County of Santa Clara

Office of the County Assessor

County Government Center, East wing
70 West Hedding Street

San Jose, California 95110-1771

(408) 299-5570 FAX 297-9526

E-mail: larry.stone@asr.sccgov.org
WWW . SCC-asSSessor.org

Lawrence E. Stone, ASsessor

March 23, 2009
Via E-mail: comment@cotce.ca.gov
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Staff Director

Commission on the 21* Century Economy
915 L Street, 8" Floor

Sacramento, CA 95814-3701

RE:  Request to Speak, additional information about Split Roll
Dear Commissioners and Staff Director,

I write to request an opportunity to address the Commission on the 21* Century Economy at their April 9
meeting in Davis. It is my understanding that the Commission will be receiving input on modifications to
the property tax system, including the “Split Roll” proposal. Annually, property taxes account for
approximately $45 billion in revenue to the state, schools and local governments.

To date, no county assessor, the primary entity constitutionally charged with administering California
property tax system, has formally communicated with the Commission regarding proposed reforms to the
property tax system. As past President of the California Assessors’ Association and Santa Clara County’s
Assessor for the past 14 years, where I represent 1.7 million residents, and have responsibility for
producing the State’s fourth largest assessment roll ($303 billion), I can provide the Commission with
both a unique public and private sector perspective on our property tax system. I served 16 years as
Mayor and a Councilmember in Sunnyvale (1975-1983 and 1985-1993) before I was elected County
Assessor in 1994, 1 have also been a financial manager on Wall Street, and was the founder of a
successful Bay Area real estate investment and development firm.

For reasons I will detail briefly below, 1 do not support the concept of changing the California
Constitution to create a split roll, whereby non-residential properties are assessed annually at fair market
value. While on the surface, a split is politically appealing, it fundamentally does not address the
inequities that exist in the current property tax system.

Moreover, the revenue a split roll would generate would not be immediate; it would come over as many
as five years. In addition, a split roll would create an expensive, administrative nightmare for county
assessors.

To assess at market value every commercial and industrial property annually or periodically, would
require a significant increase in my appraisal staff. Those new appraisers would have to have experience
in a profession that has declined consistently since the S&L debacle in the early nineties. As the
California Assessors’ Association stated in a white paper on the split roll in 2005 (attached):
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“Requiring Assessors to annually reassess most non-residential properties would create, in the
first five years, a nearly impossible situation to manage as the assessments of these types of
properties are typically the most complex and time consuming to complete. As would be
expected, these properties require the most experienced staff members to complete the
assessment. Typically these individuals have a minimum of five years of experience assessing
increasing difficult properties.”

To attract experienced appraisers, significant increases in compensation would be required.
Conservatively, I estimate my budget would have to increase by at least 20 percent. Los Angeles County
estimated in 2005, they would need to increase their appraisal staff by 300 professional appraisers and
support staff. Unfortunately, none of the split roll proposals, now or in the past, have addressed the cost
to administer.

It is also important to note that increases in staff would be permanent regardless of whether or not the
assessed value of commercial and industrial properties is rising or declining. The split roll would require
assessors to increase assessed values when they rise and decrease them when they decline. With wide
swings in property values, particularly in Silicon Valley, I doubt a split roll will generate as much new
property tax revenue as some advocates project.

There are practical implementation problems as well. Even if you “ramp up” over several years, where
do you start? How do you choose which properties will experience the “joy” of being the first to be
reassessed annually, at market value?

Finally, on a related policy issue, I would urge the Commission to recommend supporting a simple
majority and the elimination of the two-thirds requirement for the Legislature or the voters to increase
taxes. Allowing one-third of the Legislature or the voters to dictate the State’s fiscal future has created
aberrations in policies that have contributed to the State’s financial morass.

[ look forward to hearing from you soon as I will be concluding a conference of the California Assessors’

Association in Newport Beach on April 8, and must make flight reservations directly to Sacramento on
the morning of your meeting,.

)

Sincerely,

P
/
Lawrence E. Stone

Assessor
Encl.

