SUTTER COUNTY
ASSESSMENT PRACTICES SURVEY

DECEMBER 2003

CALIFORNIA STATE BOARD OF EQUALIZATION

CAROLE M IGDEN, SAN FRANCISCO FIRsT DISTRICT
BiLL LEONARD, ONTARIO SEconD DisTRICT
CLAUDE PARRISH, LONG BEACH THIRD DISTRICT
JOHN CHIANG, LOSANGELES FOuRTH DISTRICT
STEVE WESTLY, SACRAMENTO STATE CONTROLLER

TimoTHY W. BOYER, INTERIM EXECUTIVE DIRECTOR

At
'



STATE OF CALIFORNIA

STATE BOARD OF EQUALIZATION CAROLE MIGDEN

PROPERTY AND SPECIAL TAXES DEPARTMENT First District, San Francisco
450 N STREET, SACRAMENTO, CALIFORNIA BILL LEONARD
PO BOX 942879, SACRAMENTO, CALIFORNIA 94279-0062 Second District, Ontario

(916) 324-5827 - FAX (916) 323-5689

CLAUDE PARRISH
www.boe.ca.gov

Third District, Long Beach

JOHN CHIANG
Fourth District, Los Angeles

STEVE WESTLY
Da:en‘]ba‘ 31, 2003 State Controller, Sacramento

TIMOTHY W. BOYER
Interim Executive Director

No. 2003/089

TO COUNTY ASSESSORS:

SUTTER COUNTY
ASSESSMENT PRACTICES SURVEY

A copy of the Sutter County Assessment Practices Survey Report is enclosed for your information. The
Board of Equdization (BOE) completed this survey in fulfillment of the provisions of sections 15640-
15646 of the Government Code. These code sections provide that the BOE shall make surveysin each
county and city and county to determine that the practices and procedures used by the county assessor
in the vauation of properties are in conformity with al provisions of law.

The Honorable Michael V. Strong, Sutter County Assessor, was provided a draft of this report and
given an opportunity to file awritten response to the findings and recommendations contained therein.
The report, including the assessor's response, congtitutes the find survey report which is distributed to
the Governor, the Attorney General, and the State L egidature; and to the Sutter County Board of
Supervisors, Grand Jury, and Assessment Appeals Board.

Fieldwork for this survey was performed by the BOE's County Property Tax Divison from November
through December 2002. The report does not reflect changes implemented by the assessor after the
fidldwork was completed.

Mr. Strong and his saff gave their complete cooperation during the survey. We gratefully acknowledge
their patience and courtesy during the interruption of their norma work routine.

These survey reports give government officiasin Cdifornia charged with property tax adminigtretion the
opportunity to exchange ideas for the mutua benefit of al participants and stakeholders. We encourage
you to share with us your questions, comments, and suggestions for improvement.

Sincerdy,
/9 David J. Gau

David J. Gau
Deputy Director

Property and Specid Taxes Department
DJG;jm
Enclosure
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INTRODUCTION

Although county government has the primary responsibility for local property tax assessment, the State
has both a public policy interest and afinancid interest in promoting fair and equitable assessments
throughout California. The public policy interest arises from the impact of property taxes on taxpayers
and the inherently subjective nature of the assessment process. The financid interest comes from the fact
that more than one-half of al property tax revenue is used to fund public schools and the Stateis
required to backfill any shortfals from that property tax funding.

The assessment practices survey program is one of the State's major efforts to address these interests
and to promote uniformity, fairness, equity, and integrity in the property tax assessment process. Under
this program, the State Board of Equalization (BOE) periodicaly reviews the practices and procedures
of (surveys) every county assessor's office. This report reflects the BOE's findingsin its current survey
of the Sutter County Assessor's Office.

Readers of previous assessment practices survey reports will note severa digtinct changesin the format
of the report. Among other things, the previous reports commonly contained multi-part
recommendations and forma suggestions. Each recommended change is now listed as a separate
recommendation. Items that would have been forma suggestions under the previous format are now
ether recommendations or are stated informally within the text of the report. Both of these changes
increase the number of recommendations in the survey reports.

The assessor isrequired to file with the board of supervisors a response that states the manner in which
the assessor has implemented, intends to implement, or the reasons for not implementing the
recommendations contained in this report. Copies of the response are to be sent to the Governor, the
Attorney Generd, the BOE, the Senate and Assembly, the Sutter County Grand Jury, and the
Assessment Appeals Board. That response isto be filed within one year of the date the report isissued
and annudly theresfter until dl issues are resolved. The Honorable Michael V. Stirong, Sutter County
Assessor, elected to file hisinitid response prior to the publication of our survey; it isincluded in this
report following the Appendices.

While typical management audit reports emphasize problem aress, they say little about operations that
are performed correctly. Assessment practices survey reports also tend to emphasize problem aress,
but they aso contain information required by law (see Scope of Assessment Practices Surveys) and
information that may be useful to other assessors. The latter information is provided in the hope that the
report will promote uniform, effective, and efficient assessment practices throughout Caifornia
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SCOPE OF ASSESSMENT PRACTICES SURVEYS

Government Code sections 15640 and 15642 define the scope of an assessment practices survey. As
directed by those statutes, our survey addresses the adequacy of the procedures and practices
employed by the assessor in the vauation of property, the volume of assessing work as measured by
property type, and the performance of other duties enjoined upon the assessor.

In addition, pursuant to Revenue and Taxation Code' section 75.60, the BOE determines through the
survey program whether the county assessment roll meets a minimum assessment level for purposes of
certifying the eigibility of the county to continue to recover cogts associated with administering
supplementa assessments. This certification may be accomplished ether by conducting an assessment
sample or by determining, through objective standards—defined by regulation—that there are no
sgnificant assessment problems. The gatutory and regulatory requirements pertaining to the assessment
practices survey program are detailed in Appendix B.

Our survey of the Sutter County Assessor's Office included reviews of the assessor's records,
interviews with the assessor and his saff, and contact with other public agenciesin Sutter County that
provided information relevant to the property tax assessment program. Since this survey did not include
an asessment sample pursuant to Government Code section 15640(c), our review included an
examination to determine whether "significant assessment problems’ exist, as defined by rule 371.

This survey report offers recommendations to help the assessor resolve the problems we have identified.
The recommendations contained in this report are based on the results of our research into statutory
violations, under- or overassessments, or unacceptable appraisa practices that may occur in specific
aress.

An assessment practices survey is not an audit of the assessor's entire operation. We do not examine
interna fisca controls or the internal management of an assessor's office outside those areas related to
assessment.

! Unless otherwise stated, all statutory references are to the California Revenue and Taxation Code.
2 All rule references are to sections of Title 18, Public Revenues, California Code of Regulations.
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EXECUTIVE SUMMARY

As gated in the Introduction, this report emphasizes problem areas in the operations of the assessor's
office. However, it dso identifies program elements that are particularly effective and describes areas of
improvement Since our last assessment practices survey.

In our 1999 survey, we made six recommendations addressing problems found in the assessor's policies
and procedures. The assessor fully implemented dl of our recommendations. The findings of the current
survey are summarized below:

The assessor and his appraisal staff possess the appraiser's certificates required by section 670.
There are no problems with his assessment forms.

The assessor has effective programs for processing exemptions, disaster relief clams, assessment
appedls, the enrollment of new construction, supplementa assessments, and possessory interests.
Moreover, the assessor has effective programs for vauing properties that have declined in vaue,
leasehold improvements, and pipeline rights-of-way.

The assessor has participated in the State-County Property Tax Adminigtration Loan Program
every year ance 1998-99, enabling him to avoid backlogsin al areas of his assessment program.

The assessor ingppropriately exempted low-vaued properties at the county airport.

When enrolling escape assessments, the assessor does not include the notation on the current roll
required by section 533.

The assessor does not identify penalty assessments on the current roll as required by rule 261.
The assessor does not timely gpply the pendty for failure to file a change in ownership statement.
The assessor fails to establish proper base year vaues for taxable government-owned properties.

The assessor failsto obtain lists of tested water Stes from public agencies to discover assessable
property.

The assessor has effective programs for the discovery of taxable personal property, processing
business property statements, and vauing computers. The assessor aso has effective programs for
assessing leased equipment, aircraft, manufactured homes, and vessdls, and for conducting audits.

The assessor uses undocumented minimum percent good factors when valuing business property.
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There were no sgnificant assessment problems as defined in rule 371. Accordingly, pursuant to section
75.60, Sutter County continues to be eigible for recovery of costs associated with administering

supplemental assessments.

Following isaligt of the forma recommendations contained in this report, arrayed in the order that they

appear inthe text.

RECOMMENDATION 1:

RECOMMENDATION 2:

RECOMMENDATION 3:

RECOMMENDATION 4:

RECOMMENDATION 5:

RECOMMENDATION 6:

Apply the low-vaue property exemption only to
QUATYING PrOPEITIES. ... 13

Correctly identify pendty and escape assessments on the
current assessment roll, as required by section 533 and
01 =2 X S 15

Apply the section 482 pendty when a Change of Ownership
Statement isnot returned iME. ........ccoveeeveereeieeeere e 18

Egtablish base year vadues for taxable government-owned properties
according to BOE QUIdEIINES........c.ocveveee e 24

Obtain lists of tested water Stes from public agenciesto
discover assessable Propearty. .....oeveeeereee e 26

Use Assessors Handbook Section 581, Equipment Index and
Percent Good Factors, as intended, when vauing older
machinery and eQUIPMEN. .........cooireererieree e 31
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RESULTS OF 1999 SURVEY

Low-Value Property Exemption

We recommended that the assessor apply the county's low-vaue property exemption uniformly to al
qudifying properties. The assessor now reviews contiguous parcels to determine digibility for the low
vaue exemption. Thus, the assessor has implemented this recommendation.

Taxable Possessory Interests

We recommended that the assessor value dl qualifying possessory interests at the county fairgrounds.
The assessor has implemented our recommendation

Equipment Valuation

We recommended that the assessor vaue computers using the BOE's recommended factors. The
assessor has implemented this recommendation.

Aircraft

We recommended the assessor gpply the 10 percent penalty for falure to timely file an aircraft property
satement. The assessor has implemented this recommendation.

Manufactured Homes

We recommended that the assessor properly classfy manufactured homes as persona property. The
assessor has implemented our recommendation.

Mineral Properties

We made a recommendation regarding the trestment of working capita and its recapture in an income
gpproach. The assessor has implemented our recommendation.
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OVERVIEW OF SUTTER COUNTY AND THE ASSESSOR'S
OFFICE

Sutter County was incorporated by the Cdifornia State L egidature on February 18, 1850, as one of the
gate's origina 27 counties. Sutter County isamgjor agricultura center located in Northern Cdlifornia.
The county's southernmost border is gpproximately 10 miles north of the State Capitd, Sacramento.
The county is bounded by the Sacramento and Festher Rivers, encompasses 607 square miles, and
provides easy access to the Lake Tahoe and San Francisco areas.

