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A BILL~ ACT ENTITLED: "AN ACT REVISING THE ME'l'HOD OF VILA 

VALUING AGRICULTURAL LANDS IN CLASS THREE PROPERTY FOR \_:;,..j__ +­
PROPERTY TAX PURPOSES; REVISING THE TAX RATE ON CLASS THREE 

PROPERTY TO 4.03 PERCENT TO MAINTAIN STATEWIDE TOTAL TAXABLE 

VALUE OF CLASS THREE PROPERTY; AMENDING SECTIONS 15-6-133 

AND 15-7-201, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE 

AND AN APPLICABILITY DATE." 

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

Section 1. Section 15-6-133, MCA, is amended to read: 

"15-6-133. Class three property description 

taxable percentage. [1) Class three property includes: 

(a) agricultural land as defined in 15-7-202; 

(b) nonproductive patented mining claims outside the 

limits of an incorporated city or town held by an owner for 

the ultimate purpose of developing the mineral interests on 

the property. For the purposes of this subsection (l)(b), 

the following provisions apply: 

(i) The claim may not include any property that is used 

for residential purposes, recreational purposes as described 

in 70-16-301, or commercial purposes as defined in 15-1-101 

or any property the surface of which is being used for other 
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LC 0104/01 

than mining purposes or has a separate and independent value 

for stteh other purposes. 

(ii) Improvements to the property that would not 

disqualify the parcel are taxed as otherwise provided in 

this title, including that portion of the land upon which 

~tteft the improvements are located and that is reasonably 

required foe the use of the improvements. 

(iii) Nonproductive patented mining claim property must 

be valued as if the land were devoted to agricultural 

grazing use. 

(2) Class three property is taxed at Che--taxab¼e 

pereentage-rate-upn 4.03% of its productive capacity. 

t~7--ijnti¼-dtt¼y-l7-l9867-~he-ta~ab¼e-pereentage-rate-upu 

£or-e¼ass-tftree-prope~ty-¼s-38%. 

t•t--Prier-te-dtt¼y-¼,-¼906,-the--departmeftt--or--reven~e 

sha¼l--determine--the-taxab¼e-pereenta9e-rate-upA-app¼ieab¼e 

te-e¼a99-three-property-£er-the-revaiuatio"-eyele--beginning 

~anttary-¼,-¼9867-ae-£o¼¼owe~ 

ta7--~he--direetor--0£--the--department-o~-reven~e-~ha¼¼ 

eert±£y-to-~he-goverftor-be£ore-dttly-±,-i9867-the--percenta9e 

by--wh±eh--the--appra±~ed-valtte-of-ai¼-property-in-the-state 

e¼a~s±£ied-ttftder-e¼ass-three-a9--of--aa"eary--l,--i966,--has 

±fterea9ed--due--to-the-rewa¼ttat±on-eondueted-ttnder-t5-1-¼¼¼7 

~h±e--fi9ure--is---the---lleert±fied---statewide---pereeftta9e 

±nereaseY. 
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tbt--~he--taxabie--vaitte--o~--property-t"-elass-three-is 

determined--as--a--fttne~ion--of--the---cert±tied---statevide 

pereentage--inerease--in--aeeordanee--witft--the--table-shown 

beiew7 

tet--~h±s-tab¼e-iim±ts-the-statewide-t"erease-±n-taxab¼e 

valttation-restt¼ting-trom-reappra~sal-te-8,,--fn--ealett¼atinq 

tfte--pereentaqe--inerease,--the--department-may-not-eonsider 

agriett¼tttra¼-ttse-eftan9es-daring-ea¼endar-year-¼985o 

tdt--~he--ta•abie--pereentage--mnst--be--eaieniated---by 

interpe¼atien--to--eoineide--w±th--the--nearest-whole-nttmber 

eerti£ied-statewide-pereentage-inerease-from--the--fo½¼owing 

tabie~ 

eertifiee-Statewide 

Percentage-¼ncrease 

-9 

i9 

i9 

38 

49 

59 

eiaes-~ftree-~aKab¼e 

Pereent-age-•PAl 

39788 

ihi!i' 

i5789 

%3788 

%r743 

i8788 

t5t--After--dniy--i7--¼9867-no-ad;nstment-may-be-made-by 

the-department-to-tfte-tazab¼e-pereentage-rate--•p•--nnti¼--a 

rewa¼ttation-has-been-made-ae-prov¼ded-¼n-15-i-¼¼¼•" 

