
HOUSE BILL NO. 168 

INTRODUCED BY DONALDSON, SWITZER, ASAY, KELLER, ELLISON, 
KOEHNKE, HAYNE, HOLLIDAY, NEUMAN 

January 14, 1985 

January 15, 1985 

January 21, 1985 

February 7, 1985 

February 8, 1985 

February 9, 1985 

February 11, 1985 

February 12, 1985 

February 13, 1985 

April 10, 1985 

April 12, 1985 

April 17, 1985 

IN THE HOUSE 

Introduced and referred to 
Committee on Taxation. 

Fiscal Note requested. 

Fiscal Note returned. 

Committee recommend bill do pass 
as amended. Report adopted. 

Bill printed and placed on 
members' desks. 

Second reading, do pass. 

Considered correctly engrossed. 

Third reading, passed. 

Transmitted to Senate. 

IN THE SENATE 

Introduced and referred to 
Committee on Taxation. 

Committee recommend bill be 
concurred in as amended. Report 
adopted. 

Second reading, concurred in. 

Third reading, concurred in. 
Ayes, 41; Noes, 8. 

Returned to House with 
amendments. 



April 18, 1985 

April 19, 1985 

April 22, 1985 

IN THE HOUSE 
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Received from Senate. 

Second reading, pass 
consideration. 

Second reading, amendments 
concurred in. 

Third reading, amendments 
concurred in. 

Sent to enrolling. 

Reported correctly enrolled. 
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A BILL FOR AN . ACT ENTITLED: "AN ACT TO REQUIRE THE 

DEPARTMENT OF REVENUE TO USE A METHOD OF VALUATION BASED ON 

CAPITALIZATION OF NET INCOME FOR VALUING AGRICULTURAL LANDS 

AFTER JANUARY 1, 1986; AMENDING SECTION 15-7-201, MCA; AND 

PROVIDING AN APPLICABILITY DATE AND A DELAYED EFFECTIVE 

DATE.'' 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 15-7-201, MCA, is amended to read: 

"15-7-201. (Effective January 1, 1986) Legislative 

intent value of agricultural property. (l) Since the 

market value of many agricultural properties is based upon 

speculative purchases which do not reflect the productive 

capability of agricultural land, it is the legislative 

intent that bona fide agricultural properties shall be 

classified and assessed at a value that is exclusive of 

values attributed to urban influences or speculative 

purposes. 

(2) Agricultural land shall be classified according to 

its use, which classifications shall include but not be 

limited to irrigated use, nonirrigated use, and grazing use. 

(3) Within each class, land shall be assessed at a 
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LC 0361/01 

value that is fairly based on its abtit~y-~e-p~ed~ce,-ta~±n~ 

±nto-cons±dera~±en-~he-eiaeei£iea~ioa-system-±n-ex±~~eftee-e~ 

aanttary-±7--±986;--~rovided,--however,--tfte--depar~men~--may 

eon~oi±date--t±iiabie--irr±gated-iand-eiasses•-W±th-reia~±on 

to--±rr±~a~ed--±and,--water--eosts--shaii--be---take~---±~~o 

eon~idera~±on,--exeept-at-ao-t±me-may-the-reettit~ng-va±tte-o£ 

irrigated-iaftd-be-redtteed-beiow-the-vaitte--s~eh--iand--wo~id 

have-i£-it-were-not-i~rigated productive capacity. 

(4) eapitai-eos~s-stteh-ae-improved-water-distrib~tion, 

£ert±i±~ery--and--land--ehaping--that--inerease-prodttetivity 

shaii-not-be-~sed-in-determ±n±n9-aeseeeed--va±~ee. For the 

revaluation cycle b~nning -~fter Janu~!"Y 1, 1966, the 

~artment of revenue shall determine the productive 

capacity value of all agricultural lands using a method of 

appraisal based on capitalization of net income. 

(5) Net income shall be: 

(a) calculated for each year of a base period, which 

is the most recent 3~year period for which data are 

available, prior to a revaluation of prope~ provided in 

15-7-111; and 

(b) based on commodity price and production cost data 

for the base period from such sources as may be considered 

appropriate by the department, which sources may includ~_ the 

Montana state university department of agriculture. 

(~) Net income shall be determined separately for 

INTRODUCED BILL 
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1 lands in irrigated use, nonirrigated use, and grazing use 

2 and shall be calculated for each use based on the production 

3 level comprising the greatest number of acres in each use. 

4 {7) The capitalization rate shall be calculated for 

5 each year of the base period and is the annual average 

6 interest rate on agricultural loans as reported by the 

7 federal land bank association of Spokane, washington, plus 

8 the effective tax rate in Montana. 

