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The O f f i ce  o f  t he  Aud i t o r  General has conducted a  l i m i t e d  rev iew o f  the  

Department of  Revenue (DOR), Proper ty  and Specia l  Tax D i v i s i o n .  Th i s  

rev iew was conducted i n  response t o  a  January 21, 1986, r e s o l u t i o n  o f  t he  

J o i n t  L e g i s l a t i v e  Overs ight  Committee, and i n  accordance w i t h  Ar izona 

Revised S ta tu tes  §§%I -2351 through 41 -2379. 

The Proper ty  and Specia l  Tax D i v i s i o n  exe rc i ses  general  supe rv i s i on  ove r  

A r i zona ' s  p rope r t y  t a x  laws t o  ensure t h a t  a l l  p rope r t y  i s  u n i f o r m l y  

va lued f o r  S ta te  p rope r t y  t a x  purposes. U n i f o r m i t y  i s  needed t o  ensure 

t h a t  t h e  t a x  burden i s  f a i r l y  d i s t r i b u t e d  and t o  p reven t  l a w s u i t s  charg ing  

p rope r t y  t a x  d i s c r i m i n a t i o n  and p o s s i b l e  r e s u l  t a n t  t a x  refunds. Fur ther ,  

S ta te  and county  a i d  i s  o f t en  a l l o c a t e d  t o  l o c a l  g o v e r n ~ e n t s  o r  school 

d i s t r i c t s  based on assessed va l  ues. Equi tab1 e  va l  u a t i o n s  a r e  needed f o r  

f a i r  d i s t r i b u t i o n  o f  t h i s  a i d .  

Improvements Can Be Made 
I n  The Proper ty  Tax D i v i s i o n  (see F ind ing ,  pages 5 through 18) 

The Department o f  Revenue, Proper ty  and Specia l  Tax D i v i s i o n  i s  gene ra l l y  

e f f e c t i v e ,  however, some improven~ents a re  neeaecr. The D i v i s i o n  ' s  c u r r e n t  

system f o r  v a l u i n g  p rope r t y  based on c o s t s  i s  outdated. A1 so, s t a t u t e s  on 

u n i f o r m i t y  and e q u a l i z a t i o n  a re  unc lear  and have l e d  t o  confus ion.  I n  

a d d i t i o n ,  county  assessors 1  ack con f idence  i n  DOR's method o f  ~non i  t o r i n g  

p rope r t y  va lua t ions .  

The Department 's c o n s t r u c t i o n  c o s t  system i s  inadequate. A  c o n s t r u c t i o n  

c o s t  system generates cos t-based va l  ua t i ons  p r i m a r i l y  f o r  

comlnerc ia l / i naus t r ia l  p rope r t y  based on such f a c t o r s  as ma te r i a l s ,  

l o c a t i o n  and s ize.  The e x i s t i n g  syste~n, o r i g i n a l l y  developed i n  t h e  mid  

1960s, i s  ou tda ted  and has generated va lua t i ons  t h a t  are s u b s t a n t i a l l y  

l e s s  than  market values. An updated system i s  c u r r e n t l y  be ing  developed 

by DOR i n  coopera t ion  w i t t l  the  county assessors, however, l a c k  o f  

resources may h inde r  i t s  development and use. For example, DOR 



l a c k s  s u f f i c i e n t  resources t o  conduct a  reappra isa l  o f  a l l  

commerci a1 / i n d u s t r i  a1 p rope r t i es .  Th i s  r eapp ra i sa l  i s  necessary t o  ensure 

t h a t  r e l i a b l e  data i s  used i n  t he  new system. Fur ther ,  t he  system w i l l  

have t o  be p e r i o d i c a l l y  updated w i t h  new c o s t  da ta  t o  remain e f f e c t i v e .  

Because accura te  va lua t i ons  a re  essen t i a l ,  fund ing  f o r  t he  development and 

implementat ion o f  a  new c o n s t r u c t i o n  c o s t  system, i n c l u d i n g  reapp ra i sa l s  

and p e r i o d i c  updates, should be cons idered by t h e  Leg i s l a tu re .  

Equal i z a t i o n  a u t h o r i t y  needs c l a r i f i c a t i o n .  Confusion e x i s t s  because b o t h  

t h e  Department o f  Revenue anci t he  Board o f  Tax Appeals appear t o  have 

equal i z a t i o n  a u t h o r i t y  by s t a t u t e .  A 1985 Maricopa County Cour t  d e c i s i o n  

p o i n t e d  o u t  t h i s  con fus ion  and upheld DORIS a u t h o r i t y  t o  i s sue  v a l u a t i o n  

d i r e c t i v e s  by v o i d i n g  f o u r  Board equal i z a t i o n  orders .  However, t h e  Board 

o f  Tax Appeal s  has appealed t h i s  dec is ion .  Because DOR has more resources 

t o  devote t o  e q u a l i z a t i o n  a n a l y s i s  and research, i t  i s  b e t t e r  s u i t e d  t o  

c a r r y  o u t  t h e  equal i z a t i o n  f unc t i on .  Therefore,  the  L e g i s l a t u r e  should 

cons ider  c l a r i f y i n g  equal i z a t i o n  a u t h o r i t y  by g i v i n g  DOR f u l l  e q u a l i z a t i o n  

a u t h o r i t y ,  w h i l e  r e t a i n i n g  t he  power t o  hear and dec ide appeals i n  t he  

Board o f  Tax Appeals. 

County Assessors may l a c k  conf idence i n  D(jR's sa les  r a t i o  s tud ies  as a 

r e s u l t  o f  i n s u f f i c i e n t  invo lvement  i n  t h e i r  development and use. DOR uses 

these s tud ies  t o  mon i t o r  the accuracy o t  v a l u a t i o n s  by measuring the  

r e l a t i o n s h i p  be t t~een  app ra i sa l  s  and market  va l  ue. Based on these s tud ies ,  

DOR e s t a b l  i shes adjustment f a c t o r s  f o r  those p rope r t y  c l  asses w i t h i n  a  

county  t h a t  a r e  n o t  appra ised  near  market value. Increased cooperd t ion  

between t he  assessors and DOR regard ing  t he  p repa ra t i on  and use o f  sa les  

r a t i o  s t u d i e s  may s t reng then  re1  a t i o n s  and inc rease  conf idence i n  t h e  

s tud ies .  Fur ther ,  DOR should cons ider  supplementing sa les  r a t i o  s tud ies  

w i t h  o n - s i t e  app ra i sa l s  when sa les  da ta  i s  inadequate. I n  a d d i t i o n ,  t h e  

t ime  frame f o r  a d j u s t i n g  assessRents based on DOR f a c t o r s  may be 

i n s u f f i c i e n t  t o  ensure e q u i t y  between pa rce l s  w i t h i n  c lasses. Th i s  i s  

because assessors h i s t o r i c a l l y  have n o t  haa enough t i n e  t o  determine where 

s p e c i f i c  v a l u a t i o n  adjustments need t o  be made. Instead,  ad justment  

f a c t o r s  have gene ra l l y  been a p p l i e d  across-the-board f o r  c e r t a i n  c lasses  

o f  p roper ty .  While t h i s  addresses un i  f o m i t y  among c lasses  and among 



count ies,  i t  can perpetuate i n e q u i t y  among parce l  s. Therefore,  

a1 t e r n a t i v e s  t o  t h e  c u r r e n t  t ime  schedule shou ld  be cons idered  t o  address 

these problems. Opt ions i n c l  ude : 

e Apply ing adjustment f a c t o r s  t o  the  f o l l o w i n g  y e a r ' s  va lua t i ons  

i n s t e a d  of  t h e  c u r r e n t  y e a r ' s .  

e Basing ad justment  f a c t o r s  on p r i o r  y e a r s '  va lua t ions .  

