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ASSESSMENT PRACTICES SURVEY

A copy of the Riversde County Assessment Practices Survey Report is enclosed for your information.
The Board of Equdization (BOE) completed this survey in fulfillment of the provisons of sections
15640-15646 of the Government Code. These code sections provide that the BOE shall make surveys
in each county and city and county to determine that the practices and procedures used by the county
asses30r in the valuation of properties are in conformity with al provisons of law.

The Honorable Gary L. Orso, the Riverside County Assessor-County Clerk-Recorder, was provided a
draft of thisreport and given an opportunity to file a written response to the findings and
recommendations contained therein. The report and the assessor's response conditute the find survey
report which is distributed to the Governor, the Attorney Genera, and the State Legidature; and to the
Riversde County Board of Supervisors, Grand Jury, and Assessment Appedls Boards.

The BOE's County Property Tax Divison performed fidldwork for this survey of the Riversde County
Assessor's Office from January through March 2002. The report does not reflect changes implemented
by the assessor after the fieldwork was completed.

The survey process inherently requires the interruption of normal office work routines. We thank Mr.
Orso and his gt&ff for their cooperation and patience during this assessment practices survey.

These survey reports give government officias in Caifornia charged with property tax administretion the
opportunity to exchange ideas for the mutua benefit of dl participants and stakeholders. We encourage
you to share with us your questions, comments, and suggestions for improvement.

Sncerdy,
/9 David J. Gau

David J. Gau
Deputy Director
Property and Specia Taxes Department
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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 half or more of dl property tax revenues are used to fund public schools and the State is required to
backfill any shortfals from that property tax funding.

The assessment practices survey program is one of the State's mgjor 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 Equaization (BOE) periodicaly reviews (surveys) the practices and
procedures of every county assessor's office. This report reflects the BOE's findings in its current survey
of the Riversde 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 informaly within the text of the report. Both of these changes
increase the number of recommendations in the survey reports.

The assessor is required to file with the board of supervisors aresponse that indicates 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 Genera, the BOE, the Senate and Assembly, and the Riverside County Grand Jury and
assessment appedls boards. That response isto be filed within one year of the date the report isissued
and annually thereafter until all issues are resolved. The Honorable Gary L. Orso, Riversde County
Assessor-County Clerk-Recorder,! dected to file hisinitia response prior to the publication of our
survey; it isincluded in this report following the Appendices.

While typica management audit reports emphasize problem aress, they say little about operations that
are performed correctly. Assessment practices survey reports aso tend to emphasize problem aress.
However, assessment practices survey reports also 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 Cdifornia

! Thisreport covers only the assessment functions of this office.
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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 valuation of property, the volume of ng work as messured 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 digibility of the county to continue to recover costs 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 C.

Our survey of the Riversde County Assessor's Office included reviews of the assessor's records,
interviews with the assessor and his staff, and contact with other public agencies in Riverside County
that provided information relevant to the property tax assessment program.

This survey aso included an assessment sample of the 2001-02 assessment roll to determine the
average levd (ratio) of assessment for dl properties and the disparity among assessments within the
sample. The ided assessment ratio is 100 percent, and the minimum acceptable ratio is 95 percent.
Disparity among assessments is measured by the sum of absolute differences found in the sample; the
ideal sum of absolute differencesis O percent and the maximum acceptable number is 7.5 percent. If the
assessment roll meets the minimum standards for ratio and disparity, the county is digible to continue to
recover the administrative cost of processing supplementa assessments. The sampling program is
described in detail in Appendix B.

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 satutory
violations, under- or overassessments, or unacceptable gppraisal practices that may occur in specific
aress.

2 Unless otherwise stated, all statutory references are to the California Revenue and Taxation Code.
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EXECUTIVE SUMMARY

As gtated in the Introduction, this report emphasizes problem areas we found in the assessor's
operations. However, it aso identifies program e ements that we found particularly effective and
describes areas of improvements since our last assessment practices survey.

In our 1998 Assessment Practices Survey of Riversde County, we made 26 recommendations to
address problems we found in the assessor's policies and procedures. The assessor fully implemented
15 of the changes we recommended, partialy implemented three, did not implement six, and two no
longer gpply. Most of the recommendations that were not implemented, or that were implemented only

in part, are repeated in this report.

We noted severd strengths in the assessor's programs. His assessments of taxable animals, leased
equipment, and pipeline rights-of-way fully conform to statutory requirements. He and his staff possess
the appraisers certificates required by section 670. He has participated in the State-County Property
Tax Adminigration Program every year since itsinception in 1995-96, and the county auditor-controller
has certified to the State Department of Finance that the county has met the contractua requirements for
loan payments.

We adso noted severd areas for improvement in the assessor's programs. We have grouped our
recommendations for improvement into the three categories of administration, red property, and
persona property and fixtures. In the area of adminigiration:

We recommend that the assessor develop a complete operations or procedures manual.

The assessor should obtain fire reports from dl locd fire departments to better administer the
disasgter relief program. Additionaly, we recommend that disaster relief be granted only for timely-
filed applications, disaster relief be properly prorated and supplementally assessed, the disaster
relief ordinance be updated, and written procedures for disaster relief be developed.

When enrolling a pendty assessment, we recommend that the assessor add the appropriate caption
required by rule 261.3

The assessor should provide the tax collector with alist of persons who were mailed the racehorse
tax return.

In the area of redl property:
Entities recaiving the rdigious exemption should have an approved clam onfile.

The verified sde price should be enrolled per rule 2.

% Unless otherwise specified, al rule references are to California Code of Regulations, Title 18, Public Revenues.
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The assessor should provide the public transfer list described by section 408.1 in the appropriate
format.

We recommend that the assessor process corporate changes in control or ownership in atimely
manner.

The assessor should not require property owners to supply market data on the Owner s Request for
Review of Property Value form.

We recommend that newly constructed pools be enrolled at market vaue.

We recommend that the assessor make a number of technica changes to the possessory interest
and taxable government-owned properties assessment programs, primarily in the areas of
discovery, tracking, and documentation.

For Cdifornia Land Conservation Act (CLCA) properties, we recommend that the assessor deduct
acharge for capitd replacement of irrigation wells that contribute to the income being capitaized,
use periodic questionnaires to obtain compatible use income data, and follow regulatory guideines
when dassfying agriculturd wind machines.

We recommend that the assessor correctly caculate the factored base year vaue for historical
properties and implement consistent and correct procedures for reviewing historica property
assessments.

The program for the assessment of water company property requires a number of improvements.
The assessor should ensure that dl relevant data on water companiesis collected and reviewed. We
recommend regppraisa of regulated water companies and development of written procedures for
the assessment of water company properties.

We recommend that the assessor make a number of changes to the minera property assessment
program such as improved documentation, adjustment of minera property values for changesin
proved reserves, and use of the anticipated term of possession as the projected economic life.

In the area of persona property and fixtures:

We recommend that the assessor enroll al escape assessments found during an audit regardless of
dollar amount.

We recommend that the assessor review residential income properties to discover assessable
gpartment personal property.

The assessor should use the equipment vauation factors found in Assessors Handbook Section
581 (AH 581) asintended.
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We recommend that a substantial number of changes be made to the manufactured home
assessment program. Specificaly, we recommend that al manufactured homes, except those
certified to be on approved permanent foundations, be classified as persona property; that
recognized va ue guides be used in the vauation of manufactured homes, whether to establish base
year vaues or determine current lien date market vaue, and that changes in ownership be effective
as of the date reported by the Department of Housing and Community Development.

For manufactured home parks, we recommend that transfers of sharesin manufactured home park
cooperatives be treated as assessable changes in ownership and that the residua sale price be
enrolled as the land va ue for manufactured homes purchased in resident-owned parks.

We recommend that the assessor grant the hitorica aircraft exemption only to individua (non-
corporate) owners of aircraft.

For the vessd program, we recommend that the assessor add the vessdl type, model, and additional
equipment information to the gppraisal record, and use awider range of depreciation rates to more
accurately caculate market value for al vessds.

The Riversde County assessment roll meets the requirements for assessment quality established in
section 75.60. Our sample of the 2001-02 assessment roll indicated an average assessment ratio of
97.25 percent, and the sum of the absolute differences from the required assessment level was 4.42
percent. Accordingly, the BOE certifies that Riverside County is eigible to continue receiving
reimbursement of costs associated with administering supplemental assessments.

Hereistheligt of forma recommendations contained in this report, arranged in the order that they
appear in the text:

RECOMMENDATION 1.  Develop acomplete operations manua to provide guiddines for the
BSIESION'S KA. ..o s 17

RECOMMENDATION 2: Obtain fire reports from local fire departments to discover property

digiblefor disager relif. ... 20
RECOMMENDATION 3: Grant dissster reief only for timdly filed applications pursuant

10 SECHION L70(d). ..ottt 20
RECOMMENDATION 4. Prorae disaster relief in accordance with section 170(g). ............... 20
RECOMMENDATION 5: Reqguest that the board of supervisors update the disaster relief

ordinance to reflect recent legidative changesto section 170. ......... 21
RECOMMENDATION 6:  Develop written procedures to ensure that disaster rdlief clams are

processed in accordance with section 170. .........ccocceveevevieeseennne 21
RECOMMENDATION 7:  Reference the contralling Satutes when enrolling pendties. ............. 23



Riverside County Assessment Practices Survey

RECOMMENDATION 8:

RECOMMENDATION 9:

RECOMMENDATION 10:

RECOMMENDATION 11:

RECOMMENDATION 12:

RECOMMENDATION 13:

RECOMMENDATION 14:

RECOMMENDATION 15:

RECOMMENDATION 16:

RECOMMENDATION 17:

RECOMMENDATION 18:

RECOMMENDATION 19:

RECOMMENDATION 20:

RECOMMENDATION 21:

RECOMMENDATION 22:

RECOMMENDATION 23:

July 2003

Ensure that dl entities recaiving a religious exemption have an

goproved daminthefile.......cccoeeoveee e, 25
Submit to the tax collector alist of persons to whom racehorse tax

returns were mailed, as required by rule 1045(@)(2). ......ccceevevveenene 26
Enroll the verified stle price asrequired by rule 2..............ccoceeenee 28

Maintain and grant public access to the transfer list as required by
SECHON 408. 1.t 30

Revise the transfer list database to include the names of the
transferors and transferees as required by section 408.1(c). ........... 31

Process transfers due to corporate changesin control ina
TMEY MBNNET ... 32

Ensure that newly constructed pools are enrolled at
MAKEL VEIUB. ... 35

Revise the Owner's Request for Review of Property Value form to
provide property owners more flexibility in the information they should

provide when requesting aresppraiSal. ........coceeeeeeeeieenieneneneene 37
Deduct a charge for capita replacement of irrigation wells that
contribute to the income being capitalized. ..., 40
Utilize periodic questionnaires to obtain compatible use income data
FOr CLCA PIrOPEMY. ...ttt 40
Develop appropriate risk rates for CLCA properties. .........cccuenee. 41

Classfy agriculturd wind machines as fixtures as required by rule
D225, e 41

Review the nontaxable property list to discover taxable government-
OWNEA PrOPEITIES. .....eveeieeeteeeesteete e st ste et e e nre e sreeneas 42

Improve appraisal record documentation for the assessment of
improvements on taxable government-owned lands....................... 42

Establish base year values for taxable government-owned property as
described in Letter To Assessors No. 2000/037........ccceeevevecveenee. 42

Implement atracking system for possessory interest accounts to flag
reasseSSAIE BVENES. ........ccvvvieeciee e 43
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RECOMMENDATION 24:

RECOMMENDATION 25:

RECOMMENDATION 26:

RECOMMENDATION 27:

RECOMMENDATION 28:
RECOMMENDATION 29:
RECOMMENDATION 30:

RECOMMENDATION 31:

RECOMMENDATION 32:

RECOMMENDATION 33:

RECOMMENDATION 34:

RECOMMENDATION 35:

RECOMMENDATION 36:

RECOMMENDATION 37:

RECOMMENDATION 38:

RECOMMENDATION 39:

RECOMMENDATION 40:

July 2003
Assess dl taxable poSsESSOry INTENESES. ........cvveiveeeeeeeeeeseseee 44
Correctly caculate the factored base year value for historica
PIOPEITIES. ..ttt ne s 45
Implement congstent and correct procedures for the review of
enforceably restricted historical property assessments. ................. 45
Collect and review relevant data for the assessment of water
COMPANY PrOPEMTIES. ...t 48
Regppraise regulated water COMPaNIEs. .........ccveeeeeeveeieeseesiennens 49
Develop written procedures for assessing water Companies............ 49
Adequatdly document minerd property files.........cooeeveeveccecee 50

Adjust the vaue of minerd properties for changesin the amount of
PrOVEO FESEIVES. .....vecueecveeieceesteesteeee e esteesee s e e e sseesaeeeesneenseennens 51

For minera properties, ensure that the economic life of the property
used in the appraisa matches the anticipated term of possession.....51

Enroll al escape assessments and overassessments discovered during

Review residentia income properties to discover assessable personal

[010] 07 1 V2SRRI 54
Use AH 581 as intended when vauing older machinery and

L= 0 1101 | S 55
Classfy manufactured homes as persona propery..........ccceeeeeeenee. 57

Revise manufactured home assessment procedures by placing grester
emphass on recognized value QUIdES. ..........coeeeeeerienieneseesieniee 58

Enroll changesin ownership as of the date reported by the
Department of Housing and Community Development.................... 59

Assess share trandfers in cooperatively-owned manufactured home
parks as reassessable changes in OWNErship........ceveeeeereeveneneee, 59

Vaue resdent interests in manufactured home parks by alocating the
resdud sale price to the land and common Sructures..................... 59
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RESULTSOF THE 1998 SURVEY

Change in Ownership

We recommended that the assessor add the cash equivaent value of outstanding improvement bonds to
the selling price of a property upon a change in ownership. A subsequent statutory change to section
110 has made this recommendation obsolete.

Standards and Quality Control

During our 1998 survey, it was difficult to trace the source of values entered on the assessment roll to
the underlying records. The assessor has made a Sgnificant improvement in this area and we do not
repeset this recommendation.

New Construction

We recommended that the assessor add the value of fire sprinklers to structures when performing
gppraisals using the cost approach to vaue. The assessor implemented this recommendation.

Possessory Interests

We recommended that the assessor improve the possessory interest (P1) program by: (1) improving
discovery techniques, (2) providing better documentation on records, and (3) developing afile
management system capable of tracking dl Pls. We found the current practice of sending request letters
to government agencies to be an effective discovery technique, with the exception of the fairgrounds.
The assessor has improved the documentation for new reviews and vauations. The assessor has only
partialy implemented a database for tracking airport possessory interests. For this reason, we repest
parts of our previous recommendation.

Tenant Improvements

We recommended that the assessor ensure congstent and equitable treatment of tenant improvements
by: (1) darifying exigting procedures and (2) generating supplementa bills when appropriate. The
asessor has implemented our recommendations.

Decline in Value

We dtated that the assessor should make reference to and document comparable sales used when
establishing a value pursuant to section 51. The assessor implemented this recommendation as of the
2001 lien date.

Low-Value Property Exemption

We recommended that the assessor propose to the board of supervisors that the low-vaue property
exemption resolution be revised to reflect the provisions of section 155.20. Subsequent to the 1998

9
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survey, the BOE lega opinion on this subject was revised and this recommendation is no longer
gpplicable.

Racehorses

The assessor implemented our recommendeation to establish procedures to discover racehorses subject
to thein-lieu tax and to mail annually aracehorse tax return to the identified owners.

Supplemental Assessments

We recommended that the assessor discontinue the practice of canceling small supplementa
assessments without authorization from the board of supervisors. The assessor has implemented this
recommendation.

We adso recommended that the assessor discontinue the practice of making negetive supplemental
assessments when trees or vines are removed. The assessor implemented this recommendation.

California Land Conservation Act (CLCA) Properties

We dtated that the assessor should revise the procedures for valuing CLCA properties by: (1)
recognizing the income generated by compatible uses and (2) using appropriate base year values for
newly congtructed home sites. The assessor has implemented the second part of this recommendation,
but not the first part.

Water Company Property

We recommended that the assessor annually review county and state water inspection reports to
discover assessable water company properties. The assessor has not implemented this
recommendation.

We a'so recommended that the sales comparison and income approaches to vaue be considered when
vauing private water companies and that each water company provide the assessor with a copy of its
annud report to the Cdifornia Public Utilities Commission. The assessor did not implement the
recommendation, and we now make a recommendation to perform current gppraisas of the regulated
water companiesin Riversde County.

We recommended that the status of private unregulated water companies be reviewed for possible
assessment. The assessor has not addressed this issue and we repest the recommendation.

We recommended that assessment procedures for mutua water companies be reviewed and revised
after obtaining the articles of incorporation and bylaws for each company. The assessor has
implemented this recommendation.

Taxable Government-Owned Property

We recommended that the assessor review the non-taxable properties list in order to discover taxable
government-owned property. We aso recommended that valuation of improvements on taxable

10
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government-owned land be reviewed. The assessor has not implemented these recommendations and
we repeat them in this survey report.

Timeshares

We recommended the assessor revise the database used to value timeshare estates by including more
descriptive attributes. The assessor implemented this recommendation.

Audit Program

We dtated that the assessor should bring the mandatory audit program to current status. The assessor
has implemented this recommendation. Thisis an epecialy noteworthy accomplishment given the
degree to which the audit program was behind in 1998.

We recommended that the assessor obtain a signed waiver of the statute of limitations when a
mandatory audit will not be completed in atimey manner. The assessor has implemented this
recommendation.

Equipment Valuation

We recommended that the assessor revise the vauation factors used to value business property to be
consgtent with the guidance in the AH 581. We found that the assessor continues to employ minimum
percent good factors in the vauation of business property. We therefore repeet the portion of our
previous recommendation pertaining to the use of minimum percent good factors.

We recommended that the BOE computer valuation factors be used for the assessment of computer
equipment. The assessor has implemented this recommendation.

We dtated that al pollution control devices financed by state bond issues should be vaued as ether
equipment or possessory interests. The assessor has implemented this recommendation.

Business Property Statement Processing

When processing business property statements, we recommended the assessor screen those statements
more closdaly for proper Sgnatures. The assessor has implemented a written policy requiring unsigned
property statements be returned to the taxpayer, and we noted that the policy is being enforced. The
as5es30r has implemented this recommendation.

Leased Equipment

We recommended that the assessor use the BOE Form V-600B to discover assessable |eased
property. The assessor has implemented this recommendation.

