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STATE OF CALIFORNIA

STATE BOARD OF EQUALIZATION

0 N STREET, SACRAMENTO, CALIFORNIA
5. BOX 1799, SACRAMENTO, CALIFORNIA 95808)
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June 30, 1978

GEORGE R. REILLY
First District, San Francisco

IRIS SANKEY
Second District, San Diego

WILLIAM M. BENNETT
Third District, San Rafael

RICHARD NEYINS
Fourth District, Pasadena

KENNETH CORY
Cantroller, Sacramento

DOUGLAS D. BELL
Executive Secretary

No. 78/112

TO COUNTY ASSESSCORS:

PROPERTY TAX RULES 460 -~ 471 (PROPOSITION 13)

Here is a copy of the rules that were adopted on an emergency basis by
the Board of Equalization on June 29 relating to the implementation of
Proposition 13.

As directed by the Board, Rule 463, "Newly Constructed Property," is
being modified for clarification. The revised rule will be completed
and distributed shortly. As required by law, a public hearing will be
held on these rules within 120 days.

This is the last "Assessors' Letter' you will be receiving from me
as T will be retired effective tomorrow, July l. It has been a
pleasure for me to be associated with you over the past years, and I
wish you well.

Sincerely, .

ga/Jt 2 éﬂAM

Jack F. Eisenlauer, Chief
Assessment Standards Division

JFE:dm
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STATE BOARD OF EQUALIZATION

June 29, 1978

The attached property tax rules 460 through 471
are proposed to implement Article XIIIA (Proposition 13).
The rules have been drafted in accordance with the Board's
instructions of June 14, 1978, and Senate Bill 154 which was
signed by the Governor on June 24, 1978.

The rules are proposed for adoption on an emergency
basis in accordance with the provisions of the California
Administrative Procedure Act. They will be published for
public hearing pursuant to the above Act which requires
such hearing to be held within 120 days of the adoption
of the rules on an emergency basis.

Upon adoption of the proposed rules, the Board will
direct the staff to publish and disseminate the rules as
adopted and notify interested parties of the date, time,
and place- of the public hearing in accordance with established
Board procedures.
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CHAPTER 1. STATE BOARD OF EQUALIZATION - PROPERTY TAX
(1-1099)

Subchapter 5. Article XIITI A. Valuation principles and
procedures (460-471).
Rule No. 460. (Cal. Adm. Code) General Application

(a) Sections 1 and 2 of Article XIII A of the Consti-
tution provide for a limitation on property taxes and a
procedure for establishing the current taxable value of locally
assessed real property by reference to a base year full cash value
which is then modified annually to reflect the inflation rate not
to exceed two percent per year.

(b) The following definitions govern. the construction
of the terms in the rules pertaining to Sections 1 and 2 of
Article XIITI A.

(1) Base year. The assessment year 1975-76
serves as the original base year. There-
after, any assessment year in which real
property, or a portion thereof, is purchased,
is newly constructed, or changes ownership
shall become the base year used in determining
the full value for such real property, or a
portion thereof.

(2) Full cash value.

(A) The full cash value of real property means
the "full cash value" as defined in Section

110 of the Revenue and Taxation Code, as of:
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1. The lien date in 1975, for the base
year 1975-76, and
2. The date such real property is purchased,
is newly constructed, or changes owner-
ship after the 1975 lien date, the full
cash value of which shall be enrolled
on the lien date next succeeding the
date when such real property, or portion
thereof, is purchased, is newly
constructed, or changes ownership, for
the 1976-77 base year and thereafter.
(B) If real property has not been appraised
pursuant to Section 405.5 of the Revenue
and Taxation Code to its appropriate base
year full cash value, then the assessor
shall reappraise such property to its full
cash value for the appropriate base year
lien date. Such reappraisals may be made
at any time, notwithstanding the provisions
of Section 405.6 of the Revenue and Taxation
Code.

(3) Restricted value. Restricted value means a

value standard other than full cash value
prescribed by the Constitution or by statute

authorized by the Constitution.
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Full value. ' Full value (appraised value)

means either the full cash value or the
restricted value.

Inflation rate. For each lien date after the

lien date in which the base year full value

is determined, the full value of real property
shall be modified to reflect the percentage
change in cost of living, as defined in Section
2212 of the Revenue and Taxation Code; provided,
that such value shall not reflect an increase
in excess of 2 percent of the taxable value of
the preceding lien date.

Taxable value. Taxable value means the base

yvear full value factored annually by the
inflation rate.

Property tax rate. The property tax rate is

the rate calculated in accordance with the ad
valorem tax limitation prescribed by Section 1

of Article XIITI A of the Constitution.
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Rule 461. (Cal. Adm. Code) Changes to Taxable Value

(a) Removal, The taxable value of real property, or
portion thereof, physically removed from the site shall be
deducted from the property's taxable value, provided that
such net taxable value shall not be less than zero.

