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2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1055
House Finance and Taxation Committee

Q0 Conference Committee

Hearing Date January 14, 2003
Tape Number Side A Side B Meter #
1 X , 0.4
Committee Clerk Signature CX(C(/VLA L A@N
Minutes: U

REFR. WESLEY BELTFR. CHAIRMAN Called the hearing to order.

SEN, RICH WARDNER, DIST. 37, DICKINSON Stated hc was the chairman of the tax
committee during the interium. This bill was studied throughout the interium, The change in the

bill before you, was something that came to us right toward the end. Since October, other
information has developed, so that maybe this bill is not needed. Capitalization simply deals
with interest rates, and as interest rates go down, the formula kicks out higher dollars. He stated
someone reminded them that they were forgetting about putting in a percentage for property
taxes paid into the capitalization rate. The committee felt, this was a fairness issue, and that it
should be there, because it is going to be a shift now, to the urban district. We changed the
averaging from seven years to ten, we put production into the formula, over the last few years, so
[ thought this was the final thing. Now they tell me, it is already in the formula, somewhere else.

If it is in the formula somewhere, this bill doesn’t do anything, and it would be double dipping.
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Page 2

House Finance and Taxation Committee
Bill/Resolution Number HB 1055
Hearing Dote January 14, 2003

LARRY OSBORN, SUPERVISOR OF TAX & PROPERTY FOR RICHLAND COUNTY
Testified in support of the bill, See written testimony plus a table of calculations for 2003
assessments,

REP. BELTER Asked Mr, Osborn to review the numbers,

LARRY OSBORN If we ar2 at 8.53% now, that would be about 26% increase, we would get
there in about five years. That average is up to about five percent per year. This would offset
that by about 3.6% for the first four years, Then do nothing the fifth year.

RZEP. SCHMIDT Reiterated, if we don’t do anything, the land values could increase five
percent for the next three years.

LARRY OSBORN For the next five years.
REP. SCHMIDT Stated they found out in the last study, that for the last ten years, the average

agricultural land in North Dakota, went up 37% in value. This would add up to 52% increase in
fourteen years?

LARRY OSBORN Stated, it is more like 57%.
REP. BELTER Asked what the average selling price for land was in Richland County.

LARRY OSBORN It has gone up slowly, about 2% per year, for some reason, the price is up
8% this year.

REP.BELTER Asked whether land taxes were going up faster with the formula then based on
actual property evaluations,

LARRY OSBORN One of the things 1 noticed about the formula, we are supposed to be
following productivity. Ithink we are, to some degree. One of the things that really played in

here, is government payments. He referred to the table of calculations relating to government
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Page 3

House Finance and Taxation Committee
Bill/Resolution Number HB 1055
Hearing Date January 14, 2003

payments. In 1995, we received 4.3 million dollars, by the year 2000, it grew to 52 million. That

is something that happened in all of the counties in the red river valley. Even though the
cropland value has dropped, the government payment value has picked that up, my average of
48,62, down below, is just about an even keel, Ihad $47.00 in 1990 in government income,
What changed is the capitalization rate, back in 1990, it was about 11.4%.

REP. KLEIN Asked whether he checked with the farm payments, he heard they were paying
less.

LARRY OSBORN Related to a soils committee meeting in Richland County, to which nine
farmers attended, representing townships, it was one of the things they brought up, that
government payments were really dropping. What kind of effect that will have, is hard to tell.
What will happen to the price of soybeans and com.