Vessels

Two changes were recommended to the vessel assessment program: (1) assess dl taxable vessdls, and
(2) assess dl vessHls at current market vaue on an annud basis. The assessor has enrolled dl vessdls
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reported by the Department of Motor Vehicles with avaue above $2,000. However, the assessor is
using afixed 5 percent annua depreciation rate, which results in some vessas being inaccurately
assessed. We repest the second part of this recommendation.

Aircraft

We recommended three changes to the aircraft assessment program: (1) mail the aircraft property
gtatement annually to dl aircraft owners, (2) make val ue adjustments based on the information received,
and (3) assessdl arcraft at current market vaue on an annud basis. The assessor has implemented
these recommendations.
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OVERVIEW OF RIVERSIDE COUNTY

Riverside County has aland area of 4,613,220 acres* (7,207 square miles) and a population of
1,545,387 people.” The largest city and the county sest is the City of Riverside, which is one of 24
incorporated cities in the county. Riverside County was crested by the Legidature in 1893 from the
territory of San Diego and San Bernardino Counties. A total of 3,015,630 acres of land in Riversde
County (approximately 64 percent of the land area) is owned by federd, Sate, and local governments
and is exempt from taxation.

Riversde County has seen a sgnificant growth in population over the past decade. According to the
2000 census, the population of the county increased by 32 percent from 1990 to 2000. Western
Riverside County is an areathat contains affordable housing and has become a popular suburban area
for people employed in Los Angeles, Orange, and San Diego Counties. The Coachella Valey, located
in central Riversde County, is noted for its desert communities and golf courses. Eleven percent of the
county's land areais devoted to agriculture. The economy of Riversde County is diversfied, with
service and trade indudtries the leading employers.

* California Department of Finance, Riverside County Fact Sheet, www.dof.cagov
®U.S. Census Bureau
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ADMINISTRATION

This portion of the survey report focuses on adminigtrative policies and procedures of the assessor's
office that affect both the real property and business property assessment programs. We examined the
assessor's budget and workload, the State-County Property Tax Administration Grant Program,
gppraiser certification, standards and quality control, assessment appeds, disaster rdlief, roll changes,
low-value property exemptions, exemptions, and the racehorse tax.

Budget and Workload®

In addition to offices at the County Adminigiration Center in the city of Riversde, the assessor hasfield
officesin the cities of Temecula, PAm Springs, Hemet, Perris, Indio, and Blythe. For the 2001-02 fiscal
year, the assessor staffed these offices with 251 people on atotd budget of $15.3 million. The
distribution of these positions for both red and business property divisonsis asfollows.

Postion Title Number
Assessor-Clerk-Recorder (ACR) 1
Chief Deputy ACR 1
Assgant ACR 2
Principa Appraiser 8
Supervising Appraiser 18
Senior Appraiser 38
Appraiser Traineg/I/l 52
Clerica Support 100
Adminidrative Support 5
Information Technology 13
Mapping 13
TOTAL 251

The following table displays the gross budget of the assessor for the past five fiscd years. These
amounts include funds from the State-County Property Tax Administration Program:

® Sources of tabular data presented in this section are the annual reports on Forms R-801 and R-802 filed with the
BOE, aswell asthe official county budgets for the referenced years, and the assessor's own annual reports.
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Fiscal Year Budget
2001-02 $ 15,322,290
2000-01 $ 14,302,538
1999-00 $14,122,763
1998-99 $ 14,492,786
1997-98 $ 13,476,857

July 2003

Riversde County experienced a 10.49 percent increase in the value of locally assessed property in the
2001-02 rall year. The assessment roll reached $98 billion, an increase of close to $10 billion from the
previous year. The assessor believes avibrant housing market, with a substantial amount of new
construction and reassessable changes in ownership, accounts for alarge part of thisincrease. In
addition, properties that have experienced declinesin vaue are recovering lost vaue. Recent trends for
the local assessment roll are displayed below:

Roll Year | Total Local Rall ($) | Increasein Value($) | Percent Change %
2001-02 $ 98,766,644,106 $9,378,939,862 +10.49 %
2000-01 $89,387,704,244 $8,807,467,263 +10.93 %
1999-00 $80,580,236,981 $4,791,740,097 + 6.32%
1998-99 $ 75,788,496,884 $1,236,215,475 + 1.66%
1997-98 $74,522,281,409 $1,031,671,161 + 1.40%

Information on the 2001-02 assessment roll is detailed in the table below:
2001-02 Riverside County L ocal Assessment Rall
Property Type Number of Assessments Enrolled Values
Resdentid (induding 534,947 $ 69,576,039,370
manufactured homes
Commercia 28,594 20,402,288,858

Timeshares 61,486 450,360,167
Rurd 64,126 3,713,046,246
Other 563 37,537,927
Tota Secured Rall 689,716 $ 94,179,272,568
Tota Unsecured Rall 52,459 $ 4,587,371,538
Totd Rall 742,175 $ 98,766,644,106
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State-County Property Tax Administration Grant Program

In 1995, the Legidature established the State-County Property Tax Adminisiration Loan Program
(PTAP).” This program, which was |ater entitled the State-County Property Tax Administration Grant
Program, provided state-funded loans to digible counties for the improvement of property tax
administration.®

If an eligible county elected 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 staffing leve in the assessor's office equd to the funding and
daffing levels for the 1994-95 fiscad year. This requirement prevents a county from usng PTAP fundsto
supplant the assessor's existing funding.

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

Riverside County participated in the PTAP during fiscal years 1995-96, 1996-97, 1997-98, 1998-99,
and 1999-00. During the fiscd year 2000-01, the county borrowed $2,358,068. The county's required
base funding and gtaffing levels for the assessor's office is $9,405,692 and 164 positions, respectively.
The Riversde County Auditor-Controller has certified to the State Department of Finance that the
county has met the contractua requirements for loan repayment.

The assessor has used PTAP funds to establish a nonmandatory audit program, to insure that a defense
is prepared for al appeals scheduled with the assessment gppeals board, to reduce the backlog of
decline-in-value gppraisds, to establish a discovery program for business property, and to establish a
program to assess al vessals with a Situs in Riversde County. Funds have recently been used to
contract with outside vendors to improve and update the software programs used for property tax
adminidration in the county.

Appraiser Certification

Section 670 requires al persons who perform the duties of an appraiser for property tax purposes to
hold avaid certificate issued by the BOE. There are atota of 124 certified appraisers on staff; of these,
49 hold advanced certificates, 61 hold permanent certificates, and 14 hold temporary certificates.

Basad on information obtained from the BOE's Training and Certification Section, the assessor and his
daff possess the required certificates. Additionaly, we found that the auditor-appraisers performing
mandatory audits meet the qualifications prescribed by section 670(d). The assessor does not use
contract appraisers.

" Chapter 914, Statutes of 1995, in effect October 16, 1995.

8 The Property Tax Administration Loan Program expired June 30, 2001. In 2001, the Governor approved AB 589
(Chapter 521, Statutes of 2001), establishing the Property Tax Administration Grant Program for the fiscal years 2002-
03 through 2006-07. The new grant program will operate in essentially the same manner as the loan program except
that if acounty failsto meet its contractual performance criteria, the county will not be obligated to repay the grant
but will be ineligibleto continue to receive agrant.
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Standards and Quality Control

Standards and quality control functions ensure the consstency and quality of the appraisa product or
taxpayer services through the development and maintenance of gppraisal and operating standards.
Other duties of astandards and qudity control unit may include training, lega interpretations, or data
processing coordination.

The assessor's quality assurance division monitors standards and quality control. This divison consists of
aprincipa gopraiser and five staff members. The quality assurance divison's misson isto enhance
operating efficiency, ensure compliance with policies and regulations, adhere to accepted interna
auditing standards when conducting audits, and support al assessor-county clerk-recorder sections and
programs.

The divison isdill in the process of evolving. Until ayear ago, this divison was known as the sandards
divison. Mogt of the focus for the quality assurance division has been on the assessor's clerk-recorder
operations. More recently, the division has addressed issues related to assessment. Thisdivison
produces the assessor's annua report, performs audits to ensure compliance with new legidation, and
tracks dl training for assessor-county clerk-recorder personnel.

Policies and Procedures Manual

One divison project is updating the assessor's operations manua, which is on the office Intranet. The
god isto separate the manua into two publications % a policy manua and an operations manud. The
policy manud will provide generd adminigtration information. The operations manua will be acollection
of desk procedures from the assessor and county clerk-recorder's office.

RECOMMENDATION 1:  Deveop acomplete operations manud to provide guiddines for the
assessor's staff.

Severd sections of exigting operations manua are incomplete or nonexistent. Although the operations
manud has arather comprehensive generd policies section in volume 1, the vauation sections only have
guiddinesfor clericd gaff or generd employee information. A comprehensive operations or procedures
manud providing guidelines for assessment operations was not available.

Adminigration of the property tax assessment function involves compliance with a series of Satutes,
regulations, and other guideines from the BOE. A procedures manua provides cons stent written
ingructions to comply with the required policies and rules. Thisis particularly important for a highly
decentralized operation such as this assessor's office. The manual functions both to communicate and to
control the processes gpplied in making assessments, and to ensure uniformity in practice. We
recommend that a complete operations manual be devel oped.

Total Property Unit

The purpose of atotal property unit is to have specidists work together on appraisals of complex
properties. Complex properties typicaly contain alarge amount of fixtures requiring segregation from
sructural real property, or have speciad va uation procedures mandated by statute. To prevent escape

17



Riverside County Assessment Practices Survey July 2003

assessments or double assessments, it is often advantageous to have these accounts handled by asingle
work group, as opposed to being split between the real property and business property divisons.

The assessor established atotal property unit in 1999 to perform the appraisals of complex and specia
properties. One manager (a principa property appraiser), one supervisor, two senior gppraisers, one
assessment technician, and one auditor-appraiser (on an ad hoc bass) are assigned to the unit. In
keeping with the decentralized structure of the assessor's office, the principal appraiser islocated in
Riverside, one senior and a supervisor are in PAm Springs, and the other senior and an assessment
technician are located in Temecula. The property types assigned to the total property unit are listed
below:

Cable Televison Properties

Minerd Rights

Government Agency Possessory I nterests
Major Resort Hotels (75 units or more)

Golf Courses (fee courses and resort courses)
Hospitas

Assged Living Fecilities

Regiona Shopping Centers and Anchor Stores
Retail Outlet Centers

Maor Indudtrid Facilities

Cdlular Communication Towers

For the 2001-02 assessment year, the total property unit assessed 402 parcels with atotal value of
$2.92 hillion.

Assessment Appeals

The assessment appeds function is prescribed by article X111, section 16 of the Caifornia Congtitution.
Sections 1601 through 1641.2 provide the statutory provisions governing functions and jurisdiction of
assessment appeal s boards and the appointment of members and related matters. Government Code
section 15606(c) directs the BOE to prescribe rules and regulations to govern loca boards of
equalization. The BOE has adopted rules 301 through 326 regarding county assessment gppedls.

The Riversde County Board of Supervisors passed Ordinance No. 510 which providesfor up to five
assessment appeals boards and up to five hearing officers. Two apped s boards are operating and each
board conssts of three members. One dternate member is available to both boards. There are no
hearing officers. Assessment apped s board hearings are held every Thursday on the firdt floor of the
county adminigtration center.

Applications are received by the clerk of the assessment appedls board, date stamped, reviewed, and
vdidated. Information from the application isinput into a database onto an Appeals Entry Form
screen. An image of the Form BOE-305-AH, Application for Changed Assessment, isaso stored in
the database. This database is directly linked to the assessor's office and all gppraisers can view the
Appeals Entry Form aswell as the image of the gpplication.
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The assessor's staff maintains a comprehensive and effective spreadshest to track the progress of

assessment appeals. Over 80,000 appeals were filed between 1995 and 1999. Of these, seven were
not resolved within the two-year limit specified by section 1604. These failures were primarily due to
input errors, and we found that they had an inggnificant impact on the roll.

The number of assessment gpped s in Riversde County has decreased subgtantialy in recent years, as
shown in the table below:

Year | No. Filed | Withdrawn | No Stipulated | Dismissed | Adjusted | Denied | Remaining
Shows

2001 324 129 2 20 212 0 0 2,891

2000 3,691 1,265 272 260 365 19 15 1,495

1999 3,957 1,873 605 725 539 29 41 145

1998 8415 3,156 861 3,531 763 42 57 5

1997 20,261 7,373 2,174 8,652 1,944 45 73 0

Due to the significant decrease in appeds, the former assessment gppedal s team that concentrated
specificaly on the backlog of gppedls resumed their regular dutiesin early 2000. The appraisa gaff in
the didtrict office where the records are assigned generadly prepares appedl defenses. The appraiser

who prepares the appedl defense typically aso presentsit at the hearing. Another member of the

assessor's saff attends the hearing and acts as the assessor's representative and liaison between the
assessor's office and the clerk of the board's office.

We attended several assessment apped s hearings. The assessor's staff was well prepared and made

effective presentations. We aso reviewed several gppraisa records that were the subject of an

assessment gpped. All were well documented and complete. We found the assessor's assessment
gppedls program in compliance with the law. A good working relationship between the assessor's office
and the cdlerk of the board's office makes the apped s process effective and efficient, particularly in the

case of scheduling and document processing.

Disaster Relief

Section 170 permits a county board of supervisors to adopt an ordinance that allows immediate

property tax relief on quaifying property damaged or destroyed by misfortune or caamity. The property
tax relief is available to the owner of any taxable property whose property suffers damage exceeding

$10,000 (without his or her fault) in amisfortune or calamity. In addition, section 170 provides

procedures for calculating va ue reductions and restorations of vaue for the affected property.

To obtain relief under an ordinance, assessees must make a written application to the assessor
requesting reassessment. However, if the assessor is aware of any property that has suffered damage by
misfortune or caamity, the assessor must ether provide the last known assessee with an gpplication for

reassessment, or he may revaue the property on lien date.
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Upon receipt of a properly completed application, the assessor shdl reassess the property for tax relief
purposes. If the sum of the full cash vaues of the land, improvements, and persona property before the
damage or destruction exceeds the sum of the vaues after the damage by $10,000 or more, the
assessor shall then determine the percentage of value reductions and reduce the assessed vaues
accordingly.

The Riverside County Board of Supervisors adopted Ordinance No. 538.1 in April 1972 to provide
disaster relief. Subsequently the ordinance has been updated three times. The latest adoption is
Ordinance No. 538.4, effective October 18, 1979.

During the past five years, the assessor has granted disaster relief to an average of 67 parcels annudly.

RECOMMENDATION 2:  Obtain fire reports from local fire departments to discover property
eigible for disaster rdief.

In the previous survey we recommended that the assessor obtain fire reports from local fire departments
to discover properties that may be igible for disaster relief. Currently the assessor does not receive fire
reports from any fire departments. However, we found that the City of Riversde fire department hasa
computer printout, available to the public, that the assessor could access.

The consequence of the assessor not receiving these reports is that some properties eligible for disaster
relief will not recaiveit, resulting in overassessments. We again make the recommendation that the
assessor obtain fire reports from loca fire departments to discover properties digible for disaster relief.

RECOMMENDATION 3:  Grant dissgter relief only for timely filed gpplications pursuant to
section 170(d).

We observed that the assessor did not enforce the statutory filing period for timely disaster relief clams.
At the time we performed our survey, section 170(d) required that a completed application be
submitted to the assessor within 30 days of notification by the assessor, but in no case more than Six
months after the occurrence of damage.® Applications that are received beyond the filing period
specified by section 170 are not digible for property tax relief on their current assessments. We
recommend that the assessor grant disaster relief only for timey-filed applications in accordance with
section 170(d).

RECOMMENDATION 4.  Prorate disaster relief in accordance with section 170(€).

In our review of parces granted disaster relief, we observed that the disaster relief was prorated using
the date of the misfortune or calamity as the beginning point of the reduction and using the date
recongtruction was completed. However, we also found parcels where relief was granted for the entire
fiscd year, including months prior to the caamity.

® The maximum time to submit an application to the assessor after notification changed from 30 days to 60 days; and
the maximum filing period of six months changed to 12 months, effective January 1, 2002 as aresult of legislation (SB
1181, Ch. 407).
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Section 170(e)(2) requires the assessor to prorate the value of property as reassessed in its damaged or
destroyed condition. This proration must be based upon the number of monthsin the fiscd year after the
damage or degtruction, including the month in which the damage was incurred. When the property is
restored, the factored base year vaue is restored and the assessor may use supplementa assessment
procedures.

The assessor's failure to correctly prorate results in inaccurate assessments. We recommend that the
assessor prorate disaster relief in accordance with section 170(€)(2).

RECOMMENDATION5:  Reqguest that the board of supervisors update the disaster relief
ordinance to reflect recent legidative changes to section 170.

The assessor's disaster relief ordinance does not reflect the current provisions of section 170.
Effective January 1, 2002, section 170 has been significantly revised in severd respects.

The board of supervisors may specify intheloca ordinance that the assessor may initiate the
reassessment of property where the assessor determines that taxable property within the county has
been damaged or destroyed within the preceding 12 months;

Where the assessor does not have the genera authority to initiate reassessment, he or she may
reassess a particular property with the gpprova of the board of supervisors;

The property owner now has 12 months or the period established by loca ordinance, whichever is
longer, to fileaclaim for reassessmernt;

The damage threshold has been raised to $10,000;
The property owner now has six months to file an gpplication to apped a damage-adjusted value;

The assessor may now notify owners of properties damaged within the preceding 12 months that
they may file aclaim, and the owner has 60 days to file the application after receipt; and

The ordinance may provide that where no application is made, the assessor may reduce taxable
vaues of property experiencing amisfortune or caamity up to 12 months after the disagter.

The current county ordinance does not provide these liberalized benefits to owners of disaster-stricken
property. We recommend that the assessor request that the board of supervisors amend Ordinance
5384 (providing for tax relief in disasters) to reflect these recent legidative changes.

RECOMMENDATION 6:  Develop written procedures to ensure that disaster rdlief clams are
processed in accordance with section 170.

The assessor has no written procedures for the processing of disaster relief clams. Without written

procedures, uniformity and consistency in processing disaster rdlief dlamsin a decentralized setting is
difficult to achieve. Consequently, we found other areas of concern regarding disaster relief:
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In our review of applications for disaster rdlief reassessment, we observed there was no indication
of the date that the assessor received the application. Although there is no statutory requirement to
date stamp applications for reassessment when received, it isimportant to do so to document
whether an gpplication isfiled timely, as required by section 170(d). This can be critica when
datutory deedlines are involved and an assessment apped isfiled.

