qualify for the exemption, then the possessory interest in the property should be
enrolled. If the sum of the possessory interest value and the restricted (Section 11) value of the
land and improvements is in excess of total current market value, then the possessory interest
assessment must be reduced in an amount equal to this excess. 7/

EXAMPLE #2 - Taxable Property That Was Subject to a Williamson Act
Contract When Acquired

The City of Woodland by threat of eminent domain acquired land outside the city
limits. The land was subject to an existing Williamson Act contract. The city attorney asked if
there was a constitutional means by which the city could retain the restrictive assessment of the
Williamson Act. The Board determined that the purchase by the city caused the existing
Williamson Act contract to be null and void under the provisions of the Revenue and Taxation
Code, Section 51295. Therefore, there was no legal means by which the city could retain the
restrictive assessment of the Williamson Act on Section 11 properties. The land must be
assessed in accordance with Article XIII, Section 11 of the California Constitution, at the lessor
of the current market value or the formula value (1967 assessed value multiplied by current
Phillips factor). 8/

7/ Letter to Placer County Assessor dated December 5, 1986, from Chief, Assessment
Standards Division.

8/ Letter to Woodland City Attorney dated June 22, 1982, from State Board of Equalization

Legal Counsel.



EXAMPLE #3 - Joint Purchase of Taxable Property By Six Local

Governments

The Cities of Cloverdale, Cotati, Healdsburg, Rohnert Park, Sebastopol, Sonoma,
and Ukiah formed the Redwood Empire Municipal Insurance Fund (hereinafter referred to as the
Fund). The Fund bought property in the City of Sonoma for their headquarters. To what extent
is the property assessable by Sonoma County and should Proposition 13 acquisition value be
used?

The Board's finding was that the California Constitution, Article XIII, Section 11,
provides that land owned by a local government that is outside its boundaries is taxable if the
land was taxable when acquired. The property in question is located outside the boundaries of its
owning government entities except for the City of Sonoma. Therefore, since the property was
taxable when acquired, the property is assessable to all government entities except Sonoma. It
was suggested that the assessment be apportioned according to respective ownership proportions,
exempting only the portion owned by the City of Sonoma. The property assessment would be
made in accordance with the provisions of California Constitution, Article XIII, Section 11,
which therein provides for an assessment at the lesser of the Phillips factored land value or
market value. 9/

EXAMPLE #4 - |Irrigation District Properties Excluded From Original

Description

While reviewing the boundaries of tax-exempt municipal properties, the Sierra
County Assessor's Office discovered that the Nevada Irrigation District (NID) had failed to
include the legal descriptions of two Sierra County Parcels, owned by the district, in any
documentation recorded from 1943 through 1963. The two parcels had been shown on NID
maps to be included within the district's boundaries and had been exempt from taxation until
1983. The Board was requested by NID and Sierra County Assessor's Office to determine if, in
fact, these two parcels were taxable and could be assessed and enrolled. The Board's findings
were as follows.

Lands may be brought into an irrigation district after its formation by a procedure
involving a petition to, and a hearing by, its board of directors. (For all land herein at issue, the
Water Code of the State of California, enacted in 1943, is applicable; see Ch. 368, Stats. 1943;
see 1943 Water Code Sections 2685, et al.) The final act of the district's board of directors to
complete the inclusion of additional lands within the district is to record such annexation in the
respective county recorder's office. (See the 1943 Water Code Section 2693; Ch. 368 Stats.
1943, page 1884.) Any property duly included within the district boundaries is exempt from
property taxation. (California Constitution, Article XIII, Sections 3 and 11; Turlock Irrigation
District v. White 186 Cal. 183; Rock Creek Water District v. Calaveras County, 29 Cal.2d 7.)

9/ Letter to Sonoma County Assessor, dated June 22, 1981, from State Board of
Equalization Tax Counsel.



No legal description of the subject parcels was found in any document to depict
the board of director's intent to include the land within the district territory. The closest
inference was a reference to the inclusion of connecting land lying only in Nevada County. The
Nevada County land was described in the district's board of director's order signed February 23,
1947, but only land in Nevada County was legally described. (Nevada County Records, Cert. of
Sales, 1946-52, filed March 1, 1949.) Since such description in the director's order specifically
describes that land in Nevada County, it is concluded there is no legal basis to presume an intent
to include any land in Sierra County. The curative statutes (Ch. 11, Stats. 1964, page 114; Ch.
12, Stats. 1964, page 119) would not be effective to correct the oversight since the only
document available is very specific in its instruction to include only that land in Nevada County
and not the bordering land in Sierra County. It was concluded that the subject parcels in Sierra
County were taxable. 10/

B. SURVEY FINDINGS AND CONCLUSIONS

Appendix 1 contains a summary of the assessor's responses to the Board
questionnaire.