Sutter County has a population of approximately 78,900, with 43,000 persons residing in Y uba City
and Live Oak, the county's only incorporated cities. Mogt of the remaining resdents live in the small
communitiesof Tierra Buena, Meridian, Rio Oso, Trowbridge, Sutter, Pleasant Grove, Nicolaus, East
Nicolaus, and Robbins.

Staffing

For the 2001-02 roll year, the assessor increased his saff by one, to atotal of 24. The staff currently
consists of the assessor, an assistant assessor, a chief gppraiser, an office manager, a senior map
drafting-title technician, Six appraisers, three auditor-appraisers, nine assessment clerks, and an
gppraisa ade. In addition, the assessor uses a contract appraiser to value minerd properties.

Budget

As shown in the table below, on average, the assessor's budget has increased about 13.3 percent per
year between 1998-99 and 2002-03. With a budget of $1,623,255, the assessor prepared the 2002-
03 locd rall, which totded nearly $5.2 hillion.

GROSS PERCENT PERMANENT PTAP FUNDS PTAP
YEAR BUDGET CHANGE STAFF RECEIVED* STAFF
2002-03 $1,823,291 12.3% 215 $147,436 25
2001-02 $1,623,255 24.2% 215 $147,436 25
2000-01 $1,306,492 11.5% 20.5 $147,436 25
1999-00 $1,171,793 -1.29% 20.5 $147,436 25
1998-99 $1,187,074 20.5 $147,436 25

*State-County Property Tax Administration Program

Assessment Volume

Commensurate with county growth, annua assessments have increased since the 1999-00 roll year. The
total increase between 1998-99 and 2002-03 was approximately 27.4 percent, reflecting an average
annual increase of about 6.8 percent.
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The following table illustrates the growth in assessed vaues during the past four years.

ROLL | TOTAL ROLL

YEAR VALUE INCREASE
2002-03 $5,199,343,277 6.8%
2001-02 $4,869,612,226 9.2%
2000-01 $4,460,392,244 9.3%
1999-00 $4,081,882,536 -0.21%
1998-99 $4,090,533,317

December 2003
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December 2003

The next table provides a breakdown of property types for the 2002-03 assessment roll:

NUMBER OF ENROLLED
PROPERTY TYPE ASSESSMENTS VALUE
Secured Roll
Land $1,618,361,092
Minera Property 41,606,472
Improvements 3,025,276,599
Fixtures 20,768,666
Persona Property 185,227,704
L ess Secured Exemptions (236,779,800)
Total Secured (Net of Exemptions) 20,316 $4,654,460,733
Unsecured Roall

Airplanes $14,089,804
Vesses 14,281,777
Land 9,416,178
Improvements 151,635,611
Fixtures 9,098,239
Persona Property 201,905,598
Less Unsecured Exemptions (8,259,975)
Total Unsecured (Net of Exemptions) 6,295 392,167,232
BOE Rall 152,715,312

Total Assessment Roll 35,611 $5,199,343,277
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ADMINISTRATION

This portion of the survey report focuses on administrative policies and procedures of the assessor's
office that affect both the redl property and business property assessment programs. We examined the
State-County Property Tax Adminigtration Program, appraiser certification, exemptions, the disaster
relief program, and assessment forms. We a so reviewed how the assessor processes corrections and
changes to the completed assessment roll, and how the assessor prepares for and presents assessment
gppeals.

State-County Property Tax Administration Program

In 1995, the L egidature established the State-County Property Tax Administration Program (PTAP).2
This program, which was later entitled the State-County Property Tax Administration Loan Program,
provided state-funded loans to digible counties for the improvement of property tax administration.”

If an digible county eected to participate, the county and the State Department of Finance entered into
awritten contract, as described in section 95.31. A PTAP loan is considered repaid if the county
satisfies agreed-on performance criteria set forth in the contract. The contract provides that the county
must agree to maintain a base funding and saffing leve in the assessor's office equd to the funding and
gaffing levels for the 1994-95 fiscd year. This requirement prevents a county from usng PTAP fundsto
supplant the assessor's exigting funding.

For mogt counties, the contract provides that verification of performance is provided to the State
Department of Finance by the county auditor-controller.

Sutter County first participated in the PTAP in 1998-99 and currently is contracted to participate
through May 30, 2003. The annual loan amount is $147,436, and the required base year funding and
gaffing levds are $729,929 and 19 positions, respectively. The Sutter County Auditor-Controller has
certified to the State Department of Finance that the county has met the contractua requirements for
loan repayment for every year under contract.

The assessor used PTAP funds for the following performance measures throughout the years of his
contract (not all measures applied in each year):

Performing annud reviews of properties experiencing declinesin vaue;

Performing mandatory and nonmandatory audits,

% Stats. 1995, Ch. 914, in effect October 16, 1995.

* The Property Tax Administration Loan Program expired June 30, 2001. In 2001, the Governor approved AB 589
(Stats. 2001, Ch. 521), establishing the Property Tax Administration Grant Program for the fiscal years 2002-03 through
2006-07. The grant program operates in essentially the same manner as the loan program except that if acounty fails
to meet its contractual performance criteria, the county will not be obligated to repay the grant but will beineligible to
continue to receive agrant.
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Increasing "desk reviews' of persond property accounts,

Maintaining production levels in the new congruction and change in ownership programs,
Completing accumulated assessment appeds,

Providing staff with training in computer gpplications, and

Acquiring additional computer hardware, software, and related equipment.

In order to remain current with the audit, new congtruction, change in ownership, and decline-in-vaue
programs, the assessor used the PTAP funds to provide overtime for full-time employees and increased
gaffing by 2.5 postions on an annud limited-term basis. For every year he has participated in the loan
program, the assessor has exceeded the performance measures established in his contract.

Appraiser Certification

Section 670 requires al persons who perform the duties of an gppraiser for property tax purposes to
hold avalid certificate issued by the BOE. The assessor's office has atotal of 13 positions that require
an employee to hold an gppraiser’s certificate.

The assessor, his staff, and his contract apprai ser possess the required certificates. In addition, the
contract with the non-employee appraiser conforms to the requirements of section 674.

Exemptions
Church and Religious Exemptions

The church exemption is authorized by article Xl11, section 3(f) of the Cdifornia Condtitution. This
provision, implemented by section 206 of the Revenue and Taxation Code, exempts from property
taxation buildings, land on which they are Stuated, and equipment used exclusively for reigious worship,
whether such property is owned by the church or leased to it. Property that is reasonably and
necessaxily required for church parking is exempt under article XII1, section 4(d), provided that the
property is not used for commercid purposes. The church parking exemption is available for church-
owned property aswell as leased property meeting the requirements in section 206.1

Article X111, section 4(b) authorizes the Legidature to exempt property used exclusvely for religious,
hospita, or charitable purposes, and owned or held in trust by corporations or other entities that meet
the following requirements. (1) are organized and operated for those purposes, (2) are non-profit; and
(3) no part of whose net earnings inures to the benefit of any private shareholder or individua. The
Legidature has acted upon such authorization by enacting the religious exemption in section 207 of the
Revenue and Taxation Code, which exempts property owned by a church and used exclusively for
religious worship and school purposes.

10
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The assessor adminigters the church and religious exemptions. The church exemption and the church
parking exemption require an annud filing of the exemption clam. However, the religious exemption
requires a one-time filing by the daimant. Once granted, the exemption remains in effect until terminated
or until the property is no longer digible for the exemption.

The following table shows the assessor's religious and church exemption workload for the last five years.

RELIGIOUS CHURCH

Amount of Number of Amount of Number of

Exemptions Exemptions Exemptions Exemptions
2002-03 $36,355,204 86 $217,261 1
2001-02 $31,434,466 74 $404,691 3
2000-01 $31,748,930 82 $298,145 2
1999-00 $31,861,686 82 $292,291 2
1998-99 $31,219,300 84 $85,983 1

There are no problems with the assessor's religious and church exemption programs.
Welfare Exemption

The wdfare exemption is available for property used exclusively for religious, hospita, scientific, or
charitable purposes that is owned and operated by community chests, funds, foundations, or
corporations organized and operating for those purposes. If the property is owned by one quaified
organization and used by another qudified organization more than once per week, then both must filea
clam for the property to receive exemption.

The welfare exemption is co-administered by the BOE and county assessors, and the clam must be
approved by both agencies. Annud filing of the exemption claim with the assessor isrequired. The
assessor reviews the claim and forwards a copy to the BOE. BOE g&ff review the dam and notify the
assessor of approva or denial.

When the welfare exemption is clamed on a property for the first time, copies of the organization's
articles of incorporation, tax-exempt letters, and financia statements must be submitted with the claim.
The assessor reviews the claim form and the attached documents for completeness and compliance with
the requirements for exemption. The assessor dso performs afield ingpection to verify thet the
information on the dlam form is correct and the property is used exclusivey for rdigious, hospitd,
scientific, or charitable purposes and activities. When the claim form, other required documents, and
field ingpection are complete, the assessor forwards a copy of those items to the BOE dong with a
recommendation for approval, partid approval, or total denid.

11
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An assessor cannot grant awelfare exemption that has been denied by the BOE but may deny an
exemption that was approved by the BOE.

The following table shows the assessor's welfare exemption workload for the last five years.

YEAR NO. EXEMPTIONS | ASSESSED VALUE
2002-03 42 $73,992,814
2001-02 38 $70,343,500
2000-01 39 $65,078,766
1999-00 28 $57,055,286
1998-99 29 $49,469,554

The assessor is processng the welfare exemption clams correctly. Accordingly, we have no
recommendationsin this area.

Low-Value Property Exemption

Section 155.20 authorizes the county board of supervisors to exempt from property taxation al real
property with a base year vaue, and persona property with afull value, so low that, if not exempt, the
total taxes, specid assessments, and applicable subventions on the property would amount to less than
the assessment and collection costs. Section 155.20(b)(1) provides that the county board of supervisors
has no authority to exempt property with atota base year vaue or full value of more than $5,000, or
more than $50,000 in the case of certain possessory interests. The board of supervisors must adopt any
such exemption before the lien date for the fiscal year to which the exemption isto apply. At the option
of the board of supervisors, the exemption may continue in effect for succeeding fisca years.

Before passing alow-value property exemption resolution, the board of supervisors must determine at
what level of assessment the cost of assessing property and collecting taxes, specid assessments, and
subventions exceeds the proceeds to be collected. Upon the recommendeation of the assessor, the
board of supervisors concluded that the threshold for assessed values was $3,000 and adopted
Resolution No. 96-15 on February 27, 1996, to provide an exemption for real and persond property
with avaue of $3,000 or less.

For the 2002-03 rall, the assessor exempted 249 secured parcels valued at $353,383, plus 2,494
unsecured accounts valued at $3,652,132, for atotal value of $4,005,515.

In our prior survey, we recommended that the assessor gpply the low-value property exemption
uniformly to al qudifying properties. The assessor concurred with our recommendation and has
implemented procedures to ensure consistency and uniform application of the low-vaue exemption.
However, we found one other problem in this program.

12
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RECOMMENDATION 1:  Apply the low-vaue property exemption only to quaifying properties.