We found that the current Application for Reassessment requests gpplicants to estimate the costs
to restore or replace lost or damaged red property. Section 170 allows for tax relief for al taxable
real and persona property. Consequently, an assessee may have damaged persona property
digiblefor relief but not be aware of it, resulting in an overassessment. The assessor's form should
refer to both real and persona property so asto comply with the intent of section 170.

When the assessor grants disaster relief to properties affected by misfortune and caamity, the
assessor does not inform the gpplicant of the proposed assessment. Section 170(c) and county
ordinance 538.4 require the assessor to notify the applicant in writing of the amount of the proposed
assessment. The notice shal state that the applicant may appea the proposed reassessment to the
assessment gppedl s board within six months of the date of mailing the notice. This permitsa
taxpayer to take any disagreement that may arise to the assessment gppedl's board.

We found the assessor does not track parcels whose owners have applied for, received, or been
denied disaster relief. We were informed that once a disaster relief application was received, it was
forwarded to the appraiser who has responsibility for the geographic areaiin which the property is
located. The gpplication is then either gpproved or denied by the gppraiser. Without alist of
gpplications received, we were unable to locate any applications the assessor denied during our
survey process. Applications are kept with the property record. During the processing period, the
individua appraisers keep track of the affected properties until the process is complete. No
separae liging is ever created for management review or follow-up purposes. A centra listing of
disaster relief applications would help ensure that damaged properties are properly tracked and
accurately assessed. In addition, we observed disaster relief appraisal records where the valuation
worksheets and the application were missing. Without the val uation worksheet, we were unable to
determine how the appraisa daff determined the reassessment vauation.

We observed that each of the assessor's regional offices processed the applications made in their
respective region. Each digtrict office processed the clamsfiled in their respective region, and each
office did it differently. In addition, we found that the appraisal saff was not aware of al of the
requirements of section 170.

We recommend the assessor devel op written procedures that ensure that disaster relief is processed
and administered in accordance with section 170.
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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 or by the board of supervisors. All assessment roll changes are based on specific
satutes, and any roll change must be accompanied by the appropriate statutory reference.

Assessment roll changesfal 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.

The assessor uses an automated roll change system that displays current and historical vaue information.
Appraisers and assessment technicians enter updated vaue information into the system. The program
contains alist of sandardized reason codes with gppropriate legd citations. Review of the displayed
results alows reconciliation or rgection by the supervising gppraiser. This action places the pending roll
revison in aqueue. The principa appraiser assigned to this function provides alast review before
processing. All data are available for review on the computerized system at any time. Findization of the
roll change by the principa appraiser occurs in the Riverside office.

The assessor processed over 220,000 roll changes for the assessment years 1997 through 2001. The
annud history for this period is displayed below:

2001 | 2000 1999 1998 | 1997

38,222 | 36,423 | 41,194 | 57,603 | 56,360

For purposes of comparison, the 2001 corrections relate to atotal secured roll of nearly 690,000
parcels and an unsecured roll of over 52,000 accounts. We reviewed a sample of roll corrections and
found that the process and procedures work effectively.

RECOMMENDATION 7:  Reference the controlling statutes when enrolling pendties.

We found that pendties are placed on the assessment roll with only the notation "pendty” appearing in
the "Remarks' column of theroll. This practice isincongstent with a requirement of rule 261, which
provides that the assessor shal reference sections 463 or 504. The rule offers examples of language that
may be used, and it also states that words substantialy equivaent may be used. We recommend that the
assessor prepare the assessment roll in accordance with the requirements of rule 261.

Low-Value Property Exemption

Section 155.20 authorizes the county board of supervisors to exempt from property taxation al redl
property with a base year vaue, and persond 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
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has no authority to exempt property with atotal base year value or full vaue 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 fiscd years.

The Riversde County Board of Supervisors, by resolution, has adopted alow-value property
exemption of $2,000 that gppliesto persond property and trade fixtures, mining claims, manufactured
home accessories, airplane tie-down possessory interests, and boat dock possessory interests.

In our 1998 assessment practices survey (and our 2001 supplementa survey), we recommended that
the assessor request that the board of supervisors consolidate the low-value property exemption
resolutions into one that includes al property, red and persond, having a value less than an adopted
low-vaue limit. Subsequently, the BOE's Lega Department has concluded that the law does not require
alow-vaue exemption to be uniform for al property. Accordingly, we do not repest the
recommendation.

Exemptions

The Cdifornia Congtitution and various provisons of the Revenue and Taxation Code provide certain
types of exemptions from property taxes. The mgor exemption programs include welfare,
homeowners, church, religious, and disabled veterans. Assessors administer the homeowners, church,
religious, and disabled veterans exemption programs locally. The welfare exemption program is
adminigtrated jointly by the BOE and county assessors. The BOE dso provides adminigtrative

ass stance to assessors for the homeowners exemption program.

The following table displays Riversde County exemption datafor the last five years:

YEAR WELFARE RELIGIOUS CHURCH
No. VaueExempted No. VaueExempted No. VaueExempted
2001-02 973 | $1,212,202,329 709 $431,471,094 59 $11,213,889
2000-01 571 | $1,301,507,949 700 $396,625,496 72 $12,217,727
1999-00 491 | $1,088,773,014 628 $375,604,762 71 $10,118,382
1998-99 550 | $1,075,529,408 618 $355,884,536 66 $14,031,883
1997-98 478 | $1,329,467,219 669 $354,761,538 66 $13,348,835

Religious Exemption

Article X1, section 4(b) authorizes the Legidature to exempt property used exclusvely for reigious,
hospital 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
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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.

RECOMMENDATION 8:  Ensurethat dl entities receiving a religious exemption have an
goproved clamin thefile,

We found a number of properties where the assessor granted the religious exemption without areligious
exemption dam in the gopraisa file. Of the 18 entities we sdlected from the religious exemption list, only
three had a clam on file. The other 15 entities did not, and in these cases, there was nothing in the
as3es301's records to support granting the religious exemption.

The assessor recently purged the exemption files to digpose of outdated materid. Since the religious
exemption isaonetimefiling, it isimportant that the cdlam remain in the file as long as the rdligious
exemption is being granted. The purged files gppear to be in storage a another county facility. The
assessor should retrieve dl religious exemption clams from the purged files and return them to their
respective appraisa records. Should any claims remain missing, we encourage the assessor to obtain a
new claim from the assessee.

We recommend the assessor ensure that al entities receiving a religious exemption have an gpproved
daminthefile

Church and Welfare Exemptions

We reviewed the gppraisa records for the church and welfare exemptions and found that these
properties were used within the scope of the respective exemption. Where there were other users, they
aso had vdid and gpproved clams on file. Accordingly, we have no recommendationsin this area.

Racehorse Tax

Since 1973, racehorses domiciled in California have been subject to an annud tax in lieu of an ad
vaorem property tax. Racehorses subject to the tax are defined and described in sections 5703 through
5790. The assessor is responsible for those elements of the administration of the racehorse tax
described in rule 1045. Specificaly, under rule 1045 the assessor is required to (1) use BOE-
prescribed forms, (2) discover and inventory taxable racehorses in hisher county, (3) mail the racehorse
tax property statements to each identified owner in the county, (4) tranamit alist of mailed returnsto the
county tax collector, (5) retain copies of returns for the period prescribed, and (6) perform audits when
those accounts meet the audit threshold.

In our 1998 survey report, we recommended the assessor establish procedures to identify racehorse
owners and annually mail aracehorse tax return to those owners. The assessor now hasin place a
system for identifying racehorse owners, and he has implemented a program to send racehorse owners
reporting forms each year. A mgjor problem encountered by the assessor is that the primary
identification tool, the ownership list provided by the Cdifornia Horse Racing Board, contains a number
of invdid entries resulting in unddiverable mail.
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RECOMMENDATION 9:  Submit to the tax collector alist of persons to whom racehorse tax
returns were mailed, as required by rule 1045(3)(2).

The assessor does not transmit to the tax collector alist of personsto whom areturn for the annua
racehorse tax was mailed. Rule 1045(a)(2) requires the assessor to transmit such alist to the tax
collector within 10 days of the date of mailing those returns. This requirement makes the tax collector
aware of those individuas who should reasonably be expected to file an annua racehorse tax return.
We recommend that the assessor tranamit to the tax collector the list of mailed racehorse tax returns as
required by rule 1045.
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ASSESSMENT OF REAL PROPERTY

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

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

Unless thereis achange in ownership or new congruction, article X111 A of the Cdifornia Condtitution
provides that the taxable value of red property shdl not exceed its 1975 full cash value factored at no
more than two percent per year for inflation.

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 atransfer of apresent interest in red property,
including the beneficid use thereof, the vaue of which is subgtantidly 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 regppraisal purposes.

Document Processing

Riverside County has combined the assessor's office with the county clerk and the recorder offices. This
combination has made for more efficient work processes that involve both the recording and assessment
functions of the assessor's office. Documents are recorded, examined, and indexed into the recorder's
index system upon receipt; from there images of these documents can be retrieved by the assessor's
qaff.

The function of determining and processing changes in ownership is assgned to the assessor's title and
mapping section. Copies of deeds with document codes that indicate potential property transfers are
printed and sorted from each day's recordings. Those deeds are grouped by date and document
number and distributed to the title staff for examination. The title and mapping section andyzesthe
vdidity of the trandfer, identifies the physicd property involved, identifies the partiesinvolved and ther
relationships, and assigns the appropriate percentage transferred. Parcel cuts or combinations are sent
first to mapping to be assigned new parcd numbers and then returned to the title section for processing.

Deeds are matched with the associated Form BOE-502-AH, Preliminary Change of Ownership
Report (PCOR), entered into the computer system, and then forwarded to the appraisers for vauation.
The title and mapping section examines the relationships of the parties and sends out parent/child

27



Riverside County Assessment Practices Survey July 2003

transfer excluson clam forms to potentia gpplicants. A "hold" flag will be attached to files with pending
gpplications for exclusion to alow time for the claims to be recelved and processed.

The vauation support section examines the financing information on the PCOR and makes any
necessary cash equivaency adjustments using a computer-asssted cash equivalency program. The
vauation support section identifies parcels with improvement bonds and derts the val uation appraisa
daff to investigate the potentia impact of these bonds. The vauation appraisa daff requests information
on the bonds, calculates the value, and analyzes the real estate market to determine how the bonds
affect market value,

Direct Enrollment

A direct enrollment program is used to value properties a their sales price when they meet certain
criteria. The assessor uses aregresson andysdis program to review single family resdence sdeswithin
the county. The program recognizes gpproximately 2,100 homogeneous neighborhoods, aso caled
"project areas.” The project areastypicaly include smilar tract homes, often by the same builder. The
boundaries of the project areas are flexible and can be expanded and contracted to customize the
search area

The direct enrollment system analyzes Six property characteristics. property type, sde date, size, age of
dructure, quaity class, and replacement cost new for miscellaneous Structures. The system compares
sdes within each project area and enrolls the reported saes price when the predicted price fals within
five percent of the confirmed sdes price. The program is run once a month.

Reports showing which transfers were vaued by direct enrollment are sent to didtrict supervisors for
review. The report indicates the percentage difference of the predicted sale price from the confirmed
sde priceto help reviewers highlight potentia discrepancies. Corrections are made in the two-week
period before notices of assessment changes are sent to property owners. Of the 71,582 residentia

transfer reassessments made in 2001, 11,557 were vaued with the direct enrollment program.

RECOMMENDATION 10: Enrall the verified sale price as required by rule 2.

During the sampling of red property change in ownership assessments we found that the purchase price,
as reported on the Preliminary Change of Owner ship Report, is not aways enrolled as the full cash
vaue for the transfer assessment. In some cases the appraiser deviated from the sales price and used an
adjusted amount instead of the reported price. In many of these gppraisals the difference between the
two vaues isinggnificant. The adjustments do not appear to be based on cash equivalency adjustments
or adeduction for personal property but instead on evidence provided by market data.

Section 110(b) provides, among other things, that the purchase price of rea property shal be rebuttably
presumed to be itsfair market value if the terms of the transaction were negotiated at arm's length
between a knowledgeable transferor and transferee, neither of which could take advantage of the
exigencies of the other. Rule 2 darifies this statutory requirement by establishing that the consderation
paid for aproperty isitsfull cash vaue unless asignificant deviation can be shown by a preponderance
of the evidence. The rule defines a 9gnificant deviation as a deviation of five percent more or less than
the total consideration paid for the property.
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When ataxpayer has accurately and timely reported his or her purchase price to the assessor, there is
an expectation that the sale price will be enrolled as the assessed value. Only in caseswherethereisa
preponderance of evidence that the price is sgnificantly different than the full cash vaue should the
market value be enrolled instead. Inggnificant adjustments of the reported sale price are not authorized.
The enrollment of avaue different from the actua sde price may cause an incorrect base year value to
be established and incorrect supplementa bills to be issued.

By enralling the reported purchase price when it is within five percent of the full cash vaue, the assessor
will comply with rule 2.

Change in Ownership Statements

Deeds unaccompanied by PCOR's are coded to cause Form BOE-502-AH, Change of Ownership
Satement (COS), to be sent to the transferees. Prior to October 2000, the assessor did not send
COSs authorized by section 482 but instead used alocaly developed change of ownership statement.
In October 2000, the assessor reinstated the use of the COS and the nonfiling pendties provided by
section 483. The assessor has drafted procedures on the processing of change of ownership statements
under section 482 and stated that they will be incorporated into the assessor's operations manud.

The COS s sent to all transferees who do not file a PCOR at the time of recording. To improve
compliance, areminder to trandferees requesting them to return their questionnaire in atimely manner is
included with the questionnaire. Incomplete change in ownership statements are returned to the taxpayer
for completion prior to the deadline. Approximately 100 |etters per week are returned for missng
sgnatures or omitted information. Change in ownership satements not received by the 45-day deadline
will trigger aNotice of Penalty Assessment. If the statement is received within 60 days, the pendty is
automaticaly abated. If the statement is received after 60 days, the pendty can be abated by the county
board of supervisors upon adetermination that the failure to file timely was due to a reasonable cause.

A tota of 15,724 change of ownership statements were mailed out for the 2000-01 assessment year.
The compliance rate has climbed to nearly 85 percent with the use of smplified ingtructions, penaty
reminder sheets, and the returning of statements with missing signatures or omitted informeation. Still, 617
penalty assessments were enrolled for atotal of $104,442 during 2000.

Valuation of Changes in Ownership

Appraisers are assigned geographic areas of responsibility. Appraisers can access the computer system
to review the status of their transfer workloads. Typically, appraisers develop their own Strategy for
handling their workloads and pull their own appraisal records accordingly.

Appraisers have a hard copy of the PCOR in the appraisa records as well as accessto al the
information in the database regarding the transfer. Many of these assgnments consst of salesthat did
not qualify for the direct enrollment process.

To perform the gppraisas they are assigned, the appraisers use a comparable saes database system
available on their computers. The system is very flexible and alows parameters to be adjusted to sort by
awide degree of variables. Procedures for vauing trandfers are included in the operations manud.
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The va uation support section identifies and flags parcels impacted by improvement bonds. Information
on the bonds is collected by the assessor and the amount calculated for each parcel involved. This
information is made available to the gppraiser who will analyze the effect on the market and determine
whether any adjustments are necessary. The comparable sales system allows the appraisers to sort
properties with and without improvement bonds to help analyze any impact.

Section 69.5 Base Year Value Transfers

Applications for base year vaue transfers pursuant to section 69.5, allowing the transfer of the base-
year vaue of one dwelling to another for a person over age 55 or disabled, are avallable at dl of the
as=sor's fidd offices. Applications include an information and ingtruction sheet with typica questions
and answers. Applications are received, assgned an identification number, and logged into the
assessor's computer system. The socia security number on the gpplication is checked againg a
database to determine whether there have been any prior exclusons.

The supervising gppraiser in charge of the section 69.5 base year value transfer program assembles a
package for each application, documenting the applicant's birth certificate, ownership and assessment
datafor the origind residence, the factored base year vadue for the origind residence, ownership and
assessment data on the replacement residence, and an approva checklist to insure that dl criteriaare
met. The taxpayer becomes aware of an gpprova or denid of their clam by the receipt of a
Notification of Assessment Change. An approva/denid letter for these base year value trandfersis
being developed.

For 2001, 127 base year vaue transfer exclusions were granted and 49 applications were denied. The
most common reason for denia was that the factored base year vaue of the former resdence was
greater than the vaue of the new replacement dwelling. Consequently, the clam would not result in a
reduced assessment because the vaue trandferred would be greater than the vaue of the new property,
and there would be no benefit to the taxpayer. Reports listing approved section 69.5 base year vadue
trandfer clams are sent to the BOE each July and December. Riverside County no longer accepts
intercounty base year transfers, but does maintain a database of prior intercounty base year transfer
exclusons

Public Transfer List

Section 408.1 requires al assessors in counties with populations exceeding 50,000 people, as
determined by the 1970 federd census, to maintain for public inspection alist of transfers of any interest
in property, other than undivided interests, within the county which have occurred within the preceding
two-year period. The list must include certain information and is to be updated quarterly. For ingpection
of the lig, the assessor may require the payment of a nonrefundable fee in the amount necessary to
reimburse the county for administrative costsincurred, or $10, whichever isless.

RECOMMENDATION 11: Maintain and grant public access to the transfer list as required by
section 408.1.

As the assessor has modernized and moved toward paperl ess systems, the computer system has been
modified in an atempt to comply with the requirements of section 408.1. All of the transfer information
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for the last two yearsis available to staff, including confidentia information from taxpayer sdes letters.
Much of thisinformation is dso available on another computer database named "Comps Ligting R/T
(408.1)." This database alows the computer user to scroll the saleslistings, and the indicated sale
amount displayed on this screen is from the non-confidentid transfer tax samps. However, we found
two problems with the current system for making thisinformation available to the public.

Our experience a the public counter at severd fidd offices was that the information could not be
obtained easly by the generd public. The computer terminds provide public access to severa useful
databases, but not the transfer list. When questioned specifically about this database, the counter staff
could work with the public on examining the information but not from the public access terminas. They
would opt, instead, to work with the public to narrow the scope of the search and identify exactly what
information the person was trying to obtain. Portions of the list can be printed, but because of the size of
the database it is generdly impractica to print out the entire list.

Section 408.1(a) requires that the assessor maintain such atransfer list and section 408.1(d) requires
that the list be open to ingpection by any person. Because the list is not available on the public access
computers and the information must be reviewed with the assistance of assessor's s&ff, the public does
not have the intended access to this information.