The Board now realizes that much of the information required to complete the
questionnaire was difficult for the assessor to provide. Several assessors stated that staff time
was not available to obtain some of the data, and therefore it was not provided. We have utilized
the limited data provided in the preparation of this survey and have assembled a composite of the
data received in the following paragraphs.

1. Workload

Data from county assessors indicated that there are approximately 4,567 Section
11 assessments in California with a total 1986-87 assessed value of $764,574,568.
Approximately 507 man hours of professional time and 279 hours of clerical time are needed for
annual maintenance of these assessments.

Twenty-five assessors indicated that specific personnel were assigned the
responsibility for the valuation of these properties, although there was no standardization in the
classifications assigned. In some instances the assessor did the work, while appraisers and
clerical personnel were responsible in other instances.

2. Property Uses

The great majority of the Section 11 properties are either sewage treatment sites
or are associated with water rights, and/or water systems. On the other hand, over 85 percent of
Section 11 possessory interests are associated with airport uses.

10/  Letter to Sierra County Assessor, dated March 29, 1983, from State Board of
Equalization Tax Counsel.



3. Land Valuation

Forty assessors indicated that they were valuing taxable government-owned
properties in accordance with Section 11. However, one of the 40 referenced a superseded
procedure. In addition, two assessors indicated they were applying factored base-year values
(Article X111 A), rather than Section 11 values.

Comment: Both of the stated alternate valuation methods are not in
compliance with the constitutional provisions.

Thirty-seven assessors indicated that they revalued Section 11 properties annually
while five indicated they did not. The two reasons cited for not revaluing annually were lack of
manpower and values too small to justify the effort.

Comment: Neither reason is valid in light of the Constitutional requirements.

For Section 11 properties on the 1986-87 tax roll, county assessors indicated that
190 land parcels were assessed according to their fair market value, 3,038 properties were valued
utilizing the Mono County Phillips Factor, 54 were valued utilizing the Inyo County Phillips
Factor, and 189 were valued by other methods.

Comment: ~ We can only conclude that the 189 properties were assessed at
their factored base year (Proposition 13) values, an incorrect
procedure.

Thirty-two assessors indicated that they correctly enrolled the lesser of the
Phillips Factor value and current market value of land parcels and the lower of the current market
and factored base year (Proposition 13) values of improvements. Two assessors indicated that
this comparison was not made because factored base-year values were being enrolled for land.

4, Possessory Interests

Eight assessors reported that they were assessing possessory interests associated
with Section 11 properties. Approximately 161 possessory interests are on the tax rolls with a
total 1986-87 assessed value of $623,916,116. One hundred thirty-nine of these possessory
interests and over 99 percent of the assessed value are related to taxable interests at the San
Francisco International Airport in San Mateo County.

5. Boundary Changes

Nine assessors indicated that boundary changes involving Section 11 properties
occurred in the 1986-87 assessment year. In some instances the governmental entity apparently
extended their boundary to include the acquired property, thus making the property exempt from
taxation.



6. Williamson Act (Open-Space) Properties

Five assessors indicated that there were Section 11 properties in their counties that
were subject to Williamson Act contracts when acquired. Two assessors indicated that they were
still using the Williamson Act value in the assessment process, either directly or by enrolling the
lower of the Section 11 and Williamson Act values.

Comment: The only provision for taxation of land owned by a government
outside its boundaries is the provision provided under Section 11.
There is no constitutional means by which such property can be
assessed under the restrictive assessment of the Williamson Act (or
any other assessment authority).

7. Exemptions

Two assessors reported that Section 11 properties leased to private entities were
receiving welfare exemptions. These properties are leased by exempt organizations such as the
Boy Scouts or hospitals.

8. Discovery

Recorded documents seemed to be the most consulted source for discovering
possessory interests, followed by public notices and the canvassing of geographic areas. Most
counties sent annual inquiries to owners of Section 11 property requesting lists of possessory
interests. Some counties indicated that they had no formal discovery program.

C. SUMMARY

While there are some inconsistencies in the data provided by county assessors,
several conclusions can be drawn regarding the assessment procedures being applied to taxable
government owned (Section 11) properties.

