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Tax Package Proposal

Property Tax Reform

1) Separate a "residential" and "income producing” property into
two classes. Residential property includes rentals and apartment
complexes (even though they are income producing).

2) Exempt from taxation: livestock, agricultural implements,
furniture and fixtures, rental and lease equipment assessed at less
than $10,000, CB's and mobile phones, supplies and materials, and
theatre and sound equipment.

3) Create a property tax class called "Trucks and Heavy Mobile
Equipment."

4) Classify any personal property in the "income producing" class
that 1s not exempted or classified as trucks and heavy mobile
equipment. Set the tax rate for the '"income producing" class to
recover the revenue lost due to the exemption of personal property
in (2).

5) To offset a rate increase on "primary-residence'" residential
property, the tax package could include an individual income tax
deduction on the first $100 of property taxes paid on the
taxpayer's primary residence. ($10,000 * .0386 * 260 mills)

This is basically a revenue-neutral proposal in that it would
not generate additional revenues or increase the statewide taxable
valuation. It would shift property tax burdens among taxpayers.

Create 11 classes of taxable property as follows. The new
classes are in bold. The existing classes and their present tax
rates are listed under the new classes.

Real Property Personal Property

Net Proceeds (100%)
Net Proceeds (100%)
~= Micaeous mines

Gross Proceeds (3%)
Gross Proceeds (3%)
-= Metal mines

Agricultural Land (45.6%)
Agricultural Land (30%)

Residential Property (3.86%)
Residential Real (3.86%)
Farmsteads (3.088%)
Mobile Homes (3.86%)
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Property Taxes And Agricuiture

By Douglas J. Young

DO MONTANA farmers and
ranchers puy higher propeny taxes
than farmers and ranchers in other
statex? \What has happened 0 agri-
cuitural property taxes during the
1980s when land vajues tcil so dra-
maticatly?

Is agricuitural proporry tuxed
mare heavily than other kinds of
property, ¢.2. residential or commers
cial and industrial?

The "sceompanying tuble pro-
vides answers to the first two of
these questions.

Euach entry in the table is cuicu-
lated by dividing totai propeny
taxes paid by farmers and ranchers
(exclusive of taxes on residences)
by the market vaive of farm real
estate and then multiplying by one
hundred.

‘Thus, the teble cnines dispiay the
cffective propenty tax rutes — prop-
crty taxcs as a percentage of tho
market vaiue. The last column of

the (percentage) increase of any of
our neighbors ecxcept Wyoming,
Between 1986 and 1988 tax rates
fell slightly, but remain far above
their levels in the early 1980s.
Most of the incroass in tax ratcs
appears to have resulted from the
decline in agricultural land values

the wble shows Montana's rank
smong the 50 statex (1 being the
highest tax rate and SO the lowest).

First compare the entrier in the
Montana column with those for the
other states and the tverage over
all stutes. Tux rates tn Montana are
falrly ciose to the nationai averuve.
Ratexn are lawer in Jdaho and
Wyominy (and wers lower in the
beginning of the 1980s in North
Dakota), while South Dakota's tax
rates have been 20 10 60% higher
than Montana’s,

The ranking in the lsst column
indicates that Montana's rates are
somewhat above the median for ail
stutes,

Looking down the columns, 1t is
apparent that cffective property tax
rates {ncreased subsiantiallv be-
tween 1982 and 1986 both 1o our
region, and nationmily. Montana's
increase of about S0% {s close 1o
the national norm but lower than

of the increuse in effective tax rates
occutred not because propernty taxes
went up, hut rather becauss the
market value of agriculturai prop-
erty went down.

The slight decline in tax rates
between 1986 and 1988 corresponds
to the slight recovery in lund prices

Property taxes on agricuiture

in Montana are

roughly In

line with natlonal averages

_together with state assessment
methods that are unresponsive (at
least in the short run) to changes in
market vaiucs, Most states (includ.
ing Montana) use some method
other than market valuation for
assessing agricultural real cstate,

A typicai approach (which will
tpply in Montans beginning in
1991) [s to capitalize an extimate of
1n entemrise’s profitability, in ot
der to determine “current use”
value. In the past farmess have
benefitted from this approach, bee
causs aliernative (possibly higher
valued) uses of land were ignored,
angd bccause the capitatization pro-
cedures often understated sveon true
vaiue in current use,

However, thess assessment pro-
cedures are unresponaive to changes
in sctual vaiues until profitability
estimates are updated. In short, most

during that period. . .

Even at the higher levels of the
late 1980s, cffective tax rates in
sgriculture remsin below those on
other assews, For exampie, the aver-
age effective tax rste on single
family houses in Montana in 1988
was 1.32%, A separatc (and not
entirely comparable) source esn-
mates that national aversges of
eifective property tax rateg in 1985
for various kinds of property were:
residential, 1.59%; commerciai/
industeial, 1.26%: public utilitles
143%; arm .64%.......... . .

Thus, propesty taxes on sgricul-
tute in Montana arc roughly in line
with nationai averages and have
shown ths sams increases as land
vulues fell in the 1980s. But de.
spite the increases, agriculture still
tanjoys a substantisi preference in
companson with other sectors of the
economy.

Youn;l: professor of agricuitural

sconomics ana economics, Montans
¢ State Universtry. -
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