We recommend the assessor take the steps necessary to grant the public accessto the full transfer list.

RECOMMENDATION 12: Revisethetransfer list database to include the names of the
transferors and transferees as required by section 408.1(c).

Section 408.1(c) specifies the fields of information necessary for a public transfer lis. Mogt of the
required fields appear on the assessor's "Comps Listing R/T Code (408.1)" program, but the names of
transferors and transferees do not appear on this screen. We recommend that the revise the transfer list
database to include al of the requirements stated in section 408.1.

Legal Entity Ownership Program (LEOP)

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 a detailed
interpretation (with example) of section 64 changes in ownership or control and gpplicable exclusons.
Discovery of such a change in ownership is difficult because ordinarily there is no recorded notice of the
transfer.

The BOE's 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 parcel number, or how many parcels they own. Because of
lack of reliable data provided by the entities, the LEOP Unit advises assessors to thoroughly research
each named entity's holdings to determine that al affected parcels are identified and properly appraised.
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The title and mapping section is charged with the processing of the LEOP natifications from the BOE.
Additionaly, field appraisers and other staff will notify this section about corporate changesin control as
they become aware of potentia transfers.

The title and mapping section identifies the parcels involved in the corporate transfer from the
notification list or correspondence with the entities. Parcels are coded as Unrecorded Document deeds
and dummy deeds are created using the date of change in control as the effective transfer date. Thetitle
and mapping section then updates the system to inform field appraisers to vaue the parcels involved.
The valuation appraisers will gppraise the parcels as they do other transfers that are loaded into their
sysem.

Appraisers may become involved in the discovery of corporate changes in control while examining
business property statements or while corresponding with property owners. Sometimes, corporate
officers will initiate the process by contacting the assessor's office to report changes in ownership.

RECOMMENDATION 13: Processtransfers due to corporate changesin control in atimely
manner.

We noted severd large corporate changes in control that had not been processed, even though the
BOE had natified the assessor of the changesin control years before our fieldwork in early 2002.
Discussons with staff suggested that the title divison may have logt track of some of the monthly
packages mailed from the BOE's LEOP Unit and consequently were not aware of the changesin
control. In other cases, the transfers are till being processed while additiond information is being
collected.

Because the title divison could not locate some LEOP reports indicating changes in control, and had not
discovered the corporate transfers by other means, the propertiesinvolved could escape assessment.
The BOE's LEOP Unit sends out a periodic dphabetic listing to al counties of legd entities that have
experienced changesin control. It dso sendsto individua counties questionnaires submitted by
transferees that include assessor's parcel numbers of propertiesin the county that have changed control.
Thisletter and the listing provide adequate notice to county assessors of changesin control that should
be investigated. Improvements in the assessor's own discovery methods could aso lead to more
thorough compliance.

The assessor's failure to timely enroll corporate changes in control results in escape assessments. We
recommend that the assessor process transfers due to corporate changes in control in atimely manner.

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 congtruction at full cash vaue, a new base year vaue is created for the newly
congtructed portion. Practical guiddinesfor defining and vauing new congruction are found in rule 463
and Assessors Handbook Section 502, Advanced Appraisal, Chapter 6.
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Building Permits

Building permits are the assessor's primary method of discovering new condtruction. To ensure thet all
quaifying new congtruction is assessed, the assessor must receive a copy of every gpproved building
permit. In accordance with section 72(a), a copy of any building permit issued by any city, county, or
city and county shdl be tranamitted by each entity to the assessor as soon as possible after the date of
issuance.

The assessor receives building permits from 24 incorporated cities and the County of Riverside.
Currently, five cities and the county supply the permit data on computer disks or by eectronic mail. The
remaining cities provide permit information on paper. The assessor's saff collects building permit
information from the various building and safety departments that do not send it eectronicaly. Once
received, dl building permits are entered into a computer database. Information is uploaded in eectronic
form automatically into the database, while the information received in paper form is keyed into the
sysem.

Resdentid permits are screened by clerks to determine which permits are likely to represent
gppraisable events. Those permits are entered into a second database of permits to be worked. Permits
are screened based on the type of permit and the listed permit vaue. Roofing, eectrica, or plumbing
permits are often screened out; but these permits may be forwarded to gppraisersif other indicators
suggest that there may be assessable activity. Permits for commercia properties are screened by
supervisors who determine which permits are likely to indicate regppraisable events.

Property information is merged into the database of "to be worked permits’ to create the permit
tracking system, which provides the pertinent permit and property information. Any updates on the
permitted new congtruction, such asthe receipt of a new construction statement or completion date of
permitted congtruction, is keyed into the system.

The assessor's permit tracking system dlows gaff to sort building permit files in a number of ways so
that supervisors can effectively make assignments and gppraisers can track the status of permits. Once
entered in the permit system, permits remain there until they are worked or actively removed.

Whilethereisno locd ordinance requiring building and safety departmentsto list assessor's parcel
numbers on building permits, in most cases the parcel numbers are included. When the parce numbers
are not included, the assessor's saff determines the parcel numbers using the lega description and
address normaly found on the permit. The following table displays the annua permit volume by

property type:
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Year | Residential | Commercial | Agricultural Total

2000 28,246 1,002 121 29,369
1999 23,301 957 140 24,398
1998 22,601 884 129 23,614
1997 20,228 873 120 21,221
1996 20,449 942 157 21,548

The assessor's Saff estimates that building permits are issued for 95 to 99 percent of new construction
in Riversde County. In the past, the assessor has engaged in record update projects where appraisers
have compared building records to actual improvements in an effort to discover escaped congtruction.
While gppraisers continualy look for unreported new construction, canvassing for assessable new
congtruction without permits is now rare.

New Construction Questionnaires

The assessor uses new construction questionnaires to request information from property owners about
additions and dterations to their properties. When entering building permits into the assessor's computer
system, the data entry staff screens those permits and generates a new congtruction questionnaire where

appropriate.

Mailing of a new congruction questionnaire is triggered when it is determined that the issuance of a
building permit may indicate a regppraisable new construction event. Questionnaires are sent to the
address of the property owner for the property referenced in the permit. New construction
questionnaires are sent most often for permitsindicating residentid additions, dterations, pools, patios,
and certain dectrica permits. Permits for new residences, or for repair or roof permits usualy do not
result in new congtruction questionnaires being sent. Specidized questionnaires are sent for commercia
and indugtrid properties.

When the assessor receives a new congtruction questionnaire, the permit system screen is updated to
dert the appraiser of its receipt. The gppropriate regional office receives the new construction
questionnaire for filing and review by an gppraiser. Owner-reported historical cost data and completion
dates are compared to other available information sources to determine the completion date and added
vaue.

If the origind questionnaire is not returned, a second questionnaire is not automaticaly sent; an gppraiser
must request a second mailing. No pendties are gpplied for fallure to reply.

Since completed new construction questionnaires can be found in many property files having assesssble
new congruction, it is a reasonable presumption that the new congtruction questionnaire program is
satisfying the need for this important informetion by delivering owner-reported costs and other relevant
datato the appraisers.
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Construction in Progress

Section 70 states that new construction is"[a]ny addition to rea property, whether land or
improvements, (including fixtures), Sncethelast lien date” Section 71 gates: "[c]ongtruction in progress
on the lien date shall be appraised at its full vaue on such date and each lien date thereafter until the date
of completion, a which time the entire portion of the property which is newly congtructed shdl be
regppraised at itsfull vaue.”

New construction questionnaires are not sent to check the status of construction in progress. Properties
with ongoing congtruction have separate forms in the files and the status of the new congruction is
logged at various check dates. Additiondly, the permit system alows the appraiser to produce reports
of al properties with ongoing condruction.

When ongoing condruction is not complete on the lien date of each year, an appraiser will confirm the
portion of work that has been completed and assess the vaue of the unfinished congtruction as of the
lien date. Typicaly, an appraiser will field check the property for progress on or around the lien date,
athough the status may be confirmed by letter or telephone. Observation and owner-reported
completion dates are the most commonly used methods for closing out congtruction in progress. In
addition, the computerized permit system alows the appraiser the ability to confirm fina dates with the
various building departments.

Cost Standards

Severd sources of condruction cost information are available for the gppraisal of new congtruction.
Building departments supply the assessor with a building permit value and afind completion date upon
request. Returned new construction statements often provide the actual cost, project description, and
completion date.

For vauation of resdentia congtruction by the cost approach, the assessor typicaly uses the Assessors
Handbook Section 531, Residential Cost Manual (AH 531). To supplement this the assessor has
developed cost standards for miscellaneous improvements and periodicaly conducts pool and patio
studies based on the market value contribution of these improvements. New construction assessments
for congruction of thistype are typically based on the results of those sudies rather than actud costs or
cogts from the manud.

For convenience, dl cost data has been incorporated into the assessor's computer system. In gppraisals
where the cost approach is used for commercia/industrid properties, the assessor generaly uses cost
standards published in Marshall Valuation Service.

RECOMMENDATION 14: Ensurethat newly constructed pools are enrolled at market value.

Severd of our samples reflected significant vaue differences for newly constructed pools. In each case,
the BOE used either costs that were owner-reported or from published cost manuals. The county values
were consgtently lower, with differences ranging from 33 percent to 68 percent. The assessor's staff
indicated that pool vaues varied depending on the region and that their assessed values were based on
market studies. We requested copies of the pool studies for evauation, but what we received were two

35



Riverside County Assessment Practices Survey July 2003

cost sheet supplements dated 1998 and 2000. These were basically local pool costs from severa
companies.

We recommend that the assessor ensure that newly constructed pools are assessed at market vaue.
Decline in Value

Section 51(a) requiresthat red property subject to the assessment provisions of article X111 A of the
Cdifornia Congtitution be assessed a the lower of its base year vaue adjusted annudly for inflation or
the current market value, as defined in section 110. If the taxable value is less than the factored base
year vaue, section 51(e) requires an annua review until the current market value again exceeds the
factored base year vaue.

Although not required by law to regppraise every property annually, most assessors make a concerted
effort to monitor market trends and individua property Stuationsin order to recognize vaue declines.
Riversde County is no exception; the assessor has taken a proactive approach to identify properties
with declining vaues. He has made public gppearances and issued press releases informing taxpayers of
their rights and the stepsto be followed to request areview of an assessment.

For the 2001-02 assessment year, the assessor enrolled 117,737 decline-in-value assessments. The
total value reduction (difference between the factored base year vaue and current market vaue) was
$4,085,698,505. By comparison, the 2000-01 roll had 167,388 decline-in-va ue assessments with a
total value reduction of $5,916,179,158. The largest number of properties with value reductions
occurred on the 1998-99 roll with 216,584 propertiesin decline-in-vaue status. The total amount of
value decline for that year was $8,106,148,200.

Although the number of properties with decline-in-vaue assessmentsis decreasng, these properties till
represent a significant workload for the assessor's office.

As noted in our previous survey, the assessor has developed two Similar computer programs to assist in
discovering, vauing, and annually processing resdential properties that have declined in vaue. These are
effective programs that work well for the assessor. However, they are not readily adaptable to other
property use types such as commercid, indudtria, residential income, and agricultura properties. These
properties require amore individualized and manua approach for discovery and vauation.

As of the 2001 lien date, the residentia property records of those properties with decline-in-value
assessments have a comparable sale listing included in their folders. Although most of the gppraisals lack
anardive or any vauation comments, the sales used in the analyss are included in the group of sales
listed. Oftentimes the specific sdesrelied upon in the andyss are highlighted.

Discovery of vaue declines in commercid, indudtrid, residentid income, and agriculturd propertiesis
accomplished through severd means. One such method is by gppraiser familiarity with the gppraiser's
assigned geographic area and specidty. The appraisers are expected to be familiar with vaue trends
within their areas of respongbility. In addition, taxpayer requests for review and assessment appeds
trigger reviews for vaue declines. When such activity occurs, areview of not only the property in
question, but aso other properties with smilar vaue attributes and/or locations, takes place.

36



Riverside County Assessment Practices Survey July 2003

The commercid, indudtrid, resdential income, and agricultural property records for properties with
decline-in-val ue assessments continue to be adequately documented. Most contain either a comparable
sdeslisting or an income gpproach value indicator. For those properties that were subject to an
assessment gppedl's process, the documentation is more comprehensive.

We noted numerous commercid, industrid, resdentia income, and agricultura properties that carried
the same decline-in-va ue assessments from one year to the next. When the same vaue is carried over
to the next year, the gppraiser provides documentation in the form of a narrative statement. The
statement notes that a general review of vaue trends has taken place and the results are summarized.
When the review indicates that values appear to be generally stabilized and do not indicate a clear
increase, then the gppraiser recommends that the values for the particular property type in question be
"rolled over."

Overdl, the assessor's program for identifying decline-in-vaue properties, reviewing their values
annually, and documenting the appraisals and reviews is highly effective. However, we did note a
problem with aform used by the assessor in processing taxpayers requests for review.

RECOMMENDATION 15: Revisethe Owner's Request for Review of Property Value form to
provide property owners more flexibility in the information they should
provide when requesting a regppraisal.

When a property owner contacts the assessor requesting a review of his or her taxable vaue, the
taxpayer is sent an information packet explaining the available options. Included in that packet isan
Owner's Request for Review of Property Value form. The ingtruction portion of the application
includes, among other items, the statements. "THIS FORM MUST BE FULLY COMPLETED AND
RETURNED TIMELY ... BEFORE A REVIEW OF YOUR PROPERTY'S VALUE CAN BE
MADE" and "FAILURE TO PROVIDE REQUESTED INFORMATION WILL RESULT IN
DENIAL OF THE REVIEW REQUEST." (Emphadsin origind.) In Part | of the form, the following
gatement appears. "NOTE — THISPART MUST BE COMPLETED & REQUESTED
INFORMATION ATTACHED TO BE A VALID REQUEST."

For dl property types, the application requires, in Part I:

"D.  Thisregppraisa request is made based upon the following: (Please be specific, include
comparables, gppraisas, and other evidence that supports your opinion of vaue. If
there isatimey, independent appraisal on the property, please attach a copy.) "

For "COMMERCIAL/INCOME PRODUCING PROPERTIES," the application requires, in Part 11:

"A. Please provide the andyss that supports your opinion of vaue. If thereisatimely,
independent appraisa on the property, please attach a copy.

B. Annudized income and expense satements for this subject property in astandard
accounting format for your period of ownership up to three years.
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C. Theexiging rent rall (if any) including vacant space as of the date of gpprad.
D. Comparable sdes, ligtings, or renta data used to develop your opinion of vaue. "

We agree that the property owner should be required to provide information to demongtrate that the fair
market value of the property is lower than the assessed value, especialy when the assessor's office has
as proactive a decline-in-value program as Riversde's. However, we bdieve the ingructions and the
requirement to provide specific types of data are likely to be intimidating to many property owners. A
property owner may have good evidence that the assessed vaue is too high but could have difficulty
filling out every item on the form.

For commercia/income producing properties, Item A appearsto be a near-duplicate of Item D in Part
|. The other items that are required for commercia and other income-producing properties may or may
not be relevant to the particular property.

We reviewed request-for-appraisal applications employed by severa other counties. None are as
intimidating as the Riverside application or require as much specific information. In one case, the
ingructions tell the property owner to provide"...your opinion of value and the reason for your opinion
of vaue"

By way of comparison, when a taxpayer appeals an assessment before the assessment appedl s board,
the taxpayer is not required to provide specific information such as the items quoted above. Insteed, the
taxpayer must provide whatever evidence he or she believes will convince the appedls board that the
assessment should be lowered.

We recommend the assessor revise the Owner's Request for Review of Property Value to diminate
the requirements that specific types of evidence must be provided. The gpplication should be revised to
require that the property owner provide information that demonstrates that the fair market vaue of the
property is lower than the assessed value.

Supplemental Assessments

Sections 75 et seg. require the assessor to gppraise property a its full cash vaue on the date the
property changed ownership or upon completion of new congtruction and issue a supplementa
asessment. The increase or decrease in assessed vaue resulting from a change in ownership or new
congruction is reflected in a prorated assessment that covers the portion of the fiscal year remaining
after the date of change in ownership or new congtruction (the supplementa assessment). Practical
guiddlines for supplemental assessments resulting from the completion of new congruction are published
in rule 463.500.

The new vaue isthe base year vaue for the property that changed ownership or was newly
constructed. Section 75.11 requires a supplementa assessment to be made for the difference between
this new base value and the taxable value on the current roll.

A new base year vadue for a change in ownership or the completion of new congtruction is reflected on
asupplementd roll for the balance of the fiscd year in which the quaifying event occurs. If the event
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occurs between the lien date and the beginning of the fiscd year, a supplementa assessment isalso
levied for the coming fiscd year.

The assessor uses an on-line computer system that processes supplementa assessments automatically.
Appraisers vaue properties and complete a posting sheet which, after review, is submitted to office
assgtants for data entry. The computer system uses the effective date of the assessment to control the
sequence and has built-in data entry vaidations that alow entries to be accepted only upon meeting
certain conditions. Entries are posted daily. On the 26th of each month the assessor prints Notices of
Supplemental Assessmentsfor mailing by the first of the month. The supplementd bills are mailed 30
days after the supplemental notices are mailed.

Since gppraisers submit only the new assessed vaues and usudly do not manualy caculate the
supplemental assessments, they are not involved in any form of cancdlation of the resulting bills.
Likewise, the dlerksinvolved in entering the values smply post the new vaue and alow the sysem to
caculate the supplemental assessment. Since the assessor's system does not cancel supplemental
assessments, it is up to the tax collector to cancel small supplementas. The tax collector typicaly
cancels bills of less than $5.00.

We found no deficienciesin the assessor's supplementa assessment program.
California Land Conservation Act Property

Agricultura preserves may be established by a city or county pursuant to the Cdifornia Land
Congsarvation 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 agriculturd
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 aredtricted vaue. Lands under such contracts are valued
for property tax purposes by a methodology based upon agriculturd income-producing ability, including
income derived from compatible uses (eg., hunting rights and communications facilities). They are
assessed at the lowest of the restricted vaue, the current market vaue, or the factored base year vaue.
Sections 421 through 430.5 prescribe the guiddines for assessing land subject to agriculturd preserve
contracts. Assessors Handbook Section 521, Assessment of Agricultural and Open-Space
Properties (AH 521), provides BOE-approved guidance for the gppraisal of these properties.

For the 2001 roll, Riverside County had approximately 63,062 acres under CLCA contract. In
addition, there are 3,222 acres in nonrenewa status. There are 1,992 parcels encumbered by 671
contracts. No cancellations have occurred in the county. The total assessed vaue for the land and living
improvements was $85,216,738, which represents 0.1 percent of the secured roll.