G: Dan Goodwin, President, California Assessors’ Assoc. (CAA)
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California Assessors’ Association
Split Roll-Split Rate Initiatives
White Paper

To date there are five initiatives circulating that would materially change
California’s property tax system. Each adversely impacts, to varying
degrees, the Assessor’s ability to annually close the assessment roll on
time in a manner consistent with professional standards and state law.
While individual Assessors may personally support or oppose an initiative,
the CAA, in this white paper, will broadly point out the impacts associated
with implementing each of these initiatives.

The five initiatives can be broadly divided into three major categories: split
roll, split rate or split California Consumer Price Index (CCPI). A summary
of the five initiatives is attached and a detailed analysis can be retrieved
from the Legislative Analyst Office (LAO).

Split roll
The split roll initiatives propose changing the frequency by which non-

residential properties are reassessed. Currently all properties, residential
and non-residential, are assessed at market value upon acquisition or new
construction.

Implementation of the split roll, in the short term, would have a devastating
impact on the operations of California Assessors and their ability to close
the assessment roll on time and consistent with state law. This type of law
change poses many administrative problems for Assessors, in addition to
enormous start-up costs.

An immediate concern becomes how “Non-residential Real Property” is
defined? At what point does vacant land become considered residential
property? Is all vacant land to be reassessed annually? How are mixed-
use properties to be assessed?

Another concern will be how do Assessors staff for this type of transition?
Requiring Assessors to annually reassess most non-residential properties
would create, in the first five years, a nearly impossible situation to
manage as the assessment of these types of properties are typically the
most complex and time consuming to complete. As would be expected,
these properties require the most experienced staff members to complete
the assessment. Typically these individuals have a minimum of five years
of experience assessing increasing difficult properties. Unfortunately this
pool of talent has diminished as fewer and fewer individuals have entered
the appraisal field in response to reduced demand caused by the S&L
debacle in the late 80’s.



The reduced talent pool has already impacted counties. In Santa Clara County for example,
only one person from outside the county applied for a Senior Appraiser position, and that
individual was holding a similar position in another county! To attract as many as 1000 new
appraisers and support staff into Assessor’s Office’s statewide, in one year, would certainly
inflate the cost to purchase these services.

Additionally, it is very unlikely that Assessor’s would be immediately able to contract for
appraiser services from the private sector since these professionals are not typically
certificated by the State Board of Equalization as required by Revenue and Tax Code Section
670.

The LAO has conservatively estimated the annual cost to Assessors in the low tens of millions.
That estimate is likely to be low. In Santa Clara County it is estimated the appraisal and
support staff would need to increase by 20%. In Los Angeles County, using statistics from
2004, they estimate a split roll would demand an additional 300 appraisers and supervisors to
handle the new annual reassessments and subsequent assessment appeals. In Los Angeles
County alone the cost to staff these positions is estimated at over $24 million. Additional
facilities costs and clerical support would add another $2 million for a total of $26 million.
These costs would be permanent, ongoing and would increase over time; in contrast the
assessed values of non-residential properties would fluctuate, both up and down in response
to the market.

To date, there are no provisions in these initiatives to immediately fund Assessors and provide
the startup costs necessary to implement the change. Administration of the property tax
system has been challenged to provide adequate service since the passage of SB188 in 1991
that exempted schools from paying their fair share of the property tax administration. Without
the proper funding this change will only exacerbate the current statewide problem.
Additionally, the supplemental revenue that Assessors currently receive, for non-residential
properties, to augment their budgets would disappear.

Within the split roll measures there is on going disagreement over whether a split roll would be
“ramped up” over a four to five year period or implemented immediately. Regardless of
approach, both contain significant unanswered questions.

If there is a “ramp up” period, which eliminates any anticipated quick revenue gain, the biggest
obstacle is where, physically, do you start? How do you choose which properties will
experience the joy of being the first in their county to be re-appraised at market value even
though the property has not had a change in ownership or new construction in years? If the
selection is totally random, how does the (hotel, gas station, shopping center, office-building,
etc.) owner compete with the same type of property down the street or across town? If it is
done by industry, how fair is it to the gas station owners to pay taxes based upon current
market value when the hotel owners aren’t? If it is done by geographic area, how fair is it for
non-residential property owners in one city to be appraised at market value if a neighboring city
is not? Regardless, there would be a myriad of lawsuits.