9 (8) The effective tax rate shall be calculated by the 

10 department for each year of the base period by dividing the 

ll total dollar value of all property taxes levied in the state 

12 by the total taxable value of all taxable property in the 

13 

14 

15 

16 

17 

18 

state.'' 

NEW SECTION. Section 2. Extension of authority. Any 

existing authority of the department of revenue to make 

rules on the subject of the provisions of this act is 

extended to the provisions of this act. 

NEW SECTION. Section 3. Effective date 

19 applicability date. This act is effective January 1, 1986, 

20 and applies to any revaluation of property as provided in 

21 15-7-lll after January l, 1986. 

-End-
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STATE OF MONTANA 
REQUEST NO. FNN104-85 

F I S C A L N 0 T E 
Form BD-15 

In compliance with a written request received January 15, 19 85 , there is hereby submitted a Fiscal 
Note for House Bill 168 pursuant to Title 5, Chapter 4, Part 2 of the Montana Code Annotated (MCA). 
Background information used in developing this Fiscal Note is available from the Office of Budget and Program 
Planning, to members of the Legislature upon request. 

DESCRIPTION OF PROPOSED LEGISLATION: 

An act to require the Department of Revenue to use a method of valuation based on capitalization of net income 
for valuing agricultural lands after January 1, 1986, and providing an effective date and a delayed applic
ability date. 

FISCAL IMPACT: 

The proposal will not affect agricultural land values for the current reappraisal cycle and therefore will 
have no fiscal impact until 1991. The bill offers the Department clear guidance on the appropriate methodolo
gy for updating agricultural land values for the next reappraisal cycle. The bill would mandate the use of 
the income approach for valuing timber land unless agricultural and timber lands are put in separate classes. 
This may have a large impact on timber values. 

f.Jcu,,) l J/J.,__ 
--~---~~-, v--~----

sunGET DIRECTOR 
Office of Budget and Program Planning 

Date: IAtv ,t.; , 15 rrs-
FN2:E/2 
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HOUSE BILL NO. 168 

INTRODUCED BY DONALDSON, SWITZER, ASAY, KELLER, 

ELLISON, KOEHNKE, HAYNE, HOLLIDAY, NEUMAN 

A BILL FOR AN ACT ENTITLED: "AN ACT TO REQUIRE THE 

DEPARTMENT OF REVENUE TO USE A METHOD OF VALUATION BASED ON 

CAPITALIZATION OF NET INCOME FOR VALUING AGRICULTURAL LANDS 

AFTER JANUARY 1, 1986; AMENDING SECTION 15-7-201, MCA; AND 

PROVIDING AN APPLICABILITY DATE AND A DELAYED EFFECTIVE 

DATE." 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 15-7-201, MCA, is amended to read: 

"15-7-201. (Effective January 1, 1986) Legislative 

intent value of agricultural property. (1) Since the 

market value of many agricultural properties is based upon 

speculative purchases which do not reflect the productive 

capability of agricultural land, it is the legislative 

intent that bona fide agricultural properties shall be 

classified and assessed at a value that is exclusive of 

values attributed to urban influences or speculative 

purposes. 

(2) Agricultural land shall be classified according to 

its use, which classifications shall include but not be 

limited to irrigated use, nonirrigated use, and grazing use. 
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13) Within each class, land shall be assessed at a 

value that is fairly based on its ae±~t~y-~o-prod~ce,-ta~ing 

~nto-eon~±derat~on-~he-eia~~±£ieation-system-±n-ex~stenee-on 

dan~ary-±7--1986~--providedt--however,--ehe--deparemene--may 

eonsoi±date--t±liaeie--±rr±ga~ed-±and-eiasses~-W±th-re~ot±on 

~e--±rr±gated--~and7--vater--eests--sha%%--be---ta~en---tn~o 

eonsideration,--exee~t-at-no-t±me-may-the-resttiting-va±ue-of 

±rr±ga~ed-~and-b~-redtteed-beiov-the-va±~e--~tteh--%and--wettid 

have-±£-±t-were-not-±rrigated productive capacity. 