Moving dead l ines  f o r  p r e l i m i n a r y  v a l u a t i o n s  t o  an e a r l i e r  date. 
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INTRCDUCTION AND BACKGROUND 

The Of f ice o f  t he  A u d i t o r  General has conducted a  l i m i t e d  rev iew o f  t h e  

Department o f  Revenue (DOR), Proper ty  and Spec ia l  Tax D i v i s i o n .  Th i s  

r ev i ew  was conducted i n  response t o  a  January 21, 1986, r e s o l u t i o n  o f  t h e  

J o i n t  L e g i s l a t i v e  Overs ight  Committee, and i n  accordance w i t h  Ar izona 

Revised S ta tu tes  §§41-2351 through 41 -2379. 

A r i zona ' s  Proper ty  Tax System 

Three e n t i  t i e s  adm in i s te r  A r i zona ' s  p rope r t y  t a x  system. DOR's P rope r t y  

and Specia l  Tax D i v i s i o n  i s  r espons ib l e  f o r  general  o v e r s i g h t  o f  t h e  

system. The S ta te  Board of Tax Appeals has f u l l  power t o  equa l i ze  t he  

v a l u a t i o n  o f  a l l  p rope r t y  th roughout  t h e  S ta te ,  and t o  hear  and dec ide a l l  

appeals r e s u l t i n g  f rom Depa r t r~en t  o f  Revenue dec is ions .  County assessors, 

who a r e  s t a t u t o r i l y  des ignated as deputy d i r e c t o r s  o f  t h e  Department o f  

Revenue f o r  S t a t e  p rope r t y  t a x  purposes, a re  respons ib l e  f o r  de te rmin ing  

t h e  v a l u a t i o n  o f  a l l  l o c a l l y  assessed p rope r t y  w i t h i n  t h e i r  coun t ies .  

The Proper ty  and Spec ia l  Tax D i v i s i o n  exerc ises  general supe rv i s i on  over  

A r i zona ' s  p rope r t y  t a x  laws t o  ensure t h a t  a l l  p rope r t y  i s  u n i f o r m l y  

v a l  ued f o r  S t a t e  p rope r t y  t a x  purposes. Proper ty  app ra i sa l  d u t i e s  a re  

d i v i d e d  between t he  S t a t e  and coun t ies ,  w i t h  t h e  m a j o r i t y  o f  p rope r t y  

be ing  appra ised by t h e  county  assessors. Tne D i v i s i o n  va l  ues c e n t r a l  l y  

assessed p r o p e r t i e s  ( i .e. ,  u t i l i t i e s ,  communication companies, r a i l r o a d s ,  

p i  pe l  i nes  and nli n i n g  p r o p e r t i e s ) .  County assessors, are respons ib l e  f o r  

app ra i sa l  o f  1  oca l  l y  assessed p r o p e r t i e s  ( i  . e. , vacant  1  and, r e s i  d e n t i  a1 , 
and commercial and i n d u s t r i  a1 c l  asses). 

The Proper ty  and Speci a1 Tax D i v i s i o n  superv i  ses t h e  assessors ' a p p r a i s a l  

a c t i v i t i e s  by:  

adop t ing  s tandard appra isa l  methods and teckrniques, 

p repa r i ng  and m a i n t a i n i n g  manuals and a  c o n s t r u c t i o n  c o s t  system, 

e per forming a u d i t s  , 



educat ing and t r a i n i n g  county assessor s t a f f ,  and 

0 coord ina t i ng  data processing a c t i v i t i e s .  

In add i t ion ,  the D i v i s i o n  provides appraisal  assistance t o  county 

assessors through reg iona l  representat ives.  Assistance cons i s t s  o f  a i d  on 

complex appraisals ,  rev iew o f  va lua t i on  changes, and review o f  new 

pol i c i e s  and procedures w i t h  the  assessors. D i v i s i o n  personnel a1 so 

prepare and present  cases t o  the  var ious  appeal boards. 

S t a f f i n g  And Budget - For f i s c a l  yea r  1985-86, t h e  Property  and Special  

Tax D i v i s i o n  was author ized 80 f u l l - t i m e  equ iva len t  (FTE) posi t ions,  

al though e i g h t  of these were n o t  funded. The D i v i s i o n  has an approved 

General Fund budget of $2,734,500. Table 1  shows actual  expenditures f o r  

f i s c a l  yea r  1983-84, est imated expenditures f o r  f i s c a l  yea r  1984-85, and 

the approved budget f o r  f i s c a l  year  1985-86. 

FTE P o s i t i o n s  

TABLE 1 

DOR PROPERTY AND SPECIAL TAX DIVISION 

ACTUAL EXPENDITURES 

FISCAL YEARS 1983-84 AND 1984-85 

AND BUDGET FOR FISCAL YEAR 1585-86 

(UNAUDITED) 

Actua l  Ac tua l  Approved 
1 983-1 984 1584-1 985 1985-1 586 

Expendi t u res :  
Personal  Serv ices  $1,727,800 $1,692,400 $1,897,300 
Employee Rela ted 366,600 367,400 398,600 
P ro fess iona l  And 

Ou ts ide  Serv ices  332,100 175,000 226,200 
Trave l  

I n  S t a t e  88,200 72,200 100,000 
Out O f  S t a t e  12,500 11,200 15,500 

Other  Operat ing  82,100 109,100 57,500 
Equi prnent 8,200 1,200 9,400 

OPERATION SUBTOTAL 2,617,500 2,428,500 2,704,500 

ADOT Mapping Serv ice  30,000 30,000 30,000 
Omnibus Tax R e l i e f  350,000 
R a i l r o a d  Tax Claims 

Se t t l emen t  6,409,000 

TOTAL $2,647,500 $9.21 7,500 42,734.500 

E i g h t  o f  these p o s i t i o n s  were n o t  funded. 

Source: S t a t e  o f  Ar izona App rop r i a t i ons  Report  1985-86, and DOR Budget 
Request 1986-87 
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S c o ~ e  o f  t he  A u d i t  

Our a u d i t  o f  t he  Department o f  Revenue, Proper ty  and Specia l  Tax D i v i s i o n  

was a  l i m i t e d  review. It focused on t h e  r e l a t i o n s h i p  o f  t h e  va r i ous  

e n t i t i e s  i n v o l v e d  i n  t h e  a d m i n i s t r a t i o n  o f  t he  S t a t e ' s  p rope r t y  t a x  systern 

and t h e  use o f  sa les  r a t i o  s tud ies .  S p e c i f i c a l l y ,  d e t a i l e d  work was 

conducted on t he  adequacy of  DOR's c o n s t r u c t i o n  c o s t  system, t he  c l a r i t y  

o f  e q u a l i z a t i o n  a u t h o r i t y ,  and DOR's use o f  sa les  r a t i o  s tud ies .  

Several s i g n i f i c a n t  s t ud ies  have been completed du r i ng  t he  l a s t  f o u r  yea rs  

on A r i zona ' s  p rope r t y  t a x  system. 