The assessor gpplied the low-value property exemption to land benegath privately-owned hangars
located at the airport. However, in dl cases, the combined tota assessed vaue of the land and the
hangar improvements exceeded the $3,000 exemption limit.

Section 155.20 requires the assessor to consider the base year vaue of the appraisa unit when
determining digibility for exemption. In this case, the unit conssts of land and improvements (hangar).
The assessor's palicy isto treat these parcels as a single unit. However, on four occasions the assessor's
gaff failed to manudly override the low-vaue exemption code and inadvertently treated land and
improvements separatdy, rather than a single unit. This caused the low-vaue exemption to be granted in
error.

We recommend the assessor use the total property vaue when determining the low-value exemption.
Disaster Relief

Section 170 authorizes a county board of supervisors to adopt an ordinance providing property tax
relief to assessees whose properties have been damaged or destroyed by amisfortune or calamity. The
ordinance may apply to any misfortune or caamity, to amgor misfortune or caamity within aregion
that has been declared to be in a state of disaster by the Governor, or to a misfortune or calamity that
was caused by the suspension or restriction of the right to enter upon a possessory interest in state or
federal government-owned land.

At the assessor's request, the Sutter County Board of Supervisors adopted Ordinance No. 1326, to
provide property tax relief for taxpayers whose homes, businesses, and other properties have been
damaged in adisaster or calamity. The ordinance was adopted on February 26, 2002.

Discovery

The assessor discovers damaged or destroyed taxable property through quarterly fire reports sent by
the fire departments of Y uba City, Live Oak, Robbins, and Sutter County. Taxpayers rarely initiate the
request for disaster relief. We found that al property files for fire-damaged property, where disaster
relief was claimed, contained fire reports. Most aso contained newspaper clippings or other sources of
information concerning the disaster.

When the assessor discovers damaged or destroyed property, he sends a disaster relief claim to the
affected taxpayer. Staff maintains alog of the damaged property by parce number, owner name, and
address. These records indicate that the assessor processed 17 claimsin Fisca Year 1999-00, 24 in
2000-01, and 19 in the 2001-02.

The assessor properly caculates the prorated assessment and employs the correct assessment
procedures for both disaster relief and reconstruction valuations. He aso applies the article XI11A
inflation factors when no repair work is done and measures market vaue both before and after the
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disaster. The assessor generally processes disaster rdlief clams in accordance with the requirements of
property tax law and includes sufficient documentation.

Assessment Forms

Subdivision (d) of Government Code section 15606 requires the BOE to prescribe and enforce the use
of al formsfor the assessment of property for taxation.® The BOE currently prescribes 74 forms for use
by county assessors and one form for use by county assessment appeals boards. Generdly, the
assessor has the option to change the appearance (e.g., Size and color) of a prescribed form but cannot
add to, change, or delete the specific language on the form. The assessor may aso rearrange aform,
provided the assessor obtains prior gpprova from the BOE.

Assessors may aso use localy developed forms and questionnaires to assist them in their assessment
duties. However, such forms may not be used as substitutes for BOE-prescribed forms, and no pendty
may be imposed upon a property owner for falure to file such aform or questionnaire.

The BOE annudly sends checklists to assessors for property statements, exemption forms, and
miscellaneous forms. Assessors are to indicate on the checklists which forms they will use in the
succeeding assessment year, and return the property statements and miscellaneous forms checklists by
October 15, and the exemption forms checklist by December 1. By February 10, assessors are
required to submit to the BOE the find prints of &l forms they will use®

The forms checklists for the 2003 lien date were returned to the BOE within the specified period. The
assessor uses 67 of the 74 BOE-prescribed forms, one of which was rearranged. There were no
problems with the assessment forms used by the assessor.

Assessment Roll Changes

The assessor has a duty to complete the local assessment roll and ddliver it to the auditor by July 1 of
each year. After ddivery of theroll to the auditor, the assessment roll may not be changed except as
authorized by statute. All assessment roll changes are based on specific Satutes, and any roll change
must be accompanied by the appropriate Satutory reference.

Assessment roll changesfall under two genera categories. escape assessments and corrections. An
escape assessment is an assessment of property that was not assessed or was underassessed on the
origind rall, for any reason. A correction is any type of authorized change to an exigting assessment
except for an underassessment caused by an error or omission of the assessee.

®> Government Code section 15606(d); Revenue and Taxation Code sections 480(b), 480.2(b), 480.4(b); rules 101 and
171.
® Rule 171(a).
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The volume of annud roll changesfor the lat five years is shown in the following table:

ASSESSMENT YEAR NUMBER OF ROLL CHANGES
2001-02 378
2000-01 1,093
1999-00 423
1998-99 923
1997-98 976

The assessor makes roll changes within the authorized period of time, and Notices of Proposed
Escape Assessment are correctly mailed to taxpayers at least 10 days before the changes are entered
on the roll. However, escape assessments added to the current roll lack the notation required by
section 533. Additionaly, the current assessment roll, which is available to the public on computersin
the assessor's office lobby, does not include the pendty identification required by rule 261.

RECOMMENDATION 2:  Correctly identify pendty and escape assessments on the current
assessment roll, as required by section 533 and rule 261.

On the current assessment roll, the assessor does not include the notation required by section 533 or the
penaty identification required by rule 261. Section 533 requires the assessor to enter an escape
assessment on theroll for the current assessment year. If the escape isfor aprior roll, the entry on the
current roll must state "Escaped assessment for year  pursuant to Sections_ of the Revenue
and Taxation Code." This notation provides notice of escape assessment to the public.

Rule 261 provides that when pendties are imposed under section 463, notice on thelocd roll is
required. Rule 261 requires the assessor to enter section 463 penalty assessments on thelocd roll in
one of three ways.

(1)  Adding appropriate pendties to the assessed value of each class of property to which the
pendty is gpplicable and referencing the va ues by footnotes or entriesin the remarks column or
other columns which reads: "Includes % penalty added pursuant to Sec ,R& T Code."

2 Inserting the amount to be added to the assessed value of each class of property below the
assessad vaue and identifying the pendty by an entry on the same line but in another column or
other columns which reads. "Penalty added pursuant to Sec. ,R& T Code."

(3) Entering the amount to be added to the assessed value of each class of property in another part
of the rall, together with the name and address of the assessee, the tax-rate area code, the
words "penalty added pursuantto Sec. R & T Code" and a cross reference to the place
on theroll at which the assessed values are entered.
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The consequence of this omission isthat an explicit satutory and regulatory requirement for escape
assessments has not been met. (It should be noted, however, that this requirement does not apply to
corrections that reduce the assessed value on therall.)

We recommend that the assessor correctly identify penalties and escape assessments on the current roll
as required by section 533 and rule 261.

Assessment Appeals

The assessment gpped s function is prescribed by article XI11, section 16 of the Cdifornia Congtitution.
Sections 1601 through 1641.2 are the statutory provisions governing the conduct and procedures of
assessment gpped boards, and the manner of their creation. As authorized by Government Code
section 15606, the BOE has adopted rules 301 through 326 to regulate the functioning of the
assessment appeal process.

We found that the assessor has a good working relationship with the assessment appedls board (AAB).
There are about 80 outstanding apped applications scheduled to be resolved this year. In addition, the

county uses the correct gpplication form, which is available at both the assessor's office and at the office
of the clerk of the board.

The following table summarizes recent assessment gppeds activity in Sutter County.

METHOD OF RESOLUTION
Roll Appeals Cases heard by AAB
Y ear Filed . . . .
Reduced | Upheld/ | Increased | Stipulation | Withdrawn | Continued
Denied

2001-02 63 3 6/13 9 29 3
2000-01 65 1 7112 4 15 26
1999-00 81 8 4/10 3 4 49 3
1998-99 109 13 9/8 1 14 55 9
1997-98 223 18 9/6 12 168 10

We reviewed gppedls of single-family residences, commercia properties, and industrial complexes, and
found supporting evidence to be well documented and organized.

The assessor's assessment appedl s program gppears to be in compliance with al gpplicable rules and
datutes. The program includes timely resolution of cases, adherence to filing periods, and adequacy of
written findings and conclusons.
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ASSESSMENT OF REAL PROPERTY

The assessor's program for assessing red property includes the following dements:
Revauation of properties that have changed ownership.
Vauation of new construction.
Annud review of properties that have experienced declinesin vaue.

Annud revauations of certain properties subject to specia assessment procedures, such as
land subject to California Land Conservation Act (CLCA) contracts and taxable
government-owned land.

Under article X111 A of the Cdifornia Condtitution, the taxable value of most red property may not
exceed itsfull cash value as of the later of (1) the 1975 lien date or (2) the property's most recent
change in ownership or completion of new congtruction. This ceiling on taxable vaue establishes the
property’s "base year vaue," which is subject to an annud inflation adjustment not to exceed two
percent.

Change in Ownership

Section 50 requires the assessor to establish a base year value for red property upon achangein
ownership. Section 60 defines change in ownership as atrandfer of apresent interest in red property,
including the beneficid use thereof, the vaue of which is substantidly equd to the vaue of the fee Smple
interest. Sections 61 through 69.5 further dlarify what is consdered a change in ownership and what is
excluded from change in ownership for reappraisal purposes.

Document Processing

The assessor's primary means of discovering properties that have changed ownership is by reviewing
deeds and other documents provided by the county recorder. The recorder sends the deeds and other
recorded documents e ectronically to the assessor. The recorded documents are printed for processing
and examined by the senior drafting technician for accurate property descriptions and correct assessor's
parce numbers (APN's). Documents are then logged in by the office manager and distributed to the
assessment clerk assigned to deed processing.

The assessor dso receives Form BOE-502-A, Preliminary Change of Ownership Report (PCOR),
when completed by the assessee at the time of recording a deed. Approximately 80 percent of such
recordings include a PCOR. The assessor sends Form BOE-502-AH, Change of Ownership
Satement (COYS), to transferees who did not complete a PCOR. An assessment clerk maintains a
computer log of COS forms sent and notes forms not returned within the 45-day period alowed by
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law. She then natifies the office manager so that penalties can be applied. Most COS forms are returned
timely.

RECOMMENDATION 3:  Apply the section 482 pendty when a Change of Ownership
Statement is not returned timely.

The assessor does not apply the section 482 pendty when a COS is not returned or returned after the
deadline. When a penalty isto be enrolled, the assessor's procedure is to send aletter to the taxpayer
and file a copy of the letter in the property file. However, we could not find a copy of the penalty letter
in any of the files where a COS was not returned and the assessor's computer system did not show a
pendty had been enrolled. Two files did contain copies of the returned COS, but they appear to have
been returned after the 45-day period alowed by section 482.

Section 482 provides that aperson is required to file a COS. Additionaly, section 482 provides that
faling to file a COS within 45 days after awritten request from the assessor shall result in afine of $100
or 10 percent of the taxes. By not processng pendtiesin atimely fashion, the assessor is not enforcing
section 482 as prescribed.