(4) eap±tai-eosts-sueh-a~-±mproved-water-d±str±bttt±on, 

fertiiizer,--and--land--shap±ng--that--±nerea~e-prodttet±v±ty 

eha%1-no~-be-used-in-determin±ng-as~e~~ed--valuee. For the 

revaluation cycle beginning after January l, 1986, the 

department of revenue shall determine the productive 

capacity value of all agricultural lands using a-method-o£ 

e:ppra±~tti -ea~ed-on -eB:pita ti~ation -o£ -net-±neome~ ·rHE FORMULA 

V : I/R WHERE: 

(A) V IS THE PER-ACRE PRODUCTIVE CAPACITY VALUE OF 

AGRICUL'rURAL LAND IN EACH LAND USE AND PRODUCTION CATEGORY; 

(B) I IS THE PER-ACRE NET INCOME OF AGRICULTURAL LAND 

IN EACH LAND USE AND PRODUCTION CATEGORY AND IS TO BE 

DETERMINED BY THE DEPARTMENT USING THE FORMULA I : (P - C) U 

WHERE: 

(I) I IS THE PER-ACRE NET INCOME; 

~~HE PER-UNIT PRICE OF THE COMMODITY BEING 

-2- HB 168 
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PRODUCED; 

(III) C IS THE PER-UNIT PRODUCTION COST OF THE 

COMMODITY BEING PRODUCED; AND 

(IV) U IS THE YIELD IN UNITS PER ACRE; AND 

(C) R IS THE CAPITALIZATION RATE TO BE DETERMINED BY 

THE DEPARTMENT AS PROVIDED IN SUBSECTION (11). 

( 5) Net income shall be: 

(a) calculated for each year __ of a base period, which 

is the most recent 3-year period for which data are 

available, prior to a revaluation of prooerty as provide9 .n 

15-7-111: and 

(b} based on commodity price and production cost data 

for the base period from such sources as may be considered 

appropriate by the departn'€nt, which sources ~ SHALL 

include t~~ Montan.5!_~tate university a~pert:ment:---o~ 

e:gt• .. iel1l+- ~e. 

i) MONTANA STATE U~lYERSITY -~HALL A~NUALLY COMPILE 

C(' 10DITY PRICE DATA REPLECTING THE AVERAGE PI-tlCES RECEIVED 

~R UNIT OF MEASURE BY MONTANA FARMERS AND RANCHERS. SUCH 

DATA SHALL BE OBTAINED FROM ALL GEOGRAPHICAL AREAS OF THE 

STATE. COMHODITY PRICES SHALL INCLUDE BUT NOT BE Lli'!TED TO 

WHEAT, BARLEY, ALFALFA HAY, GRASS HAY, CORN FOR GRAIN, CORN 

FOR SILAGE, SUGAR BEET'S r DRY BEANS, POTATOES, CA:I'?LE, AND 

SHEEP·-~ SU~_l!_ __ C::OMMODITY PRICES s::ALL :NCLUDE GOVr~HNMENT 

PAYMENTS CALCULATED FER UNIT OF MEASURE. TlPiCAL RENTAL 

-3- ES l68 
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ARRANGEMENTS SHALL BE COMPILED FOR EACH USE. 

17) MONTANA STATE UNIVERSITY SHALL ANNUALLY COMPILE 

ADEQUATE PRODUCTION COST DATA REFLECTING AVERAGE COSTS PER 

UNIT OF MEASURE PAID BY MONTANA FARMERS AND RANCHERS. SUCH 

DATA SHALL BE OBTAINED FROM ALL GEOGRAPHICAL AREAS OF THE 

STATE. SUCH PRODUCTION COSTS SHALL INCLUDE BUT NOT BE 

LIMITED TO COSTS RELATING TO IRRIGATION, FERTILIZATION, 

FUEL, SEED, WEED CONTROL, HIRED LABOR, MANAGEMENT, 

INSURANCE, REPAIRS AND MAINTENANCE, AND MISCELLANEOUS ITEMS. 

VARIATIONS IN SPECIFIC PRODUCTION COST DATA, WHEN AFFECTED 

BY DIFFERENT LEVELS OF PRODUCTION, AND TYPICAL RENTAL 

ARRANGEMENTS SHALL BE COMPILED FOR EACH LAND USE. 

(8) THE COMMODITY PRICE AND PRODUCTION COST DATA SHALL 

BE MADE AVAILABLE TO THE DEPARTMENT OF REVENUE ANNUALLY. 

121_ THE DEPARTMENT SHALL APPOINT AN ADVISORY COMMITTEE 

OF PERSONS KNOWLEDGEABLE IN AGRICULTURE AND AGRICULTURAL 

ECONOMICS TO REVIEW THE DATA PREPARED BY MONTANA STATE 

UNTVERSITY AND ADVISE THE DEPARTMENT ON THE IMPLEMENTATION 

OF SUBSECTIONS (2) THROUGH (8). 

t6t(l0) Net income shall be determined separately for 

lands in irrigated use, nonirrigated use, and grazing use 

and shall be calculated for each use be~ed-on-the-oroO~et±on 

te~et-eompr±~ing-th~-g~eate~t-~nmber-of-aeres--±n--eaeh--nse 

AND PRODUCTION LEVEL ACCORDING TO THE PROVISIONS OF -------- , __ -----·~------- ~ ---

SUBSECTIONS (!l_ 'rHROUGH ( 9). 