9-82 - "Study of Land Va lua t i on  Issues"  by t h e  I n t e r n a t i o n a l  

Assoc ia t ion  o f  Assessing O f f i c e r s  

1-83 - "Toward F u l l  Cash Value" by the  Governor 's Task Force on 

Assessment P rac t i ces  

5-85 - A cash equiva lency study on Commercial P roper ty  i n  biaricopa 

County by Joseph M. Dav is  and Assoc ia tes 

6-85 - "F ina l  Report  on E q u a l i z a t i o n  o f  Commercial and I n d u s t r i a l  

Real Proper ty  Assessments i n  t h e  S t a t e  o f  Ar i zona"  by Ronald 

B. Welch and Rober t  H. Gustafson 

We reviewed each o f  these s t u d i e s  d u r i n g  our  a u d i t .  S ince these r e p o r t s  

addressed many o f  t h e  c u r r e n t  t o p i c s  o f  i n t e r e s t ,  we were a b l e  t o  l i m i t  

ou r  review. I n  a d d i t i o n ,  they  p rov ided  i n f o r m a t i o n  t h a t  we i nco rpo ra ted  

i n t o  ou r  r epo r t .  I n  general ,  these s tud ies  form a  va luab le  framework f o r  

s t reng then ing  Ar izona 's  Proper ty  Tax system. 

The A u d i t o r  General and s t a f f  express app rec ia t i on  t o  t he  D i r e c t o r  o f  DOR 

and t he  s t a f f  o f  t he  Proper ty  and Specia l  Tax D i v i s i o n  f o r  t h e i r  

coopera t ion  and ass is tance  d u r i n g  t h e  course o f  our  review. 



FINDING 

IMPROVEMENTS CAN BE MADE I N  THE PROPERTY TAX DIVISION 

The Department o f  Revenue (DOR), P rope r t y  and Spec ia l  Tax D i v i s i o n  i s  

general  l y  e f f ec t i ve ,  however, some improvements are needed. The 

D i v i s i o n ' s  c u r r e n t  system f o r  v a l u i n g  p rope r t y  based on c o s t s  i s  

outdated. A1 so, s t a t u t e s  on u n i f o r m i t y  and equal i z a t i o n  a re  unc lea r  and 

have l e d  t o  confus ion.  I n  a d d i t i o n ,  county  assessors l a c k  con f idence  i n  

DOR's method o f  mon i t o r i ng  p rope r t y  v a l  ua t ions .  

Proper ty  Val u a t i o n s  Are Becoming More Uni form 

A r i z ~ n a  p rope r t y  v a l u a t i o n s  a re  moving toward g rea te r  u n i f o r m i t y .  

Un i f o rm i t y  i n  v a l u a t i o n s  i s  necessary t o  ensure t h a t  t h e  t ax  burden i s  

f a i r l y  d i s t r i b u t e d  and t o  p reven t  l awsu i t s .  Therefore,  DOR began t o  work 

toward t h i s  goal  more agg ress i ve l y  i n  1982. As a  r e s u l t ,  improvements i n  

Statewide u n i f o r m i t y  have been made ove r  t h e  l a s t  f i v e  years.  

Elecessity For  Uni form Val ua t i ons  - Ar izona needs un i f o rm  va l  ua t i ons  w i t h i n  

and among c lasses  o f  p rope r t y  and coun t i es  f o r  severa l  reasons. 

Un i fo r i i l i t y  w i t h i n  l e g a l  c lasses  i s  needed so S t a t e  g r a n t - i n - a i d  t o  school 

d i s t r i c t s  i s  d i s t r i b u t e d  f a i r l y .  E q u a l i z a t i o n  w i t h i n  coun t i es  i s  a l s o  

r e q u i r e d  f o r  county  a i d  prosrams f o r  school d i s t r i c t s .  S ta te  a i d  f o r  

l o c a l  government se rv i ces  i s  a l s o  based on assessed values. E q u a l i z a t i o n  

among c lasses  i s  needed so t he  t a x  burden i s  n o t  u n f a i r l y  s t l i  f t e d  f rom 

underval  ued c l  asses o f  p rope r t i es .  

I n  a d d i t i o n ,  t h e  Federal  R a i l r o a d  Revi t a l  i z a t i o n  and Regulatory  Reform A c t  

o f  1976 p r o t e c t s  r a i l  roads, a i r 1  i n e s  and motor c a r r i e r s  f rom excess ive  

t axa t i on .  Federal  1  aw general l y  p r o t e c t s  i n t e r s t a t e  t r a n s p o r t a t i o n  

companies from p rope r t y  t a x  burdens g r e a t e r  t han  owners o f  o t h e r  

coinrnercial and i n d u s t r i  a1 p roper ty .  Noncompl i ance w i t h  Federal  1  aw c o u l d  

r e s u l  t i n  se r i ous  consequences i f  l o c a l l y  assessed commercial and 

i n d u s t r i  a1 p r o p e r t i e s  were underval  ued w i t h  r espec t  t o  c e n t r a l  l y  v a l  lied 



ra i l road  and a i r l i n e  propert ies.  For example, $7 million had to  be 

appropriated f o r  f i sca l  year  1984-1985 t o  pay ra i l roads  a cour t  set t lement 
on overpaid property taxes. Similar act ions a r e  being considered by other 

S t a t e  property owners contending property tax discrimination. If  loca l ly  
assessed commerci a1 and indust r i  a1 propert ies continue to  be underval ued, 

mil 1 ions of additional do1 1 a r s  could be l o s t .  

Improvements Have Been Made - The Department of Revenue has r~ade important 

s t r i d e s  toward ensuring uniformity among property val ues in Arizona. In 

1979, DOR began using s a l e s  ra t io*  s tudies  t o  monitor local assessment 

performance i n  order t o  achieve uniformity. Beginning i n  1982, DOR 

adopted a more aggressive stance to  ensure uniformity among c lasses  of 

proper t ies  w i t h i n  counties and among counties. As a r e s u l t ,  i f  a county's 

property valuations a re  not a t  acceptable l eve l s  DOR d i r ec t s  the county 

assessor to  apply f ac to r s  t o  t h e i r  valuations t o  meet the  required 

standard. 

In 1985, two nationally known property tax experts  noted t h a t  Arizona 

appears t o  have made considerable progress i n  the  area of equalizing 
property val ues. ** In addit ion,  these two exper ts  predicted t h a t  Arizona 

wil l  be ranked among the  bes t ,  i f  not  the bes t ,  i n  the  nation i n  the 1987 
Census of Governments f o r  intercounty coef f i c ien t s  of dispersion*** fo r  

simi 1 a r l y  c l a s s i f i ed  property. In f a c t ,  DOR s t a f f  have been national ly  

recognized .for t h e i r  accomplishments in the property tax f i e l d .  The 

Department and i t s  s t a f f  have received three awards from the  International 

* Sales r a t i o  i s  appraised value divided by the sa les  price. 
Increasing sa les  r a t i o s  indicate  t h a t  val uations a r e  approaching 
market value. DOR considers a sa les  r a t i o  of 50 percent to 
approximate the point  a t  which nominal s a l e s  pr ice  equals f u l l  cash 
val ue. 

** \/el ch and Gustafson, "Equal iza t ion of Commerci a1 and Industri a1 Real 
Property Assessments i n  the  S t a t e  of Arizona," June 1985 

*** The coe f f i c i en t  of dispersion shows the var ia t ion o t  a group of s a l e s  
r a t i o s  around t h e i r  median. According t o  a DOR o f f i c i a l ,  a 
coe f f i c i en t  of dispersion l e s s  than .25 i s  acceptable fo r  commercial 
property. For res ident ia l  property, .1 t o  .15 i s  a c c e p t a ~ l e .  