We recommend that the assessor gpply the section 482 pendlties.
Legal Entity Ownership Program

Section 64 provides that certain transfers of ownership interestsin legd entities are changesin
ownership of dl red property owned by the entity and its subsidiaries. Rule 462.180 provides additiona
detail about the application of section 64.

Since there is usualy no recorded notice of the transfer of an interest in alega entity, discovery of
changes in ownership resulting from such transfersis often difficult.

The BOE's Legd Entity Ownership Program (LEOP) unit investigates and verifies changesin control
and ownership reported by legd entities and transmits to each county alisting, with corresponding
property schedules, of the entities that have reported a change in control under section 64(c) or change
in ownership under section 64(d). However, many of the acquiring entities do not provide detailed
information pertaining to the countiesin which they have property, the assessor's parcd number, or how
many parcels they own. Because of the lack of reliable data provided by the entities, the LEOP unit
advises assessors to thoroughly research each named entity's holdings to determine thet all affected
parcels are identified and properly appraised.

The assessor receives reports of legd entity changes in ownership from the LEOP unit and assignsthe
change in ownership to an appraiser. The gppraiser may work with an auditor-gppraiser to determine
which properties or portions of properties actudly transferred.

We examined seven legd entity changes in ownership, transmitted to the county by the LEOP unit. We
found al had been reviewed and appraised where necessary. There were no problems with the
assessor's change in ownership of legd entities program.
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Exclusions

The assessor correctly excludes interspousa transfers from regppraisal. Additionally, the assessor
correctly processes transfers to and from family trusts.

The assessor uses the proper claim forms for the exclusion of change in ownership transfers between
parents and children, or grandparents and grandchildren, and is current in reporting clam information to
the BOE. The assessor islate in reporting section 69.5 exclusions (for persons 55 and older) to the
BOE. However, dl the dlowed clams that we reviewed were completed properly and filed timely.

New Construction

Section 71 requires the assessor to determine the full cash vaue of newly constructed real property as
of its date of completion, or on each lien date while congtruction isin progress. When the assessor
gppraises completed new congruction at full cash value, anew base year vaueis created for the newly
congtructed portion. Rule 463 governs the assessment of new congtruction by interpreting and making
more specific the requirements of section 71. Chapter 6 of Assessors Handbook Section 502,
Advanced Appraisal, provides additiond guidance for assessng new congtruction.

Discovery

Most new congtruction activity is discovered from building permits. Currently, the assessor receives an
average of about 2,250 permits annudly from four permit-issuing agencies. the Sutter County Planning
and Public Works Department, the Sutter County Environmental Hedlth Department, and the cities of
Live Oak and Y uba City. It gppearsthat dl of these agencies provide current copies of al permits and
building plans where available.

Additiona sources of discovery include newspaper articles, and business property statements. Staff
gppraisers may aso discover new congruction activity while working their assgned areas of the county.

Congtruction in progress is enrolled at market value as of the lien date. Upon completion, the full value
of the new congtruction is enrolled and a supplemental assessment is generated. The assessor enrolls all
discovered new congtruction, including low-vaue items such aswels and patio covers.

The following table shows the number of new construction projects by fisca year. In addition, it shows
the number of new construction projects that have been completed without a permit.
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ASSESSMENT 2002-03 2001-02 2000-01 1999-00 1998-99
ROLL
Completed with 1,175 796 799 797 860
Permit
Partial 62 264 275 285 351
Completion
Completed 20 126 126 98 230
without Permit
Totd: 1,257 1,186 1,200 1,180 1441
Self Reporting

The assessor employs a sdf-reporting program for the assessment of new congtruction. This program
reduces the amount of time and cost associated with the appraisal of new construction. The assessor
sends a sdf-reporting questionnaire for new congtruction on most types of property, including
resdentid, commercid, industria, and rura property. The assessor compares the information obtained
from the questionnaire with the information provided by the permit-issuing agency and cost estimate
performed using various cost manuds. If the reported cost is within the range of value provided by the
permit-issuing agency and cost estimate, the assessor will enrall the cost submitted on the questionnaire
asthe value of the new congtruction.

Occasiondly, the assessor will audit the reported costs by contacting the property owners and
contractors to verify the cost. In addition, the assessor will perform afield ingpection of the new
condruction to verify the information provided on the questionnaire. These contacts will confirm the
accuracy of the sdlf-reporting questionnaire and may provide additiona information about the new
congruction.

Overall, the assessor's tracking and control procedures for new construction are effective. As noted in
the prior survey, the assessor's comprehensive program for ng new congruction complieswith al
datutory requirements. The permit-processing program results in thorough monitoring of new
congtruction and an effective vauation process.

Supplemental Assessments

Sections 75 et seg. require the assessor to issue a prorated assessment (i.e., a supplemental
assessment) to reflect any increase or decrease in assessed val ue resulting from a change in ownership
or new congruction. The supplementa assessment covers the portion of the fiscal year remaining after
the date of change in ownership or completion of new congtruction.

The assessor processed gpproximately 3,200 supplemental assessments for the 2000-01 assessment
roll year. All supplementa assessments are prepared daily. Asrequired by law, anotice for each
supplemental assessment is sent to the taxpayer of record. On the second to the last Friday of the
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month, the new taxable vaues are enrolled on the supplementd roll and transmitted to the county
auditor. Included on thisroll are the resulting taxes due or amounts to be refunded.

We found that supplementa assessments for the 2001-02 fiscal year were handled correctly. For events
occurring on or after the lien date and on or before May 31, two supplementd bills were issued, and dl
supplementa assessments were enrolled. The assessor properly enrolls negative supplementa
assessments when the situation warrants. 1n addition, the assessor properly provides builders with an
exclusion from supplementd assessment (builder's inventory exclusion provided pursuant to section
75.12) if the builder gpplies for the excluson within the required time limit.

The assessor has an excdllent supplementa assessment program that is documented and organized.
California Land Conservation Act Property

Agricultura preserves may be established by a city or county pursuant to the Cdifornia Land
Conservation Act (CLCA) of 1965 for the purpose of determining boundaries of areas in which the city
or county iswilling to enter into contracts with property owners. Property ownersin an agricultura
preserve who choose to enter into a contract agree to restrict the use of their lands for agriculture and
compatible uses in exchange for assessment at arestricted value. Lands under such contracts are valued
for property tax purposes by a methodology based upon agricultura income-producing ability, including
income derived from compatible uses (e.g., hunting rights and communications facilities). They are
assessed at the lowest of the redtricted vaue, the current market value, or the factored base year vaue.
Sections 421 through 430.5 govern the assessment of land subject to agricultura preserve contracts.
Assessors Handbook Section 521 (AH 521), Assessment of Agricultural and Open-Space
Properties, provides BOE-agpproved guidance for the appraisal of these properties.

On September 26, 2000, Sutter County's Board of Supervisors adopted Resolution No. 00-073,
which established the geographica area within which the county would be willing to enter into
agriculturd preserve contracts with landowners, and set forth the rules for administering the program.

The number of CLCA contracts increased from 12 for fiscal 2001-02 to 73 for 2002-03. The 73
contracts represented 294 parcels encompassing 38,774 acres. The total assessed value of these
parcels was $61,077,913, which represents a reduction of $26,160,484 from the assessed values that
would have been enrolled without the assessment restrictions permitted by the CLCA contacts. As of
November 27, 2002, taxpayers had contracted to add an additional 4,917 acres to the CLCA program
for the 2002-03 fisca year. None of the CLCA contracts are in non-renewa status, and there are no
Farmland Security Zone (FSZ) contracts. FSZ contracts are more restrictive CLCA contracts, but
provide greater vauation benefits than the generd CLCA contracts.

Mogt of the CLCA parcelsin Sutter County are used for field crops, with the baance of the acreage
being used for grazing and orchards. Currently, each appraiser values dl red property (including
CLCA) assigned to hisor her geographica area.
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We found that the staff correctly segregates homesites from land subject to the restricted va uation
method, assessing them as separate appraisa units. They aso correctly classfy the land and
improvements.

Income and Expenses

The income to be capitaized is the economic net income attributable to the land determined, whenever
possible, by the andysis of rents received in the areafor smilar lands in Smilar use. To determine net
income, the gppraiser must estimate the future gross income the land can be expected to produce and
subtract the alowable cash expenses (except property taxes) necessary to maintain thisincome. The
grossincome is primarily from agricultura production, but it so includes income from any compatible
uses actudly occurring, such as lease payments for oil or gas exploration rights, communication facility
gtes, and recreationa uses such as hunting or fishing. There are no limits placed upon the income to be
capitalized unless the contract contains a provison establishing aminimum annua income per acre.

Since the income to be capitdized in the vauation of open-space properties is the net income
attributable to the land, the expenses necessary to maintain this income and the portion of the income
attributable to improvements must be subtracted from the expected gross income prior to capitdization.
The type of expenses deducted, and to some extent the amount of the deductions, will depend upon the
compostion of the grossincome. For example, a gross economic income derived from cash rents will
generdly require fewer adjusments than a gross income derived from share rents, and, whilea
management charge is generdly applicable to both income streams, this charge will normdly belessin
cash rentd anadlysis. In addition to the expenses that are incurred for the creation and maintenance of the
income, the property owner is entitled to afair return onthe vaue of the improvements thet are
necessary to produce the income and the return of (recapture) the value of such improvements.

The staff utilizes a computer spreadsheet to calculate and track the restricted vaue, factored base year
vaue, and current market value for each property. They typically use the actua cash rent, as reported
by the taxpayer on questionnaires they submit annudly, as the grossincome in the income gpproach. In
some ingtances they estimate the gross income using share crop rents. The staff includes rent income
from compatible uses when appropriate. They estimate operating expenses using information submitted
by the property owners and data provided in the county crop reports.

Capitalization Rates

Section 423(b) prescribes the compaosition of the capitaization rate to be used in determining CLCA-
redtricted land values. It requires that the capitaization shdl be the sum of the following components:

An interest component annualy determined and announced by the BOE;

A risk component based on the location and characteristics of the land, the crops to be grown
thereon and the provisions of any lease or rental agreement to which the land is subject;

A component for property taxes, and
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A component for amortization of any invesment in perennids over their estimated economic life
when the tota income from land and perennid's other than timber exceeds the yield from other

typica crops grown in the area.

To determine the risk component for the CLCA capitalization rate, the staff starts with the 1 percent
risk rate suggested as a reasonable base rate in the AH 521. Then, depending on whether the rent used
in the income approach is a cash rent or share rent, and on the type of property, the staff add or deduct
from this base risk rate to arrive at the risk component.

The assessor has an effective program for the assessment of CLCA properties.

Decline in Value

Section 51 requires the assessor to enroll the lesser of either a property’s factored base year vaue or its
full cash vdue, as defined in section 110. When a property's current market value fals below its
factored base year vaue on any given lien date, the assessor must enroll that lower vaue. If, on a
subsequent lien date, a property's market vaue rises above the factored base year vaue, then the
assessor must enroll the factored base year value. (Assessors Handbook Section 501 Basic Appraisal,
January 2002, page 140.)