Valuation of CLCA Property

The vauation of CLCA propertiesis the responsbility of two senior appraisers, two red property
gppraisers, and one supervising gppraiser. During our review, we found that the assessor's practices
gppear to be uniform and congstent among the digtrict offices.
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The assessor uses an automated CLCA vauation program that accurately cal culates the restricted land
vaue annualy, checks section 423(d) comparisons for land only, and calculates property values for
non-renewed contracts. Income information received from the agricultural commissioner's crop report
and other sourcesis collected annudly for usein the vauation of CLCA property. Thisincludesdl
charge and expense data that is collected and then integrated into their own database for each crop and
separated by each of the four digtricts (CoachdlaValley, Pdo Verde Vdley, San Jacinto/Temecula
Vdley, and the Riversde/Corona Didtrict).

We reviewed several CLCA restricted and nonrenewal parcels and found that the assessor reviews
these values annually and performs a comparison of restricted vaue, factored base year vaue, and
current unrestricted market value. Individua assessments for CLCA properties are changed as needed,
depending and based on theindividual characteristics of that particular parcd. However, we found
some ingtances where the assessor is not in compliance with applicable statutes.

RECOMMENDATION 16: Deduct acharge for capita replacement of irrigation wells that
contribute to the income being capitdized.

The assessor properly includes wells as a component of the land vaue. However, the assessor does not
dlow for areturn of the investment on the well in the expenses to be deducted from grossincome to
land. Instead, the assessor includes return on the well in the restricted value caculation for land.

AH 521 provides, in part, that the gppraiser should deduct a charge for areturn on and of the vaue of
improvements from the income stream prrior to capitalizing the income into the value of the restricted
property. Wells are classified as land for property tax purposes and return on investment isincluded in
the land capitalization rate. Nonetheless, awell isawasting asset, and a charge for recapture must be
subtracted from the income stream. If the above palicy is not followed, overassessments will occur on
rediricted lands that have wells.

We recommend the assessor include in the CLCA gppraisa program a procedure that will calculate the
proper charges for replacement of irrigation wells that contribute to the income being capitalized.

Compatible Use Income

RECOMMENDATION 17: Utilize periodic questionnaires to obtain compatible use income data
for CLCA property.

The assessor becomes aware of some compatible uses (e.g. radio or televison antenna sites) by fied
observation and from receipt of building permits for new congtruction on enforcesbly restricted land and
properly adds income attributed to these uses to the income to be capitalized. However, the assessor's
CLCA questionnaire does not dicit competible use income data.

When valuing CLCA property, section 423(3)(1) requires the assessor to capitdize an annua income
based upon the rent actudly received for the land and upon typica rental income received for land in
amilar use. Failing to account for competible use income results in escgpe or underassessments. One
comprehensive source of discovery would be the use of a CLCA questionnaire to dicit compatible use
data from property owners.
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We recommend that the assessor utilize periodic questionnaires to obtain competible use income data
Risk Rates
RECOMMENDATION 18: Deveop appropriate risk rates for CLCA properties.

For CLCA properties, the assessor uses risk rates of 0.5 percent for irrigated and non-irrigated
farmland and 1 percent for citrus orchards and grape vineyards. There is no documentation to support
theserates.

AH 521 recommends a basic risk component of 1 percent as a standard guiddine for purposes of
developing the capitaization rate used in the vauation of CLCA properties. In addition, AH 521 notes
that the risk component will vary according to the risk associated with each property and provideslists
of factors that should be considered when establishing the risk rates for the various property typesin the
CLCA program.

We recommend that the assessor follow the guiddinesin AH 521 and devel op appropriate risk rates
for agricultura properties encumbered by CLCA contracts.

Classification of Agricultural Wind Machines

RECOMMENDATION 19: Classfy agriculturd wind machines as fixtures as required by rule
122.5.

The assessor classifies wind machines as structures. Thisis a practice contrary to arecent amendment
to rule 122.5 (€)(10)."° Rule 122.5 provides, in part, that when awind machine is physicaly annexed to
the redty with the intent that it be annexed indefinitely, it isto be classfied as afixture.

The assessor is aware of this rule and plans to properly classify agricultural wind machines as fixtures.
We recommend that the assessor follow rule 122.5 when classifying agriculturad wind machines.

Taxable Government-Owned Property

Article X111, section 3 of the California Condtitution exempts from property taxation any property
owned by loca governments, except as provided in section 11. Section 11 of article X111 of the
Cdifornia Condtitution provides that land, and the improvements thereon, located outsde aloca
government agency's boundaries are taxable if the property was taxable at the time of acquisition.
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.

There are 271 Section 11 properties enrolled in Riverside County. The total Section 11 assessment for
roll year 2001 (land and improvements) is less than $13.4 million, which represents significantly less than
0.1 percent of the tota roll vaue.

1% The amendment dealing with wind machines became effective February 6, 2002.
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In our previous survey, we recommended that the assessor (1) review the nontaxable properties list for
property owned by local governments and local government agencies but located outside their
boundaries and (2) review and correct the assessments of improvements located on taxable
government-owned lands.

Identifying taxable government-owned lands till remains an issue and the assessor has not addressed
our concerns with regard to improvement values. For this reason, we are repeating our prior
recommendations with an additiona recommended revision to Section 11 assessments.

RECOMMENDATION 20: Review the nontaxable property list to discover taxable government-
owned properties.

In our prior survey report, we recommended that the assessor identify and enroll taxable government-
owned properties. However we found severa properties that may have escaped assessment. The
assessor's nontaxable property list contains parcels that are tax exempt and usualy owned by
government agencies. By comparing ownership and tax-rate area codes, we noted severa parcels
owned by government agencies that appeared to be located outside their boundaries. Since this may
make them taxable government-owned properties, and therefore assessable in accordance with section
11, some properties may be escaping assessment.

We again recommend that the assessor review the nontaxable property list as a means of discovering
taxable government-owned property.

RECOMMENDATION 21:  Improve gppraisal record documentation for the assessment of
improvements on taxable government-owned lands.

In our previous assessment practices survey, we noted that the assessor enrolled incorrect improvement
vaues on some Section 11 properties. However, during our review of appraisal records, we found that
two of these incorrect improvement values reflected assessments a market vaue. The assessments
were correct but were not documented as to the reasons these va ues were salected. From records
reviewed, we found the assessor's lack of documentation to be an ongoing problem. We again
recommend the assessor improve gppraisal record documentation when enrolling taxable improvements
on Section 11 properties.

RECOMMENDATION 22: Establish base year vaues for taxable government-owned property as
described in Letter To Assessors No. 2000/037.

On June 15, 2000, the BOE published Letter To Assessors (LTA) No. 2000/037, which announced a
change in the guiddines for the assessment of taxable government-owned properties. The guiddinesin
LTA 2000/037 supersede LTA Nos. 79/40, 79/187, and 82/136, and information presented in the
1990 Specia Topic Survey A Report on Section 11 and PERS Properties.

The new guidelines advise the assessor to establish base year vaues for government-owned properties
acquired after March 1, 1975, at the lower of current fair market value as of the date of changein
ownership, or the 1967 assessed value multiplied by the appropriate Phillips Factor as of the date of
change in ownership.
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We found that the assessor was aware of the new guidelines pertaining to the assessment of taxable
government-owned properties. However, due to limitations in the assessor's computer system, the new
guidance has not yet been implemented.

We recommend the assessor correct his assessments of taxable government-owned properties to reflect
the BOE's guidance.

Taxable Possessory Interests

A taxable possessory interest is a possession, or aright to possession, of publicly owned red property,
where the possession provides a private benefit to the possessor and is independent, durable, and
exclusve of rights held by others. In the case of privately-owned property, a property tax assessment is
based on the fee smple value of the property. In the case of ataxable possessory interest, the
assessment is based on the value of the rights actudly held by the possessor; the rights retained by the
public owner are not taxable.

All the non-residentid possessory interests are valued by supervising gopraisersin two digtrict offices,
Temecula and Palm Springs, and are monitored by one principa appraiser in Riversde. The possessory
interest gppraisa records are filed separately by use code (commercial and residentid) and work
assgnments are based on the gppraiser's area of respongbility. Leases creating the possessory interests
arefiled with the appraisa records. Possessory interests are assessed on the secured roll.

Discovery

Written requests are made annudly to 70 public agencies for information needed to update the
assessor's records and rental data. Follow-ups to these inquiries are made through telephone calls,
letters, or persona vidts. On the 2001 assessment roll, there were 11,655 taxable possessory interests,
with atotd roll value of $2,202,395,517. This value represents gpproximately 2.4 percent of the section
601 roll vaue for the 2001 assessment year. The mgority of possessory interest assessments (over 90
percent) are long-term leases of Indian land.

In our previous survey report, we recommended severa changes to the assessor's practices regarding
possessory interests. These changes were in the areas of improving discovery techniques, improving
documentation on possessory interest records, and developing a file management system capable of
tracking al possessory interests. We found the assessor's current practice of sending request lettersto
al government agencies to be adequate except for discovering possessory interests at the county
fairgrounds. The assessor has improved documentation procedures on new possessory interest
assessments. However, the assessor has only partially implemented a database for tracking airport
possessory interests. For this reason, we are repeating parts of our earlier recommendation with
additiona recommendations addressng possessory interests.

RECOMMENDATION 23:  Implement atracking system for possessory interest accounts to flag
reassessable events.

During our last review, we recommended that the assessor's file management system have the capability
of derting gppraisersto expiraions of terms of possesson and other information indicating a changein
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ownership. However, only the Temecula digtrict office has implemented a database tracking system for
airport possessory interests. We consder it important that the assessor establish atracking system to
indicate when a possessory interest has experienced a change in ownership. Therefore, we again
recommend the assessor establish a possessory interest tracking system that will flag changein
ownership events as they occur. This tool will inform the assessor when aterm of possesson expires
and will flag the record indicating thet a regppraisa is required.

RECOMMENDATION 24: Assessdl taxable possessory interests.

We found that the Cdifornia Department of Parks and Recresation has reported to the assessor six
manufactured home pads with occupancies from 1990 to the present and monthly rents from $20 to
$39 dollars. The assessor consdered these manufactured home pads inggnificant for assessment. Since
the county's low-value property exemption does not cover this type of property, the failure to enroll
these possessory interests has resulted in escape assessments. We recommend the assessor assess dll
qualifying possessory interests at the state parks and issue escape assessments as necessary.

Indian Lands

Landin which title is held in the name of the United States, or in trust for an Indian tribe or individua
Indian, is exempt from property taxation. However, ng lessees holding possessory interestsin
Indian lands is permitted. In Riversde County, there are currently seven separate and distinct Indian
gaming operations that typicaly provide their customers with dot machines, gaming tables, and bingo.
Since Indian gaming operations are located on lands held by the federal government for tribal usage,
such operations are exempt from local property taxesif the gaming operation is managed and operated
by the Indian tribe. However, if anon-Indian firm manages the gaming operation, it may conditute a
taxable possessory interest.

The assessor has not requested or obtained the necessary information to determine whether these
gaming operations in Riverside County are assessable as possessory interestsin Indian lands. We
suggest the assessor investigate the possibility that assessable possessory interests exist at the Indian
gaming facilities. In o doing, attempts should be made to identify the operators and vendors that are
leasing or doing business a such facilities to determine whether the useistriba (exempt) or anon-Indian
use (ataxable possessory interest).

Historical Property

Government Code section 50280 provides that an owner or agent of an owner of aqudified historica
property may enter into a contract with the legidative body of acity, county, or city and county
regtricting the use of that property in exchange for vauation according to a Satutorily-prescribed
capitalization of income method. Section 50280.1 stipulates that in order for a property to quaify asa
historical property, it must be listed on the National Register of Historic Places or be listed on a Sate,
county, or city register as higtoricdly or architecturaly sgnificant.

Historica properties are assessed annually at the lowest of the factored base year vaue, the current
market vaue, or the restricted vaue. The restricted value must be determined by the income
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capitaization method. In this method, afair or market rent less " ordinary and necessary™ expensesis
capitdized by arate that is not derived from the market but is a summation of:

An interest component that is determined annudly by the BOE;

A risk component of two percent (four percent if the property is owner-occupied);
A component for property taxes, and

A component for amortization of the improvements.

Asof the January 1, 2001 lien date, two economic units conssting of eight parcels in Riversde County
were recaiving the valuation trestment specified in sections 439 through 439.4. Our review of the
assessor's historical property assessment program revealed three areas that require changes or
improvement due to conflicts with provisions of the Revenue and Taxation Code.

RECOMMENDATION 25: Correctly calculate the factored base year vaue for historical
properties.

We found that the assessor does not correctly calculate the factored base year value for enforceably
restricted historica properties. In both economic units we reviewed, the initid vaue of the redtricted
property, whether it be the factored base year value or the redtricted value, became the base year value
for subsequent years and was multiplied by the Cdifornia Consumer Price Index (CCPI) factor. The
correct procedure uses the current market value as of the last change in ownership or new congtruction,
or the 1975 lien date value multiplied by the CCPI factor asif the property were free of any contractua
regriction.

The assessor's procedure could result in inaccurate assessments. We recommend that the assessor
correctly caculate factored base year values for historica properties.

RECOMMENDATION 26: Implement consistent and correct procedures for the review of
enforceably restricted historica property assessments.

The assessor's procedures cal for an annua review of historical property assessments pursuant to
section 439.2. The purpose of this review should be to confirm the restricted historical property value
and to insure that the lowest of the three vaue approaches is enrolled as the assessed value. However,
we found no documentation that the assessor enrolled the lowest of the three value approaches for
subsequent years, or any evidence that an annua review was performed. The enrolled values appeared
to have been rolled over to the next year with no consideration of the other gpproaches to vaue.

Additiondly, the assessor's written procedures provide incorrect direction about the valuation of
historical property. The procedures should be revised to demondtrate that al three gpproaches to value
have been correctly calculated by the assessor's staff. We recommend the assessor implement
consistent and correct procedures for reviewing historical property assessments.

45



Riverside County Assessment Practices Survey July 2003

Leasehold Improvements

Leasehold improvements are al improvements or additions to leased property that have been made by
the lessee (AH 504, pg. 89, June 2000). Improvements ingtaled by the tenant or lessee can be secured
to the real property or assessed to the tenant 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 a period of time, they may add and remove improvements
that may result in achanged use of the property. These changes mugt, by law, be reviewed and reflected
in the property's assessment if they qudify as new congtruction.

When redl property is reported on the business property statement, coordination between the real
property and business property divisions of the assessor's office is very important. The reported cost
should be examined by both an gppraiser in the red property divison and an auditor-gppraiser in the
business property division. The divisions should determine the proper classification of the property to
ensure gppropriate assessment by each divison and avoid escape and double assessments. The
assessor's office must determine whether costs are for repair and maintenance and are, therefore, not
assessable, whether additions are properly classified as Sructura improvements or fixtures, and/or if
additions are properly enrolled. Additiondly, both divisons must agree on which items will be assessed
by which divison; otherwise escape and/or double assessments are inevitable. For these reasons,
coordination between the real property and business property divisions of the assessor's office is very
important.

We found no problemsin the assessor's leasehold improvement discovery and appraisal program.
Timeshares

A timeshare edtate is aright of occupancy in atimeshare project which is coupled with an estate in redl
property. A timeshare project is one in which a purchaser receives aright for a specific period of time to
the recurrent exclusive use or occupancy of a unit of redl property for a specified time intervd that has
been or will be alotted from the occupancy or use periods into which the project has been divided.
When purchased, atimeshare typicaly includes nonassessable persona property (furniture, linens,
kitchenware, and household items) and nonassessable nonred property items (considered nontaxable).
Examples of nonred property items include vacation exchange rights, club memberships, sdlling and
promotiond expenses, and prepaid expenses such as a maintenance fee for the upcoming year.

The following table displays the number of assessments and the assessed value for the timeshare
categories a the 2001 lien date:

No. of Assessed Value
Assessments
Timeshare Uses 13,377 $ 38,328,810
Timeshare Edtates 61,381 $412,031,357
Tota 74,758 $450,360,167
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The right of occupancy in atimeshare estate project is coupled with an estate in the real property. The
timeshare use project requires alicense or contractud right of use to atimeshare interval that is not
coupled with an estate in real property.

At the 2001 lien date, 38 timeshare projects were located in the county. A single developer of timeshare
properties represents 45 percent of the marketplace. The assessor processed 74,758 timeshare
assessments, composed of 61,381 timeshare estates and 13,377 in timeshare use projects. The

assessor accumulates al the separate assessments in timeshare use projects and enters the tota
assessment on the secured rall in the name of the organizationa owner or timeshare owner's association.
Pursuant to section 619, each owner of atimeshare estate subject to separate assessment is notified of
the amount of increased assessment. The county charges afee for processing separate assessments for
timeshare estates to cover the costs of separate assessment and timeshare estate subdivision.

In most timeshare properties the mgjor influence on vaue is the season purchased. In Riverside County
timeshare properties are located in the Coachella Valey region, which includes PAm Springs and its
environs. There are basicaly three seasons, high (weeks 1 to 22, 51 and 52), swing (weeks 23-29, 37-
50), and low (weeks 30-36). Weeks are numbered consecutively from the first week in January. The
high season is the most desirable and the low season isthe least desirable. Timeshare vaues have a
direct correlation to season.

Although the generd geographic region may be considered for regiond trends of market conditions,
comparable sales andysisis best redtricted to other unitsin the same timeshare project. Theregiond
market conditions reflect the age, stages, and phase of the projects. Many of the projects built during
the 1980s have the lowest market apped. Those projects built during the 1990s are of higher quality
and have gregter amenities. The older projects, originaly designed for motel type use, represent dmost
al of the 19,000 timeshare parcels receiving decline-in-va ue assessments.

The assessor worked with developers to creste procedures thet facilitate compliance with the Revenue
and Taxation Code and to help gather additiona data. All documents concerning timeshares are
forwarded to the assessor's specia projects section. A senior title transfer technician receives and
processes dl timeshare documents. Reassessable transfers are compiled for each project and an
inventory report is created.

The assessor maintains timeshare gppraisa records in eectronic files. A magter file for each project
contains building schematics, building costs, build-out projections by phase, inventories, and base year
caculations. The sales comparison gpproach is used to vaue both timeshare etates and timeshare use
interests. We found the timeshare assessment program to be administered in an effective manner.