Assoc ia t ion  o f  Assessing O f f i c e r s  (IAAO) s i nce  1981, i n  r e c o g n i t i o n  of  

t h e i r  e f f o r t s  t o  improve assessment a d m i n i s t r a t i o n  i n  Arizona. Fur ther ,  

t h e  DOR employee respons ib l e  f o r  t h e  des ign and maintenance o f  sa les  r a t i o  

s t u d i e s  i n  Ar izona i s  a  n a t i o n a l l y  recognized e x p e r t  i n  sa les  r a t i o  

s t u d i e s  and has authored severa l  assessment-related pub1 i c a t i o n s .  

Improvements i n  Statewide u n i f o r m i t y  have been made f o r  a l l  p rope r t y  

c lasses  ove r  the  l a s t  f i v e  years.  Median sa les  r a t i o s  have improved, 

moving c l o s e r  t o  80 percent,  as shown i n  F igu re  1. I n  a d d i t i o n ,  

c o e f f i c i e n t s  o f  d i s p e r s i o n  have been moving toward more accept i tb le l e v e l s  

ove r  t h e  p a s t  f i v e  years,  as shown i n  F igu re  2. These F igu res  i n d i c a t e  a  

f i ve -year  t r e n d  t h a t  p rope r t y  v a l u a t i o n s  a re  moving c l o s e r  t o  market va lue  

and a r e  more uni form. 

Cons t ruc t i on  Cost  System 
I s  Inadequate 

The P rope r t y  Tax D i v i s i o n  l a c k s  an updated c o n s t r u c t i o n  c o s t  system. A 

new c o n s t r u c t i o n  c o s t  system was purchased, b u t  due t o  problems w i t h  

imp1 ementation, was never used. A1 though e f f o r t s  t o  develop an acceptable 

system a re  c u r r e n t l y  under way, l a c k  of  resources may h inde r  i t s  

devel  opment and use. 

A c o n s t r u c t i o n  c o s t  system i s  e s s e n t i a l ,  e s p e c i a l l y  f o r  

commercial / i n d u s t r i a l  p rope r t i es .  Such a  system a1 1  ows appra isers  t o  

va lue  b u i l d i n g s  based on c o s t  da ta  r 2 l a t i n g  t o  such f a c t o r s  as ma te r i a l s ,  

qua1 i ty, 1  oca t ion ,  c o n d i t i o n  and s ize .  F ie1  d  app ra i se rs  ga ther  s p e c i f i c  

i n f o rma t i on  on a b u i l d i n g  and i n p u t  i t  i n t o  t h e  system, which generates a  

v a l  ua t ion .  With t h e  c u r r e n t  use of  t he  c o s t  method f o r  

cornmerc ia l / indust r i  a1 va l  uat ions,  a  c o n s t r u c t i o n  c o s t  system v i i  t h  c u r r e n t  

c o s t  da ta  and p rope r t y  i n f o r m a t i o n  i s  e s s e n t i a l  t o  determine accurate,  

f u l l  cash v a l  uat ions.  
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Cons t ruc t i on  Cost  System Purchased But  Never Used - DOR c o n t r a c t e d  f o r  a  

new c o n s t r u c t i o n  c o s t  system which was e v e n t u a l l y  abandoned. DOR and two 

1 e g i s l a t i v e  i n v e s t i g a t i o n s  revea led  t h a t  t he  Department 's c o n s t r u c t i o n  

c o s t  system, o r i g i n a l l y  developed i n  t h e  mid  1960s, was n o t  genera t ing  

e q u i t a b l e  v a l  uat ions.*  Therefore, t he  purchase o f  a  new commercial l y  

developed c o n s t r u c t i o n  c o s t  system was cons idered  i n  1981. A f t e r  

e v a l u a t i o n  of  a l l  t i m e l y  submi t ted proposals,  t h e  E.H. Boeckh Company was 

awarded t he  c o n t r a c t  t o  develop a new c o n s t r u c t i o n  c o s t  system. The 

Department p a i d  $253,950 f o r  t h i s  system i n  f i s c a l  y e a r  1982-83. However, 

severa l  problems were d iscovered  a f t e r  t e s t s  were r u n  on t h e  new system. 

Extens ive m o d i f i c a t i o n  t o  t he  system would be r e q u i r e d  t o  

f a c i l  i t a t e  i t s  use. 

0 A concer ted  t r a i n i n g  e f f o r t  would be r e q u i r e d  t o  q u a l i f y  

Department and county  appra isers  t o  use t h e  system. 

0 Some o f  the  c o s t  values generated by t he  system were n o t  

c o n s i s t e n t  w i t h  l o c a l  market c o n s t r u c t i o n  cos ts .  

I n  a d d i t i o n ,  t he  system was very  conlplex and took f a r  more t ime t o  

generate assessments than  t h e  system i t  was t o  rep lace .  Furthermore, t h e  

county  assessors were r e l u c t a n t  t o  use t h i s  new systeln because, i n  t h e i r  

op in i on ,  i t  was n o t  adequately t a i l o r e d  t o  Ar izona and c o n s t r u c t i o n  

methods used i n  Ar izona. Consequently, i n  1985 t h e  Department decided n o t  

t o  implement t h i s  Boeckh system due t o  t h e  many problems i d e n t i f i e d .  

* According t o  a  1983 Governor 's Task Force Report  on Assessment 
Prac t i ces ,  commercial and i n d u s t r i a l  va lues a r e  low because o f  t h e  
an t i qua ted  rnodel used f o r  c o s t  method app ra i sa l s .  As a r e s u l t ,  t he  
e x i s t i n g  system has c rea ted  v a l u a t i o n  problems and r e s u l  t e d  i n  
cost -generated va l  ue es t imates  t h a t  are s u b s t a n t i a l  l y  l e s s  than rrlarket 
v a l  ues. 



System Under Development May Be Hindered By Lack O f  Resources - Although 

development o f  an updated c o n s t r u c t i o n  c o s t  system i s  be ing  undertaken, 

resources may n o t  be adequate t o  implement t he  system. Present ly ,  a 

committee c o n s i s t i n g  o f  county  assessors and DOR personnel has been formed 

t o  address t h e  development o f  a system. Th is  new system w i l l  i n t e g r a t e  

p a r t s  o f  t he  Boeckh system, DOR's c u r r e n t  system, and i n p u t  f rom DOR's 

t echn i c i ans  and the  county  assessors. Add i t i ona l  funds are needed t o  

develop and irnple~nent t h i s  new system. I n  t h e  1986-87 budget $980,000 was 

requested f o r  tiii s new system. The b u l  k of  these funds i s  f o r  p ro  y rammi ng 

t h e  automated p o r t i o n  o f  t h e  system. 

However, even if t h i s  money were appropr ia ted ,  a d d i t i o n a l  resources woul d 

be necessary t o  implement t h e  new system. A l l  p r o p e r t i e s  would need t o  be 

reappra ised  under t he  new c o s t  system t o  ensure t h a t  t h e i r  proper  

c h a r a c t e r i s t i c s  were inc luded.  F a i l u r e  t o  do t h i s  would r e s u l t  i n  

i naccu ra te  v a l  uat ions.  It appears t h a t  most county  assessors 1 ack t he  

resources t o  undertake t h e  needed comprehensive review. Al though t h e  

Department i s  aware of  t h e  need f o r  r eapp ra i sa l ,  i t  a1 so c u r r e n t l y  l a c k s  

t h e  resources t o  accompl ish t h i s  reexaminat ion. The L e g i s l a t u r e  approved 

e i g h t  f u l l - t i m e  e q u i v a l e n t  (FTE) p o s i t i o n s  f o r  t h i s  purpose i n  f i s c a l  yea r  

1985-86, b u t  no fund ing  was provided. 