The following table shows the gatistics for properties with decline-in-vaue assessments for the last five
years:

ASSESSMENT 2002-03 2001-02 2000-01 1999-00 1998-99
ROLL

Total Parcelson 1,688 2562 3,354 3,257 3,158

Decline

FBYYV of those | $317,316,241 $456,160,530 $571,777,489 $585,003,223 $583,368,614

Parcels

Totd Fair $258,901,551 $418,108,083 $546,472,191 $511,242,421 $501,867,379

Market Vaue

Tota Vaue ($58,414,690) ($38,052,447) ($25,305,298) ($73,760,802) ($81,501,235)

Reduction

Each decline-in-vaue assessment is coded to prevent the computer program from applying the annua
inflation factor. This coding aso flags each of these properties for annua review. Due to the
srengthening of the loca red estate market in recent years, the number of properties with decline-in-
value assessments has decreased significantly, from 3,354 in 2001-01 to 1,688 for 2002-03.

Staff gppraisers are assigned to specific geographic areas and have the responsibility to discover and
regppraise al propertiesin thelr areas that are experiencing declinesin value. Methods of discovery
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include the gppraiser's knowledge of the market valuesin their assgned areas, dong with requests for
review by property owners, and formal appeals to the assessment appedls board.

The assessor has an effective and thorough program for annualy reviewing and adjusting redl property
assessments to reflect declinesin value

Taxable Government-Owned Property

Article X111, section 3 of the Cadifornia Condtitution exempts from property taxation any property
owned by loca governments, except as provided in section 11, which makesland, and the
improvements thereon, located outside alocal government agency's boundaries taxable if the property
was taxable at the time of acquigition. Improvements that were constructed to replace improvements
that were taxable when acquired are aso taxable. These lands and taxable improvements are commonly
referred to as Section 11 properties.

For the 2002-03 fiscal year, the staff enrolled 120 Section 11 properties, 118 of which were owned by
Sacramento County. These properties had atotd assessed value of $2,594,116. The only taxable
improvements on these parcels were rdatively minor items such asirrigation pumps.

RECOMMENDATION 4.  Edtablish base year values for taxable government-owned properties
according to BOE guiddines.

The assessor does not establish base year values for taxable government-owned properties according
to the guiddines provided in Letter To Assessors (LTA) 2000/037. Instead, the assessor establishes the
base year value based on the current market vaue.

In LTA 2000/037, dated June 15, 2000, the BOE provided guidance for the assessment of Section 11
properties. The guidelines provide that base year values of Section 11 properties acquired after March
1, 1975, are established at the lower of current market value as of the date of change in ownership, or
the 1967 assessed value multiplied by the appropriate Phillips Factor as of the date of changein
ownership. The assessor uses the current market value as of date of change in ownership to establish
the base year vaue without consdering the vaue determined pursuant to section 11. This method of
determining the base year vaue may result in the overassessment of taxable government-owned

properties.

We recommend that the assessor assess Section 11 properties according to the guidance provided in
LTA 2000/037.

Possessory Interests

A taxable possessory interest results from the possession, or aright to possession, of publicly owned
real property, where the possession provides a private benefit to the possessor and is independent,
durable, and exclusive of rights held by others. The assessment of ataxable possessory interest is based
on the vaue of therights actudly held by the possessor; the rights retained by the public owner are
generdly not taxable.
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To discover possessory interests, the assessor regularly contacts government agencies that own
property in Sutter County. As aresult, the assessor has enrolled 195 separate possessory interest
assessments on the 2002-03 assessment roll, totaling $10,186,372.

In our prior survey, we recommended that the assessor assess dl qudifying possessory interests at the
county fairgrounds. The assessor has complied with our recommendation.

Leasehold Improvements

Leasehold improvements are improvements or additions to leased property that have been made by the
tenant or lessee. Such improvements can be secured to the real property or assessed to the lessee on
the unsecured assessment roll.

Commercid, industrid, and other types of income-producing properties require regular monitoring by
the assessor because, as tenants change over time, they may add and remove improvements that may
result in a changed use of the property. These changes mugt, by law, be reflected in the property's
asessment if they qudify as new congruction.

When real property is reported on the business property statement, coordination between the assessor's
red property and business property divisonsisimportant. The reported cost should be examined by
both an appraiser in the red property divison and an auditor-appraiser in the business property divison.
The divisons should determine the proper classification of the property to ensure gppropriate
assessment by each divison and avoid escapes and doubl e assessments. The assessor's office must
determine whether costs are for repair and maintenance and are, therefore, not assessable, whether
additions are properly classfied as structurd improvements or fixtures, and if additions are properly
enrolled. Additiondly, both divisons must agree on which itemswill be assessed by which divison;
otherwise escapes or double assessments may result.

The most common sources for the discovery of leasehold improvements are business property
statements and building permits. Section B of Form BOE-571-L, Business Property Statement,
contains information regarding red estate related assets owned by atenant at the rented location of the
business enterprise. Tenants are required to report costs incurred for congtruction, remodeling, or
dterationsto their rented or leased premises.

The assessor uses a three-part routing dip to advise each division, rea or business property, of new
congtruction or other leasehold improvements. When the business property divison discovers what may
be assessable red property reported on a property statement, they use the routing dips to refer the
information to the redl property gppraiser within whose geographica area the property islocated. The
rea property agppraiser determines how the new improvements should be assessed. If the appraiser
recommends that the improvement be assessed to the lessee, the business property divison will enroll it
in an unsecured account. When the assessor's staff discovers that a new lessee has purchased tenant
improvements (TI's) from the prior lessee, the staff determines a new base year vaue for the Tl'sand
assesses them to the new lessee. If alessee vacates a space and abandons the Tl's, the assessment of
them is secured to the red property.

25



Sutter County Assessment Practices Survey December 2003

We found that the assessor isin compliance with generdly accepted assessment practices relaing to
leasehold improvements.

Water Company Property

Water company property assessed on the loca tax roll may include property owned by private water
companies, mutua water companies, aswdl as portions of government-owned water systems. Each
type presents different assessment problems.

Municipal Water Systems

Article XII1, section 3(b) of the Congtitution of California exempts from taxation property owned by a
loca government. Such property includes both property owned by city water departments and located
within city limits and property owned by water ditricts and located within digtrict boundaries. When a
locd government entity owns property located outside of the government agency's or district's
boundaries, this exemption does not apply.

In Sutter County, the land and improvements of the municipa water syslem are located outsde the city
limits and are assessed correctly under article X111, section 11 of the Cdifornia Condtitution as taxable
government-owned property.

Mutual Water Companies

A mutua water company is a private association created for the purpose of providing water, at cog,
primarily to its stockholders or members. When incorporated, the association can enter into contracts,
incur obligations, own property, and issue stock. However, if unincorporated, it can do these things only
in the names of the members. Corporations organized for mutua water company purposes are not
subject to regulation by the CPUC unless they ddiver water for compensation to persons other than
stockholders and members.

The assessor's mutua water company files contain the origind articles of incorporation and current
copies of the Form BOE-540-S, Mutual or Private Water Company Property Statement. The vaue
of the mutua water company property was correctly reflected in the assessments of the parcels served
by the water system.

RECOMMENDATION5:  Obtan lists of tested water Stes from public agenciesto
discover assessable property.

The assessor does not obtain lists of tested water Sites to discover assessable properties. In our 1999
survey, we suggested that the assessor request lists of tested water sites from the county's Department
of Environmental Hedlth and from the Cdifornia Department of Health Services, Office of Drinking
Water. Because the assessor has not obtained these lists of tested water Sites, thereis a potential for

property escaping assessment.
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We obtained alist of private, nonregulated water Stes from the county's Department of Environmenta
Hedlth. We checked several companies on the list with the assessor's database and could not find any
assessments for them. This indicates that the assessor may not be assessing any wells, ponds, or pumps
related to these companies.

Although many wells, ponds, or other water-producing property on the listed stes may have little or no
vaue, or may be aready included in the overal vauation, other such property may be escaping
assessment. A review of these lists would assst the assessor in determining whether private water
companies escaped assessment or were improperly assessed.

We recommend that the assessor obtain lists of tested water Sites from public agenciesto discover
assessable property.

Mineral Property

Rule 469(b) provides that the rights to enter upon land for the purpose of exploration, development, or
production of minerds are "taxable red property interests to the extent they individualy or collectively
have ascertainable value." Subsequent subsections of the rule set forth the procedures for valuing these
taxable red property interedts.

In adopting rule 469, the BOE determined that due to the unique nature of minera interests and the
requirements of article X111 A, the assessor must select the one point in time when the minerd right will
be vaued by reference to proved reserves. Once the base year value is established, it cannot be
increased except as permitted under article X111 A.

Sutter County has four aggregate mining properties and 252 oil and gas producing properties with a
total assessed value of $41,606,472. The 252 oil and gas producing properties have 169 active wells,
of which 21 were completed during the year. Eighty-nine wells are producing below their economic
level or are shut-in. The assessor uses an outside consultant to assst in assessing these properties. We
reviewed the procedures for ng the petroleum properties and found no procedural deficiencies.

In our prior survey, we made a recommendation regarding the treatment of working capital and its
recapture in the income gpproach. The assessor has implemented this recommendation.

Pipeline Rights-of-Way

Intercounty pipeline rights-of-way were assessed by the BOE from gpproximately 1982 until 1993,
when an appellate court ruled that such assessments were outside the BOE's condtitutiond authority. In
Southern Pacific Pipe Lines Inc. v. State Board of Equalization (1993) 14 Ca.App.4th 42, the
court ruled that, while the pipelines themsalves are properly assessed by the BOE, the rights-of-way
through which the pipelines run must be localy assessed. Subsequent to this court ruling, the Legidature
added sections 401.8 through 401.12, governing county assessorsin the valuation of intercounty
pipdine lands and rights-of-way.
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The assessor's program for discovering pipeline rights-of-way involves requiring staff appraisersto
monitor congtruction activity in their assgned areas. The assessor enrolled three pipeline rights-of-way
in 2002: two were referred from BOE's Vauation Divison, and one was discovered by the assessor.
The three enrolled pipdine rights-of-way are listed as possessory interests and valued according to
sections 401.10, 401.11, and 401.12. The assessor applies the low-density measure for pipdine rights-
of-way in Sutter County. The total assessed value of these pipeline rights-of-way is approximately
$845,700 for the 2002-03 roll.

All pipdine right-of-way accounts appeared to be properly assessed and dl files contained appropriate

business property statements. We found no problems or discrepanciesin the assessor's pipeline right-
of-way program.
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ASSESSMENT OF PERSONAL PROPERTY AND FIXTURES

An assessor's program for assessing persona property and fixtures includes the following maor
eements.

Discovery and classfication of taxable persond property and fixtures.
Mailing and processing of annua property statements and questionnaires.
Annud revauation of taxable persond property and fixtures.

Auditing taxpayers whose assessments are based on information provided in property
satements.

Annualy, the assessor's business property staff processes over 3,900 property statements, audits about
100 accounts, and enralls values for gpproximately 176 aircraft and 3,264 vessdls.

