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TO INTERESTED PARTIES:

DRAFT OF CHANGES TO PROPERTY TAX RULE 462.500

An interested parties meeting was held on July 21, 2003, to discuss changes to Property Tax Rule
462.500, Change in Ownership of Real Property Acquired to Replace Property Taken by
Governmental Action or Eminent Domain Proceedings. At that meeting, while county
representatives opposed the petition by Mr. Terry L. Polley, it was acknowledged that the
petition identified several issues with respect to the current rule that should be addressed and
clarified. It was generally agreed that the language in the Constitution and statute is vague and
that existing guidance is limited.

More specifically, the meaning of the terms "size, function, and utility" as the requirements for
comparability of the replacement property were discussed and the participants indicated an
interest in finding a middle ground to resolve the issues. Staff committed to perform a thorough
review of all legal opinions issued by the Board that involved the comparability issue and
summarize the resultsin amatrix. Thiswas mailed to interested parties on October 24, 2003.

Staff further agreed to draft changes to Rule 462.500 with the assistance and feedback of the
participants. Enclosed is a draft of changes to the rule. An interested parties meeting will be
held on Monday, January 12, 2004, 9:30 am., at the Board's headquarters in Sacramento, 450
N Street, Room 122, to discuss the draft rule. All documents concerning this project will be
posted to the Board's Web site at www.boe.ca.gov/proptaxes/ptr462500.ntm. The final wording
will be brought to the Property Tax Committee for consideration. We will notify you of the date.

Please submit any comments on the draft rule to Ms. Glenna Schultz at
glenna.schultz@boe.ca.gov by Monday, December 19, 2003. If you have any questions, please
contact either Ms. Schultz at (916) 324-5836 or Mr. Paul Steinberg at (916) 322-1057.

Sincerely,
/s Dean R. Kinnee

Dean R. Kinnee, Chief

Assessment Policy and Standards Division
DRK:grs
Enclosure
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RULE 462.500
CHANGE IN OWNERSHIP OF REAL PROPERTY ACQUIRED TO REPLACE
PROPERTY TAKEN BY GOVERNMENTAL ACTION
OR EMINENT DOMAIN PROCEEDINGS

(@) GENERAL. The term "change in ownership" shall not include the acquisition of comparable real

)

I property has been

displaced from property in this state by:

(1) Eminent domain proceedings instituted by any entity aut to exercise the power

of eminent domain, or

(2) Acquisition by a public entity, or

include amounts paid for relocation assistance or any thing other than the replaced real property.

(4) "Displaced" mea

(A) A property owker is" removed, expelled, or forced from property as a result of governmental

action, or

(B) Government action has sufficiently progressed such that it appears imminent that the property

owner will be removed, expelled, or forced from property as a result of governmental action. Government

action has sufficiently progressed when the California Environmental Quality Act (CEQA) has been fully

complied with and the governing body has approved a public project.
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(c) COMPARABILITY. Replacement property, acquired by a person displaced under circumstances

enumerated in (a), shall be deemed comparable to the replaced-property_taken if it is similar in size,

utility, and function.

userequirement-butA replacement

alue, which exceeds 120 percent of the award or

purchase price idered, \to the extent of the excess, not similar in utilib-and-size.

(2) Property is similar in function and \utility if the replacement property is or is intended to be used in

the same manner&&ue properkv Jaker)/%perty is similar in function and utility if the property taken and

the replacement proserk( both fAI into the same category:

(A) Owner-occupiex single family residence or duplex.

(B) Business, investment, income, or vacant property. Income property includes single family

residences and duplexes that are not owner occupied.

C) Agricultural.

Agricultural property that is in transition may be considered similar to property described in (B) if

property in its vicinity has been changing from historically agricultural use to another use. Factors that
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may be considered to determine whether agricultural property is in transition include, but are not limited

to:

Restrictions that would prohibit the property taken from converting to property described in (B)

such as the general plan, community plan, or special plan. Current zoning restrictions are not

such a restriction if the general plan, community plan, or special plan/&ontemplate a zoning

change.

The highest and best use of the property taken;

The type of comparable property that was used by the%mw\ln gove ent body to value the

property taken.