:loreover, GOR may l a c k  t h e  resources t o  make necessary r e v i s i o n s  i n  the  

f u tu re .  Cons t ruc t ion  c o s t  systems should be m o d i f i e d  w i t h  updated c o s t  

da ta  a t  l e a s t  annual ly ,  t o  r e f l e c t  changes i n  c o n s t r u c t i o n  methoas and 

costs .  Presen t l y ,  t h e  D i v i s i o n  has one FTE respons ib l e  f o r  upda t ing  t h e  

system. The D i v i s i o n  requested two FTEs i n  t he  1986-87 budget reques t  t o  

a s s i s t  i n  upda t ing  t h e  c o s t  data. However, t h i s  upda t ing  i s  mere ly  an 

across t he  board percentifge adjustment a p p l i e a  t o  c o s t  data. The 

ad justment  f a c t o r  f o r  t h e  1986 t a x  r o l l  i s  155 pe rcen t  dnd w i l l  be a p p l i e d  

t o  1978 c o s t  data. Use o f  across t he  board f a c t o r s  o f  s u c t ~  a magnitude i s  

gene ra l l y  inaccurate.  For  example, i f  a square f o o t  o f  cement c o s t  $1 i n  

1978, DOR would use a 19% c o s t  o f  $1.55. The ac tua l  c o s t  o f  cement nay 

be s i g n i f i c a n t l y  d i f f e r e n t .  The system w i l l  become obso le te  un less  

c u r r e n t  c o s t  da ta  i s  i nco rpo ra ted  i n t o  the  system annua l l y .  Th is  cou ld  be 

done by DOR o r  a c o n t r a c t  se rv ice .  



Equal iza t ion Authori ty  
Needs C l  a r i  f i ca t ion  

Equal iza t ion authori ty needs cl a r i  f i ca t ion .  S ta tu tes  appear to pl ace 

equalizat ion author i ty  under both the  S t a t e  Board of Tax Appeals and The 
Department of Revenue. T h i s  has created confusion i n  ro les  and 

r e spons ib i l i t i e s ,  and may s t r a i n  r e l a t i ons  between t h e  two agencies. 

Equal iza t ion i s  not  defined i n  the s t a tu tes .  However, equal izat ion is 

defined by the  IAAO as: 

. . . the process by which an appropriate governmental 
body attempts t o  ensure t h a t  a l l  the  property under i t s  
ju r i sd ic t ion  i s  assessed a t  the same assessment r a t i o  
o r  a t  the  r a t i o  o r  r a t i o s  required by law. 

IAAO fur the r  s t a t e s  t h a t  the power t h a t  defines an equalizat ion body is: 

. . . the author i ty  t o  apply a f l a t ,  across-the-board 
fac to r  adjustment to the assessments on a l l  the 
propert ies i n  a group concerning which an assessment 
b ias  has been discovered. 

By s t a t u t e ,  equal iza t ion duthori ty appears to be placed under tne Board of 
Tax Appeals and the  Department of Revenue. Arizona Revised S ta tu tes  
( A .  R. S. ) $42-1 71 reads: 

The board [of Tax Appeals] shall  have fu l l  power to  
equalize the  valuation of a l l  property throughout the  
s t a t e  and t o  hear and decide a1 1 appeals from decisions 
of the  dqar tment  of revenue. 

Under A.  R. S. $42-1 41 , the Department of Revenue is  charged tri t h  ensuring 
t h a t  a l l  property is  uniformly valued fo r  s t a t e  property tax  purposes. 
According to  A .  R. S. $42-1 41 , the Departnent shal l  : 

. . . exercise general supervision over county assessors i n  the  
administration of tne  s t a t e  property tax laws of tile s t d t e  for  
the purpose of insuring t h a t  a1 1 property i s  uniformly valued f o r  
s t a t e  property tax purposes. 



DOR ensures un i f o r rn i t y  o f  va lues through t h e  use of adjustment f a c t o r s  

based on assessment r a t i o s .  H i s t o r i c a l  ly, DOR ' s  ad justment  f a c t o r s  have 

general  l y  been appl i e d  by County assessors across-the-board. DOR' s  

s t a t u t o r y  a u t h o r i t y  t o  ensure u n i f o r m i t y  and DOR's use o f  ad justment  

f a c t o r s  i m p l i e s  e q u a l i z a t i o n  as de f i ned  by t h e  IAAO. 

Th is  l a c k  o f  c l a r i t y  i n  e q u a l i z a t i o n  a u t h o r i t y  has l e d  t o  con fus ion  ove r  

r o l e s  and r e s p o n s i b i l i t i e s ,  and may have s t r a i n e d  r e l a t i o n s h i p s .  Th is  

con fus ion  i s  e x e m p l i f i e d  by  a 1985 c o u r t  a c t i o n  b rough t  by t h e  Department 

of  Revenue aga ins t  the  Board of Tax Appeals i n  the  Qlar icopa County 

Super io r  Court, i n  which t h e  Cour t  upheld DOR's a u t h o r i t y  t o  i s sue  

v a l u a t i o n  d i r e c t i v e s  based on i t s  own guide1 ines.  DOR c la imed t h a t  f o u r  

1985 Board e q u a l i z a t i o n  o r d e r s  were o u t s i d e  t h e  Board 's  a u t h o r i t y .  The 

equal i z a t i o n  o rders  i n s t r u c t e d  f o u r  coun t i es  t o  ignore  the market 

ad justment  f a c t o r s  i n  t h e  Department 's d i r e c t i v e s  dated December 31, 

1984. The C o u r t ' s  d e c i s i o n  vo ided t he  f o u r  e q u a l i z a t i o n  o rders  i n  

quest ion.  The B o a r 6  o f  Tax Appeals has appealed t h i s  dec is ion .  The 

d e c i s i o n  s t a t e d  t h a t :  

If the  Board has [ t h e  power t o  r e j e c t  t he  g u i d e l i n e s  
and d i r e c t i v e s  o f  t h e  Depar tnent  . . . and determine 
f o r  i t s e l f ,  by i t s  o w  methods, what f u l l  cash va lue  
i s ] ,  we would have .to assume t h a t  t h e  l e g i s l a t u r e  has 
empowered Vdo s t a t e  agencies t o  per form t h e  same task .  
Th is  would c r e a t e  a  confused and redundant system o f  
t a x a t i o n .  The case be fo re  t h i s  Cou r t  shows t he  e f f e c t  
of  such con fus ion  when coun t i es  a r e  sub jec ted  t o  
c o n t r a d i c t o r y  e d i c t s  f rom t x o  s t a t e  agencies. 

The Department o f  Revenue i s  b e s t  s u i t e d  t o  c a r r y  o u t  t h e  e q u a l i z a t i o n  

f u n c t i o n  i n  Arizona. DOR has s i g n i f i c a n t l y  more resources devoted t o  t he  

p r o p e r t y  t a x  area than  t h e  Board o f  Tax Appeals. The Board c u r r e n t l y  has 

a  t o t a l  s t a f f  o f  s i x  FTEs, i n c l u d i n g  t h r e e  p rope r t y  appra isers .  DCR 

c u r r e n t l y  has a t  l e a s t  40 p rope r t y  app ra i se r  and examiner p o s i t i o n s  o u t  o f  

a  t o t a l  o f  72 FTEs. The process o f  e q u a l i z a t i o n  r e q u i r e s  cons iderab le  

a n a l y s i s  and research, which r e q u i r e s  s t a f f  resources. Therefore,  f o r  t h e  

Board t o  e f f e c t i v e l y  per form e q u a l i z a t i o n  f unc t i ons ,  i t s  resources ~ i o u l  d 

have t o  be s i g n i f i c a n t l y  increased. Th i s  c o u l d  l e d d  t o  d u p l i c a t i o n  o f  

e f f o r t  between t he  Board and DGR. 