Audit Program

A comprehensive audit program is essentid to the successful adminigtration of any tax program that
relies on information supplied by taxpayers. A good audit program discourages deliberate
underreporting, helps educate those property owners who unintentionaly misreport, and providesthe
assessor with additiona information to make fair and accurate assessments.

Mandatory Audits

Pursuant to section 469, audits are mandatory for taxpayers reporting business tangible persona
property and trade fixtures valued at $400,000 or more.

Sutter County has atota workload of approximately 160 mandatory audit accounts, or an average of
about 40 audits per year. The assessor has atimely mandatory audit program.

Nonmandatory Audits

A nonmandatory audit program serves severd purposes in the assessment of persond property.
Besides helping to mitigate taxpayer reporting errors, a nonmandatory program aso alows for the
investigation and resolution of gpecia problems uncovered during the processing of property statements.

The following table shows the tota number of audits completed over the last four years. The decrease in
the tota number of mandatory audits is due to the increase in the mandatory audit threshold from
$300,000 to $400,000 in January 2001.
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ASSESSMENT | TOTAL | MANDATORY | NONMANDATORY NET VALUE
ROLL AUDITS AUDITS AUDITS CHANGE
2002-03 103 A 69 $11,098,870
2001-02 A 47 47 $10,419,957
2000-01 101 41 60 $12,049,495
1999-00 108 42 66 $17,190,979

Statute of Limitations

In generd, section 532 requires that the assessor enroll an escape assessment discovered during an
audit within four years after July 1 of the assessment year during which the property escaped
assessment. If the assessor cannot complete an audit within the prescribed time, the assessor may
request, pursuant to section 532.1, awaiver of the statute of limitations from the taxpayer to extend the
time for making an assessment.

The assessor ether completes audits within the statutory time alowed or obtains awaiver of the statute
of limitations from the taxpayer if the audit cannot be completed in atimey manner.

Audit Quality

An audit should follow a standard format so that the auditor-gppraiser may easily determine whether the
property owner has correctly reported all taxable property. Audit narratives and summearies should
include adequate documentation, full value caculaions, reconciliation of the fixed assets totds to the
generd ledger and financid statements, review of asset invoices, reconciliation between reported and
audited amounts, an andlysis of expense accounts, and an andysis of depreciation and obsolescence
factors that may affect the business property.

We reviewed a number of recently completed audits. During the course of an audit the assessor
routingly verifies taxpayers records to determine if achange of control (ownership) or new construction
has occurred. The assessor dlso verifies leased equipment, accounts for supplies, and properly classfies
equipment. In al cases that we reviewed, the audits were accurate, well documented, and supported by
acomprehensive audit checklist defining the aress of investigation.

Business Property Statement Processing

Section 441 requires each person owning taxable persond property (other than manufactured homes)
having an aggregate cost of $100,000 or more to annudly file a business property statement with the
assessor; other persons must file a property statement if requested by the assessor. Property statements
form the backbone of the business property assessment program. These statements cover awide
variety of property types, including commercia property, industrid property, agricultura property,
vessds, and certificated aircraft.
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The assessor processes nearly 3,900 business property statements annualy, excluding vessels and
arcraft. Vessds and aircraft are reported separately on specialy designed statements.

In Sutter County, when the assessor receives a business property statement (BPS), it is date-stamped
and checked for completeness. Incomplete or unsigned statements are returned to the filer with the
asessor retaining a copy of the statement. Once the support staff completes the initia screening, the
completed business property statements are than assigned to an auditor-appraiser for processing of the
reported costs.

The assessor's BPS processing procedures are effective. In addition, a comparison of the actual
property statement processing practices to pertinent authoritative citations showed those practices to be
in accordance with the law.

Business Equipment Valuation
Commercial, Industrial, and Agricultural Equipment

Assessors offices use business property vaue factors that are derived by combining cost index factors
(trend factors) with percent good factors for the vauation of machinery and equipment. Section 401.5
provides that the BOE shdl issue information that, in the judgment of the BOE, will promote uniformity
in gppraisa practices and in assessed values throughout the state. Pursuant to that mandate, the BOE
annually publishes Assessors Handbook Section 581 (AH 581), Equipment Index and Percent
Good Factors.

The assessor has adopted the price indices and percent good factors recommended by the Cdifornia
Assessors Associaion (CAA). The price indices pardld the indices published in AH 581. Except for
older years, the percent good factors also pardle those found in the AH 581.

Minimum Valuation Factors

RECOMMENDATION 6:  Use Assessors Handbook Section 581, Equipment Index and
Percent Good Factors, as intended, when vauing older
meachinery and equipment.

The assessor uses undocumented minimum percent good factors in the valuation of older machinery and
equipment. Thisresultsin overassessments of most older machinery and equipment.

The percent good factors in AH 581 are based on the assumption that, as business equipment ages, it
gradualy losesits ability to earn a profit for its owner. In some cases, equipment wears out physicaly to
the point where it is not cost-effective to repair it. In other cases, the equipment may be in excdllent
condition physicaly, but new technology, a changing market relative to the type of equipment, and other
factors make the equipment obsolete.

Some equipment, when no longer cost-effective to operate, will have a sdvage vaue, whereas other
equipment will have a negative value due to the cost of digposal. AH 581 factors assume that, on the
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average, equipment will have a zero vaue when retired. For commerciad and industrid equipment, the
factors decline from 100 percent good when acquired new to one percent good (99 percent
depreciation) for equipment that has survived long past the average service life of smilar equipment but
isdill inuse

The CAA tables employed by the assessor use AH 581 percent good factors except that they employ
undocumented minimum percent good for older equipment. This means that very old equipment that is
about to be retired is valued as though it has severa years of profitable service left.

Thereis no question that some older equipment is worth much more than one percent of replacement
cost new, just as some newer equipment is worth substantialy less than the percent good suggested by
AH 581. When making gppraisals of individua items of equipment, the assessor may use saes data,
income data, or any other available evidence to find fair market vaue.

However, when using the AH 581 tables, it isimportant to use the tables as presented. Use of
undocumented minimum percents good may va ue some equipment correctly but will substantialy
overvaue most older equipment.

We recommend that the assessor use the AH 581 asintended in order to avoid overvauations.
Computer Valuation

In order to promote uniformity in appraisa practices and assessed values and to comply with the
requirements of section 401.5, the BOE issued vauation factors for computer equipment. In AH 581,
Table 6: Computer Vduation Factors, the BOE provides vauation factors for use when vauing
computer equipment.

We found that the assessor values computers using the BOE-recommended factors.
Leased Equipment

The business property divison is respongble for the discovery, vauation, and assessment of |eased
equipment. Thistype of property is one of the more difficult to assess correctly. Common problems
include taxable situs, reporting errors by lessees and lessors, taxability, vauation (whether the vaue of
the equipment should be the lessor's cost or the cost for the consumer to purchase), and double or
escape assessments resulting from lessor and lessee reporting. These issues are discussed in detall in
Assessors Handbook Section 504, Assessment of Personal Property and Fixtures.

When property is leased, both lessors and lessees should report such property on their annua property
satements. At the end of alease, the lessee may keep the equipment or return it to the lessor.
Procedures should be in place to identify the disposition of leased equipment upon termination of a
lease.
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When alessee obtains ownership and retains possession of equipment at the end of the lease, the
assessor should confirm that the lessee reports the property. A crosscheck of information reported by
lessors and lessees verifies the accuracy of the reported information.

We found the leased equipment program to be well managed, with the assessor doing an excellent job
in the discovery, tracking, and assessing of leased equipment.

Aircraft
General Aircraft

Section 5363 requires the assessor to determine the market value of aircraft according to standards and
guiddines prescribed by the BOE. Section 5364 requires the BOE to establish such standards to be
used by the assessor. On January 10, 1997, the BOE approved the Aircraft Bluebook-Price Digest
(Bluebook) asthe primary guide for vauing arcraft, with the Vref Aircraft Value Reference asan
dternate for arcraft not listed in the Bluebook.

The 2002-03 assessment roll included 170 genera aircraft with atotal assessed value of $14,089,804.
Sources of arcraft discovery include listings from the Federal Aviation Agency (FAA) and aircraft
owners. The assessor aso receives referrds about aircraft from other counties.

In our prior survey report, we recommended that the assessor gpply the 10 percent pendty for failure to
timdy file an arcraft satement. The assessor has implemented this recommendetion.

The program is efficiently administered, with the assessor using the recommended aircraft price guides
and making al necessary adjustments based on information provided by the taxpayer.

Historical Aircraft

Aircraft of historica significance are exempt from taxation upon meeting certain requirements. Section
220.5 defines "arcraft of higtorica sgnificance’ as any arcraft which isan origind, restored, or replica
of aheavier than air powered aircraft which is 35 years or older or any aircraft of atype or mode of
which there are fewer than five in number known to exist worldwide.

The historicd arcraft exemption is not automatic. The owner of ahigtoricd arcraft must submit an
affidavit on or before 5:00 p.m., February 15, and pay afiling fee of thirty-five dollars ($35) upon the
initial application for exemption. Along with these requirements, aircraft of higtoricd sgnificance are
exempt only if the following conditions are met: (1) the assessee is an individua owner who does not
hold the aircraft primarily for purposes of sale; (2) the assessee does not use the aircraft for commercia
purposes or generd trangportation; and, (3) the aircraft was available for display to the public at least
12 days during the 12-month period immediately preceding the lien date for the year for which
exemption iscamed.

The assessor granted six historical aircraft exemptions for the 2002-03 tax roll. The assessor receives dll
the affidavits for the exemption of these aircraft by 5:00 p.m. on February 15 of each year. The assessor
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verifiesthe 12 occasions of public digplay required for the historica arcraft exemption and collectsthe
one-time $35 gpplication fee with the initid filing.

The assessment procedures for historica aircraft conform to the requirements of section 220.5.
Vessels

Assessorsin Cdiforniaare required to annudly appraise vessels at market vaue and to assess dl
vessels with an assessed va ue above $400, unless the county has alow-value property exemption. The
Sutter County Board of Supervisors has passed a resolution that exempts real and personal property
valued at $3,000 or less.

For the 2002-03 assessment roll, the assessor enrolled 3,264 vessals with a total assessed value of
$14,281,777. The primary discovery sources are Department of Motor Vehicle (DMV) reports, marina
ligts, fied canvasses, referrds from other counties, and information provided by the vessel owners
themsalves. Datarelied upon for va uation include reported purchase prices and the N.A.D.A. Marine
Appraisal Guide (NADA). We found the assessor's vessdl assessment program well administered.

Manufactured Homes

A manufactured home is subject to loca property taxation if first sold new on or after July 1, 1980, or
by the owner's request for conversion from vehicle license fee to loca property taxation. A
manufactured home is defined in Health and Safety Code sections 18007 and 18008, and Statutes
governing the vauation and assessment of manufactured homes are contained in Revenue and Taxation
Code sections 5800 through 5842. Most manufactured homes are classified as persond property and
enrolled on the secured rall.