-4- HB 168 
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1 tTt(ll} The capitalization rate shall be calculated for 

2 each year of the base period and is the annual average 

3 interest rate on agricultural loans as reported by the 

4 federal land bank association of SpoKane, Washington, plus 

5 the effective tax rate in Montana. 

6 tBt(l2) The effective tax rate shall be calculated by 

7 the department for each year of the base period by dividing 

8 the total ~elle~-va%~e-o£-8ll-prope~ty-~axes-ie~±ed-±ft-the 

9 ~tate-by-the-totai-taxable-Yaltte-o£-aii-taxabie-property--±ft 

lG the--state ESTIMATED TAX DUE ON AGRICULTURAL LAND IN THE 

11 STATE BY THE TOTAL PRODUCTIVE CAPACITY VALUE OF AGRICULTURAL 

12 LAND IN THE STATE." 

13 NEW SECTION. Section 2. Extension of authority. Any 

14 existing authority of the department of revenue to make 

15 rules on the subject of the provisions of this act 1s 

16 extended to the provisions of this act. 

17 NEW SECTION. Section 3. Effective date 

18 applicability date. This act is effective January 1, 1966, 

19 and applies to any revaluation of property as provided in 

20 15-7-111 after January ~, 1986. 

-End-

-5- HB 168 
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HOUSE BILL NO. 168 

INTRODUCED BY DONALDSON, SWITZER, ASAY, KELLER, 

ELLISON, KOEHNKE, HAYNE, HOLLIDAY, NEUMAN 

A BILL FOR AN ACT ENTITLED: "AN ACT TO REQUIRE THE 

DEPARTMENT OF REVENUE TO USE A METHOD OF VALUATION BASED ON 

CAPITALIZATION OF NET INCOME FOR VALUING AGRICULTURAL LANDS 

AFTER JANUARY 1, 1986; AMENDING SECTION 15-7-201, MCA; AND 

PROVIDING AN APPLICABILITY DATE AND A DELAYED EFFECTIVE 

DATE." 

BE IT ENACTED BY THE LEGISLATURE OF TBE STATE OF MONTANA: 

Section 1. Section 15-7-201, MCA, is amended to read: 

"15-7-201. (Effective January 1, 1986) Legislative 

intent value of agricultural property. (1) Since the 

marKet value of many agricultural properties is based upon 

speculative purchases ~hich do not reflect the productive 

capability of agricultural land, it is the legislative 

intent that bona fide agricultural properties shall be 

classified and assessed at a value that is exclusive of 

values attributed to urban influences or speculative 

purposes. 

(2) Agricultural land shall be classified according to 

its use, which classifications shall include but not be 

1 imi ted to irrigated use-, non irrigated use, and grazing use. 
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(3) Witbin eacb class, , land shall be assessed at a 

value that is fairly based on its ab~~ity-te-pred~eer-takinq 

%nto-eeneideraeien-~he-e%asstfteaeien-system-in-existenee-en 

Oan~ary-IT--1986~--previdedT--howeverr--the--department--may 

eonso%idate--ti%!able--irrigated-%an5-e~asses.-With-re%etien 

to--irri~ated--landT--waeer--eosts--sha%1--be---eaRen---into 

eonsiderationT--e•eept-at-no-t~me-aay-tfte-res~it~ng-va!ue-o£ 

~rri9ated-%and-be-redaeed-be%ow-the-val~e--saeh--land--weuid 

have-if-it-were-not-irri~ated productive capacity. 

(4) eapital-eoats-sneh-as-iMpPOYed-water-distributiOftT 

ferti%iaerT--and--%and--shapin9--that--inereaee-produetivity 

shaii-not-be-ueed-in-determinin9-aseessed--vaiues. For the 

revaluation cycle beginning after January 1, 1986, the 

department of revenue shall determine the productive 

capacity value of all ag[icultural lands using a-methoft-ef 

appraisai-based-on-eapi~a~isatien-e£-net-ifteemeT THE FORMULA 

V = I/R WHERE: 

(A) V IS THE PER-ACRE PRODUCTIVE CAPACITY VALUE OF 

AGRICULTURAL LAND IN EACH LAND USE AND PRODUCTION CATEGORY; 

(B) I IS THE PER-ACRE NET INCOME OF AGRICULTURAL LAND 

IN EACH LAND USE AND PRODUCTION CATEGORY AND IS TO BE 

DETERMINED BY THE DEPARTMENT USING THE FORMULA I = (P - C) U 

WHERE: 

.(II I IS THE PER-ACRE NET INCOME; 

(II) P IS THE PER-UNIT PRICE OF THE COMMODITY BEING 

-2- HB 168 

THIRD READING 



... 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

HB 0168/02 

PRODUCED; 

(III l c IS THE PER-UNIT PRODUCTION COST OF THE 

COMMODITY BEING PRODUCED! AND 

(IV) U IS THE YIELD IN UNITS PER ACRE; AND 

(C) R IS THE CAPITALIZATION RATE TO BE DETERMINED BY 

THE DEPARTMENT AS PROVIDED IN SUBSECTION (11). 