If e q u a l i z a t i o n  a u t h o r i t y  i s  p laced  under DOR, an avenue f o r  assessors and 

p rope r t y  owners t o  cha l l enge  DOR a c t i o n s  i s  s t i l l  needed. The Board o f  

Tax Appeals can e f f e c t i v e l y  p rov ide  f o r  t h i s ,  w i t h o u t  t h e  need f o r  c o u r t  

ac t i on .  E x i s t i n g  s t a t u t e s  g i v e  t h e  Board t h e  f u l l  power t o  "hear and 

dec ide a l l  appeals f rom dec i s i ons  o f  t he  department o f  revenue." However, 

i n  o r d e r  t o  e l  i m i n a t e  e x i s t i n g  con fus ion  ove r  equal i z a t i o n  a u t h o r i t y  , t h e  

power t o  ". . . equa l i ze  t he  v a l u a t i o n  o f  a l l  p rope r t y  throughout  the  

s t a t e  . . ." shou ld  be taken f rom t h e  Board and g i ven  t o  t h e  Department. 

The Board shou ld  r e t a i n  f u l l  a u t h o r i t y  t o  rev iew the  Department 's 

e q u a l i z a t i o n  o rde rs  f o r  compliance w i t h  t h e  law i f  so requested by a  

county.  House B i l l  2332 c u r r e n t l y  be ing  cons idered by t he  L e g i s l a t u r e  

p laces  e q u a l i z a t i o n  a u t h o r i t y  under DOR. 

County Assessors Lack Confidence 
I n  Sales 2 a t i o  S tud ies  

Assessors l a c k  conf idence i n  DOR's sa les  r a t i o  s tud ies.  Th i s  may be due 

t o  inadequate assessor invo lvement  i n  t h e  development and use o f  t h e  

s tud ies .  Furthermore, assessors expressed concern over  i n s u f f i c i e n t  t ime  

t o  adequately implement DOR f a c t o r s  and make adjustments  based on sa les  

r a t i o  s tud ies .  

DOR uses sa les  r a t i o  s tud ies  t o  mon i t o r  whether v a l u a t i o n s  o f  p rope r t y  

c lasses  a re  equal w i t h i n  coun t i es  and among coun t i es  i n  Arizona. DOR's 

sa les  r a t i o  s tud ies  mon i to r  va lua t i ons  by measuring t he  r e l a t i o n s h i p  

between a p p r a i s a l s  and market  values. T i e  da ta  f o r  market  va lues come 

from sa les  p r i c e s  r e p o r t e d  on A f f i d a v i t s  o f  Real P rope r t y  Value. The 

a p p r a i s a l s  o f  these p r o p e r t i e s  a r e  t h e  v a l u a t i o n s  s e t  b y  t h e  county  

assessors. From sa l  es r a t i o  in format ion,  DOR es tab l  i s h e s  adjustment 

f a c t o r s  f o r  those  c lasses  o f  p r o p e r t i e s  w i t h i n  a  county  t h a t  a r e  appra ised  

be1 ow o r  above market  va l  ue. * 

* Market va lue  i s  s e t  by DOR a t  a  t a r g e t  r a t i o  o f  80 pe rcen t  o f  nominal 
sa les  p r i ce .  For  example, i f  an average p rope r t y  i n  a  c l a s s  s e l l s  f o r  
$100,000, v a l u a t i o n s  i n  t h a t  c l a s s  should average $80,000. DOR se t s  
market  va lue  a t  t h i s  t a r g e t  r a t i o  t o  e l i m i n a t e  non-real  e s t a t e  
cons ide ra t i ons  from t h e  sa les  p r i c e ,  such as f i nanc ing  and personal 
p roper ty .  Th i s  i s  t o  a r r i v e  a t  s t a t u t o r i l y  r e q u i r e d  f u l l  cash value. 



Use of sales  ra t io  studies i s  a standard practice in property tax 

monitoring. Generally, property experts support the use of sales  r a t io  
studies. In fac t ,  a t  l eas t  40 s t a t e s  use sales  ra t io  studies in some 

manner. According to  the IAAO: 

"The uses of assessr!ient-ratio studies can be as 
w i  de-rangi ng as concerns about assessment dccuracy . 
Assessors use assessment-ratio studies to deterr~~ine the 
seed for a general reappraisal, .to establ i s h  p r io r i t i e s  
for reappraisal of selected groups of properties, to 
identify potential problems with appraisal procedures, 
to trend appraisal s between reappraisal s ,  to adjust 
sales  prices for time, and to  develop depreciation 
factors. " 

Inadequate Assessor Involvement - County assessors may generally lack 

confidence i n  sales r a t io  studies because of insuff ic ient  involvement in 
the i r  development and  use. For example, several county assessors express 

concern over the sales  data used in the sales  r a t i o  studies,  especially 
for the commerci al/industri a1 cl ass. Tiiey sometimes be1 ieve that  sal cs 

data may be insufficient for effect ive use in the studies. Examples of 
specific questions re1 ating to sales  data incl ude: 

Whether there are enough sales  in some classes and areas fo r  
valid rat ios  to  be possible, 

e Whether the sales  are  adequately screened and verified,  and 
Whether the sales  are properly grouped. 

Some of the assessors' concerns may be valid. For example, the concern 
tha t  there are insuff ic ient  sales  in some areas to support sales ra t io  
studies !nay be supported by consultants'  analyses. These experts point 
out the need to supplement sales r a t io  studies w i t h  actual on-site 

appraisals when suff ic ient  sales  data i s  lacking. I n  addition, i t  i s  
unclear whether DOR has suff ic ient  s ta f f  t o  screen and verify a l l  sales  

data.* I n  the summer of 1985 DOR agreed to  screen a l l  commercial sales  

* Screening of sales data i s  important to ensure tha t  sales included in 
the studies are valid arms length transactions. Further, sales with 
unique aspects such as inclusion of a large amount of personal 
property, or unusual creative financing may d i s to r t  the studies. Such 
sales need t o  be adjusted or discarded. 
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and assessors agreed t o  screen a1 1 r e s i d e n t i a l  sa les.  However, screening 

o f  sa les  i s  a  t ime  consuming a c t i v i t y .  Accord ing t o  a  DOR employee, i n  

t h e  p a s t  DOR s t a f f  d i d  c o m n e r c i a l / i n d u s t r i a l  sa les  screening as t ime 

permi t ted .  The D i r e c t o r  of  DOR s t a t e d  t h e  Department w i l l  meet i t s  

commitment t o  screen these sa les  i n  t h e  f u t u r e .  However, county  assessors 

a r e  concerned t h a t  DOR may n o t  have t h e  resources t o  do t h i s  sc reen ing  

t i m e l y  o r  adequately.  

Some of t h e  concerns assessors have may be due t o  a  l a c k  o f  communication 

between t h e  assessors and DOR. Th i s  i s  i n d i c a t e d  by t h e  f a c t  t h a t  

p rope r t y  t a x  expe r t s  g e n e r a l l y  have a h i g h  rega rd  f o r  DOR's sa les  r a t i o  

s tud ies .  Therefore,  c l o s e r  c o o r d i n a t i o n  between DOR and county  assessor 

s t a f f  may improve t h e  p repa ra t i on  and use o f  sa les  da ta  and sa les  r a t i o  

s tud ies .  Increased coopera t ion  may 1 ead t o  b e t t e r  r e1  a t i o n s  between t h e  

assessors and DOR, and g r e a t e r  conf idence i n  t h e  s tud ies .  