1. The great majority of county assessors are correctly identifying and valuing
Section 11 properties.

2. Some confusion still exists regarding the relationship between Article XII1 A
(Proposition 13) base-year value and values derived according to Article XIIlI,
Section 11, although the proper procedures have been disseminated in a Board
letter to county assessors (82/136). 11/

3. The required annual revaluation is not done in all cases, primarily because of low
values for some of these properties and because of workload considerations.

11/ See Letter to Assessors 82/136 in Appendix 5.

10



Taxable possessory interests associated with Section 11 properties are being
identified and properly valued in accordance with constitutional provisions.

Some assessors are still using open-space (Williamson Act) values in the
assessment process when the properties were covered by an open-space contract
when acquired. This is not a valid procedure.

We hope the publication of this report will lead to increased understanding and
the standardization of local assessment procedures.

11



I1l. THE ASSESSMENT OF PROPERTY OWNED BY PUBLIC EMPLOYEE RETIREMENT
SYSTEMS LOCATED WITHIN THEIR BOUNDARIES

A. PROPERTY ASSESSMENT

Section 7510 was added to the Government Code by Chapter 24 of the Statutes of
1982. The addition was part of an enactment which added a provision to the Education code to
permit the State Teachers' Retirement System to invest funds in income-producing property used
for business or residential purposes. The Legislature apparently saw the need to prevent such
investments from reducing local taxes while at the same time including a provision to exempt
any local retirement system which had heretofore been authorized to make such investments. It
does not apply to system property located outside the system's boundaries because such property
has not been removed from the local roll as required in Section 7510. Such properties are
assessed in accordance with Article X111, Section 11.

Government Code Section 7510 provides, in pertinent part, that when a public
retirement system invests assets in real property for the production of income, then it shall pay
annually to the city or county, in whose jurisdiction the real property is located and has been
removed from the secured roll, "a fee for general government services equal to the difference
between the amount that would have accrued as real property secured taxes and the amount of
possessory interest unsecured taxes paid for that property.” Government Code Section 7510 by
its terms does not apply to investment property of any retirement system which was established
by a local government entity and was authorized to invest in real property as of the time
Government Code Section 7510 was enacted.

Property purchased by government instrumentalities is exempt from taxation
under California Constitution Article XIII, Section 3, except as provided under California
Constitution Article XIII, Section 11. Taxation of government-owned property is permitted
under Section 11 only when the property is taxable when purchased and located outside the
boundaries of the entity owning the property. Those boundaries with respect to retirement
system properties would be the boundaries of the government creating the retirement system. If
the government purchasing the property were a county, then the boundary would be the
boundary of the county. Likewise, if the government were a city, the boundaries would be that
of the city; and if a district, the boundaries would be that of the district; and if the State of
California, the boundaries would be that of the state.

Assessment methods will differ depending upon whether the property is inside or
outside the boundaries and whether the property is used by the retirement system or whether it is
an investment owned by the system.

The first situation is when the property is owned and used by the retirement
system for the operational business of the retirement system. If that property is within the
boundaries of the government creating the retirement system, then the property is exempt from
taxation under the California Constitution Article XIII, Section 3, and therefore Article XIII,
Section 11 is inapplicable. If, on the other hand, such property is outside the boundaries of the

12



government creating the retirement system and was taxable when acquired, then the property,
whether owned by the system for its own use or owned by the system for investment purposes, is
subject to assessment under the California Constitution, Article X111, Section 11.

If retirement system property is located within the boundaries of the system and is
used by the system for the production of income, then the property will be subject to an in-lieu
fee as provided for under Government Code Section 7510; i.e., a fee equal to the difference
between the amount that would have accrued as real property secured taxes and the amount of
possessory interest taxes paid for that property. The proper implementation of Section 7510 as
limited by the California Constitution Article XII1 A (Proposition 13) is as follows:

1. The in-lieu fee of Section 7510 applies only to property located within its owners'
boundaries.
2. The value level to be used to measure the in-lieu fee for property located

within the system boundaries is its market value as determined under the
California Constitution, Article XIII A (Proposition 13) and appropriate
subsequent legislation just as it would be determined had the property been
purchased by a nongovernmental entity.

3. The retirement system's in-lieu fee varies depending on the taxable value of the
possessory interests. The in-lieu fee on vacant property would be equivalent to
the taxes due based on its market value at the time of purchase.

4. The value of the possessory interest is based on the rental agreements in effect
when the income property is purchased by the retirement system. When the
existing leases are renewed, subleased or assigned, a new possessory interest
value will be established since a change in ownership of the possessory interest
has occurred.