(5) Net income shall be: 

(a) calculated for each year of a base period, which 

is the most recent 3-year period for which data are 

available, prior to a revaluation of property as provided in 

15-7-111; and 

(b) based on commodity price and production cost data 

for the base period from such sources as may be considered 

appropriate by the department, which sources ~ SHALL 

include the Montana state university 

e:grieta3::ta1"e. 

de-pe:r-~meru~:---e£ 

(6) MONTANA STATE UNIVERSITY ·sHALL ANiiUALLY COMPILE 

COMMODITY PRICE DATA REFLECTING THE AVERAGE PRICES RECEIVED 

PER UNIT OF MEASURE BY MONTANA FARMERS AND RANCHERS. SUCH 

DATA SHALL BE OBTAINED FROM ALL GEOGRAPHICAL AREAS OF THE 

STATE. COMMODITY PRICES SHALL INCLUDE BUT NOT BE LIMITED TO 

WHEAT, BARLEY, ALFALFA HAY, GRASS HAY, CORN FOR GRAIN, CORN 

FOR SILAGE, SUGAR BEETS, DRY BEANS, POTATOES, CATTLE, AND 

SHEEP. SUCH COMMODITY PR.ICEs" sifAI.l." iNcLtfi:iE "'GbVERNMENT 

PAYMENTS CALCULATED PER UNIT OF MEASURE. TYPICAL RENTAL 
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ARRANGEMENTS SHALL BE COMPILED FOR EACH USE. 

(7) MONTANA STATE UNIVERSITY SHALL ANNUALLY COMPILE 

ADEQUATE PRODUCTION COST DATA REFLECTING AVERAGE COSTS PER 

UNIT OF MEASURE PAID BY MONTANA FARMERS AND RANCHERS. SUCH 

DATA SHALL BE OBTAINED FROM ALL GEOGRAPHICAL AREAS OF THE 

STATE. SUCH PRODUCTION COSTS SHALL INCLUDE BUT NOT BE 

LIMITED TO COSTS RELATING TO IRRIGATION, FERTILIZATION, 

FUEL, SEED, WEED CONTROL, HIRED LABOR, MANAGEMENT, 

INSURANCE, REPAIRS AND MAINTENANCE, AND MISCELLANEOUS ITEMS. 

VARIATIONS IN SPECIFIC PRODUCTION COST DATA, WHEN AFFECTED 

BY DIFFERENT LEVELS OF PRODUCTION, AND TYPICAL RENTAL 

ARRANGEMENTS SHALL BE COMPILED FOR EACH LAND USE. 

(8) THE COMMODITY PRICE AND PRODUCTION COST DATA SHALL 

BE MADE AVAILABLE TO THE DEPARTMENT OF REVENUE ANNUALLY. 

(9) THE DEPARTMENT SHALL APPOINT AN ADVISORY COMMITTEE 

OF PERSONS KNOWLEDGEABLE IN AGRICULTURE AND AGRICULTURAL 

ECONOMICS TO REVIEW THE DATA PREPARED BY MONTANA STATE 

UNIVERSITY AND ADVISE THE DEPARTMENT ON THE IMPLEMENTATION 

OF SUBSECTIONS (2) THROUGH (8}. 

t6t(l0) Net income shall be determined separately for 

lands in irrigated use, nonirrigated use, and grazing use 

and shall be calculated for each use besed-on-the-prod~et±on 

%e~ei-eompr%s%ng-~he-g~eaeeat-n~mber-e!-aere~--~n--eaeh--~se 

AND PRODUCTION LEVEL ACCORDING TO THE PROVISIONS OF 

SUBSECTIONS (4) THROUGH (9}. 

-4- HB 168 
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1 tTt(ll) The capitalization rate shall be calculated for 

2 each year of the base period and is the annual average 

interest rate on agricultural loans as reported by the 

4 federal land bank association of Spokane, washington, plus 

5 the effective tax rate in Montana. 