Since Proposition 13 was enacted the number of commercial appeals filed annually became
manageable. However, with annual reassessment, regardless as to how it is implemented, the
filing of appeals and reviews would once again become a very real burden for Assessors.

If a split roll was implemented immediately the cost to the counties, as discussed above, would
be exorbitant. Assessors would likely, of necessity, have to contract in the first few years with a
mass appraisal firm to come in and perform the major portion of the appraisal work to get it
done within a one-year time frame, and as discussed above, even the ability to do that is
questionable. Certainly, for all counties, the quality and independence of appraised values
would be sorely tested and the number of challenges would grow exponentially.

Split rate/Split CCPI

Unlike a split roll, the cost to implement a split tax rate or split CPI would not be nearly as
significant for the assessor. The concept of a split rate is that there would be one tax rate for
residential properties and another rate for non-residential properties. Similarly a Split CCPI
has a different CCPI depending upon whether the property is residential or not.

The first year, Assessors would have to carefully review their database to ensure the use
codes and zoning designators were accurate. Assessors would also have to plan for an
increase in public service and appraisal time for the investigation of disputed uses. In the case
of a split CCPI it would require additional software programming which would not be difficult,
as counties already must be prepared to annually adjust the CCPI.



Split Roll Initiative Summaries

Annual Reassessment:

Tax Fairness for Homeowners Act of 2005 — Lenny Goldberg, representing public
employee unions.

e Annual reassessment of all non-residential property except for multifamily
units intended to be used as a permanent residence and agricultural property.

e Exclusion of $500,000 in personal property for all businesses.

Tax Fairness Act of 2005 — Wayne Ordos, trial lawyer, possibly representing a law
enforcement organization.

e Same reassessment and exclusions as the Goldberg initiative.

e Mandates that 50% of the additional revenue raised must go to the schools,
15% to transportation projects, 20% to the Senior Citizens’ Property Tax relief
program and 15% to enhance public safety.

The Economic Recovery Tax Relief Act — law firm of Remcho, Johansen and Purcell.

e Annual reassessment of all non-residential property except for multifamily
units intended to be used as a permanent residence and agricultural property.

e Increases corporate tax rate from 8.84% to 9.3%. Imposes an oil severance
tax and an insurance premiums tax.

e Any additional revenue from this act must be deposited into the Economic
Recovery Tax Relief Fund, not to be used by the General Fund. A reduction in
the state sales tax will be made commiserate with the amount of the revenue in
this Fund.

Split Rate:

The Tax Reduction and Taxpayer Equity Act of 2005 — Ken Heredia, City of San Jose
Firefighters’ and Police Officers’ Retirement Board.

e The tax rate for the first $2,000,000 of residential value is 1%. Amounts in
excess of $2,000,000 for residential property to be taxed at a rate not less than
2% or more than 3%. Non-residential real property to be taxed at a rate of
between 2% and 3%. The Board of Supervisors, by majority vote, sets the rate
based on the needs of local government agencies.



e Limits the CPI increase (not to exceed 2%) in assessed value only to
residential property less than $2,000,000. For all other properties there would be
no CPI adjustment of their acquisition value.

e Legislature, by a majority vote, may adjust the tax rate for personal property,
but not greater than the non-residential tax rate in the same taxing jurisdiction.

e HOX increased to $70,000 for everybody plus:
$10,000 for persons over 61

$10,000 for those who work within 5 miles of their home
$10,000 for those with a severe disability

$10,000 for an unmarried spouse of a deceased veteran
$10,000 for the parent of a deceased veteran

e Any increase in HOX exemptions shall be matched by an equivalent amount
for qualified renters.

e Generally increases taxes on corporate income.

e Changes the vote-approval requirement for local bonds from 55% for schools
bonds and 2/3 for all other bonds to a simple majority for all bonds.

High Quality Classrooms Act — law firm of Remcho, Johansen and Purcell on behalf of
the California Teachers Association. This initiative is very similar to the previous Rob
Reiner / CTA initiative.

e Tax rate of 1.50% on commercial real property.
e Excludes residential income and agricultural property.
e 10% of the additional revenue generated from this initiative is to be distributed

as aid for businesses. The remainder must be appropriated to the schools (K —
12).

Note: There is a second version of this initiative that mandates a tax rate of 1.30% for
commercial real property.