Nothing in Government Code Section 7510 specifically prescribes the valuation
standard to be applied to the appraisal of the taxable property when acquired by a state public
employee retirement agency. In the absence of any value standard, we must revert to the
valuation standard applicable to all other real property the assessed value of which is not
specifically restricted by Constitutional provisions; namely, to the valuation standard defined in
Article XIII A. Therefore, we conclude that Article XIII A is to be considered in assessing the
property to determine the value of the in-lieu fee. The calculation of the in-lieu fee must be
made annually to reflect changes in the inflation factored base-year value and possessory interest
values. Any new construction added to these properties could also be subject to a taxable
possessory interest and an in-lieu fee payment.

Revenue and Taxation Code Section 61(b) requires the reappraisal of a possessory
interest upon its creation or renewal for any term. These reappraised possessory interest values
will directly affect the amount of the in-lieu fee when the adjusted possessory interest values are
subtracted annually from the property's factored base-year value.
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Property Tax Rule 252 states in part that the local roll shall contain: 12/

"...The separately stated assessed values of all land, improvements, and
personal property subject to taxation at general property tax rates (or
payments in lieu of property tax computed by applying general property
tax rates to fixed or variable 'assessed values'), and of any privately owned
land, improvements, and personal property of a type that is exempt from
taxation, but is subject to ad valorem special assessments when within a
district levying such assessments."

The county assessor must, therefore, annually make the following determination for property
located inside the system boundaries:

Q) determine the Section 110.1 assessed value of the property as if the
property purchase by the system was a private section purchase;

2 determine the taxable value of all possessory interest in the property in
accordance with Section 107 of the Revenue and Taxation Code.

3 determine the value upon which the in-lieu fee is calculated by subtracting
the taxable possessory interest value determined in (2) from the Section
110.1 assessed value, determined in (1); and place this difference ina
special section of the roll.

Government Code Section 7510 states "...shall pay annually to the city or county,
in whose jurisdiction the real property is located and has been removed from the secured roll, a
fee for general governmental services...." This wording has caused some confusion as to how
the monies generated by Section 7510 shall be distributed. It could be assumed that distribution
would be controlled by the tax rate area code but it could also be assumed that the legislative
intent was to distribute the monies solely to a city or county in which the property is located.
Distribution of revenue is beyond the scope of the Board's jurisdiction and as such no comment
will be made as to legislative intent.

B. SUMMARY OF FINDINGS AND CONCLUSIONS
Data pertaining to PERS-owned properties derived from the Board special topic

questionnaire is summarized below. A summary of all questionnaire responses is given in
Appendix 1.

12/  See Revenue and Taxation Code Sections 601 and 618 regarding the Board's authority to
mandate to the assessor what information shall be included on the roll.
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Workload

Data from the county assessors indicated that there are approximately 40
assessments of PERS properties located in six counties within California with a
total assessed value in 1986-87 of $52,702,406. Approximately 89 hours of
professional (appraiser) time and 13 hours of clerical time were needed annually
to process these PERS properties. Since the properties are generally large,
investment grade entities such as apartment complexes, commercial and office
buildings, experienced appraisers are needed in the valuation process.

Property Types

As indicated above, PERS-owned investment properties are generally large
commercial, multi-residential or office buildings.

Valuation

All assessors that have PERS investment properties in their counties indicated
they are valuing these properties using Article XIII.

Possessory Interests

Survey data indicated there were 28 possessory interest assessments associated
with PERS properties statewide with a total 1986-87 assessed value of
$21,043,162. These rights are generally being correctly assessed.

Personal Property Assessments

Four assessors indicated that they are assessing privately owned personal property
located on PERS properties, while 11 assessors indicated they did not. The only
reason given for not assessing personal property was that the existence of such
property was not known.

SUMMARY

As previously stated, this report contains a revised and expanded Board position

on the assessment of properties owned by public employee retirement systems. County assessors
are generally levying appropriate assessments on PERS-owned properties per se; however,
because of the complications associated with the assessment of PERS property possessory
interests, a review of these possessory interest appraisals should be conducted to insure
compliance with the Board's position.