6 tBt(l2) The effective tax rate shall be calculated by 

7 the department for each year of the base period by dividing 

8 the total doiTar-va%~e-er-a±i-property-taxes-~ev~ed-ift-~he 

9 seate-by-the-teta±-taxab±e-~ai~e-o£-a%±-taxsble-p~eperty--±ft 

10 the-~state ESTIMATED TAX DUE ON AGRICULTURAL LAND IN THE 

11 STATE BY THE TOTAL PRODUCTIVE CAPACITY VALUE OF AGRICULTURAL 

12 LAND IN THE STATE." 

13 NEW SECTION. Section 2. Extension of authority. Any 

14 existing authority of the department of revenue to make 

15 rules on the subject of the provisions of this act is 

16 extended to the provisions of this act. 

17 NEW SECTION. Section 3. Effective date 

18 applicability date. This act is effective January 1, 1986, 

19 and applies to any revaluation of property as provided in 

20 15-7-111 after January l, 1986. 

-End-
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SENATE 
STANDING COMMITTEE REPORT 

Page 1 of 3 

Apri1 .. 9 .•.. 19 BS 

MR. PRESIDENT 

We. your commltree on SENATE TAXATION 

having had under constderal!on. . . l!9!JS.f: ... lli.I.L No .... }.?.~---· 

thf rd readtng copy 1--hl.ue. 
color 

(NEUMAN WILL CARRY) 

TO REQUIRE CAPITALIZATION OF NET INCOME METHOD FOR VALUING 
AG LANDS 

Respectfully report as follows: That !JOUSt> .. BILL .... .. No .. 168 .. 

be amended as follows: 

1. Page 2, lines 12 and 13. 
Following: "ve:!ttes-;-" on line 12 
Strike: remainder of line 12 through "1996'' on line 13 
Insert: ''In computing the agricultural"""T.iild valuation schedules 

to take effect on January 1, 1991, or on the date that the 
revaluation cycle commencing January 2, 1986, takes effect 
pursuant to 15-7-lll" 

2. Page 3, line 17. 
Following: 11 {6) '' 
Strike: "MONTANA STATE UNIVERSITY SHALL ANNUALLY COMPILE" 
Insert: "To the degree available, the department shall compile: 

(a) II 

3. Page 3, line 20. 
Following: "DATA" 
Strike: "SHALL" 
Insert: "may" 

4. Page 3, line 21. 
Following: "PRICES" 
Strike: "SHAL~ 
Insert: "may" 
Following: .. INCLUDE" 
Strike: "BUT NOT BE LIMITED TO" 

tliX~ 

'i'IX!!RX~ (continued) 

~~ 
Cha1rman 

. ") 

J 

0 

HB 168 
Page 2 of 3 

1\.P.XiL~... . ............... 19.85 .. . 

s. !'age 3, line 24 • 
Following: "SHEEP. •• 
Strike: "SUCifCOMMODITY PRICES SHALL INCLUDE GOVERNMENT" 
Insert: ''Government" 

Page 3, line 25 • 
Following: "PAYMENTS" 
Strike: "CALCULATED PER UNIT OF MEASURE" 
Insert: "may be considered• 

6. Page 4, line 1. 
Following: 11 ARRANGEMENTS" 
Strike: "SHALL" 
Insert: "may" 
Strike: ''COMPILED FOR EACH USE" 
Insert; ''considered" 

J. Page 4, lines 2 and 3. 
Following: line 1 
Strike: line 2 through "ADEQUATE" on line 3 
Insert: " (b)" 

B. Page 4, line 5. 
Following: 0 DATA 11 

Strike: "S~ 
Insert: 11 mayM 

9. Page 4, line 6. 
Following: "COSTS" 
Strike: "sHAL-r;r-
Insert: 11 may" 
Following: "INCLUDE" 
Strike: 11 BUT NOT BE 11 

10. Page 4, line 7. 
Following: Line 6 
Strike: "LIMITED TO" 

11. Page 4, line 12. 
Following: "ARRANGEMENTS" 
Strike: "SHALL BE COMPILED FOR EACH LAND USE 11 
Insert: "may be considered" 

12. Page 4, lines 13 and 14. 
Strike: subsection (8) in its entirety 
Renumber: subsequent subsections 

(continued) 
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13. Page 4, line 19. 
Following: 0 THROUGH" 
Strike: "ill 

!\p;U ··~·'· 19 ... 8~ .. 

Insert: •16f" 
Following: " a .. 

Insert: "The-advisory committee shall include one member of the 
Montana state university staff." 