I n s u f f i c i e n t  Time To Respond To Fac to rs  And Appeals - Assessors i n d i c a t e  

t h a t  they  need more t ime  t o  adequately implement f a c t o r s  d e r i v e d  by DOR 

f rom t h e  r e s u l t s  of t he  sa les  r a t i o  s tud ies .  I n s u f f i c i e n t  t ime may 

perpe tua te  u n i f o r m i t y  problems w i t h i n  c lasses.  There a re  severa l  p o s s i b l e  

o p t i o n s  t o  i nc rease  t h e  t i m e  a v a i l a b l e  t o  implement adjustments. 

November 30 i s  t h e  dead l ine  f o r  coun t i es  t o  send t h e i r  v a l u a t i o n s  t o  DOR. 

DOR then completes i t s  sa les  r a t i o  r e p o r t s  and determines f a c t o r s  f o r  

coun t i es  where r a t i o s  i n d i c a t e  over-  o r  under-va luat ions.  The coun t i es  

must make adjustments based on these f a c t o r s  and send o i l t  a l l  p rope r t y  

v a l u a t i o n  n o t i c e s  by t h e  s t a t u t o r y  dead l ine  o f  February 1 .* 

A Gue t o  county  de lays i n  g e t t i n g  va lua t i ons  and a f f i d a v i t s  o f  s a l e  t o  
DOR, and DOK delays i n  comple t ing  sa les  r a t i o  s tud ies ,  t he  February 1 
dead l ine  has been missed by severa l  coun t i es  over  t he  p a s t  two years.  
I f  n o t i c e s  a r e  s e n t  o u t  l a t e  by count ies,  i t  reduces tile t ime  f o r  
taxpayer  appeals. A l l  appeals must be completed by d u l y  25. L a s t  
y e a r  t he  Board o f  Tax Appeals heard 4,000 cases. The coun t i es  and DOR 
need adequate t ime  t o  respond t o  these appeals. 



H i s t o r i c a l l y ,  due t o  t ime c o n s t r a i n t s ,  t l i e  system has n o t  a l lowed t h e  

coun t i es  t o  research and determine where s p e c i f i c  ad justments  need t o  be 

made. As a  r e s u l t ,  t he  f a c t o r s  have g e n e r a l l y  been a p p l i e d  across t h e  

board f o r  a f f e c t e d  c lasses  w i t h i n  market  areas o r  e n t i r e  coun t ies .  

Whi le t h i s  addresses t he  u n i f o r m i t y  and e q u a l i t y  between and among c lasses  

and count ies,  i t  does n o t  address t h e  u n i f o r m i t y  and e q u a l i t y  o f  one 

pa rce l  of  p r o p e r t y  t o  another  w i t h i n  a  c lass .  Due t o  county  assessors '  

l a c k  o f  conf idence i n  da ta  v a l i d i t y  and v e r i f i c a t i o n  o f  sa les,  t h e  

assessors would l i k e  t h e  t ime  t o  determine e x a c t l y  which p r o p e r t i e s  i n  a  

c l a s s  a re  i n a c c u r a t e l y  va lued  and a d j u s t  those  r a t h e r  than  app l y i ng  a  

percentage i nc rease  o r  decrease t o  a l l  p r o p e r t i e s  i n  t h a t  c lass .  I n  

a d d i t i o n ,  they  would l i k e  t o  be ab le  t o  app ly  f a c t o r s  t o  sma l l e r  areas 

such as neighborhoods o r  submarket areas. 

Time pressure c o u l d  be eased i f  DOR f a c t o r s  were a p p l i e d  t o  t h e  f o l l o w i n g  

y e a r ' s  va lua t i on ,  i ns tead  o f  t h e  c u r r e n t  y e a r ' s .  Th is  would g i v e  county  

assessors a lmost  a f u l l  y e a r  t o  app ly  DOR f a c t o r s  i n s t e a d  o f  j u s t  one 

month o r  l ess .  (House B i l l  2332 con ta ins  a p r o v i s i o n  p rov id i ng  f o r  

e q u a l i z a t i o n  o rde rs  and r e v i s i o n s  t o  be a p p l i e d  i n  t h e  f o l l o w i n g  t a x  

year .  An a1 t e r n a t i v e  t o  t h i s  W O U ~  d  be f o r  DCR t o  p r o v i  de m i  ayear f a c t o r s  

t o  coun t i es  du r i ng  t h e  course o f  a  year ,  based on p r i o r  yea rs  va lua t i ons .  

DOR a l ready  conducts sa les  r a t i o  s tud ies  f o u r  t iwes  per  year .  Another 

a l t e r n a t i v e  would be t o  s i inp ly  move t h e  dead l i ne  f o r  v a l u a t i o n s  w i n g  s e n t  

t o  DO2 f rom November 30 t o  an e a r l i e r  date. 

CONCLUSION 

A1 though DORIS p rope r t y  t a x  system i s  general  l y  work ing we1 1, severa l  

improvements cou l  d  inc rease  i t s  e f f i c i e n c y  and e f f ec t i veness .  The 

e x i s t i n g  c o n s t r u c t i o n  c o s t  systci i l  i s  outdated. S ta tu tes  r e l a t i n g  t o  

equal i z a t i o n  a u t k o r i  ty a r e  n o t  c l e a r .  Fur ther ,  county  assessors 1 ack 

conf idence i n  COR's sa les  r a t i o  s tud ies .  



RECOMMENDATIONS 

1. The Legislature shoul d consider funding for development and 

implementation of an updated construction cost system, incl u d i n g  

resources for  computer automation, reappraisal of a l l  properties and 
annual revision of the system. 

2.  The Legislature should consider g i v i n g  ful l  equalization authority 
to  DOR, while maintaining fu l l  authority to  hear and decide appeals 
i n  the Eoard of Tax Appeal s. 

3 -  DOR should more closely coordinate w i t h  county assessors on the 

preparation and use of sales  data and sales  r a t i o  studies. Further, 

DOR should consider the use of on-site appraisals, where 
appropriate, t o  supplement sales  r a t io  studies. 

4. Alternatives for increasing the length of time assessors have to 

implement DOR valuation factors should be studied and an improved 
time frame should be established. 



AREA FOR FURTHER AUDIT WORK 

Dur ing  t h e  course o f  our  rev iew we i d e n t i f i e d  one p o t e n t i a l  i ssue  t h a t  we 

c o u l d  n o t  pursue due t o  t ime  c o n s t r a i n t s .  

a I s  DOR's D i v i s i o n  o f  Proper ty  and Specia l  Taxes unde rs ta f f ed?  

Many county  and DOR employees have s t a t e d  t h a t  s t a f f  l e v e l s  i n  

assessors '  o f f i c e s  and i n  t he  D i v i s i o n  o f  Proper ty  and Specia l  

Taxat ion a r e  n o t  adequate. Wi th  l ow  county  s t a f f i n g  l e v e l s  and 

budget c o n s t r a i n t s ,  t he re  appears t o  be no a l t e r n a t i v e  t o  DOR 

t a k i n g  an a c t i v e  r o l e  i n  h e l p i n g  assessors w i t h  necessary 

appra isa l  work, such as the  rev iew o f  commerc ia l / indust r ia1 

p r o p e r t i e s  i n  p repa ra t i on  f o r  t h e  new c o n s t r u c t i o n  c o s t  system. 