While it is true that there are relatively few PERS owned properties in California

at this time, the number will probably increase as retirement systems look for high quality
investments that tend to benefit from inflationary pressures. It is therefore important that county
assessors use a standardized approach in the assessment of these properties and this survey report
is intended to help in this regard.
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Appendix 1
Page 1 of 4

TABULATION OF QUESTIONNAIRE RESPONSES
Avre there any of the following property types located in your county?
Yes No N/A

Public Employees' Retirement System real property; utility

cogeneration and hydroelectric facility real property;

credit union real property; 1/ and all other miscellaneous

taxable government-owned real property located outside

its boundaries subject to Article 111, Section 11 of the

California Constitution (hereafter referred to as "Section

11 Properties™). 45 7 1

Real property owned by any nongovernmental public employees

retirement systems. _ 0 58 _-_
Nongovernmental utility cogeneration and hydroelectric

facilities and real properties. 31 21 1

SECTION 11 PROPERTIES

1. Of the Section 11 Properties (do not include privately-owned property referred to in the

last three questions on page 1) in your county, what is the total assessment of each for
1986-87 (should include applicable possessory interest properties)?

a. Public Employee's Retirement System real property $ 52,702,406
b. Utility cogeneration and hydroelectric facility
real property (Includes $8,520,063 SMUD) $168,084,160
C. Credit union property $ 1,121,872
d. All other miscellaneous Section 11 property $764,574,568
2. How many properties (roll items) are there of each

category listed in a through d above?

a. 40
b. 184
C. 5
d. 4,567
1/ Credit unions are not government entities. All data pertaining to these properties have

been excluded from this report.

17



3. a How many appraiser, clerical, assessor, and consultant hours are spent each year
in the annual revaluation of each of the property types in question 1, subheadings
a, b, c, and d?
Appraiser Hours Clerical Hours Assessor Hours Consultant Hours
a. 86 13 2 1
b. 106 18 5 6
C. 40 2 - -
d. 462 279 15 30
3 b. Are each of the property types revalued annually?
Yes _28 No_ 9 N/A _14
3. C. If not, at what frequency? (Detail by property type)
1) Seldom, because of low value of properties.
@) Section 11 annually, all others when assessable event occurs.
(3) Time permitting.
4. Are there specific assigned persons responsible for the annual revaluation of all these
properties?
Yes _25 No _15 N/A_7_
If yes, how many and at what position/classification?
Position/Classification
Assessor Appraiser 11 Supervising Clerk
Assistant Assessor Auditor-Appraiser Clerk
Division Chief Senior Appraiser
Chief Appraiser Appraiser
Appraiser IV Associate Appraiser
Supervising Appraiser Standard Evaluator
5. a. What are the specific uses in your county of Section 11 properties?
Answers: (water rights, golf courses, sewage ponds, airports, etc.)
6. Does your office value Section 11 properties in accordance with Article XIII, Section 11

of the California constitution?

Yes 40 No 2 No Answer 8
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If not, then: what alternate valuation method is employed; what is the property type/use;

how many assessment parcels are involved?

Valuation Methods (Exceptions)

State Board of Equalization letter 79/40 (Madera)
Government Code Section 7510 (San Francisco)
Base-Year Factored (Santa Cruz)

Trended Cost (Ventura)

Avre all of these properties revalued annually?
Yes 37 No 5 No Answer _8
If not, then how often are they revalued?

Not revalued, but annually increased by the C.P.I. factor.

Acrticle XIII, Section 11 requires that taxable government-owned land (outside of Inyo
and Mono Counties) be valued at the lesser of its fair market value or a figure derived in
a manner specified in Section 11(b) for lands located in Mono County. Please answer the
following questions relative to these required valuation procedures in the spaces provided

following the questions.

a. What is the total number of roll units and the total enrolled value for those

properties valued at fair market value?

b. What is the total number of roll units and the total enrolled value for those

properties valued by the Mono County computed method?

C. What is the total number of roll units and the total enrolled value for those

properties valued by the Inyo County computed method?

d. None of the above.
How Many
a. Fair Market 190
b. Mono County Computed Method 3,038
C. Inyo County Computed Method 54
d. None of the above 189

1986-87 Total
Enrolled Value

$ 53,430,846
$332,367,969
$ 25,372,755
$ 2,846,710

It is the Board's position that the Phillips Factor does not apply when valuing taxable
improvements owned by government but located outside their boundaries. These taxable
improvements should be valued according to their particular nature:

a. Original improvements, taxable when acquired, are taxable at the lesser of their
current full cash value as defined in Section 110 of their full cash value as defined

in Section 110.1 of the Revenue and Taxation Code.
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10.

b. Replacement improvements built before March 1, 1954 are taxable at the lesser of
their current full cash value as defined in Section 11