14. Page 4, line 25. 
Following: "THROUGH" 
Strike: "ili' 
Insert: ''l7T" 

AND AS AMENDED 
BE CONCURRED IN 

~~~ 
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HOUSE BILL NO. 168 

INTRODUCED BY DONALDSON, SWITZER, ASAY, KELLER, 

ELLISON, KOEHNKE, HAYNE, HOLLIDAY, NEUMAN 

A BILL FOR AN ACT ENTITLED: "AN ACT TO REQUIRE THE 

DEPARTMENT OF REVENUE TO USE A METHOD OF VALUATION BASED ON 

CAPITALIZATION OF NET INCOME FOR VALUING AGRICULTURAL LANDS 

AFTER JANUARY 1, 1986: AMENDING SECTION 15-7-201, MCA: AND 

PROVIDING AN APPLICABILITY DATE AND A DELAYED EFFECTIVE 

DAT£. 1
' 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 15-7-201, MCA, is amended to read: 

"15-7-201. (Effective January 1, 1986) Legislative 

intent value of agricultural property. (1) Since the 

market value of many agricultural properties is based upon 

speculative purchases which do not reflect the productive 

capability of agricultural land, it is the legislative 

intent that bona fide agricultural properties shall be 

classified and assessed at a value that is exclusive of 

values attributed to urban influences or speculative 

purposes. 

(2) Agricultural land shall be classified according to 

its use, which classifications shall include but net be 

limited to irrigated use, nonirrigated use, and grazing use. 
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(3) Within each class, land shall be assessed at a 

value that is fairly based on its e~±l±ty-to-p~odtlce,-ta~i~9 

~ato-eonsideratio~-the-eie~sifieeeion-system-i~-ex±~tene~-o~ 

Jaatla~y-lr--l986~--pro¥ided,--however,--the--d~peremene--may 

eonso%idate--eillable--irrigated-%and-elasses~-w±th-reiation 

to--irrigated--landT--water--eosts--shal%--be---taken---±~to 

eonsiderationT--exeepe-at-no-time-may-the-res~ltiag-val~e-oE 

irrigated-iand-be-redtleed-below-the-val~e--s~eh--laad--wo~id 

ha¥e-±r-it-were-not-irrigated productive capacity. 

(4) €apital-eoStS-Stleh-as-imprOYed-water-distribtttion, 

Eertilizer,--and--land--shaping--that--inerease-produetivity 

shall-aot-be-used-in-determin±ng-assessed--valtteso Por--the 

revai~ation---eyele--begianing--after--aanuary--r,--1986 IN 

COMPUTING THE AGRICULTURAL LAND VALUATION SCHEDULES TO TAKE 

EFFECT ON JANUARY 1, 1991, OR ON THE DATE THAT THE 

REVALUATION CYCLE COMMENCING JANUARY 2, 1986, TAKES EFFECT 

PURSUANT TO 15-7-111, the department of revenue shall 

determine the productive capacity value of all agricultural 

lands using a-method-ef-appraisal-~a~~d-on-eapitaiiz~tion-o£ 

ftet-ifteomeT THE FORMULA V = I/R WHERE: 

(A) V IS THE PER-ACRE PRODUCTIVE CAPACITY VALUE OF 

AGRICULTURAL LAND IN EACH LAND USE AND PRODUCTION CATEGORY; 

(B) I IS THE PER-ACRE NET INCOME OF AGRICULTURAL LAND 

IN EACH LAND USE AND PRODUCTION CATEGORY AND IS TO BE 

DETERMINED BY THE DEPARTMENT USING THE FORMULA I = (P - C) U 

-2- HB 168 
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~ 

(I) I IS THE PER-ACRE NET INCOME; 

(II) P IS THE PER-UNIT PRICE OF THE COMMODITY BEING 

PRODUCED; 

(III) C IS THE PER-UNIT PRODUCTION COST OF THE 

COMMODITY BEING PRODUCED; AND 

(IV) U IS THE YIELD IN UNITS PER ACRE; AND 

(C) R IS THE CAPITALIZATION RATE TO BE DETERMINED BY 

THE DEPARTMENT AS PROVIDED IN SUBSECTION (11). 

(5) Net income shall be: 

{a) calculated for each year of a base period, which 

is the most recent 3-year period for which data are 

available, prior to a revaluation of property as provided in 

15-7-111; and 

{b) based on commodity price and production cost data 

for the base period from such sources as may be considered 

appropriate by the department, which sources ~ SHALL 