{(b) Depreciation. The taxable value of real property

shall not reflect changes for depreciation, appreciation or
changes in zoning after the base assessment year full value

has been established other than by the inflation rate.
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Rule No. 462. (Cal. Adm. Code) Change in Ownership

There shall be a reappraisal of real property as of
the date of the change in ownership of that property. The
reappraisal will establish a new base year full value and will
be enrolled on the lien date following the change in ownership.
Except as provided in subsection (b) through (f) of this section,
"change in ownership" refers to all transfers of property whether
by grant, gift, devise, inheritance, trust, contract of sale,
addition or deletion of an owner, property settlement, or any
other change in the method of holding title, whether by wvoluntary
or involuntary transfer or by operation of law. If any portion
of property'is transferred, other than an undivided interest,
then only that portion transferred will be revalued.

(a) A transfer of the full fee title of land and/or
improvements by any means is a sufficient change
in ownership for reappraisal. This includes sales
of units in planned developments as defined in
Sections 11003 and 11003.1 of the Business and
Professions Code and condominiums as defined in
Section 783 of the Civil Code.

(b) When less than the fee title passes, the following
rules apply:

(1) A transfer of bare legal title, such as a

security interest, is not a change in ownership.
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(2) A transfer of equitable title is a change

in ownership.

(3) A transfer of beneficial use and possession,

other
of 10
stock
which

right

than leases and taxable possessory interests
years or less, including a transfer of

of a corporation vested with legal title
conveys to the transferee the exclusive

to occupancy and possession of the real

property, is a change in ownership.

(c) Foreclosure.

(d)

(1) Mortgage or deed of trust foreclosed by

judicial action is a sufficient change in

ownership only:

(A) After the period of redemption has passed

and property has not been redeemed, or

(B) Upon redemption when title vests in the

original debtor's successor in interest.

(2) Deed of trust foreclosed by trustee's sale

shall cause a reappraisal after the sale has

taken place.

Tax deed and tax sale. A tax sale to the state

will not cause reappraisal, but a sale by the state

of tax-deeded property will cause reappraisal. The

reappraisal will take place whether the original

owner redeems from the state or a new owner

purchases from the state.
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{e) Leases and Taxable Possessory Interests. The

creation or renewal of a lease for more than 10
yvears is a change in ownership causing reappraisal.
The transfer of a lessee's interest, whether by
assignment or sublease for more than 10 years, is
also a change in ownership.

(1) The transfer of the lessor's interest by any
means is a change in ownership causing
reappraisal.

(£f) The following transactions do not warrant
reappraisal:

(1) Mere recording of a deed of trust or
mortgage given as security for a loan.

(2) Change of name for the same person on a

deed.
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Rule 463, (Cal. Adm. Code) Newly Constructed Property

When real property, or a portion thereof, is newly
constructed after the 1975 lien date, the assessor shall as-
certain the full wvalue of such "newly constructed property"”
as of the date of completion. This will establish a new base
vear full value for only that portion of the real property
which is newly constructed. The taxable value of property
which is removed during construction shall be deducted from the
taxable value of pre-existing property; provided, that such net
taxable vaiue shall not be less than zero.

New construction in progress on the lien date shall be
appraised at its full wvalue as of such lien date. This appraised
value shall be the base year full value for such newly constructed
property. Thereafter, a new base yvear full value shall be
established for only that portion of real property which is
subsequently newly constructed. The base year full value for
subsequent new construction shall be either (1) the full value
of that portion as of the following lien date, if construction
is still in progress; or (2) the full value cf that portion as
of the date of completion, which shall be enrolled on the lien

date next succeeding the date of completion.
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For purposes of Section 2(a) of Article XIII A of the
Constitution, "newly constructed property" shall mean and
include any addition or improvement to land or an existing
improvement, as classified in Sections 121, 122, and 124, and
any renovation to an existing improvement. Renovation means
the modernization, remodeling, or rehabilitation of real property
which results in a betterment of the improvement's utility or
an extension of its economic life. For example, with respect
to single~family residences, renovation does not include normal
maintenance and repairs, such as painting and the replacement

of roof coverings.
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Rule No. 464. (Cal. Adm. Code) Exemptions

Article XIITI A does not repeal any property tax
exemptions granted or authorized by the Constitution on or
before July 1, 1978. The property tax rate shall apply to the
current taxable value less any exemptions applicable to a
specific property. Examples of the application of partial
exemptions are as follows:

{(a) Homeowners' exemption. The property tax rate

applies to the current taxable value of property
qualifying for the homeowners' exemption less
the value of the exemption.

(b) Veterans' exemption. The sum of 25 percent of

the taxable value of taxable assets and 100
percent of the current full cash value as

defined in Revenue and Taxation Code Section

110 for non-taxable assets will determine the
limitation for the veterans' property tax
exemption. Article XIII A contains no provision
for reconsidering the granting of the exemption
prior to 1978. The property tax rate applies

to the current taxable value of property qualify-
ing for the veterans' exemption less the value of

the exemption.

-10-



(c)
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Disabled veterans' exemption. The property tax

rate applies to current taxable value of property
gqualifying for the disabled veterans' property

tax exemption less the value of the exemption.