REP. GIL HERBEL. GRAFTON Testified in support of the bill. He stated, that when you
look at evaluations, especially in his area, they have the problem of a study escalation in

evaluations and the capitalization rate, plays a big role in how the evaluations change. During
the interium, they had Dr. Eckre change the capitalization rate, and saw a greater significant
change taking place in evaluatioﬁs, versus any other part of the formula. If those government
payments tend to drop, you are not going to see that change take place in evaluations. Now we
are going to be caught with high evaluations, high taxes, and you take the government payments
out of there, it will leave the farmer holding the bag, Capitalization rate, is the greatest factor in
determining evaluation, we need to make some change to that, and I think, this is a very good
change. In visiting with the County Commissioner this momning, in Walsh County, the

evaluations have gone up 42% in the last ten years. The land is not selling for a 42% increase.
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Page 4 |
House Finance and Taxation Committee |
Bill/Resolution Number HB 1055

~™  Hearing Date January 14, 2003

| DON SIEBERT. DIRECTOR OF TAX, WARD COUNTY Testified in support of the bill,
The county commissioners support this bill and feel the evaluations have increased significantly

TP

in Ward County, with another 8% to 10% this year. We are in the same position as Richland

County, where taxes are not reflecting what is in the formula, like they should be.

MAC HALCROW, COUNTY COMMISSIONER, PEMBINA COUNTY, Testified in
support of the bill. Submitted four handouts relating to charts on taxable value, tax increases,

FEMA and hazard mitigation money. In reviewing the charts, he stated the formula has to be
changed. The capitalization rate is the big enemy. He stated, the hardest part is telling these
farmers that their taxes are going to go up another 10% each year. He felt that it was not fair that

the state is dictating an increase, when the county feels it doesn’t need the increase. He felt that
r‘q it is not fair, that this system has been allowed to increase taxes since 1980. He related to the
™™ disaster funds showing on one of the charts. Ho stated, everytimo there is a disaster, there is a
local cost share. It is not fair. These people are being overburdened, there are record amounts of

foreclosures. We have had three floods. The damage to the infrastructure in the county, is

immense,
REP. BELTER Because the land values escalated in Pembina County, h 3 you lowered your

mills?
MAC HALCROW I get asked that question a lot. Since I have been county commissioner, we

have lowered mills every year. That is four years in a row. There are a bunch of mills the

|
citizens vote on. The only real control we would ever have, is stop escalating the evaluations. Z‘
g

MARK SITZ, FARMER, REPRESENTING THE NORTH DAKOTA FARMERS UNION
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House Finance and Taxation Committee
Bill/R ~solution Number HB 1055
Hearing Date January 14, 2003

Testified in support of the bill. He stated it has been a war in process with the property tax
situation. When we talk about evaluations, the conversation usually comes to high evaluations !
and the escalations in those evaluations, There i3 a lot of concern about that. They feel that is é
the reason for the high property taxes, When we talk about a capitalization rate and how it
affects evaluations, we recognize that the capitalization rate is the only thing that represents the
inputs of ag producers, We feel that approving HB 1055, would be going in the right direction
because it more accurately reflects what the situation really is.

REP. DROVDAL Talking about the evaluation, property taxes increase because the local
entities need more money, no matter what the evaluation is. It is in that end dollar. Doesn’t this,
in reality, shift the burden from rural land to urban land?

MAXK SITZ 1 would imagine, there are some that would come to that conclusion. What we
are concerned about is the accuracy of what goes into the formula,

REP. DROVDAL Does the capitalization rate reflect values of city property? |

- MARK SITZ I think we are only talking about ag,

mewummﬂ
INTERIUM TAX COMMITTEE, Gave a handout of interium committee, see attached copy.

Also answered questions the committee had regarding the interium.

REP. WINRICH There is sonte question, according to Sen. Wardner, that this tax rate problem
is addressed elsewhere in the formula.

JOHN WALSTAD That is sort of news to me. This came up at the final committee meeting.
Mr. Osborn came to that meeting, stating that adding the effective tax rate to the cap rate, the

committee thought it sounded like a good idea, and approved an amendment to a bill the
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House Finance and Taxation Committee
Bill/Resolution Number HB 1055
Hearing Date January 14, 2003

committee already had under consideration. It was the final committee meeting, so we didn’t
have an opportunity to do an analysis of how that would work statewide, and what the actual
numbers would be. So, I don’t know the answer to your question.