Fur ther ,  DOR f u n c t i o n s  such as screening a f f i d a v i t s  o f  sales,  

upda t ing  t h e  c o n s t r u c t i o n  c o s t  manual, a u d i t i n g  county  assessors 

and conduct ing on -s i t e  app ra i sa l s  may be unders ta f fed .  Overa l l  

s t a f f i n g  i n  t he  D i v i s i o n  has remained re1  a t i v e l y  cons tan t  ove r  

t h e  pas t  f i v e  years,  w h i l e  DOR's t o t a l  au thor i zea  FTEs have 

inc reased  by more than  one- th i rd .  

F u r t h e r  a u d i t  work, o r  a n a l y s i s  on t he  p a r t  o f  DORY i s  needed t o  

c l e a r l y  es tab l  i sh t h e  s t a f f i n g  1  eve1 s  r e q u i r e d  w i t h i n  t h e  

D i v i s i o n  o f  Proper ty  and Specia l  Taxes. A1 t t ~ o u y h  the  D i v i s i o n  

generates l i t t l e  d i r e c t  revenue t o  t h e  State,* t o t a l  p rope r t y  t a x  

revenues i n  Ar izona w i l l  t o t a l  more than $1.3 b i l l  i o n  f o r  f i s c a l  

y e a r  1985-86. Th i s  f i gu re ,  combined w i t h  t h e  p o t e n t i a l  1  i a b i l  i ty 

r e s u l t i n g  f rom e q u i t y  cons idera t ions ,  makes adequate s t a f f i n g  a t  

t h e  S ta te  l e v e l  impor tan t .  

* The S ta te  p rope r t y  t a x  r a t e  i s  o n l y  40 cen ts  per  $190 o f  assessed 
va lua t i on ,  w h i l e  t he  average t o t a l  p r imary  t a x  r a t e  i n  Ar izona i s  
$7.44. 
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March 21, 1986 

Mr. Douglas R. Norton 
Auditor General 
Office of the Auditor General 
2700 North Central Avenue 
Suite 700 
Phoenix, Arizona 85004 

Dear Mr. Norton: 

I have reviewed the report draft of your performance audit of the 
Division of Property and Special Taxes of the Department of Revenue. 
I generally agree with the findings and recommendation contained in 
your report. The problems cited are real and we are addressing 
them. Your recommendations are constructive, and I believe they are 
directed toward desirable improvements. 

My following comments are intended to clarify several issues to 
permit a broader understanding by readers of this report: 

Recommendation 1 

The Legislature should consider funding for development and 
implementation of an updated construction cost system, including 
resources for computer automation, reappraisal of all properties and 
annual revision of the system. 

Comment 

The importance of an accurate and current construction 
cost system for valuation of property cannot, be 
overemphasized. Your report cited consequences of failure 
to develop and implement an updated coi?struction cost 
system. It should be noted that funding for that purpose 
has been requestec! in this Department's 1986-87 budget. 
If that funding is made available, the new system will be 
implemen-ted for 1988 and the underlying inequities which 
exist because of the need for an updated system can be 
addressed. Some of the inequities are being alleviated 
through use of sales ratio studies, but large parcel 
variances between commercial properties will generally 
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Comments (continued) 

continue until a reliable construction cos-t system is 
implemented. While we anticipate developing the 
computerization by January 1988, the needed recanvassing 
of commercial/industrial properties will occur later as we 
acquire and train needed personnel. 

Recorninendation 2 

The Legislature should consider giving full equalization authority a 
to DOR, while maintaining full authority to hear and decide awpeals 
in the Board of Tax Appeals. 

We believe that uniformity and equity for all taxpayers 
would be served by implementing the recommended revisions 
to the equalization process. 

The Dqartment of Revenue should more closely coordinate with county a 
assessors on the preparation and use of sales ratio studies. 
Further, 30R should consider 'che use of on-site appraisals, where 
appropriate, to supplement sales ratio studies. 

The Department of Revenue has made substantial efforts to 
involve the county assessors in the sales ratio process 
and to recognize an6 be responsive to their legitimate 
concerns. 

When the sales ratio system was first developed in 1979, 
input was sought from the assessors and the State Board of 
Tax Appeals. Educational programs for assessors and their 
staffs have been conducted to teach them how to 
effectively use sales ratio studies. ?/Iod.ifications to the 
system have been made several times since then in response 
to the assessors' recommendations. A josnt commit-tee of 
assessors and DOR staff was established in 1985 to review 
sales ratio studies and their use, and to make 
recommendations for improvements. The assessors ' 
recommendations made through that committee have largely 
Seen implemented. Enhancements adopted include extension 
of the time period for commercial and industrial sales to 
30 months. The Department stands ready to consider 
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Comments (Continued) 

additional constructive suggestions for improvements to 
the system. It should also be noted that assessors were 
given the opportunity to review sales in the system to 
evaluate their status as "usable" or "not usablef1 for 
sales ratio purposes, and to request changes as 
appropriate after that evaluation. In 1986, six counties, 
including Maricopa and Pima, made a request to change the 
status of numerous commercial and industrial property 
sales, of which at least 95 percent were approved by the 
Department. 

Through agreement with the assessors, and consistent with 
recommendations contained in the Welch/Gustafson Report to 
the Legislature (June 1985), the assessors now have 
primary responsibility for screening all residential 
property and vacant land sales. The Department of Revenue 
has taken full responsibility for screening commercial and 
industrial property sales. In response to that 
commitment, a staff team has been assigned to complete the 
screening of commercial and industrial sales during the 
last quarter of the 1985-86 fiscal year and into the first 
month of the 1986-87 fiscal year. That schedule will 
permit the assessors sufficient time afterwards to review 
the commercial and industrial ?roperty sales to be used 
for the initial sales ratio reports produced in September 
1987. (This reshuffling of DOR resources has the drawback 
that our ability to assist some counties on reappraisal 
projects will be reduced.) 

Y0u.r report noted that ". . . county assessors are 
concerned that DOR may not have the resources to do this 
screening timely and adequately." While existing 
Department resources are being diverted froin other 
projec-ts to screen comrnercial and industrial sales now, 
additional personnel will be required to perform those 
screenings in the future. The Department's budget request 
for 1986-87 includes requested funds for a permanent 
program of sales analysis. 
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Recommendation 4 

Alternatives for increasing the length of time assessors have to 
implement DOR valuation factors should be studied and an improved 
time frame should be established. 

a 
Comment 

The Department of Revenue agrees that the time frame 
should be lengthened for assessors to effectively 
implement measures required to assure compliance with 
legal standards of value. 

House Bill 2332, as amended, provides for revised 
equalization procedures and time frames as you recommend. 
The bill alters the equalization process and allows time 
for assessors to be involved prior to implementing 
equalization orders so that valuation factors can be 
placed in a fashion that produces the greatest level of 
uniformity between classes and between parcels within 
classes of property. 

We appreciate your recognition of the improvements in property 
valuation performance achieved as a result of the Department's a 
active role in assuring that property values are established at more 
equitable levels of market value. Those results, particularly for 
the 1983 and 1985 tax years, are depicted very significantly in the 
graphs included in your report. 

Your staff conducted this audit under stringent time constraints and 
we commend them for their professionalism and their insight in 

0 

identifying the core issues affecting performance of the Division of 
Property and Special Taxes in administering the property tax. 

Sincerely, 

ARIZONA DEPARTMENT OF REVENUE 

YJ. Elliott Hibbs 
Director 