The assessor enrolled 803 manufactured homes on the 2002-03 assessment roll, with atotal taxable
vaue of $18,299,917. Until recently, the assessment of manufactured homes was the responsibility of
one red property gppraiser. For the last Sx months an gppraiser aide has been providing assstance in
vauing and enrolling these properties. In our prior survey, we recommended that the assessor classfy
manufactured homes as personal property rather than as improvements. The assessor has complied with
this recommendation.

The manufactured home assessment program is generdly well coordinated. Records are well
documented and contain timely assessment information. Manufactured homes are properly classified as
persona property on the secured roll.
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B. Relevant Statutes and Regulations

Government Code

15640. Survey by board of county assessment procedur es.

€)] The State Board of Equalization shall make surveys in each county and city and county to
determine the adequacy of the procedures and practices employed by the county assessor in the valuation
of property for the purposes of taxation and in the performance generally of the duties enjoined upon him
or her.

(b) The surveys shal include areview of the practices of the assessor with respect to uniformity of
treatment of all classes of property to ensure that all classes are treated equitably, and that no class
receives a systematic overvaluation or undervaluation as compared to other classes of property in the
county or city and county.

(c) The surveys may include a sampling of assessments from the local assessment rolls. Any
sampling conducted pursuant to subdivision (b) of Section 15643 shdl be sufficient in size and dispersion to
insure an adequate representation therein of the several classes of property throughout the county.

(d In addition, the board may periodically conduct statewide surveys limited in scope to specific
topics, issues, or problems requiring immediate attention.

(e The board's duly authorized representatives shall, for purposes of these surveys, have access to,
and may make copies of, all records, public or otherwise, maintained in the office of any county assessor.

()] The board shdl develop procedures to carry out its duties under this section after consultation with
the California Assessors Association. The board shall also provide aright to each county assessor to
appeal to the board appraisals made within his or her county where differences have not been resolved
before completion of afield review and shal adopt procedures to implement the apped process.

15641. Audit of Records; Appraisal Data Not Public.

In order to verify the information furnished to the assessor of the county, the board may audit the origina
books of account, wherever located; of any person owning, claiming, possessing or controlling property
included in a survey conducted pursuant to this chapter when the property is of atype for which
accounting records are useful sources of appraisal data.

No appraisal datarelating to individua properties obtained for the purposes of any survey under this
chapter shal be made public, and no state or locd officer or employee thereof gaining knowledge thereof
in any action taken under this chapter shall make any disclosure with respect thereto except as that may
be required for the purposes of this chapter. Except as specifically provided herein, any appraisal data may
be disclosed by the board to any assessor, or by the board or the assessor to the assessee of the property
to which the data relate.

The board shall permit an assessee of property to inspect, at the appropriate office of the board, any
information and records relating to an appraisa of his or her property, including "market data" as defined
in Section 408. However, no information or records, other than "market data,” which relate to the property
or business affairs of a person other than the assessee shall be disclosed.

Nothing in this section shall be construed as preventing examination of that data by law enforcement
agencies, grand juries, boards of supervisors, or their duly authorized agents, employees, or representatives
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conducting an investigation of an assessor's office pursuant to Section 25303, and other duly authorized
legidative or administrative bodies of the state pursuant to their authorization to examine that data.

15642. Resear ch by board employees.

The board shall send members of its staff to the several counties and cities and counties of the state for
the purpose of conducting that research it deems essentia for the completion of a survey report pursuant
to Section 15640 with respect to each county and city and county. The survey report shal show the
volume of assessing work to be done as measured by the various types of property to be assessed and the
number of individua assessments to be made, the responsibilities devolving upon the county assessor, and
the extent to which assessment practices are consistent with or differ from state law and regulations. The
report may aso show the county assessor's requirements for maps, records, and other equipment and
supplies essentid to the adequate performance of his or her duties, the number and classification of
personnel needed by him or her for the adequate conduct of his or her office, and the fiscal outlay required
to secure for that office sufficient funds to ensure the proper performance of its duties.

15643. When surveysto be made.

@ The board shall proceed with the surveys of the assessment procedures and practices in the
severa counties and cities and counties as rapidly as feasible, and shall repeat or supplement each survey
a least oncein five years.

(b) The surveys of the 10 largest counties and cities and counties shdl include a sampling of
assessments on the loca assessment rolls as described in Section 15640. In addition, the board shall each
year, in accordance with procedures established by the board by regulation, select at random at least three
of the remaining counties or cities and counties, and conduct a sample of assessments on the local
assessment roll in those counties. If the board finds that a county or city and county has "significant
assessment problems,” as provided in Section 75.60 of the Revenue and Taxation Code, a sample of
assessments will be conducted in that county or city and county in lieu of a county or city and county
selected at random. The 10 largest counties and cities and counties shall be determined based upon the
total value of locally assessed property located in the counties and cities and counties on the lien date that
falls within the calendar year of 1995 and every fifth calendar year thereafter.

(c) The statewide surveys which are limited in scope to specific topics, issues, or problems may be
conducted whenever the board determines that a need exists to conduct a survey.

d When requested by the legidative body or the assessor of any county or city and county to
perform a survey not otherwise scheduled, the board may enter into a contract with the requesting local
agency to conduct that survey. The contract may provide for a board sampling of assessments on the local
roll. The amount of the contracts shall not be less than the cost to the board, and shall be subject to
regulations approved by the Director of General Services.

15644. Recommendations by board.

The surveys shall incorporate reviews of existing assessment procedures and practices as well as
recommendations for their improvement in conformity with the information developed in the surveys asto
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what is required to afford the most efficient assessment of property for tax purposes in the counties or
cities and counties concerned.

15645. Survey report; final survey report; assessor'sreport.

@ Upon completion of a survey of the procedures and practices of a county assessor, the board shall
prepare a written survey report setting forth its findings and recommendations and transmit a copy to the
assessor. In addition the board may file with the assessor a confidential report containing matters relating
to personnel. Before preparing its written survey report, the board shall meet with the assessor to discuss
and confer on those matters which may be included in the written survey report.

(b) Within 30 days after receiving a copy of the survey report, the assessor may file with the board a
written response to the findings and recommendations in the survey report. The board may, for good
cause, extend the period for filing the response.

(c) The survey report, together with the assessor's response, if any, and the board's comments, if any,
shall congtitute the fina survey report. The fina survey report shall be issued by the board within two
years after the date the board began the survey. Within a year after receiving a copy of the final survey
report, and annually thereafter, no later than the date on which the initia report was issued by the board
and until all issues are resolved, the assessor shal file with the board of supervisors a report, indicating the
manner in which the assessor has implemented, intends to implement, or the reasons for not implementing
the recommendations of the survey report, with copies of that response being sent to the Governor, the
Attorney General, the State Board of Equalization, the Senate and Assembly and to the grand juries and
assessment appeals boards of the counties to which they relate.

15646. Copies of final survey reportsto be filed with local officials.

Copies of fina survey reports shall be filed with the Governor, Attorney General, and with the assessors,
the boards of supervisors, the grand juries and assessment appeal's boards of the counties to which they
relate, and to other assessors of the counties unless one of these assessors notifies the State Board of
Equalization to the contrary and, on the opening day of each regular session, with the Senate and
Assembly.
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Revenue and Taxation Code

75.60. Allocation for administration.

@ Notwithstanding any other provision of law, the board of supervisors of an digible county or city
and county, upon the adoption of a method identifying the actual administrative costs associated with the
supplemental assessment roll, may direct the county auditor to alocate to the county or city and county,
prior to the dlocation of property tax revenues pursuant to Chapter 6 (commencing with Section 95) and
prior to the alocation made pursuant to Section 75.70, an amount equa to the actual administrative costs,
but not to exceed 5 percent of the revenues that have been collected on or after January 1, 1987, due to
the assessments under this chapter. Those revenues shall be used solely for the purpose of administration
of this chapter, regardless of the date those costs are incurred.

(b) For purposes of this section:

(1) "Actua administrative costs' includes only those direct costs for administration, data processing,
collection, and appeal that are incurred by county auditors, assessors, and tax collectors. "Actua
adminigtrative costs" aso includes those indirect costs for administration, data processing,
collections, and appeal that are incurred by county auditors, assessors, and tax collectors and are
alowed by state and federal audit standards pursuant to the A-87 Cost Allocation Program.

(2) "Eligible county or city and county" means a county or city and county that has been certified by
the State Board of Equalization as an digible county or city and county. The State Board of
Equalization shall certify a county or city and county as an digible county or city and county only if
both of the following are determined to exist:

(A) The average assessment level in the county or city and county is at least 95 percent of the
assessment level required by statute, as determined by the board's most recent survey of that
county or city and county performed pursuant to Section 15640 of the Government Code.

(B) For any survey of a county assessment roll for the 1996/97 fiscal year and each fiscal year
thereafter, the sum of the absolute values of the differences from the statutorily required
assessment level described in subparagraph (A) does not exceed 7.5 percent of the total
amount of the county's or city and county's statutorily required assessed value, as determined
pursuant to the board's survey described in subparagraph (A).

(3) Each certification of a county or city and county shal be vaid only until the next survey made by
the board. If a county or city and county has been certified following a survey that includes a
sampling of assessments, the board may continue to certify that county or city and county
following a survey that does not include sampling if the board finds in the survey conducted
without sampling that there are no significant assessment problems in the county or city and
county. The board shall, by regulation, define "significant assessment problems' for purposes of
this section, and that definition shall include objective standards to measure performance. If the
board finds in the survey conducted without sampling that significant assessment problems exist,
the board shall conduct a sampling of assessments in that county or city and county to determine if
itisan digible county or city and county. If a county or city and county is not certified by the
board, it may request a new survey in advance of the regularly scheduled survey, provided that it
agrees to pay for the cost of the survey.
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Title 18, California Code of Regulations

Rule 370. Random selection of counties for representative sampling.

@ SURVEY CYCLE. The board shall select at random at least three counties from among al
except the 10 largest counties and cities and counties for a representative sampling of assessmentsin
accordance with the procedures contained herein. Counties eligible for random selection will be distributed
as equaly as possible in a five-year rotation commencing with the local assessment roll for the 1997/98
fiscal year.

(b) RANDOM SELECTION FOR ASSESSMENT SAMPLING. The three counties selected at
random will be drawn from the group of counties scheduled in that year for surveys of assessment
practices. The scheduled counties will be ranked according to the size of their local assessment rolls for
the year prior to the sampling.

(1) If no county has been selected for an assessment sampling on the basis of significant assessment
problems as provided in subdivision (c), the counties eligible in that year for random selection will
be divided into three groups (small, medium, and large), such that each county has an equa
chance of being sdlected. One county will be selected at random by the board from each of these
groups. The board may randomly select an additiona county or counties to be included in any
survey cycle year. The selection will be done by lot, with a representative of the Cdifornia
Assessors Association witnessing the selection process.