MAC HALCROW Commented again, relating to Rep, Drovdal’s question regarding whether
urban land taxes would go up if ag land goes down, he stated, in his county, they did the work
sheets, and that would not happen.

REP. FROELICH Addressed the county commissioners, wondering if they have ever
questioned the accuracy of the formula NDSU uses.

MAC HALCROW He stated yes, one of the problem with that is you are providing information
on crops that have not been harvested. The FSA has only gathered up preventive plant

information in the last two years.

ASSOCIATION, Testified in support of the information, He stated that in traveling around the
state, he has listened to the township officers of this state. They are all very concerned with the
capitalization rate,

MARCY DICKERSON, SUPERVISOR OF ASSESSMENTS, STATE TAX
DEPARTMENT, See written .ustimony.

SANDY CLARK, REPRESENTING THE NORTH DAKOTA FARM BUREAU Testified

in opposition of the bill. See written testimony plus a pamphlet on North Dakota property tax
relating to ag productivity formula.

With no further testimony, the hearing was closed.

YRy ".‘.‘(‘5 b S L
EL SR ‘n-“{‘,pur‘-.,_:,\.‘__\;“;:) St e

Tthe micrographic images on this film are sccurate reproductions of records del ive
were f1imed Tn the regular course of

' tor’s Signature ‘,/ TN

e AR . et e e s emeoeee s 1

T e W A i e

B

111

red t§ Modern Information Systems for microfiiming and

Amer{cen National stenda
business. The photographie ”'““‘«T'f:.?ﬁﬂm :t:i:h:otm, it 1s due to the quality of tlp

(ANS1) for archival microfilm. NOTICE: 1f the filmed image above is l
document being f{imed. \ /0
L \ P