Water Company Property
Water company property assessed on the locd tax roll may include private water companies, mutua

water companies, and portions of government-owned water systems. Each type presents different
assessment problems.
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Red property owned by water companies was assessed at $1,220,346 for the 2001 lien date. This
includes atotal assessed vaue of $783,071 for 57 mutual water companies and $437,275 for regulated
water companies.

RECOMMENDATION 27: Collect and review rdlevant data for the assessment of water
company properties.

In our previous survey, we recommended that the assessor obtain and review lists from the Riversde
County Department of Environmental Hedlth and the State Department of Hedlth Services, Divison of
Drinking Water. The assessor obtained the lists but has made only alimited review. We found 328
properties listed on the Riversde County Department of Environmental Health and 292 properties on
the State Department of Hedlth Services, Divison of Drinking Weater that may qudify as mutualy or
privately owned water companies. Due to limited resources, the assessor has not been able to conduct
asysemdtic fied canvass of the listed Stesto determine assessability. Property used by these water
companies may be escaping assessment.

We found the assessor does not receive copies of private water companies annua financia reports
submitted to the Cdlifornia Public Utilities Commission (CPUC). Although the assessor has requested
that information from the water companies, he has received a poor response.

The assessor may contact the CPUC directly. The reports are public record, and the CPUC will furnish
copies upon request. The reports contain the data necessary for devel oping an income approach and a
Historical Cost Less Depreciation (HCLD) indicator of value. Without this information, assessments will
not reflect on going property changes (new congtruction), resulting in escapes.

Although there are numerous private water companies, 57 mutual water companies, and five CPUC
regulated water companies in Riversde County, none have filed a business property statement with the
assessor. For the 2000 lien date, the assessor sent approximately 20 business property statementsto
various water companies and received only one response. We found that the assessor audited only two
water companies between 1996 and 2001. No further request for information has been made. The
assessor should continue to request data from water companies on an annua basis and enforce the
penaty provison. Theinformation obtained from the business property statement will provide an audit
trail for the assessor and will ensure proper vauation.

We recommend the assessor implement procedures to collect and review al relevant data on water
companies.

Mutual Water Companies

Since our last survey, the assessor has conducted areview of 46 mutua water companies. In the course
of this review, the assessor searched for double assessments and made roll changes where needed to
comply with the BOE advice to enroll ether zero vaue or aminima vaue for mutua water company
property, when the company shares are appurtenant to the parcelsthey serve.
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Regulated Private Water Companies
RECOMMENDATION 28: Regppraise regulated water companies.

The assessor was unable to find assessments for two of the five regulated water companies identified on
the list furnished by the CPUC. The assessments made for the other three regulated water companies
were based on cost information over 20 years old.

Without current data, it is not possible to assess the water companies correctly. Both current and
historica data are needed to establish adjusted base year vaues and current market va ues so the lower
of the two can be enrolled.

It appears that the current assessments are based on the historical cost less depreciation (HCLD)
approach. However, it is not possible to caculate either the HCLD or the adjusted base year vaue
without information on additions and deletions since the base year vaue of the property was established.
In addition, it is necessary to have current information on possessory interests, noncapitaized leased
properties, contributions in aid of construction, advances for construction, deferred taxes, and exempt
capitalized property. Proper treatment of these and other items are discussed in Assessors Handbook
Section 542, Assessment of Water Companies and Water Rights (AH 542).

HCLD isa preferred gpproach for water companies whose incomes are closely regulated by the
CPUC. However, as discussed by AH 542, the reproduction cost |ess depreciation and replacement
cost less depreciation approaches are gppropriate in some circumstances. The sales comparison
approach may be preferable when comparable sales data are available, but lack of comparable sales of
water companies normally limits this gpproach. Since regulated private water companies are normaly
purchased in anticipation of future income, the income gpproach is preferred when reliable sdes data of
comparable properties are not available and/or the cost gpproaches are unreliable.

We urge the assessor to review and regppraise the regulated water companies in Riverside County
according to the standards and directions provided by AH 542.

Written Procedures
RECOMMENDATION 29: Develop written procedures for assessng water companies.

The assessor is aware of the acceptable appraisa practices for the va uation of water companies.
However, there are no written procedures to guide the work of his staff. Assessment of properties
owned by water companies is complicated. Without written procedures, the gppraisers who perform
thiswork lack an authoritative resource to direct their efforts. We believe that development of step-by-
step written procedures that describe the appraiser's duties and responsibility would improve
congstency among these assessments and facilitate transition should a change in staff occur.

Mineral Property

On the 2001 assessment roll the assessor enrolled atotal of 135 secured minera assessments with a
total vaue of gpproximatdy $58 million. There were 49 unsecured mining assessments with atotal vaue
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of approximately $622,000. Other tangible property associated with mineral assessments was assessed
for gpproximately $300,000. A senior appraiser is responsible for the gppraisal of mining properties.
Most of the mining property files contain both alease agreement and an environmenta impact report.
The assessor gppraises mining properties in accordance with rule 469. However, we found severa
aress that warrant improvement.

RECOMMENDATION 30: Adequately document minerd property files.

The filesfor minera properties that experience a change in ownership do not contain adequate
documentation to support the new base year values. In some of the appraisal records neither the
Business Property Statement (Form BOE-571-L) nor the Change in Owner ship Statement (Form
BOE-502-A) could be found. While there are notes and new gppraisals in some filesindicating the
creation of anew account, we could not find the accompanying change in ownership filing. Without
adequate documentation, it is difficult to track the base year vaue and accurately vaue the property at
subsequent lien dates.

We dso found that some aggregate production reports and mining production reports lack the pertinent
information necessary to properly vaue the minerd property. Severd examples of the Aggregate
Production Report (Form BOE-560-A) did not contain information such as production data, reserve
estimates, and cost information. Thisinformation is necessary to complete an accurate gppraisal of a
minerd property. In one instance the taxpayer refused to furnish the data requested, claiming proprietary
information protection.

The full vaue or fair market vaue of producing minera rightsis determined by vauing the estimated
quantities of proved reserves that can reasonably be expected to be produced during the time period
the rights are exercisable. The valuation of proved reserves is based on such information as reserve
estimates, product prices, operating expenses, capitalization rates, and the expected time of
possession/economic life of the property.

Section 441(a) requires every person owning persona property to file a property statement upon
request by the assessor, and section 441(d) requires every person to make available to the assessor for
examination, information or records regarding his or her property or any other persona property
located on the premises he or she owns or controls. This information includes details of property
acquisition, congtruction and development costs, rental income, and other data relevant to the
determination of an estimate of vaue conddered as information essentid to the proper discharge of the
assessor's duties. Section 470(a) also requires taxpayers to make available to the assessor true copies
of business records relevant to the amount, cost, and vaue of the property he or she owns or controls.
Without accurate information, any base year value caculated may not correctly reflect the full market
vaue of the minerd property involved.

We recommend that the assessor ensure that minera producing property appraisa records contain
adequate supporting documentation.
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RECOMMENDATION 31: Adjus the value of minera properties for changes in the amount of
proved reserves.

We found some assessments where the assessor determined the current base year value by only
adjusting the prior year's vaue for inflation and depletion. No effort was made to identify any new
reserves.

Rule 469(e)(1)(B) requires the assessor to adjust base year vaues to reflect any increase in proved
reserves that occurred following commencement of production and that was caused by changed
physical, technological, or economic conditions, in addition to the minera rights already assessed.
Proved reserves reported by operators should be updated annualy. River/stream mining, where the
reserve is congtantly replenished by the river/stream, is atypical example where the assessor's current
practice of adjusting for only annual depletion without any congderation to new reserves could result in
the property being incorrectly valued.

Section 51 requires the assessor to vaue taxable red property at the lesser of its base year value,
adjusted annually for inflation, or the current market value as defined in section 110. The assessor
should determine the inflation-adjusted base year vaue taking into account the annua production,
changesin reserves, any new congruction and property remova. This value should then be compared
with the current market vaue, with the lesser of the two vaues enrolled in accordance with the
provisions of section 51.

We recommend that the assessor assess minera producing properties in accordance with the provisons
of section 51 and rule 469(e)(1)(B).

RECOMMENDATION 32: For minerd properties, ensure that the economic life of the property
used in the appraisal matches the anticipated term of possession.

In some mining property assessments, the assessor has used an economic life to vaue the minerds that
is different from the anticipated term of possession or the terms of the lease agreement. The assessor
should use an anticipated term of possession that matches the terms of the lease agreement, including
options for renewa or extensgon. The economic life of the property used in the minera vauation should
match this anticipated term of possession.

Section 61(b)(2) requiresthat at the end of the anticipated term of possession the assessor establish a
new base year vaue, based on a new reasonably anticipated term of possession. Using an economic life
longer than the anticipated term of possession could lead to a overassessment of minera property. We
recommend that the assessor value minerd properties using the anticipated term of possesson asthe
projected economic life.

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.
Southern Pacific Pipe Lines Inc. v. Sate Board of Equalization (1993) 14 Cal.App.4th 42. The
court ruled that while the pipeines themsalves are properly assessed by the BOE, the right-of-way
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through which the pipdines run must be localy assessed. Subsequent to this court ruling, the Legidature
added sections 401.8 through 401.12, guiding county assessorsin the vauation of intercounty pipeline
lands and rights-of-way.

Riversde County has one intercounty pipeline company. We found the assessment of the right-of-way
to be consigtent with statutory requirements.
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ASSESSMENT OF PERSONAL PROPERTY AND FIXTURES

The assessor's program for assessing persond property and fixtures includes the following magor
eements.

Discovery and classfication of taxable persona property and fixtures.
Mailing and processing of annua property statements and questionnaires.

Annua revauation of taxable persond property and fixtures.

Audit of taxpayers whose assessments are based on information provided in property
Satements.

The assessor annudly processes gpproximately 38,500 business property statements; completes about
430 mandatory audits and 300 nonmandatory audits; and assesses 1,452 aircraft, 13,899 vessels, and
amost 48,000 manufactured homes.

Audit Program

A comprehensive audit program is essentia 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 provides the
assessor with additiona information to make fair and accurate assessments.

Section 469 provides that the assessor shall audit a taxpayer's profession, trade, or business once every
four years whenever the locally assessable trade fixtures and business tangible persond property have a
full value of four hundred thousand dollars ($400,000) or more. Rule 192 requires that the $400,000
threshold be reached in each of four consecutive years for an account to be a mandatory audit.

As of the January 1, 2002 lien date, there were 1,722 mandatory audit accounts. We examined a
number of audits as part of our review. We found that audits are completed in atimely manner, the
quality of the audits is consstent with generaly accepted auditing sandards, and the audit
documentation was sufficient to support the audit findings.

The assessor dso completes approximately 300 nonmandatory audits annualy. These audits are of
companies whose full valueis below the mandatory threshold of $400,000 for four consecutive years.
These companies may have incongstent reporting histories or other anomalies that make them
candidates for further examination.
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RECOMMENDATION 33: Enrdl dl escape assessments and overassessments discovered during
an audit.

The assessor does not enroll smal escape assessments and roll corrections. While this may be
expedient, thereis no basisin law for failing to enroll escaped property discovered by audit.** Section
531 specificaly sates:

"If any property belonging on the loca roll has escaped assessment, the assessor shdl assessthe
property on discovery & its vaue on the lien date for the year for which it escaped assessment.”

Furthermore, section 469 providesthat if the result of an audit discloses property subject to an escape
assessment, the assesseeis entitled to apped the assessment of al the property at the location of the
trade, profession, or business. The assessor's failure to enroll escapes makesiit very difficult for the
assessee to exercise that right of appedl.

We recommend that the assessor discontinue the arbitrary minimum audit enrollment policy and enroll all
escape assessments and overassessments discovered during an audit.*?

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 annualy file a business property statement with the
assessor, and any other person must file a property statement if requested by the assessor. Property
statements form the backbone of the business property assessment program. These statements cover a
wide variety of property types, including commercid, industrid, agriculturd, boats, and certificated
arcraft.

While most businesses receive the generd business property statement (Form BOE-571-L), severa
variations of thisform have been developed for other business types to facilitate reporting and
assessment. Examples of these business types include agricultura enterprises, leasing companies,
gpartment properties, and financid inditutions.

We reviewed the assessor's property statement processing procedures and a sample of property
gtatements. With the exception of the recommendation for improvement noted below, we found no
problems with the business property statement processing function.

RECOMMENDATION 34: Review resdentia income properties to discover assessable persona
property.

The assessor has approximately 200 residentia income or gpartment personal property accounts
enrolled for the 2001 lien date. However, we found that the assessor had enrolled approximately 4,500

" The low-value exemption in Riverside County appliesto the total value of a specific parcel or account, and cannot
be applied to a portion of the property, such as an escape assessment.

12 Subsequent to our survey, the L egislature added section 531.9 that, effective January 1, 2003, will permit a county
board of supervisorsto prohibit enrollment of small escape assessments under specified circumstances.
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residentid parcels of four units or more. A number of these parces likely contain persond property that
is assessable.

Section 616 requires the assessor to inventory al property within hisher county. Given the large
discrepancy between apartment persona property accounts and real property accounts, it islikely that
some gpartment property is escaping assessment. \We recommend that the assessor review resdentia
income properties to discover assessable persona property.

Machinery and Equipment Valuation

Assessors offices use business property value 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 shal issue information that, in the judgment of the BOE, will promote uniformity
in gppraisa practices and in assessed va ues throughout the State. Pursuant to that mandate, the BOE
annually publishes Assessors Handbook Section 581, Equipment Index and Percent Good Factors
(AH 581).

The AH 581 contains price index factors for various property categories, a percent good table for
commercid and industrid equipment, and va uation tables for specia property categories.

The price index factors are designed to caculate the reproduction cost new of property based on the
type of property and its historicd cost in the year of origina acquisition. Reproduction Cost New
(RCN) isan egtimate of the amount, in current dollars, required to purchase a new replica of the
property being assessed at the current lien date.

The percent good factors estimate the average percentage of remaining value of the property over its
estimated economic life after allowance for norma depreciation. The arithmetic product of the price
index factor and the percent good factor (for agiven year of acquisition) is commonly known as a
vauation factor. The proper gpplication of avauation factor to areported historica cost yieds an
estimate of taxable value known as Replacement Cost New Less Depreciation (RCNLD). Thisisthe
preferred method of vauing business property in amass gppraisa environment.

The equipment val uation factors and service lives used by the assessor for the January 1, 2001, lien date
were those recommended by the California Assessors Association. We tested the equipment vauation
factors programmed into the business property computer processing system. We found the calculated
results consstent with the guidance provided by the AH 581 with the following exception.

RECOMMENDATION 35: Use AH 581 asintended when vauing older machinery and
equipment.

The percent good factors in AH 581 are based on the assumption that as business equipment ages, it
gradudly losesits ability to earn a profit for its owner. In some cases equipment wears out physicaly to
the point where it is not economic to repair it. In other cases, the equipment may be in excdllent
condition physicaly but new technology, a changing market rdative to the type of equipment, and other
factors make the equipment uneconomic. Some equipment, when no longer economic to operate, will
have a salvage vadue, whereas other equipment will have a negative vaue due to the cost of disposd.
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Factorsin AH 581 assume that on the average equipment will have a zero value when retired. For
commercia and industria equipment, the factors decline from 100 percent good when acquired to 1
percent good (99 percent depreciation) for equipment that has survived long past the average service
life of amilar equipment but is ill in use.

The CAA tables employed by the assessor use AH 581 percent good factors except that they employ
minimum valuation factors for older equipment that limit the table percent good to that corresponding to
an age equad to 125 percent of the assgned service life of the equipment. This meansthat very old
equipment that is about to be retired is vaued as though it has severa years of profitable service left.

There is no question that some older equipment is worth much more than 1 percent of replacement cost
new, just as some newer equipment is worth substantialy less than the percent good suggested by AH
581. When making appraisds of individua items of equipment, the assessor may use sdles data, income
data, or any other available evidence to find fair market value. However, when using a mass gppraisa
tool such asthe AH 581 tables, it isimportant to use the tables as presented.

Use of arbitrary minimum va uation factors may va ue some equipment correctly but will substantialy
overvaue most items of older equipment. Accordingly, we recommend the assessor use the AH 581 as
intended in order to avoid overvauations.

Leased Equipment

The business property divison is responsible for the discovery, vauation, and assessment of leased
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 value 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.

We found that the assessor has an effective program for tracking, vauing, and ng leased
equipment.

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 Hedth and Safety Code sections 18007 and 18008, and Statutes
prescribing 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 roll. If the home is Situated on an gpproved permanent foundation system that
meets the requirements of Health and Safety Code section 18551, it isred property and it is not
assessed as a manufactured home.

Manufactured homes located in a manufactured home park on leased or fee owned land, and most
manufactured homes located outside of a developed park, are valued by the manufactured home
section. This section is located in three fidd offices - Perris, PAm Springs, and Blythe. The supervisng
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gppraiser from the Perris office makes aweekly trip to the PAm Springs office to collect and assign
work and to assst in resolving any problems. He dso travels to the Blythe office when necessary.

The assessor becomes aware of assessable manufactured homes by (1) information from the state
Department of Housing and Community Development (HCD), (2) dedler reports of sde, (3) tax
collector tax clearance certificates, (4) notices of voluntary conversion of licensed manufactured homes
to the local property tax roll, or (5) building permits.

Once thisinformation is received, an assessment technician enters the gppropriate data into the
computer system and attempts to determine whether the manufactured home is dready enrolled. If
dready enrolled, the assessment technician will give the data and appraisal record to an appraiser. If
there is not a match, the assessment technician will give the datato an appraiser to field check,
inventory, and value.

For the 2001-02 assessment year there were 13,622 manufactured homes enrolled with decline-in-
value-assessments. There are 363 manufactured home parks in the county comprising 35,410 spaces
for locally assessed and licensed manufactured homes. Additionaly, there are recorded subdivison
tracts that are solely for manufactured homes.

Classification

For the 2001-02 roll year, the assessor identified 47,908 assessable manufactured homes. However,
the supervising appraiser of the manufactured homes section believes that there are in excess of 60,000
manufactured homes that are inventoried by the assessor and assessed. The discrepancy of
gpproximately 12,092 manufactured homes not being identified as manufactured homes is because
manufactured homes on parcels of 10 acres or more are coded as agricultura parcels and not
manufactured home parcels. Consequently, these manufactured homes are improperly classified asred

property.
RECOMMENDATION 36: Classfy manufactured homes as persona property.