(2) If one or more counties are scheduled for an assessment sampling in that year because they were
found to have significant assessment problems, the counties digible for random selection will be
divided into the same number of groups as there are counties to be randomly selected, such that
each county has an equal chance of being selected. For example, if one county is to be sampled
because it was found to have significant assessment problems, only two counties will then be
randomly selected and the pool of digible counties will be divided into two groups. If two counties
are to be sampled because they were found to have significant assessment problems, only one
county will be randomly selected and al counties digible in that year for random selection will be
pooled into one group.

(3) Once random selection has been made, neither the counties selected for an assessment sampling
nor the remaining counties in the group for that fiscal year shall again become dligible for random
selection until the next fiscal year in which such counties are scheduled for an assessment
practices survey, as determined by the five-year rotation. At that time, both the counties selected
and the remaining counties in that group shal again be eigible for random sdlection.

(© ASSESSMENT SAMPLING OF COUNTIES WITH SIGNIFICANT ASSESSMENT
PROBLEMS. If the board finds during the course of an assessment practices survey that a county has
significant assessment problems as defined in Rule 371, the board shall conduct a sampling of assessments
in that county in lieu of conducting a sampling in a county selected at random.

d ADDITIONAL SURVEYS. This regulation shall not be construed to prohibit the Board from
conducting additional surveys, samples, or other investigations of any county assessor's office.
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Rule 371. Significant assessment problems.

@ For purposes of Revenue and Taxation Code Section 75.60 and Government Code Section 15643,
"significant assessment problems" means procedure(s) in one or more areas of an assessor's assessment
operation, which aone or in combination, have been found by the Board to indicate a reasonable
probability that either:

(1) the average assessment level in the county is less than 95 percent of the assessment level required
by statute; or

(2) the sum of al the differences between the board's appraisals and the assessor's values (without
regard to whether the differences are underassessments or overassessments), expanded
statistically over the assessor's entire roll, exceeds 7.5 percent of the assessment level required by
statute.

(b) For purposes of this regulation, "areas of an assessor's assessment operation” means, but is not
limited to, an assessor's programs for:

(1) Uniformity of treatment for all classes of property.
(2) Discovering and assessing newly constructed property.
(3) Discovering and assessing real property that has undergone a change in ownership.

(4) Conducting mandatory audits in accordance with Revenue and Taxation Code Section 469 and
Property Tax Rule 192.

(5) Assessing open-space land subject to enforceable restriction, in accordance with Revenue and
Taxation Code Sections 421 et. seq.

(6) Discovering and assessing taxable possessory interests in accordance with Revenue and Taxation
Code Sections 107 et. seq.

(7) Discovering and assessing mineral-producing properties in accordance with Property Tax Rule
469.

(8) Discovering and assessing property that has suffered a decline in value.

(9) Reviewing, adjusting, and, if appropriate, defending assessments for which taxpayers have filed
applications for reduction with the local assessment appeals board.

(o) A finding of "sgnificant assessment problems as defined in this regulation, would be limited to the
purposes of Revenue and Taxation Code Section 75.60 and Government Code Section 15643,
and shdl not be construed as a generdized conclusion about an assessor's practices.
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ASSESSOR'SRESPONSE TO BOE'SFINDINGS

Section 15645 of the Government Code provides that the assessor may file with the BOE aresponse to
the findings and recommendation in the survey report. The survey report, the assessor's response, and
the BOE's comments on the assessor's responsg, if any, condtitute the final survey report.

The Sutter County Assessor's response begins on the next page. The BOE has no comments on the
response.
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COUNTY OF SUTTER

SSESSOR’S OFFICE

(530) 822-7160 Michael V. Strong, Assessor

November 21, 2003

Mickie Stuckey

Chiet, County Property Tax Division
State Board of Equalization

P.O. Box 942879

Sacramento, CA 94279-0062

Re: Response to Findings and Recommendations
Sutter County Assessment Practices Survey

Prear Ms. Stuckey:

We are appreciative of the opportunity, pursuant to the provisions of Government Code Section 15645,
to respond 1o the recommendations as set {orth in the Board’s recent survey, above referenced. We
request, thevetore, that the responsive comments on the following pages be incorporated within the
final version of the survey report.

We would {irst like to acknowledge the BOE survey team members, who conducted their business
with diligence, consideration, and a high degree ol professionatism. These individuats thoughtfully
atiowed only minimal intrusion into our operations, were respectful of our needs, concerus, and
constraints — and were most agreeable 10 work and associate with. We appreciate the difficulty of the
job undertaken and, although we viewed aspects of some covered topics from different perspectives,
we found each tearn member o be most reasonable and willing 1o consider our views in discussion.

Overall, we believe the survey report, resulitng m only six recommendations - and containing a
number of express commendaions — is a testimony © the exemplary guahity and quantity of work
performed by the stalf of this office. Wiile facing ever-increasing dermands, and regardiess of
cirewmstance, these men and wornen continually strive to do their best. Tam most forfunate and
blessed to have such a dedicated staff. Accordingly, I extend, to all of them, my grateful appreciation
for their individual contributions, collective mutual cooperation, unwavering adherence to faw and
precept, daily commutment to a high level of public service, and overall excellence m job performance,

As always, 1 am available for discussion, should there be any question or concern regarding this
survey report and/or our responsive comments confained herein,

Raapwﬁuily“‘
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MICHAKL V. STRONG

Sutter County Assessdr \ ‘3
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SUTTER COUNTY
ASSESSMENT PRACTICES SURVEY
NOVEMBER 2003

RECOMMENDATIONS & RESPONSES

RECOMMENDATION 1: Apply the low-value property exemption only to qualifying properties.

RESPONSE:

A computer program automatically monitors values and applies the low-value exemption, whenever
the total assessment does not exceed the $3,000 threshold. In cases such as the subject airport
hangars, however, where land and improvements are separately assessed, it is necessary to manually
override this program, in order to correctly apply the exemption to the total value. In this case, the
requisite override was inadvertently missed, resulting in the problem noted in the Survey. We have
issued corrections and measures have been taken to prevent this from reoccurring in the future.

RECOMMENDATION 2: Correctly identify penalty and escape assessments on the current
assessment roll, as required by section 533 and rule 261.

RESPONSE:

Both Board staff and assessors essentially agree that the Section 533 notice requirement is an archaic
provision, as it was intended for hard-copy versions of the assessment roll. Due to the advent of
electronic ralls, recently chaptered legidation, (either CAA sponsored SB 1059 or BOE sponsored
SB 1062) was to have deleted the notice requirement, but instead, it was modified only — so further
amendment is still necessary. We no longer produce a hard-copy secured roll, as all assessment data
is available to the public, by computer, in electronic format. Given the outmoded nature of the
Section 533 notice requirement and, due to our anticipation of its ultimate revocation, we find no
reason to expend scarce time, dollars, and resources for implementation of this recommendation.

The BOE survey team additionally asserts alack of adherence to the Rule 261 penalty notice
requirement, for late or non-filing of property statements. The Survey narrative and analysis lists 3
options for notating the addition of Section 463 penalties on the roll. We find these options, as noted
in the survey, to be less flexible and rather more restrictive than the actual language of Rule 261(a).

We do produce a hard-copy version of the unsecured assessment roll and, contrary to the claim of the
BOE survey team, that roll does, in fact, include the required notation, whenever necessary, in the
following manner: “A __ PERCENT PENALTY OF $ ADDED PERR & T CODE 463.” This
language complies with the Rule 261(a) requirement that the roll include a notation containing
“words substantialy to [the] effect” of the examples shown therein.



RECOMMENDATION 3: Apply the section 482 penalty when a Change in Ownership Statement
IS not returned timely.

RESPONSE:

We agree to having been remiss, during the time period subject to survey, in failing to apply statutory
penalties, pursuant to Section 482. And we concur with the above recommendation. This situation
has been rectified and penalties shall be applied in all circumstances where Change in Ownership
Statements are not completed or returned within the prescribed time limits.

RECOMMENDATION 4: Establish base year values for taxable government-owned properties
according to BOE guidelines.

RESPONSE:

The Supreme Court’s finding in City and County of San Francisco v. County of San Mateo et al.
(1995) 10 Cal.4™ 554 affirms that the proper base year value is the 1975 appraised value, for taxable
government owned properties that were appraised for the 1975 lien date. As the court pointed out,
there are several definitions of base year value under Revenue and Taxation Code Section 110.1.
Section 110.1(d) defines base year value as the appraised value for property that was appraised as a
result of a periodic reappraisal pursuant to Section 405.5 for the 1975 lien date. For taxable
government owned properties that were appraised for the 1975 lien date under Article X111, Section
11, the appraised value was the lesser of full cash value or the Phillips Factor value.

The focus of the above recommendation, however, is a different class of properties. These properties
are distinguished from the those in the above referenced court case for two reasons. First, they were
not valued under Article X111 Section 11 for the 1975 lien date. Secondly, they changed ownership
after the 1975 lien date. BOE guidelines provide that base year values of taxable government owned
properties acquired after the 1975 lien date are established at the lesser of current market value as of
the date of change in ownership, or the Phillips Factor value.

The BOE guidelines, however, are in conflict with Section 110.1(a)(2)(A), which specifically defines
base year value as the fair market value for property that changed ownership after the 1975 lien date.
Section 110.1 does not encompass a value comparison. The BOE guidelines, therefore, effectively
create a new definition of base year value. Consequently, following these guidelines may result in
establishing a base year value that is less than fair market value; again, in direct conflict with the
provisions of Section 110.1. Accordingly, we do not concur with the above recommendation.

RECOMMENDATION 5: Obtain lists of tested water sites from public agencies to discover
assessable property.

RESPONSE:

We reviewed the lists of tested water sites, as referenced and provided to our office by the BOE
survey team. Many of the listed sites comprised schools, churches, apartments, and other commercial
properties. The BOE survey team states that they checked “several companies’ listed (we do not
know which ones), but “could not find any assessments for them.” However, we conducted a more
exhaustive review and confirmed, to the contrary, that in all cases the taxable property was properly
assessed and, in fact, no wells or related improvements had escaped assessment. While we agree that
these lists might provide an additional method of discovery, our review confirms the fact that well
permits and other sources of information, heretofore utilized, already capture all necessary data.



RECOMMENDATION 6: Use Assessor’'s Handbook Section 581, Equipment Index and Percent
Good Factors, as intended, when valuing older machinery and
equipment.

RESPONSE:

As noted in the Survey narrative and analysis, we utilize the CAA Business Assessment Factors,
including the minimum percent good factors contained therein, in valuation of business machinery
and equipment. Although the BOE survey team characterizes these factors as “undocumented,” we
cannot agree that they are any less documented than the minimum percent good factors set forth in
the AH 581, which, as stated in the Survey narrative, merely “assumethat . . . equipment will have a
zero value when retired.” (Emphasis added.)

Further, consideration is always granted, and appropriate corrections entered by this office, whenever
reliable evidence is submitted by property owners, in support of valuations contrary to those indicated

by the factors.

The CAA Business Assessment Factors are in nearly universal use by assessors throughout the state,
thereby producing consistent valuation procedures among the various counties. Accordingly, and on
the additional basis of the foregoing considerations, we disagree with the above recommendation and,
therefore, will continue to utilize the CAA minimum percent good indicators.