include the Montana state university depertm~~t--eE 

agriettltttf"e. 

i§1 M6N~~HA-S~A~E-~HfVERSf~¥-SHAbb-AHN~Abb¥-€9MPfhE TO 

THE DEGREE AVAILABLE, THE DEPARTMENT SHALL COMPILE: 

~ COMMODITY PRICE DATA REFLEC'flNG THE AVERAGE PRICES 

RECEIVED PER UNIT OF MEASURE BY MONTANA FARMERS AND 

RANCHERS. SUCH DATA SHAbh MAY BE OBTAINED FROM ALL 

GEOGRAPHICAL AREAS OF THE STATE. COMMODITY PRICES SHAbo MAY 
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INCLUDE B9~--N6~--BB-bfMf~EB-~ WHEAT, BARLEY, ALFALFA HAY, 

GRASS HAY, CORN FOR GRAIN, CORN FOR SILAGE, SUGAR BEETS, DRY 

BEANS, POTATOES, CATTLE, AND SHEEP. SHEH--€6MM6Bf~¥--PRfEES 

SHAbh--fH€bHBE-66VERHMBH~ GOVERNMENT PAYMENTS €Ah€9hA~EB-PER 

9HfT--6P--MBASHRE MAY BE CONSIDERED. TYPICAL RENTAL 

ARRANGEMENTS SHAhh ~ BE €6MPfbEB-P6R-EA€H-HS8 CONSIDERED. 

f~t--M6N~AHA-STA~E-BNfVBRSi~¥--SHAbh--ANNHAbb¥--€6MPih8 

ABEeaA~E ~ PRODUCTION COST DATA REFLECTING AVERAGE COSTS 

PER UNIT OF MEASURE PAID BY MONTANA FARMERS AND RANCHERS. 

SUCH DATA SHAhh MAY BE OBTAINED FROM ALL GEOGRAPHICAL AREAS 

OF THE STATE. SUCH PRODUCTION COSTS SHAhh MAY INCLUDE BB~ 

N6~---BE hfMf~BB---~e COSTS RELATING TO IRRIGATION, 

FERTILIZATION, FUEL, SEED, WEED CONTROL, HIRED LABOR, 

MANAGEMENT, INSURANCE, REPAIRS AND MAINTENANCE, AND 

MISCELLANEOUS ITEMS. VARIATIONS IN SPECIFIC PRODUCTION COST 

DATA, WHEN AFFECTED BY DIFFERENT LEVELS OF PRODUCTION, AND 

TYPICAL RENTAL ARRANGEMENTS SHAhb-BE-€6MPfbEB-P6R-BAEH--bANB 

SSE MAY BE CONSIDERED. 

f8t--~HB-€6MM6BfT¥-PRt€E-ANB-PR6eB€~f6H-€6S~-BA~A-5HAhb 

BE-MABE-AVAthABhB-T6-~HE-98PAR~MBN~-6P-REVBH98-ANN9Ahh¥~ 

i1iJ2l TEE DEPARTMENT SHALL APPOINT AN ADVISORY 

COMMITTEE OF PERSONS KNOWLEDGEABLE IN AGRICULTURE AND 

AGRICULTURAL ECONOMICS TO REVIEW THE DATA PREPARED BY 

MONTANA STATE UNIVERSITY AND ADVISE THE DEPARTMENT ON THE 

IMPLEMENTATION OF SUBSECTIONS (2) THROUGH ~ ~ THE 

-4- HB 168 
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ADVISORY COMMITTEE SHALL INCLUDE ONE MEMBER OF THE MONTANA 

STATE UNIVERSITY STAFF. 

t6ttt8t(8) Net income shall be determined separately 

for lands in irrigated use, nanirrigated use, and grazing 

5 use and shall be calculated for each use based-o"-the 

6 prod~et±o"-%~vel-eomprisiftg-the-greatest-nomber-oE-aeres--in 

7 eaeh-~~e AND PRODUCTION LEVEL ACCORDING TO THE PROVISIONS OF 

8 SUBSECTIONS (4) THROUGH 1!i ~ 

9 t~ttttt(9) The capitalization rate shall be calculated 

10 for each year of the base period and is the annual average 

11 interest rate on agricultural loans as reported by the 

12 federal land bank association of Spokane, Washington, plus 

13 the effective tax rate in Montana. 

14 tBttl~t(lO) The effective tax rate shall be calculated 

15 by the department for each year of the base period by 

16 dividing the total doi%ar-val~e-o£-ali-prope~ty-taxes-ievied 

17 in-the-state-by-the--eeeal--taxab%e--ya%tte--or--all--taxable 

18 preeerty-in-the-~tet~ ESTIMATED TAX DUE ON AGRICULTURAL LAND 

19 IN THE STATE BY THE TOTAL PRODUCTIVE CAPACITY VALUE OF 

20 AGRICULTURAL LAND IN THE STATE." 

21 NEW SECTION. Section 2. Extension of authority. Any 

22 existing authority of the department of revenue to make 

23 rules on the subject of the provis1ons of this act is 

24 

25 

extended to the provisions of this act. 

NEW SECTION. Section 3. Effective 

-5-
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applicability date. This act is effective January 1, 1986, 

and applies to any revaluation of property as provided in 

15-7-lll after January 1, 1986. 

-End-
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