rde Inetitute

==

’Q‘

-



Page 7
House Finance and Taxation Committee
Bill/Resolution Number HB 1055

~~~.  Hearing Date January 14, 2003
~ COMMITTEE ACTION  1-14-03 Tape #2, Side A Meter 20.5

Discussion was held relating to “double dipping” some testimony stated they wore charged
property taxes, but it was already in the formula. Some of the discussion was under the

impression if rural property taxes went down, then urban taxes would go up. Some of the g

e

committee members felt, they are probably trying to help somebody, but not helping anyone at
all,

REP. KLEIN Made a motion for a DO PASS.
REP. SCHMIDT Second the motion. MOTION FAILED.

Q REP, CLARK Made a motion for a DO NOT PASS.
~"  REP.JIVERSON Second the motion, MOTION CARRIED

& 7 YES 6 NO 1 ABSENT
b | REP. CLARK Was given the floor assignment,

i
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N FISCAL NOTE ‘

Requested by Legislative Councli
12/16/2002

Blil/Resolution No.: HB 1055

o e it e =

1A, State fiscal effect; /dentify the state fiscal effect and the fiscal effect on agency appropriations compared to
funding lovels and appropriations anticipated 1inder curent law.

2001-2003 Blennium 2003-2003 Blennium 2405-2007 Blennium
General |Other Funcis| General |[Other Funds| General |Other Funds |
Fund Fund Fund g
Revenues ]
Expenditures .
Appropriations ;
1B. _County, clty, and school district fiscal effect: Identify the fiscal effect on the appropriate political subdivision,
2001-2003 Bliennium 2003-2005 Blennium 2005-2007 Biennium _
School School School
Counties Cities Districts | Counties Cities Districts | Counties Cities Districts
|

2. Narrative: Identify the aspects of the measure which cause fiscal impact and include any comments relevant to
your analysis.

determined by the provisions of NDCC 57-15-01.1, Changing the valuation of existing property does not ;

fo If enacted, HB 1055 will have no fiscal effect. The amount a political subdivision may levy in dollars is |
change the dollar amount a political subdivision may levy.

Adding the effective tax rate to the capitalization rate will reduce the valuation of agricultural land and
therefore shift some of the tax burden to other property. Residential, commercial, and centrally assessed
property will assume a greater share of the taxes if agricultural values decrease, but the total amount of
taxes levied will not change.

3. State fiscal effect detall: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the revenue amounts. Provide detall, when appropriate, for each revenue type and
fund affected and any amounts included in the executive budget.

B. Expenditures: Explain the expenditure amounts, Provide detall, when appropriate, for each agency, line
item, and fund affected and the number of FTE posttions affected,

C. Appropriations: Explain the appropriation amounts. Provide detall, when appropriate, of the effect on :
the blennial appropniation for each agency and fund affected and any amounts included in the executive ;
budget. Indicate the relationship betwsen the amounts shown for e xpenditures and appropriations.

e . £1on ystens for nicrofining snd
Yhe micrographic images on this f1lm are sccurate reproductions of records del|vered tmﬂ:hl: miem Notional Stendards Tnetitute

8. The photographic process meets stends
m:t;':zdnmhm:lrmm‘i‘m";o“c.::mrf‘:he fil::d inn?:ho& {s less Legible than this Notice, ft fs due to the quality of the

du.smnt being 1 Led, [ < @0{%4‘1\ /O/o’&oftb..i J

‘ tor’s Signaturo



R T S

Name: Kathryn Strombeck IAgency: Tax Dept
& Phone Number: 328-3402 Date Prepared: 01/03/2003

The micrographic inages on this f1lm are sccurate reproductions of records delivered to Modern Information sVst&uhf'or“ﬁ-Icroﬂlnfn? and
were 11lmed §n the regular course of business. The photographie process meets stendards of the American National Stendards Institute
C(ANST) for archival microfilm, NOTICE: 1f the filmed {mage sbove is less legible than this Notice, it {s due to the quelity of the

document being #1imed.
o ;@ﬁ.g&h &t kb o]  Dlapa

4 / // TN Date

el

A N7 A

i
s
i,

¢




j— Date: [- /4’ 03
oo Roll Call Vote #: )

2003 HOUSE STANDING COMMITTEE ROL ;ALL ' 6‘[‘ES
BILL/RESOLUTION NO. 105

House FINANCE & TAXATION \ ~ Committee

j Check here for Conference Comm((\ . \@

Legislative Council Amendment Numb \
Action Taken np_ NP,

Motio.. Made By Q_e. ’ZICIN Seconded By gg# . :!itﬂ‘dj.

Representatives Yes | No Representatives Yes | No
BELTER, CHAIRMAN v’
DROVDAL, VICE-CHAIR :
CLARK
. FROELICH
GROSZ
— HEADLAND
IVERSON
KELSH
KLEIN
NICHOLAS
SCHMIDT
WEILER
WIKENHEISER
WINRICH

Total (Yes) (_0 No i?

Absent '

Floor Assignment E 0 {) .

If the vote is on an amendment, briefly indicate intent:

AN
N NOKRIs

<

\

N

AR D e

T
/
i
s
N [T - i

meges ceurate reproductions of records delivered to Modern Information Systems for microf{iming end