(3) To the extent that replacement property, or any portion is\not similar\in function, size and

the comparabili f. The right to relief on the commercial portion of the property

taken is waived eplacement commercial property is acquired after the date of

EXAMPLE: A combinati lling and commercial property is replaced with an homeowner-occupied

single family residence, and later the displaced person also acquires a separate comparable replacement

commercial property. Pro-rata relief shall be granted on both the replacement home—single-family

residence and commercial property-te-the-extent provided-in-subdivision-{b){1).

EXAMPLE: An owner-occupied single family residence is replaced with an owner-occupied single family

residence and a vacation home. Relief is applicable to both properties if both are owner-occupied and

not leased or rented.
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EXAMPLE: An owner-occupied single-family residence that has a homeowners’ exemption is replaced

with a single-family residence that is to be used as a rental property. The replacement property does not

qualify for relief because an owner-occupied single family residence is replaced by a property held for

investment or income.

EXAMPLE: A duplex in which the property owner lived in one unit and rented-the 'other unit is replaced

with two single family residences, one of which will be owner occupied \Relief is applicable to both

properties.

(d) BASE YEAR VALUE OF REPLACEMENT PROPERTY. The following procedure shall be used by the

assessor in determining the appropriate adjusted base year value of comparable replacement property:

(1) Compare the award or purchase price paid by the acquiring entity for the property taken or

acquired with the full cash value of the comparable|replacement property.

(2) If the full cash value of the comparable replacement property does’not exceed 120 percent of the
award or purchase price of the-property taken, then the adjusted base year value of the property taken

shall become the replacement property’s base year value, regardless of the allocation between land and

improvements.

(3) If the full cash value of the replacement property exceeds 120 percent of the award or purchase
price of the property taken, then\the amount of the full cash value over 120 percent of the award or
purchase price paid shall be added to/the adjusted base year value of the property taken. The sum of

these amounts shall become the replacement property’s base year value.

(4) If the full cash valueof the comparable replacement property is less than the adjusted base year
value of the property taken, then that lower value shall become the replacement property’s base year

value.

(5) If there is no award or purchase price paid by the acquiring entity (i.e., an exchange) for the
property taken, then the full cash value of the acquired property and the full cash value of the

replacement property shall be determined by the assessor of the county in which each property is located
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for the purpose of applying the other provisions of this subdivision. The procedure set forth in subdivision

(d)(2) through (d)(4) shall then be applied to determine the replacement property’s base year value.

(6) A base year value may be reallocated upon the transfer to the replacement property.

EXAMPLE: A commercial property, consisting of land and improvements, is taken and replaced with a

commercial structure that was built on land that the taxpayer already owned.” Despite the ineligibility of

the land, the base year value of the property taken (land and improvemeénts) may be transferred to the

newly constructed improvements to the extent it meets the value and timing requirements.

(e) OWNERSHIP REQUIREMENTS. Only the owner or ownhers of the property\taken, whether one or
more individuals, partnerships, corporations, other legal entities, \or a /combination ‘thereof, shall receive
property tax relief under this section. Relief under this section shall be granted to an owner(s) of replaced
property taken who ebtaining—obtains title to replacement property: The acquisition of an ownership

interest in a legal entity which, directly or indirectly, owns.real property is.not an acquisition of comparable
property.

EXAMPLE: A &-and B each own ‘an undivided 50 percent intefest as joint tenants in a home which is
taken through eminent domain proceedings by the 'state. A purchases a replacement home—property
which is comparable to the \replaced-property taken:'B contributes his share of the award or purchase
price to a limited partnership which owns a home which is comparable replacement property. A’s relief
under this section\is limited to 1120 percent of one-half of the award or purchase price of the property

taken. B is entitled to\no, relief.

EXAMPLE: A partnership-composed of two corporations owns commercial property which is taken
through eminent domain proceedings. The partnership uses the award or purchase price to acquire

comparable commercial property. The partnership is entitled to relief under this section.

