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property tax assessed valuation; limitation

Purpose

Subject to voter approval, constitutionaly limits the annual growth of the limited
property value.

Background

Article 9, Section 18 of the Arizona Constitution provides for the limitation of increases
in property values from year to year. To implement the constitutional provision, the Legislature
also adopted a set of statutes under which 2 separate tax bases are used to determine property
taxes: full cash value (FCV) for secondary property tax purposes, and limited property value
(LPV) for primary property tax purposes.

Full Cash Value. A property’s full cash value is the value determined as prescribed by
statute. If no statutory method is prescribed, full cash value is synonymous with market value, as
determined by standard appraisal methods. There are no restrictions or limitations on full cash
value growth. For this reason, full cash value is also referred to as unlimited value [A.R.S. § 42-
11001]. The Legislature has also mandated that specific types of property be appraised on abasis
other than market value. These property types are agricultural, shopping centers, certain golf
courses, and most centrally valued properties, such as electric and gas utilities [A.R.S. 88 42-
13101 through 42-13206].

Limited Property Value. A parcel’s limited property value is the value determined as
provided by the Arizona Constitution [Article 9, Section 18]. Arizona Revised Statutes further
define the constitutional provision by providing 2 specific methods by which a parcel’s limited
property value can be increased from year to year [A.R.S. § 42-13302]. These methods are
commonly referred to as“Rule A” and “Rule B.”

* Rule A - For an existing property that has not been physically modified since the
previous year’s tax roll, the limited property value is the greater of (1) the previous year’s limited
property value increased by 10%, or (2) 25% of the difference between the current year’s full
cash value and the previous year’'s limited property value. The limited property value cannot
exceed the full cash value[A.R.S. § 42-13301].
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* Rule B - For a new property added to the current year’s tax roll or for an existing
property that has been physicaly modified, split, subdivided, consolidated, or erroneousy
omitted since the previous year’s tax roll, the limited property value is established at a level or
percentage that is commensurate to the relationship of LPV to FCV of other properties of the
same or similar use or classification [A.R.S. § 42-13302]. The limit on increases in property
values applies to real property and improvements. Properties exempted from the valuation
limitation are: (1) personal property other than permanently affixed mobile homes and (2) most
centrally valued property, such as electric and gas utilities [A.R.S. § 42-13304].

When future property values grow by more than 5%, there could be a relatively small
increase in the state’s General Fund cost for the constitutional 1% cap provision. The timing of
this fiscal impact is uncertain, however, since it depends on when residential and commercial
property values will begin growing again, which cannot be determined in advance. Additionally,
it isalso difficult to predict the exact rate at which future values will grow.

Provisions

1. Limits the annual growth of the limited property value (LPV), to the lesser of the full cash
value or an amount five percent greater than the value of property determined for the prior
year, beginning in TY 2015.

2. Retainsthe current calculation through TY 2014.

3. Providestechnical corrections.

4. Requires the Secretary of State to submit the proposition to the voters at the next general
election.

5. Becomes effective if approved by the voters and on proclamation of the Governor.

Amendments Adopted by Committee of the Whole

e Delaysimplementation date.

Senate Action
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