I'l?."f'i'im'ﬂ'ﬁhl rnum- tc':)'u.r:o' t:f.l::oi.ms.. Th:p photographic process meets standerds of the American National Standarde Inetitute

(ANS1) for archivat microfilm, NOTICE: If the filmed image ahove (s less legible than this Notice, it s due to the qualt‘y of the
 document being f1lmed. ‘ )
7 /D

'
4 /.'/( Bat
tor’s STgnature / RS ate

ad



2003 HOUSE STANDING COMMITTEE RO!
BILL/RESOLUTION NO.

House FINANCE & TAXATION

Date: I "’ 4’0 5

Roll Call Vote #: 4

% EALWES

D Check here for Conference Committee

Legislative Council Amendment Number

Committee ;

Action Taken

Motion Made By

Representatives

Do it fuss

Seconded By

Representatives

Yes

M

No

\YGi

BELTER, CHAIRMAN

DROVDAL, VICE-CHAIR

CLARK

FROELICH

GROSZ

et HEADLAND

IVERSON

KELSH

N | &N

KLEIN

™ NN Y st [

NICHOLAS

SCHMIDT

WEILER

oS

WIKENHEISER

WINRICH

1

Total (Yes) No

o

Absent [

Floor Assignment QQ¢. e l n aé

If the vote is on an amendment, briefly indicate intent:

{
fc images on this film are accurate reproduct
m:e"'ﬁ'm'?r‘\ the rgcutar course of business.

(ANS1) for archival microfiim. MOVICE: 1¢ the filmed image sbove fs

ons of recor
59 meets stendar

The photographic process The 'l 1ile than this Notice,

ed t Modern Infor
ds del fver odo of the Amer

A
J

§ temﬁ for microfiiming and
nu|t;:: N:tsional gtandards Institute
it {s due to the quality of the

YLV

Date

document being #§imad. Y
,-L’@:[n&iﬂ
Operator’s Signature

QI (‘}7@ /‘/{\



January 14, 2003 3:43 p.m. Carrier: Clark
insert LC:. Title: .

7N ,_
© HB1055: Finance and 75578“&" "n?.'.‘?"‘.? S Belt cﬁa |
: n Comm op. Belter, Irman) recommends DO ‘-

NOT PASS (7 YEAS, 6 NAYS, 1 ABSENT AND N .
on the Eleventh order on the calendar. OT VOTING). HB 1065 was placed

!
REPORT OF STANDING COMMITTEE (410) Moduie No: HR-06-0854 ,’l
!
:

[
| \
|
)
1
| *
| i
; )
S
! S’
‘7
| i
| i
l (2) DESK, (3) COMM Page No. 1 HR-08-0654
i
VD QISR ik B0 s sty -

L

The micrographic images on this f1lm are accurate reproductions of records dellvered to Modern Information Systems for ﬁfcréﬂlnlﬁu ond
were $ilmed in the reguler course of business. The photographic process meets standards of the American National Standards Inetitute
(ANSIY for archival microfitm., NOYICE: 1f the filmed image above 18 less legible than this Notice, it fs due to the quality of the

document being f1lmed,
S/ .
ol Kpel, yse

-



. ‘~\“l":‘~“.

P NN

2003 TESTIMONY

HB 1055

The micrographic images on this film are accurate reproductions of records delivered to Modern Information Systems for microffiming and
were filmed in the regular course of business. The photographic process meets standards of the American National Standards Institute
If the filmed imags above {u less legible than this Notice, it {s due to the quality of the

(ANS1) for archival miecrofilm, NOYICE:
/‘1 /0/ X b,i__

document being f{(imed. 1
Operator’s Signature // SN Date

B a.‘a’§

b
3]

'wvwﬁgf



™

The micrographic §

Testimony of Larry Osborn
House Commiittee
HB 1055
January 14, 2003

Mr. Chairman, members of the Committee, I am Larry Osborn Supervisor of Tax & Property for
Richland County.

I am the one who proposed adding the effective tax rate (ETR) to the State Interim Tax
Committee on September 25%, 2002. Befote proposing this I did do my homework. I asked
Dwight Eckre at NDSU if he subtracted the ETR at any point in finding the net income. His
answer was no. I also asked Chuck Krueger, former State Supervisor of Assessments if the ETR
was in the formula, His answer was nothing was conclusive.

When Appraisers and Assessors attend schools to study the income approach. We are taught that
the capitalization rate is a combination of first mortgage rate, recapture rate and effective tax rate.
The recapture rate deals with the recapture of depreciation on improvements so is always zero
when dealing with land only. The fitst mortgage rate is the rate you are now using. So my
question is: where is the effective tax rate?

The taxes can be handled two ways. One is to subtract it from gross income in finding the net
income. In that case it could not be added to the capitalization rate. The second way is to add
the effective tax rate to the capitalization rate. It is important that we deal with taxes in one place
or the other. We cannot add taxes to both the net income and capitalization rate. It’s one or the

other.

Since September people have been checking to see if anything is in the formula to account for
taxes. The closest thing I've heard is Chuck Krueger says originally in looking at the landlords
share it was a split of 66% vs 33%. But because of taxes and marketing the land lord share was
lowered from 33% to 30%. On the last page of this report I have included a calculation sheet we
receive each year from the state formula. Please look at the line for Landowner share of returns.