Section 2. Section 15-7-201, MCA, is amended to read: 

"15-7-201. (Teaporary applicable to 1986 land 
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valuation schedules) Legislative intent -- value of 

agricultural property. (1) S~nee Because the market value of 

many agricultural properties is based upon speculative 

purchases whieh that do not reflect the productive 

capability of agricultural land, it is the legislative 

intent that bona fide agricultural properties sha¼¼ be 

classified and assessed at a value that is exclusive of 

values attributed to urban influences or speculative 

purposes. 

(2) Agricultural land sha¼i must be classified 

according to its use, which classifications sha¼¼ include 

but are not be limited to irrigated use, nonirrigated use, 

and grazing use. Within each class, land sha¼¼ must be 

assessed at a value that is fairly based on its ability to 

produce, taking into consideration the classification system 

in existence on January 1, 1986, provided,-however7 that the 

department may consolidate tillable irrigated land classes. 

With relation to irrigated land, water costs s~a¼¼ must be 

taken into consideration, except at no time may the 

resulting value of irrigated land be reduced below the value 

aaeh that the land would have if it were not irrigated. 

(3) Capital costs, such as improved water distribution, 

fertilizer, and land shaping that increase productivity, 

she¼¼~ not be used in determining assessed values. 

15-7-201. (Applicable to 1993 land valuation schedules) 

-4-
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Legislative intent value of agricultural property. (1) 

S~fte~ Because the market value of many agricultural 

properties is based upon speculative purchases whieh that do 

not reflect the productive capability of agricultural land, 

it is the legislative intent that bona fide agricultural 

properties ~hal¼ be classified and assessed at a value that 

is exclusive of values- attributed to urban influences or 

speculative purposes. 

(2) Agricultural land shaH must be classified 

according to its use, which classifications 8hall include 

but are not be limited to irrigated use, nonirrigated use, 

and grazing use. 

(3) Within each class, land ~"ell--b@--asse9sed--at--a 

valtte--~hat--is-£a±r¼y-based-oft-±te-p~odtte~ive-eapacity must 

be subclassified b}'_______P_roduction cate9.0£'ies. Production 

categories are determined from the productive capacity of 

the land based on yield. 

(4) In computing the agricultural land valuation 

schedules to take effect on the-date-tha~-the-~e•a¼ttat±oft 

eyeie-eofflfflenei"g-daftttary-~7-i9867-ta~es-e££eet--pttrsttaftt--to 

¼5-~-¼¼¼ January 1, 1994, and, thereafter, on the effective 

date when each revaluation cycle takes effect pursuant to 

15-7-1-!_!_, the department of revenue shall determine the 

productive capacity value of all agricultural lands using 

the formula v = I/R where: 
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{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-depa~tmeftt-tts±n9-the-£orfflttia-1-•-tP---e+-e 

where~ 

t±t--f-±s-the-per-aere-ftet-income; 

tiit-P-is-the-per-ttftit--priee--ot--the--eommod¼ty--~eing 

prodttced; 

ti±i7-e-±s-the-per-ttnit-prodttetion-eo9t-0£-t"e-eoffllllod±ty 

be±ft9-prodttced;-and 

t±v+-e--ie--the--yie¼d--±n-cn±ts-per-aere ~rovided in 

subsection (5); and 

(c) R is the capitalization rate to--be--determined--by 

the-departmeftt-as-pro¥ided-ift-sabseetion-t9t and is equal to 

6.4\. This~italization rate must be used until new 

asricultural land valuation schedules are determined as 

required by law. 

t5t--Net-income-sha¼¼-be~ 

tat--eaiett¼ated-+or-eaeh-yea~-or-a-ba~e-period7-whieh-±s 

the--most-reeent-3-year-period-+or-wh±eh-data-are-ava~lab¼e, 

prior-to-a-reYa¼cation-of-property-as-provided-in--i5-~-¼¼¼7 

and 

tbt--based--on--eoft\fflodity-pr±ee-and-prodttetion-eost-data 

for-the-base-period-froffl-sttch-soa~~es-as-may--be--eonsidered 

-6-
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appropriate--by--the-departMeft~r-whieh-~ottrees-snaii-incittd~ 

Montana-state-university~ 

(5) (a) Net income must be determined separately for 

each land use and production category. 