Section 5801(b)(2) provides that manufactured homes shal be classified as persona property unless
affixed on an gpproved permanent foundation. Thisis explained in detail in LTA No. 92/57 and in
Assessors Handbook Section 511 (AH 511), Assessment of Manufactured Homes and Parks The
assessor's operations manua (section 4210.1) also sates that "manufactured homes are to be
conddered persond property, irrespective of their manner of attachment to the land unless attached to
an approved permanent foundation.”

However, we found that al manufactured homes were being assessed as red property structures, and
not as persond property, irrespective of their manner of attachment to the land.

We recommend that the assessor classify dl manufactured homes as persond property unless ingtaled
on an gpproved permanent foundation.
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Valuation

RECOMMENDATION 37: Revise manufactured home assessment procedures by placing greater
emphads on recognized vaue guides.

In our previous survey, we suggested that the assessor revise his manufactured home assessment
procedures by placing a greaster emphasis on the use of recognized value guides to determine fair market
vaue. The assessor has partialy implemented this suggestion through the use of the Cap Residentid —
Rural Appraisal Record, aform that uses the AH 531.35. In addition, the assessor uses an in-house-
produced comparable sales spreadsheet showing reported purchase prices. In generd, the assessor
relies on the comparable sdes listed on the soreadsheet, which are generdly higher than the vaues
determined by the AH 531.35 and the Kelley Blue Book. These spreadsheet vaues are the reported
sling prices of manufactured homesin rental parks, without adjusting for Site value. After the base year
vaue is thus established, the assessor adjusts it annuadly by the current California Consumer Price Index.
In the mgority of cases, this factored base year valueis not later reviewed for possible decline-in-vaue
adjusment. Although some manufactured homes were given reduced assessments for the 2001-02 rall,
many others were not.

Section 5803(b) dates that the full cash vaue shdl not include any va ue atributable to the particular Ste
where the manufactured homeis located that would make the sde price of the manufactured home at
that location different from some other location on rented or leased land. It further provides that the
assessor shdll take into consideration recognized va ue guides for manufactured homes. Section 5813
requires the assessor to annually enroll values for manufactured homes at the lesser of the factored base
year value or the full cash vaue as defined in section 5803 taking into account reductions in vaue due to
damage, destruction, depreciation, obsolescence, or other factors causing adeclinein vaue.

The recognized value guides referred to in section 5803 dl indicate that the market value of
manufactured homes typically decreases over time, yet the assessor does not follow these indications.™
In the absence of a study to measure the vaue attributable to the site, the assessor's spreadsheet data
should not be relied on to produce reasonable estimates of current market value for manufactured
homes, whether the value estimate is for the purpose of establishing a new base year value or
determining the lien date current market vaue. Doing so could result in erroneous assessments of
manufactured homes.

We recommend the assessor determine both base year values and lien date current market values for
manufactured homes by reference to arecognized vaue guide.

3 The recognized val ue guides listed in section 5803 are the Kelley Blue Book, Manufactured Housing Used Value
Guide, and the N.A.D.A., Manufactured Housing Appraisal Guide. Effective January 1, 2003, the guide published by
the BOE isaso listed as recommended value guide.
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Enrollment

RECOMMENDATION 38: Enrall changesin ownership as of the date reported by the
Department of Housng and Community Development.

In our sample of manufactured home transfers, we observed that changes in ownership were
occasondly enrolled at a date later than the effective date reported by the HCD. We found no
documentation in the gppraisa records indicating why those changes in ownership were processed using
alater event date. Enrolling changesin ownership a alater effective date results in incorrect
supplementa assessments. We recommend that the assessor enroll changesin ownership as of the
transfer date reported by the Department of Housing and Community Development unlessthereisa
documented reason for using a different date.

Resident-Owned Manufactured Home Parks

RECOMMENDATION 39: Assesssharetransfersin cooperatively-owned manufactured home
parks as reassessable changes in ownership.

During our review of cooperatively-owned manufactured home parks, we encountered one park that
became resident-owned in 1989. The residents own the park as a cooperative, with each resident
owning ashare. In our review of this manufactured home park, we found 13 manufactured homes that
experienced reassessable changes in ownership between 1995 and 2001. When these manufactured
homes transferred ownership, so did the corresponding cooperative share interest in the park.
However, no reassessments were made and there were no remarks made in the appraisa record.

Section 61(i) defines the transfer of stock of a cooperative housing corporation as a reassessable
change in ownership. When shares transfer ownership, they should be processed as reassessable
changesin ownership.

We recommend that the assessor search for cooperatively-owned and res dent-owned manufactured
home parks and assess share transfers as reassessable changes in ownership. However, assessments
should be issued only prospectively. Recent legidation (AB 1457, Ch. 772, Stats. 2001) precludesthe
assessor from issuing supplemental or escape assessments for such changes in ownership occurring
between January 1, 1989 and January 1, 2002, if the assessor failed to levy any assessments prior to
January 1, 2000.

RECOMMENDATION 40: Vadueresdent interestsin manufactured home parks by alocating the
resdud sale price to the land and common Structures.

In resident-owned manufactured home parks, the assessor does not assess the residents interests
according to the BOE-recommended methodology.

The assessor determines aland vaue for the Ste, and then allocates the remainder of the purchase price
to the manufactured home, as the market value of the home.
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The AH 511, Assessment of Manufactured Homes and Parks, contains a section describing the
change in ownership procedure for residents interestsin spaces. The AH 511 recommends that if the
purchase price was negotiated in the open market a arm's length, then the assessor should enroll the
entire amount in the combined assessments of the manufactured home and the underlying interest in the
park. The most reasonable way of alocating the value between the two assessments would be to
extract from the purchase price the vaue of the manufactured home, using one of the recognized vaue
guides, and then assign the resdud purchase price to the interest in the park. This method of alocation
will ensure that the market vaue attributable to the location of the space being transferred within the

park is recognized.!

In addition, Letter To Assessors No. 99/87 recommends that a resident's ownership share vaue of the
park should be derived by subtracting the market vaue of the manufactured home from the combined
price paid for the manufactured home and the share or interest in the park. Thisresdua vaue would be
the share value and thisis the vaue that should be enrolled, not an equalized or average vaue of the
shares or interests transferred that year.

We recommend the assessor value resdents interests in manufactured home parks by deducting from
the sale price the market value of the manufactured home, and then alocating the resdud to the land.

Aircraft

Section 5364 provides that the BOE shall establish stlandards and fixed guides for the valuation of
arcraft or, after a public hearing, review and gpprove commercidly available guidesto be used by the
assessor in the assessment of aircraft at market value. On January 8, 1997, the BOE gpproved the
Aircraft Bluebook-Price Digest asthe primary guide for vauing arcraft, with the Vref Aircraft Value
Reference as an dternae for aircraft not listed in the Aircraft Bluebook-Price Digest. As stated in
LTA No. 97/03, the BOE further directed that the listed retail values shal be reduced by 10 percent to
provide reasonable estimates of fair market values for arcraft in truly average condition on the lien date.
In any instance, gppropriate adjustments to the book value must be made in order to estimate fair vaue
for the local market.

For the 2001-02 assessment roll, the assessor assessed atota of 1,452 general aircraft with atotal
valuation of $152,157,184. The assessor has the Aircraft Bluebook-Price Digest vauation guide on
computer disk for computing the gppraisds of generd aircraft. The vaueis caculated by reducing the
ligt price by 10 percent and making appropriate adjustments. Adjustments are made for engine hours,
extra equipment, sdestax, and generd arcraft condition.

Historical Aircraft

Aircraft of higtorica sgnificance 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 model of
which there are fewer than five in number known to exist worldwide.

4 Assessors Handbook Section 511, Assessment of Manufactured Homes and Parks, pages 65-68.
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The higoricd arcraft exemption is not automatic. The owner of ahigorica 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
initid gpplication for exemption. Along with these requirements, aircraft of historica 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 sde; (2) the assessee does not use the aircraft for commercia
purposes or generd trangportation; and, (3) the aircraft was available for digplay to the public at least
12 days during the 12-month period immediately preceding the lien date for the year for which
exemption iscamed.

RECOMMENDATION 41: Grant the higtoricd arcraft exemption only to individua owners of
such aircraft.

Wefound in our review of historica aircraft exemptions granted by the assessor that several exemptions
had been dlowed for aircraft owned by corporations.

Section 220.5 requires that the assessee be an individua owner who does not hold the aircraft primarily
for purposes of sde.

The assessor's practice has resulted in improper exemptions of some aircraft. We recommend that the
assessor limit the exemption for historica arcraft to individud owners.

Vessels

For the 2001-02 assessment year, the assessor enrolled atota of 13,906 vessels with avaue of
$124,067,938.

To enrall dl vessals the assessor developed a program to extract information from the Department of
Motor Vehicles (DMV) database of registered boats. The program sdlects al boats withaDMV vaue
over $2,000 domiciled in Riverside County and prints a Notice of Assessment document, which is
mailed to the owner of record. A copy of the Notice of Assessment is placed in the file for each boat
account.

RECOMMENDATION 42:  Include vess type, modd, condition and additional equipment on the
vessdl gppraisal record.

The information that the assessor reads off the DMV computer tape does not include enough
information to alow adirect comparison with the ABOS Marine Bluebook.* The information extracted
from the DMV tape does not identify the specific model name or type of vessdl. Our review of asample
of vessd assessments determined that there are significant differences between the assessed vaue and
the average retail vaue as liged in the ABOS Marine Bluebook.

The DMV data are limited to make, year of manufacture, and boat length. When making reference to
the ABOS Marine Bluebook, there are often severa modd s with the same make and length.

> The ABOS Marine Bluebook is agenerally accepted guide used for determining the fair market value of vessels.
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Information about specia equipment or updates to the boats is not in the assessment record. The
asessor assumes that the DMV sdles price includes the value of any upgrades.

Section 228 requires the assessor to enroll at market value al taxable vessals. Since there is inadequate
information in the DMV record, the assessor should not use the DMV reported cost as an indicator of
fair market value. Sending Form BOE-576-B, Vessal Owner's Report, to owners of boats would
facilitate the collection of these data

We recommend that additional information be added to the permanent record of the vessal such astype
of vessd, model number, condition, and additiona equipment or features.

RECOMMENDATION 43: Apply depreciation percentages to vessals according to type.

We found that the assessor conducts a thorough, well-documented study of depreciation rates for
various types of vessals. However, due to computer programming limitations, he uses only two
depreciation rates for the calculation of assessments. one for personal watercraft and one for al other
vessdls. Information to compute these depreciation percentages is taken from the ABOS Marine
Bluebook.

Personal watercraft have such a high depreciation rate that the average depreciation rate used for dl
other vessdlsis not applicable. For dl other vessdls, the depreciation rates for several vessdl types are
averaged to arrive at acomposite rate.

According to Assessors Handbook Section 576, Assessment of Vessels, "Vesses are vaued a ther
far market vaue every year as of the January 1 lien date.” When the depreciation rate is computed
correctly each year and applied to each type of vessd, it is reasonable to assume that a market value
gppraisd is being performed. When a composite average depreciation rate is gpplied to dl vessdls, the
difference between the assessed vaue and the market vaue for different types of vessalsisincreased
each year. Those vessals with a depreciation rate lower than the average will be underassessed and
those vessd's with depreciation rate higher than the average will be overassessed. We recommend that
the depreciation rate for vessels be computed and applied to the vessals by type.
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B. Assessment Sampling Program

The need for compliance with the laws, rules, and regulations governing the property tax system and
related assessing™® activities is very important in today's fiscelly stringent times. The importance of
compliance is twofold. Firg, the statewide maximum tax rete is set a one percent of taxable vaue.
Therefore, a reduction of loca revenues occurs in direct proportion to any undervauation of property.
(It is not legdly dlowable to raise the tax rate to compensate for increased revenue needs.) Secondly,
with a mgor portion of every property tax dollar statewide going to public schools, a reduction in
available locd property tax revenues has a direct impact on the State's Genera Fund, which must
backfill any property tax shortfdl.

The BOE, in order to meet its condtitutional and statutory obligations, focuses the assessment sampling
program on a determination of the full value of locdly taxable property and eventudly its assessment
level. The purpose of the BOE's assessment sampling program is to review a representative sampling of
the assessments making up the local assessment rolls, both secured and unsecured, to determine how
effectively the assessor is identifying those properties subject to revauaion and how well he/she is
performing the vauation function.

The BOE's County Property Tax Divison (CPTD) conducts the assessment sampling program on a
five-year cycle for the 11 largest counties and cities and counties and on either a random or as needed
bass for the other 47 counties. This sampling program is described as follows:

A representative random sampling is drawn from both the secured and unsecured loca assessment rolls
for the counties to be surveyed.

These assessments are stratified into 18 value strata (nine secured and nine unsecured.)™

From each sratum a random sampling is drawn for fidd investigation, sufficient in size to reflect the
assessment level within the county.

For purposes of andysis, the items will be identified and placed into one five categories after the sample
is drawn:

Base year properties. Those properties the county assessor has not regppraised for either an
ownership change or new congtruction during the period between the lien date five years prior to the roll
currently being sampled and the lien date of the current sampling.

®* The term "assessing" as used here includes the actions of local assessment appeals boards, the boards of
supervisors when acting as boards of equalization, and local officials who are directed by law to provide assessment-
related information.

Y The nine value strata are $1 to $99,999; $100,000 to $199,999; $200,000 to $499,999; $500,000 to $999,999; $1,000,000
to $1,999,999; $2,000,000 to $19,999,999; $20,000,000 to $99,999,999; $100,000,000 to $249,999,999; and $250,000,000
and over.
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Transferred properties. Those properties last regppraised because of an ownership change that
occurred during the period between the lien date five years prior to the roll currently being sampled and
the lien date of the current sampling.

New construction. Those properties last regppraised to reflect new construction that occurred during
the period between the lien date five years prior to the roll currently being sampled and the lien date of
the current sampling.

Non-Proposition 13 properties. Those properties not subject to the vaue redtrictions of Article XllII
A, or those properties that have a unique trestment. Such properties include minera-producing
property, open-space property, timber preserve property, and taxable government-owned property.

Unsecur ed properties. Those properties on the unsecured roll.

From the assessment universe in each of these 18 vaue drata (nine Srata on both secured and
unsecured locd rolls), asmple random sampling is drawn for fidd investigetion thet is sufficient in szeto
reflect the assessment practices within the county. A smple nondratified random sampling would cause
the sample items to be concentrated in those areas with the largest number of properties and might not
adequately represent al assessments of various types and values. Because a separate sample is drawn
from each stratum, the number of sample items from each category is not in the same proportion to the
number of assessments in each category. This method of sample sdection causes the rawv sample, i.e,
the "unexpanded’ sample, to overrepresent some assessment types and underrepresent others.
"Expanding” the sample data diminates this gpparent digtortion in the raw sampling; that is, the sample
data in each stratum are multiplied by the ratio of the number of assessmentsin the particular stratum to
the number of sample items selected from the stratum. Once the raw sampling data are expanded, the
findings are proportiond to the actua assessments on the assessment roll. Without this adjustment, the
raw sampling would represent a distorted picture of the assessment practices. This expanson further
converts the sampling results into a magnitude representative of the total assessed vaue in the county.

The field investigation objectives are somewhat different in each category, for example:

Base year properties -- for those properties not regppraised during the period between the lien date
five years prior to the roll currently being sampled and the lien date of the current sampling: was the
vaue properly factored forward (for the dlowed inflation adjustment) to the roll being sampled? was
there a change in ownership? was there new congtruction? or was there a decline in value?

Transferred properties -- for those properties where a change in ownership was the most recent
assessment activity during the period between the lien date five years prior to the roll currently being
sampled and the lien date of the current sampling: do we concur that a regppraisa was needed? do we
concur with the county assessor's new vaue? was the base year vaue trended forward (for the alowed
inflation adjusment)? was there a subsequent ownership change? was there subsequent new
congruction? was there adecline in vaue?
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New construction -- for those properties where the most recent assessment activity was new
congtruction added during the period between the lien date five years prior to the roll currently being
sampled and the lien date of the current sampling: do we concur that the condruction caused a
reappraisal? do we concur with the value enrolled? was the base year amount trended forward properly
(for the alowed inflation adjustment)? was there subsequent new construction? or was there adecline in
vaue?

Non-Prop 13 properties -- for properties not covered by the vaue redtrictions of Article XIII A, or
those properties that have a unique trestment do we concur with the amount enrolled?

Unsecured properties -- for assessments enrolled on the unsecured roll, do we concur with the
amount enrolled?

The results of the field investigations are reported to the county assessor, and conferences are held to
review individual sample items whenever the county assessor disagrees with the conclusions.

The results of the sample are then expanded as described in (5) above. The expanded results are
summarized according to the five assessment categories and by property type and are made available to
the assessment practices survey team prior to the commencement of the survey.

The primary use of the assessment sampling is to determine an assessor's digibility for the cost
reimbursement authorized by section 75.60. During the course of the sampling activity, the assessment
practices survey team may aso discover recurring causes for the differences in the opinion of taxable
value that arise between the assessor and the County Property Tax Divison. These discoveries may
lead to recommendations in the survey report that would not have otherwise been made.

66 Appendix B



Riverside County Assessment Practices Survey July 2003

C. Relevant Statutes and Regulations

Government Code
15640. Survey by board of county assessment procedur es.

@ The State Board of Equalization shal 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 vauation
of property for the purposes of taxation and in the performance generaly of the duties enjoined upon him
or her.

(b) The surveys shdl include a review 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 loca assessment rolls. Any
sampling conducted pursuant to subdivision (b) of Section 15643 shall be sufficient in size and dispersion to
insure an adequate representation therein of the severa classes of property throughout the county.

(d In addition, the board may periodicaly 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 shall develop procedures to carry out its duties under this section after consultation with
the California Assessors Association. The board shal aso provide a right 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 appeal 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, claming, possessing or controlling property
included in a survey conducted pursuant to this chapter when the property is of a type for which
accounting records are useful sources of appraisal data.

No appraisal data relating to individua properties obtained for the purposes of any survey under this
chapter shall be made public, and no state or local 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 appraisal 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
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.
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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 essential 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 individual assessments to be made, the responsihilities 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 also show the county assessor's requirements for maps, records, and other equipment and
supplies essential 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 fisca 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 shall include a sampling of
assessments on the local 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 loca
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 loca
agency to conduct that survey. The contract may provide for a board sampling of assessments on the local
roll. The amount of the contracts shal not be less than the cost to the board, and shal be subject to
regulations approved by the Director of General Services.