And you can find the percentage being used for the different columns, Note that cropland and
gov't payments are both at 30%. Than go below to find the line for eight year average landowner
share of gross returns per acre. Note the average of $48.62 per acre. If the average is about $50
based on 30% this means the gross income has to be in the $150 area per acre. And if they
negotiated the percentage from 33 to 30 percent, this means that 3% times $150 equals $4.50 per
acre. Now of the $4.50 how much is marketing and how much is taxes?

The problem in my county is $4.50 would not even cover the taxes alone. The average tax on
farmland in Richland County is $8.73 back in the year 2000! So either way I do believe we need
to recognize the effective tax rate in law. If we don’t do it now, it will keep coming up. Because
no one is really sure how it is being handled, if handled at all.

~Thank You
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law. The bill is Intended to enhance the attrantiveness of
North Dakota's tax climate by reducing corporiite incomne

-{ax rates from the existing high of 10,5 to 6.64 percent,

‘he fiscal effect of the bill is estimated to be a loss of
,700,000 in the first six months of 2003 and a loss of
$3.2 million for the 2003-06 blennium.,

provides this infurmation tp the Tax Commissioner by
December 1 of vach year, and the Tax Cominissioner
provides the Information (o each county director of tax
equalization. Tha county director of tax equallzation
uses the countyvide average received from the Tax
Commissioner ai the basis for determining and
providing each asies:ior in the county with an astimate

AGRICULTURAL PROPERTY of the average ayricultural value of agricutiural lands
ASSESISMENT STUDY within the assessor's district. The assessor uses the
Back el average valuation reciived from the county director of
ackgroun ' tax equalization to detormine the valus of each assess-

In 1881 the Legisletive Assembly restructured prop-.
crty tax assessments iy the state and changed the basis
fr valuation of agricutiural property to a formula based
on the property’s productivity value. True and fill value
of agriculiural property for property lax purposes Is
based on productivity, as established through computa-
tion of the capitalized average annual gross return of the
land as made by North Dakota State University Depart-
ment of Agricultural Economics,

The Department of Agricultural Economics deter-
mines annual gross return for property based on the best
statistical agricultural production information it oan
obtain. For minor production crops, such as fentils and
flekd peas, production statistics are not avallable so
values based on known crops are substituted. Canola
was in this category until 2000, when the National Agri-
cultural S‘atistics Service recognized the growth in
canola production and began gathering production data.

w-&\ Is not belleved that lack of data on minor crops has a

:

ibstantial impact on countywide valuations.

Annual gross return for rented land Is determined
from crop share or cash rent data, and for other land,
annual gross return is 30 percent of annual gross
income for cropland used for growing crops other than
sugar beets or potatoes, 20 percent of annual gross
income for cropland used for growing sugar beets or
potatoes, and 25 percent of annual gross income poten-.
tlal based on animal unit carrying capacity of the land for
land used for grazing animals. Average annual gross
return for each county Is determined by using annual
gross returns for the county for the 10 most recent years,
discarding the highest and lowest annual gross returns
from those years, and averaging the returns for the
remalning eight years. Average annual gross return is
indexed for inflation to reflect changes in prices paid by
farmers. This cost of production factor is determined by
the Department of Agricultural Economics by comparing
National Agricultural Statistics Service indexes of prices
paid by farmers over a period of 10 years, discarding the
highest and lowest years’ indexes, and averaging the
remaining elght years' indexes. This amount is divided
by the base year Index of prices paid by farmers during
the seven-year period ending in 1996.

Average annual gross return for agriculiural property

s capitalized using a 10-year average of the most recent

‘2-year period for the gross Farm Credit Services mort-
ige rate of interest. '

An average agricultural value per acre Is established

for cropland and noncropland on a statewide and county-

wide basis. The Depariment of Agricultural Economics

1

ment parcel within thal. district. Within each county and
assessment district, the averags of values assigned to
agricultural property must approximate the averages
determined under the formula for the county or assigned