(b) Except as provided in subsection (5)(c), net income 

must be based on commodity price data or grazing fees, crop 

share arrangements, and production cost data for the base 

period. Commodity price data, grazing fees, and production 

cost data for the base period must be obtained from the 

Montana Agricultural Statistics and from the Montana crop 

and livestock reporting service. 

(c) In determining net income for irrigated land 1 the 

department shall, after taking into account cro12. share 

arrangements, allow an additional deduction, equal to 13.5% 

of the gross crop value, for water costs. The deduction for 

water costs is in lieu of actual energy and labor costs 

required to irrigate land. 

(d) The base crop for valuation of irrigated land is 

alfalfa. The base crop for valuation of nonirrigated land is 

wheat. The base unit for valuation of grazing land is the 

average grazing fee for a 1,000-pound animal. 

(e) The base period used to determine net income must 

be the most recent 7 years for which data is available prior 

to the date the revaluation cycle ends. Commodity price 

data, grazing fees, and production cost data referred to in 
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subsection (S)(b) must be averaged for the ?-year base 

period, but the average must exclude the lowest and highest 

commodity prices or grazing fees and the lowest and highest 

production costs in the period. 

t6t--~o--the--de9ree--a•ailabie,--the--department--shall 

compile~ 

tat--eo1M1od±ty--pr¼ee-data-refleet¼ng-the-average-prieee 

reee±ved--per--ttn¼t--of--measttre--by--Montana--farmers---and 

raneherso--Stteh--data--may-be-obtained-from-a¼i-geo9raphiea¼ 

areas-ef-the-state•--€01M1od±ty--priees--may--ine¼ttde--wheat, 

bar¼ey7--a½fa½fa--hay7--9rass--hay,-eorn-for-9ra±n,-eorn-for 

siia9e,-stt9ar-beets,-dry-beans,-potatoes,-eattie,-and-sheep• 

Goverftlllent--payments--may--be--eonsidered.--Typieal---renta¼ 

arrangements-may-be-considered. 

tbt--prodttetion--eost--data-ref¼eettng-average-eosts-per 

ttn¼t-of-measttre-~aid-ey-Montana-farmere-and--raneherso--Stteh 

dnto--mny--be--obtoifted--from--all-geogrophicol-oreos-of-the 

stateo-Stteh-prod0etion-eosts-may-inelttde-eosts--reiatin9--to 

irri9ation,--£ertii¼zation7--f0e¼,-seed,-weed-eontrol,-h±red 

¼abor7-mana9ement,-ins0ranee,-repairs-and--maintenanee,--and 

misee¼¼aneotts--itemso-Yariations-in-speeifie-prodttetion-eost 

data7-when-a£feeted-by-different-¼evels-of--prodttetion7 --and 

typiea¼-rentai-arrangements-may-be-eoneideredo 

(6) The department shall compile data and develop 

valuation manuals adopted by rule to determine agricultural 

-8-
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land valuation schedules as provided in subsections (4) and 

12L 
(7) The department shall appoint an advisory committee 

of persons knowledgeable in agriculture and agricultural 

economics to compile and review the data prepared-by-Montana 

state---ttni¥ersity---and---advise---the--deportment--on--the 

imp½ementation-ef-sttbsections-t~t-thro~9h--t6t required by 

subsections (4) and (5). The advisory committee shall 

include one member of the Montana state university, college 

of agriculture, staff. The advisory committee shall 

11 recommend agr~~ultural land valuation schedules to the 

12 department. 