-11-
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Rule No. 465. (Cal. Adm. Code) Nonprofit Golf Courses

When appraising real property used exclusively for
nonprofit golf course purposes in accordance with the provisions
of Section 10 of Article XIII of the California Constitution,
the assessor shall ascertain the value of such property on the
basis of such use, plus the full value attributable to any
mineral rights, as of the appropriate base year, regardless
of the date such property qualified under the constitutional

E

provisions.

-12-
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Rule No. 466. (Cal. Adm. Code) Valuation and Enrollment of
Trees and Vines

The base year full value of fruit and nut trees, vines,
bushes, or other perennials when planted in orchard, grove, or
vineyard form whether or not enforceably restricted shall be
the most recent of the following:

(1) The full value as of the 1975 lien date,

(2) The full wvalue as of the date of planting, or

(3) The full value as of the date of a change in

ownership.

The full value of trees and vines exempted by Article
XIII, Section 3(i), of the State Constitution shall not be
enrolled until the lien date following the expiration of the

exemption.

-13-
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Rule No. 467. (Cal. Adm. Code) Possessory Interests

Regardless of the date of creation of the interest,
the assessor shall ascertain the full value of all taxable
possessory interests as of the 1975 base year, unless a change in
ownership (e.g. a lease in excess of 10 years) or new construction
establish a new base year full value for the possessory interest,
or portion thereof. When it appears that the term of the
possessory interest, determined in accordance with Section 23,
will end at the conclusion of the estimated term, there shall
be no reduction of full value as the term draws to an end. The

value in this instance remains the taxable wvalue.

-14-
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Rule No. 4 58. (Cal. Adm. Code) 0il and Gas Producing Properties

Petroleum, natural gas, and other fluid hydrocarbons
are natural substances of the earth, and are classified as land.
The volume of these hyvdrocarbons that will be removed from the
land consists of the amount that is classified at a given time
as "proved reserves." Proved reserves are the volumes of crude
0il and natural gas which geological and engineering information
indicate, beyond reasonable doubt, to be recoverable in the
future from o0il and gas reservoirs under existing economic and
operating conditions. The development of proved reserves by
drilling and completing wells and by installing production
systems cons£itutes an addition to real property and the
production of o0il and gas constitutes a removal of real property.

(a) The full value of an oil or gas producing property

is its base year full value adjusted for depletion
of reserves. The value attributable to such
depletion shall be determined annually employing
the economic data that applied in the base year.

(b) The base year of newly developed reserves shall be

the date of completion of the well or the installation

of the production system.

-15-



Rule No. 469. (Cal. Adm. Code) Mines and Quarries

Organic and inorganic minerals and rocks are natural
substances of the earth, and are classified as land. The volume
of minerals or rocks of acceptable gqguality that may be removed from
the land under existing economic and operating conditions are
classified as reserves. The creation of reserves by exploration
or by development constitutes an addition to real property and
the production of the minerals or rocks from a reserve constitutes
a removal of real property.
(a) The full value of a mine or quarry is its base
vear full value adjusted for the depletion of
reserves. The value change attributable to the
depletion of reserves shall be determined
annually employing the economic data that applied
to the establishment of the reserves in the base
year.
(b) The base year of new reserves shall be the year
in which either development or mining occurs. In
the absence of specific information on added
reserves at a given property, the prior year's cost
of development may be employed as a minimum indicator

of the value of added reserves.

~-16~
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Rule No. 470. (Cal. Adm. Code) Open=-Space

All land subject to open-space enforceable restrictions
imposed under provisions of the California Land Conservation Act
shall have a base year restricted value determined by one of the
following methods:

(a) If enforceably restricted prior to the 1975 lien
date with no subsequent change in ownership, the
base year full value is the 1975 restricted value.

(b) If an enforceable restriction is entered into
subsequent to the 1975 lien date and no change in
ownership ‘has occurred, the base year full value
is the value as if restricted in 1975.

{(c) If a change in ownership has occurred subsequent
to the 1975 lien date, the base yvear full value
shall be the restricted value as of the date of
the most recent change in ownership, regardless
of the effective date of the enforceable restriction.

All base year restricted values shall be modified
annually by the inflation rate. Subsequent land improvements such
as wells and land leveling, will be valued by capitalizing the
income attributable to the land improvements using the capitalization
rate prescribed in Section 432 (b) of the Revenue and Taxation
Code. .

When an open-space contract is cancelled, pursuant to

the provisions of Sections 51280 through 51285 of the Government

-17-
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Code, the full cash value of the land shall be the appropriate
base year full cash value as modified annually by the inflation
rate.

When an open-space contract is not renewed it shall be
phased-out under the provisions of Section 426 of the Revenue
and Taxation Code; "the full cash value of the land" shall be the
base year full cash value modified annually by the inflation
rate. The value of the land by capitalization of income shall
be the base year restricted value modified annually by the

inflation rate.

-18~
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Rule No. 471. (Cal. Adm. Code) Timberland

The base year full value for timberland zoned under
the provisions of Sections 51110 or 51113 of the Government
Code shall be the 1977 statutory timberland site class wvalue

modified annually after the 1977 lien date by the inflation rate.

-19-