15644. Recommendations by board.

The surveys shal incorporate reviews of existing assessment procedures and practices as well as
recommendations for their improvement in conformity with the information developed in the surveys as to
what is required to afford the most efficient assessment of property for tax purposes in the counties or
cities and counties concerned.
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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 confidentia 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,
shdl condtitute the final survey report. The final 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 initial report was issued by the board
and until all issues are resolved, the assessor shall 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 Generdl, 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 final survey reports shall be filed with the Governor, Attorney General, and with the assessors,
the boards of supervisors, the grand juries and assessment appeals 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 dligible 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 alocation 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 equal 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. "Actual
adminigtrative costs' aso includes those indirect costs for administration, data processing,
collections, and appedl that are incurred by county auditors, assessors, and tax collectors and are
allowed by state and federa 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 eligible county or city and county. The State Board of
Equaization 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 valid 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 shal, 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 exig,
the board shall conduct a sampling of assessments in that county or city and county to determine if
it is an 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.

70 Appendix C



Riverside County Assessment Practices Survey July 2003

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 all
except the 10 largest counties and cities and counties for a representative sampling of assessments in
accordance with the procedures contained herein. Counties eigible 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 igible in that year for random selection will
be divided into three groups (smal, medium, and large), such that each county has an equal
chance of being selected. 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 sdlection 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 equa 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 eligible 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 sdlected and al counties digible in that year for random sdlection 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 shal again become eligible 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 salection.

(© 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 shal 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 all the differences between the board's appraisals and the assessor's vaues (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 minera-producing properties in accordance with Property Tax Rule
469.

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

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

(c) A finding of "significant 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 shall not
be construed as a generalized 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 Riversde County Assessor's response begins on the next page. The BOE staff has no comments on
the response.
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COUNTY OF RIVERSIDE Riverside, CA 92502-2204  Riverside, CA 92502-0751
ASSESSOR-COUNTY CLERK-RECORDER ~ (9099556200 (909) 486-7000

http://riverside.asrclkrec.com

March 31, 2003

Mickie Stucky

Property and Special Taxes Department MIC: 62
State Board of Equalization

P.O. Box 942879

Sacramento, CA 94279-0062

Dear Ms. Stucky:

Pursuant to Section 15645 of the California Government Code, the following constitutes
the Assessor's response to the recommendations presented in this Assessment Practices
Survey for Riverside County.

As one of the fastest growing counties in the state, if not the nation, we are constantly
challenged with balancing quantity of workload versus quality. Every attempt will be made to
follow up on all recommendations. However, priorities tend to dictate what recommendations
will be acted upon. | would like to thank my hard working staff for their efforts in successfully
producing a quality assessment roll year after year.

| would also like to thank Claudia Tendal and her staff for making this survey a painless
experience.

Very truly yours,

/sl Gary L. Orso

Gary L. Orso

Assessor-County Clerk-Recorder
GLO:JINH:blh

Enclosure



Riverside County Assessor

Response
To the March 2003
Assessment Practices Survey
Conducted by the
California State Board of Equalization

RECOMMENDATION 1

Develop a complete operations manual to provide guidelines for the assessor’s
staff.

Response:

A strategic plan for the office is due for completion in 2003. A part of this plan
will include the updating of the Operations Manual. Care will be taken to prioritize the
updates concentrating on procedures that are most important and less likely to
disappear with changing technology and/or a new property system.

RECOMMENDATION 2

Obtain fire reports from local fire departments to discover property eligible for
disaster relief.

Response:

An attempt will be made to contact all fire departments in the county to request
regular fire damage reports.

RECOMMENDATION 3
Grant disaster relief only for timely-filed applications pursuant to section 170(d).

Response:

With the recent legislative changes, the filing period is now twelve months or the
reassessment may be initiated by the assessor. We will monitor disaster
reassessments for timeliness.



RECOMMENDATION 4
Prorate disaster relief in accordance with section 170(e).
Response:
Proration rules and procedures will be reinforced as well as the recent legislative
changes regarding disaster relief. This will be accomplished through staff meetings,

training sessions, and new written procedures.

RECOMMENDATION 5

Request that the Board of Supervisors update the disaster relief ordinance to
reflect recent legislative changes to section 170.

Response:
A revised ordinance has been approved by the Board of Supervisors.
RECOMMENDATION 6

Develop written procedures to ensure that disaster relief claims are processed in
accordance with section 170.

Response:

Updating and developing written procedures will be part of the implementation of
the strategic plan mentioned in response to recommendation number one. The
procedures will incorporate all recent legislative changes in the area of disaster relief.

RECOMMENDATION 7
Reference the controlling statutes when enrolling penalties.
Response:
The Assessor’s office will work with the Information Technology department to

change the wording in the remarks column of the assessment roll from “penalty” to
“penalty per Sec. , Revenue & Taxation Code”.



RECOMMENDATION 8

Ensure that all entities receiving a Religious Exemption have an approved claim
in the file.

Response:

We are checking our Religious Exemption files to determine which files do not
have an original Religious Exemption claim. After we have determined which files, we
will retrieve the archived files in search of the missing claims. If the claims are still not
recovered, the individual claimant will be notified and a new claim will be requested from
them.

To ensure this does not occur in the future, the claim will be placed in the area of
the file that is not purged.

RECOMMENDATION 9

Submit to the tax collector a list of persons to whom racehorse tax returns were
mailed, as required by Property Tax Rule 1045(a)(2).

Response:
This recommendation will be implemented starting with the 2003 lien date.
RECOMMENDATION 10

Enroll the verified sale price as required by Property Tax Rule 2.
Response:

Current rounding practices when posting change in ownership values will be
reviewed and adjusted to reflect the actual reported purchase price cash equivalent
when there is no preponderance of evidence showing a value deviation of 5% more or
less.

RECOMMENDATION 11

Maintain and grant public access to the transfer list as required by section 408.1.
Response:

The Systems section of the Assessor’s office will maintain a list of transfers of

any interest in property, other than undivided interests, within the county, which have
occurred within the preceding two-year period. The listing will be revised on the 30"



day of each calendar quarter and it will be open to inspection by the public in all
assessor’s office locations.

RECOMMENDATION 12

Revise the transfer list database to include the names of the transferors and
transferees as required by section 408.1.

Response:

Section 408.1 of the R & T code states that the transferor and transferee shall be
included in the transfer list “if available”. The computer system that the Assessor’s
office is using does not have this information readily available. It would require
significant database and programming changes.

RECOMMENDATION 13

Process transfers due to corporate changes in control in a more timely manner.

Response:

We have, during the past year, instituted a new Workflow transfer processing
program designed for efficiency and accuracy. We have also added additional Title
staff positions to handle the increase in workload due to an increase of daily recordings.

We recognize that some deficiencies may still exist. However these deficiencies
are being addressed. We have revised and refined several of our procedures in order to
better address the LEOP transfers.

Our current procedures draw information from three sources. Our investigative
process in conjunction with the BOE’s suggestion to incorporate the BOE's LEOP
“Accumulative Change in Control List” would be a welcome addition to our list of
resources. That addition, together with additional dedicated staff, should eliminate the
untimely processing of the Corporate changes of ownership.

RECOMMENDATION 14
Ensure that newly constructed pools are enrolled at market value.

Response:

We concur that pools should be enrolled at market value. Where market value
and costs are not the same we will provide market studies to support our values.



RECOMMENDATION 15

Revise the “Owner’s Request for Review of Property Value” form to provide
property owners more flexibility in the information they should provide when requesting
a reappraisal.

Response:

We will review our form with the goal of providing more flexibility for property
owners but still requesting sufficient information to properly value the affected property.

RECOMMENDATION 16:

Deduct a charge for capital replacement of irrigation wells that contribute to the
income being capitalized.

Response:

We concur with this recommendation. In compliance with Assessors’ Handbook
521 p. 1I-23, the office will develop and institute a procedure to deduct a charge for the
return of the well value from the income attributable to the real property on CLCA
properties.

RECOMMENDATION 17:

Utilize periodic questionnaires to obtain compatible use income data for CLCA
properties.

Response:

We concur with this recommendation. The office will revise our periodic
guestionnaire to specifically ask about compatible uses and compatible use income on
CLCA properties.

RECOMMENDATION 18:
Develop appropriate risk rates for California Land Conservation Act properties.
Response:
We have developed risk rates on a crop-by-crop basis based upon the amount of

risk to grow a specific crop. As time and workloads permit, we will review our risk rates
on individual CLCA properties to determine if they differ from the norm.



RECOMMENDATION 19

Classify agricultural wind machines as fixtures, as required by Property Tax Rule
122.5.

Response:

We are in the process of transferring assessment responsibility for these wind
machines to the Business Division for reclassification and enrollment as fixtures.

RECOMMENDATION 20:
Review the non-taxable list to discover taxable government-owned properties.
Response:

We concur with this recommendation. Relevant procedures have been
amended, and added to the A-C-R operations manual to ensure compliance, and
structure to the process.

We will work with our systems section to identify all non-taxable agencies that
own property outside of their boundaries.

RECOMMENDATION 21:

Improve appraisal record documentation for the assessment of improvements on
taxable government-owned lands.

Response:

We concur with this recommendation. The Assessor’s office will continue to strive
to enhance the documentation of taxable improvements, which are located on Section
11 lands. Individual parcel files containing Section 11 improvement values will be
reviewed, and documented accordingly.

RECOMMENDATION 22:

Establish base year values for taxable government-owned property as described
in Letter to Assessors No. 2000/037.

Response:

We concur with this recommendation. In order to begin to monitor and establish
base year values, the Lotus computer program (under whose data base Section 11
properties were stored) had to be redesigned. In fact, another program had to be
developed to accommodate the needed changes for 2003. This new program should be



functional within the next few months, and service the base year needs of Section 11
properties.

RECOMMENDATION 23

Implement a tracking system for possessory interest accounts to flag
reassessable events.

Response:

The survey correctly indicated that the majority of possessory interest
assessments in Riverside County are created to value Indian leasehold real property
interests. As these leases are mostly long term and transferred via traditional recording
methods, we believe the majority of these leases can be tracked readily through the

Recorder Index system. It would be a duplicate effort to maintain this information in a
separate tracking system.

A tracking program for agency possessory interests, those found annually
through a canvas of the various state, federal, and local government agencies, is being
developed now. A tracking system has already been established for the airport
possessory interests. Most airport leases represent the shorter lease terms and have to
be reassessed more frequently. These represent much of the ongoing changes done
annually. By the beginning of the next assessment cycle we will have added the rest of
the city, state, and county agencies, and water districts to our possessory interest
database for tracking.

RECOMMENDATION 24

Assess all taxable possessory interests.

Response:

We will consider expanding our low value ordinance to include a variety of
gualifying possessory interests.

We have acquired a possessory interest internet program from Los Angeles
County. It will provide all agencies with the ability to directly key their leasehold
information into a database. They will also be able to develop reports from this
database and query as to assessment numbers and values as well as review the data
for any errors or omissions. We believe this tool will be most useful in helping us meet
our goal of assessing all taxable possessory interests.

Obtaining documentation required to develop a comprehensive review of the
gaming at Indian Casinos is an area that the Assessor would like the State Board to
become proactive with us. We would like the State Board of Equalization to be a
catalyst to provide the County of Riverside, as well as the other affected counties,



annual updates through confidential information from the California Gambling Control
Commission.

The California Gambling Control Commission (Commission), under the Gambling
Control Act, and pursuant to the Governor's Executive Order D-29-01, has jurisdiction
over operation, concentration, and supervision of gambling establishments, and over all
persons or things having to do with the operations of gambling establishments in the
State of California. The focus of the Commission is to act as the regulatory body over
gambling activities in the State, setting policy, establishing regulations, issuing licenses,
serving as the adjudicator for license denials recommended by the Division of Gambling
Control, and any other related items and issues that may come before the Commission.
In addition, the Commission, pursuant to the Governor's Executive Order D-31-01,
under the Tribal-State Gaming Compacts, is ordered to (1) administer the gaming
device license draw process, (2) control, collect, and account for all license fees, and (3)
ensure that the allocation of gaming devices among California Indian Tribes does not
exceed the allowable number provided in the Compacts.

There are 119 cardrooms and 43 tribal casinos currently operating in the State of
California. With a combined effort the State Board and the Commission could work to
provide the counties the detailed information needed to be able to assess these
complex properties. It would be most helpful if the Board would consider providing the
counties with a documented plan on assessment practices for Indian gaming as well.

RECOMMENDATION 25

Correctly calculate the factored base year value for historical properties.

Response:

We concur. The valuation of Historical Properties was shifted under the Special
Projects Division for 2002. This shift should help with valuation consistency (monitoring
of market, factored base year, and restricted value, etc.), and increase the effectiveness
of the overall process.

RECOMMENDATION 26

Implement consistent and correct procedures for the review of enforceably
restricted historical property assessments.

Response:

We concur. With the centralization of Historical Properties under the Special
Projects Division, assessment related functions should be enhanced. This will enable
the creation of viable procedures that will provide an optimum framework for the review
of Mills Act properties.



RECOMMENDATION 27

Collect and review relevant data for the assessment of water companies.
Response:

We concur. We will contact the Riverside County Department of Environmental
Health and the California Public Utilities Commission to obtain relevant information to
appraise the water company properties. We will request information from the water
companies on an annual basis.

RECOMMENDATION 28
Reappraise regulated water companies.
Response:
We concur. The office will review the section on regulated water companies in

Assessors’ Handbook 542, obtain current data from the CPUC, send questionnaires to
the companies, and appraise them correctly.

RECOMMENDATION 29

Develop written procedures for appraising water companies.
Response:

We concur. Following guidelines in Assessors’ Handbook 542, this office will
develop written procedures for appraising water companies as part of our overall effort
to update our Operations Manual.

RECOMMENDATION 30

Adequately document mineral property files.
Response:

The assessor will update the Mining and Mineral files utilizing new data storage
capabilities. The creation and use of a Mining and Minerals Database will allow the

Assessor to discover, maintain and assess all of the mining and mineral assessments in
the County of Riverside.



RECOMMENDATION 31

Adjust the value of mineral properties for changes in the amount of proved
reserves.

Response:

The Assessor is in process of updating its Mine and Mineral assessment program. The
ability to track proven reserves as well as new reserves will be a main function of the
software program. In addition, the Assessor will contact the Planning Department and
develop a closer working relationship with the County geologist to share and obtain
information related to mining and mineral assessments within the County.

RECOMMENDATION 32

For mineral properties, ensure that the economic life of the property used in the
appraisal matches the anticipated term of possession.

Response:

The Assessor’s staff will review all reported leases and adjust the valuation to make
sure the anticipated term matches the economic life of the subject property.

RECOMMENDATION 33

Enroll all escape assessments and overassessments discovered during an audit.
Response:

Non-enrollment of small audit value differences is typically based on appraisal
judgment guidelines and cost efficiencies. In many cases, the cost to process small
differences exceeds the expense required to collect the taxes. Post-audit notification
letters and copies of associated work papers provide assessees with adequate
information to protect their appeal rights.

This policy will be reviewed with respect to the recent legislative adoption of
Revenue and Taxation Code section 531.9 (effective 1/1/2003).

RECOMMENDATION 34
Review residential income properties to discover assessable personal property.

Response:



We will review available residential income property information for discovery
purposes.

RECOMMENDATION 35
Use AH 581 as intended when valuing older machinery and equipment.

Response:

We believe the CAA recommendations regarding the use of percent good factors
are appropriate based on the following:

(1) The minimum percent good factor (a factor equal to 125 percent of the
estimated economic life) recommended by the CAA is consistent with logic
expressed by the Board in AH 581 for developing the maximum
recommended Equipment Index Factor. It is also supported by the appraisal
experience of senior auditor appraisers in California Assessor’s Offices,
assessment appeal cases, and business property audit data.

(2) Assessors’ Handbook section 582 (p. 22) states: "As survivors of an original
group reach older age, there may be less reliability in percent good factors
applicable to these items. When property items reach this latter stage of their
life and the tables indicate very low or zero percent good factors for property
that is still functioning, special consideration should be given in assigning
percent good factors.” The vast majority of business property is still in use
when it is assessed.

(3) The minimum percent good factors recommended by the CAA are also
generally supported by industry equipment salvage values identified in the
Marshall Valuation Service publication.

In any case, percent good factors should be adjusted accordingly when sufficient
evidence is present to warrant such changes.

RECOMMENDATION 36
Classify manufactured homes as personal property.

Response:

Our process treats manufactured home properties that are not on a permanent
foundation as if they are personal property. The assessment numbering sequence as well as
the use codes employed identify manufactured homes in a way that prevents special
assessments and taxes from being applied, while allowing billing in the same manner as
other residential properties, as well as applications of other benefits as required.




RECOMMENDATION 37

Revise manufactured home assessment procedures by placing greater emphasis on
recognized value guides.

Response:

We agree with this recommendation.

RECOMMENDATION 38

Enroll changes in ownership as of the date reported by the Department of
Housing and Community Development.

Response:

We concur with this recommendation and have corrected our procedure. The majority
of properties previously processed incorrectly were voluntary conversions to local property
tax, and billable supplemental assessments are not allowed for those changes in tax status.

RECOMMENDATION 39

Assess share transfers in cooperatively-owned manufactured home parks as
reassessable changes in ownership.

Response:

We concur and are currently in the process of creating a procedure to assess share
transfers in cooperatively-owned manufactured home parks as reassessable changes in
ownership. To date, four such parks and one RV park have been identified, and values are
being studied for possible adjustment.

RECOMMENDATION 40

Value resident interests in manufactured home parks by allocating the residual sale
price to the land and common structures.

Response:

We concur and are in the process of creating a procedure to value resident interests in
manufactured home parks by allocating the residual sale price to the park. A portion of the
residual value would be attributable to the park’s land, and a portion to common area
improvements (clubhouse and other improvements).



RECOMMENDATION 41

Grant the historical aircraft exemption only to individual owners of such aircraft.
Response:

We reviewed all of our Historical Aircraft Exemption claims and discovered
several that were owned by corporations. These claimants have since filed and
gualified for the Welfare Exemption.  Staff has been made aware that only individual
owners are eligible for the Historical Aircraft Exemption and will only grant the
exemption to those claimants who meet the specific requirements.

RECOMMENDATION 42

Include vessel type, model, condition and additional equipment on the vessel
appraisal record.

Response:

Beginning with the 2003 lien date, all newly identified vessel owners will be sent
reporting forms that will provide the assessor with more detailed vessel information.

RECOMMENDATION 43
Apply depreciation percentages to vessels according to type.
Response:
We will continue to analyze vessel depreciation rates and, to the extent possible,
value vessels according to type. Computer programming limitations currently limit the

extent to which vessel mainframe database information can be segregated for separate
treatment. Additional resources will be required to implement this recommendation.