EXAMPLE: A partnership composed of two corporations owns commercial property which is taken
through eminent domain proceedings. The partnership distributes the award or purchase price to the
partner corporations in the same percentage as their ownership interests and the corporations separately
or jointly acquire comparable replacement property retaining the same percentage of ownership interest

in the partnership. No tax relief may be granted under this section.
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For purposes of this section, owner means the fee owner or life estate owner of the real property taken
and excludes the lessee thereof unless the lessee owns improvements located on land owned by
another, in which case, the lessee shall be entitled to property tax relief for comparable replacement

improvements.

(f) NEW CONSTRUCTION. Any new construction required to make replacement property comparable to
the property taken shall, to that extent, be eligible for property tax relief,.if \such new construction is
completed after March 1, 1975, and if it is completed on or aften the earliest of the dates listed in

subdivision (g) (3), and if a timely request is made for assessmentrelief:
(9) TIME LIMITS FOR QUALIFICATION.

(1) The provisions of this section shall apply to ‘property acquired after March 1,1975, as replacement
property for property taken after March 1, 1975, by,eminent domain proceedings, public acquisitions, or
judgments of inverse condemnation, and shall affect lonly these assessments of the replacement property
on the 1983-84 assessment roll’ and thereafter, provided\the\ person acquiring replacement property

makes a timely request for'such\assessment with |the assessof. The replacement property must be

acquired before a request.is made. Ne

fiscal-years-thereafter-as-aresult-of the-provisions-of-this-section—Reassessments and refunds shall be

made retroactively, to the date \of acquisition of replacement property for property taken-infiscal-years

commencing-with-1983.84, provided a timely request is made therefor.

acquired-onorafter Januany 1,1983_a request shall be deemed timely if made within four years after one

of the following dates, whichever is applicable:

(A) The date final order of condemnation is recorded or the date the taxpayer vacates the replaced

property_taken, whichever is later, for property acquired by eminent domain; or

(B) The date of conveyance or the date the taxpayer vacates the replaced-property taken, whichever

is later, for property acquired by a public entity by purchase or exchange; or
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(C) The date the judgment of inverse condemnation becomes final or the date the taxpayer vacates

the replaced-property taken, whichever is later, for property taken by inverse condemnation.

(3) Replacement property shall be eligible for property tax relief under this section if it is acquired after

March 1, 1975, and if it is acquired on or after the earliest of the following dates:
(A) The date the initial written offer is made for the replaced-property_taken by the acquiring entity;

(B) The date the acquiring entity takes final action to approve a projéect which results in an offer for or

the acquisition of the replaced-property _taken; or
(C) The date, as declared by the court, that the replaced-property was taken.

(4) No property tax relief shall be granted to replacement property, however, \priof’'to the date of

displacement. The date of displacement shall be the earliest of the\following dates:

(A) The date the conveyance of the replaced-property_taken to the acquiring entity or the final order of

condemnation is recorded.
(B) The date of actual possession by the acquiring| entity of the’ replaced-property_taken.

(C) The date upon or after which the acquiring entity may take possession of the replaced-property

taken as authorized by an order\for possession.
(h) ADMINISTRATION.

(1) The assessor shall enhy-consider any of the following documents as proof of actual displacement

of a taxpayer when a request has been made for the assessment relief provisions under this section:

(A) A certified recorded copy of the final order of condemnation, or, if the final order has not been
issued, a certified recorded copy of the order for possession showing the effective date upon or after
which the acquiring entity is authorized to take possession of the replaced-property taken;.

(B) A copy of the document from the governing body in which the public project was approved and a

copy of an Environmental Impart Report (EIR), Environmental Impact Statement (EIS), Negative

Declaration (ND), Environmental Assessment (EA), or similar proof of compliance with the California

Environmental Quality Act (CEQA).
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(C) A certified copy of a final judgment of inverse condemnation.(2) Upon receipt of a taxpayer
request and proof of actual displacement, the assessor shall forward to the Board such information
regarding the identification of a displaced property as the Board may require. The Board shall review such
information to determine whether more than one request for assessment relief has-been made as a result

of a single taking or governmental acquisition and if so shall advise the appropriate assessor(s).

The language set forth in this draft is provided to address various issues raised by inquiries during the
interested parties process. It does not reflect or represent. the position of the Board or of any Board
member.
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