13 t8t--Net-±neoMe-sfta½¼-be-detePmined-set)8Pete¼y-tor-¼ands 

14 in--irriqated--ttse,--nonirr¼~ated--ttse,--and-grazing-ttse-and 

15 sfta½½-be--ca¼e~½ated--£or--eaeft--ttse--and--prodttetion--¼eve¼ 

16 aeeerding-to-tfte-provisiens-ef-sttbseetiens-t4t-thrott~h-tTt• 

17 t9t--~he--eapitalization--rate--shall--be-ealettlated-for 

18 eaeft-year-0£-tfte-base--period--and--is--the--anntta¼--a•erage 

19 interest--rate--on--agriett¼tttra¼--¼oans--as--repePted-by-the 

20 tedera¼-¼and-bank-assoeiation-o£-Spokane7 --wasftington7 --p¼tts 

21 the-etteeti¥e-tax-rate-in-Montana• 

22 tl8t-~he--effeetiye--tax-rate-shall-be-ealettlated-by-the 

23 department-for-eaeh-year-0£-tfte-base-period-by-di•iding--the 

24 total-estiMated-tax-dne-on-agriett¼tttrai-land-in-tfte-state-by 

25 the--tetai-prodttetive-eapaeity-value-of-agriettitttrai-¼and-in 

-,--
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th.e-stote!a" 

NEW SECTION. Section 3. Effective date 

applicability. [This act] is effective on passage and 

approval and applies to tax years beginning on or after 

January 1, 1994. 

-End-
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STATE OF MONTANA - FISCAL NOTE 
Form BD-15 

In compliance with a written request, there is hereby submitted a Fiscal Note for SB0170 as introduced. 

DESCRIPTION OF PROPOSED LEGISLATION: 
An act revising the method of valuing agricultural lands in class three property for property tax purposes; revising the tax 
rate on class three property to 4.03 percent to maintain statewide total taxable value of class three property; and 
providing an immediate effective date and an applicability date. 

ASSUMPTIONS: 
As a point of reference, this fiscal note measures the impact of this proposal by comparing current valuations (tax year 
1992) with estimated valuations under the proposal. This reference point is consistent with HJR2, which assumed the 
agricultural land tax rate would be reduced to a revenue neutral level in face of the revaluation. The revenue neutrality 
assumption in HJR2 reduces FY95 incane to the school foundation program by about $34.5 million, to the university levy by 
$2.2 million and to local governments (including school districts) by $67.2 million relative to current law. 

1. 

2. 

3. 

4. 

Current total assessed value of class three property (agricultural land) is $470,016,133. The current tax rate for 
class three property is 30\. The current total taxable value is $141,004,840. 
The bill proposes using the land schedule parameters and changes to land schedule formulas as recommended by the 
Agricultural Land Advisory Committee appointed by Governor Stephens (15-7-201(7) ,MCA) excluding the recommended water 
values for irrigated land. Instead, the bill proposes a water cost deduction equal to 13.5\ of gross crop value. This 
water cost deduction is in lieu of actual energy and labor costs required to irrigate land. The bill proposes a taxable 
rate of 4.03\. In summary, the recommendations incorporated into this fiscal note are: 

a) The assessed value of agricultural land is determined by capitalizing the rental value of the land. 
b) Rental value is determined as 1/4 cropshare on all cropland. 
c) Prices and grazing fees are based on a seven-year Olympic historical average. 
d) Water costs (equal to 13.5\ of gross crop value) are deducted from the rental value prior to determining assessed 

value on irrigated land. 
e) The capitalization rate is 6.4 \. 
f) The taxable rate is reduced from 30\ to 4.03\. 

Based on assumption 2 and current statewide 
1, 1994 is estimated to be $3,533,941,664. 
be $142,417,849. 

ag land distribution, the total assessed value under the proposal for Jan. 
The total taxable value under the proposal for Jan. 1, 1994 is estimated to 

If new agricultural land schedules are calculated under existino 
the taxable value of class three by 258\ over current law. This 

law (15-7-201. MCA), the result will be an increase 
increase would be effective Jan. 1, 1993. 

in 

(Continued) 

Office of Budget and Program Planning 
Fiscal Note for S80170, as introduced 
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Fiscal Note Request,S60170. as introduced 
Form BD-15 page 2 
(continued) 

FISCAL IMPACT: 
This proposal differs only slightly from the recommendations of the agricultural land advisory committee (SB 168). It is 
expected that the impacts of this proposal will be similar. Statewide taxable valuation of class three property and taxes 
paid by all class three property is expected to change only slightly. Likewise, there will be shifting of taxable valuations 
between counties and between agricultural land types. 

sd 1711 