{o the district by ths rounty director of tax equalization.
In determining relative values of parcels of property,
local assessment officlals are to use soll type and sol
classification data whenever possible,

inundated agricuitural land s an exception to the
valuation formula, Inundated agricutturel land is defined
as agricultural property containing a minimum of 10
contiguous acres, if the value of the inundated land
exceeds 10 percent of the average agricultural value of
noncropland for the county, which is inundaled to an
extent making it unsuitable for growing crops or grazing
farm animals for two consecutive growing seasons of
more and which produced revenue from any sotirce In
the most recent prior year which is less than the county
average revenue per acre for noncropland. Application
for classification as Inundated agricultural land must be
made [n writing to the township assessor or county
director of tax equallzation by March 31 of each year.
Before all or part of a parce! of property may be classi-
fled as Inundated agricuttural fand, the board of county
commissioners must approve that classification for that
property for the taxable year. The agricultural value of
inundated agricultural lands must be determined by the
Department of Agriculturat Economics to be 10 percent
of the average agricultural value of noncropland for the
county as determined under the formuta. Valuation of
individual parcels of Inundated agricultural land may
recognize the probability that the property will be suitable
for agricultural production as cropland or for grazing farm
animals in the future.

Committee Conslderation

The committee recelved a detalled review of the
gathering of statistics and operation of the agricultural
property valuation formula, Production statistics for the
most recent 10 years are used in the formula and the
high and low years are eliminated and the remaining
elght years averaged. Gross revenue for cropland in
each county Is based on acreage yield per acre and
price for each crop for the county. These statistics are
gathered by the National Agricultural Statistics Service of
the United States Depariment of Agriculture. Gross
revenue from crop prodiction ls determined for each
crop grown In the county by multiplying acreage times
yield per acre to determine production, production Is

Y
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multiplied times price to determine value of production Unlled States Department of Agriculture Natural
for each crop in the county, acres for summer fallow and Resources Conservation Service said the intended soll
all crops are added, and values of production for all survey cycle is to provide for resurveys for each county
s are totaled to determine county cropiand produc- within each 30-year period. It was observed that resur- -
Rangeland and pastureland is valued by estimating veys should be completed more frequently but the (
value of calves and cull cows produced per acre. These Natural Resources Conservation Service is limited by
estimates are based on the livestock carrying capacity budget and staffing restraints.
measured in animal unit months, which is assumed to be The coinmittee explored a suggested change to
enough grazing capacity to support 8 1,000-pound cow using cash rent as the landlord's share of gross returns
and her calf for one month, For purposes of these calcu- under the formula, It was suggested that cash rent
; lations, it is assumed that one-sixth of the cow herd Is would be a better measure than the current method of
: culled each year and a six-month grazing season Iis estimating production value. Cash rent information is
assumed. Production estimates based on weight gain gathered by the North Dakota Agricultural Statistics
are multiplied by the price reported by the North Dakota Service through surveys of 3,000 farm operators in North
Agricultural Statistics Service to determine a cull cow Dakota each year. Mall surveys are sent to farm opera-
income per animal unit month, Calf Income ls deter- tions and a telephone followup survey is conducted to
mined using a similar method and incorporating statistics check accuracy. The committee considered a bill draft
on calf production per month and calf prices, Statistics that would have substituted cash rent as a basis for
are gathered and incorporated in county production computations In the valuation formula, The committee
statistics based on government progream payments, makes no recommendation with respect to the bill draft.
exclusive of the conservation reserve program. Conser- Committee members expressed concern that basing
‘; vation reserve program payments are divided in half and assessed valuations on unverified reports of operators Is
| the remalning amount is included as gross revenue for not a reliable method.
i agricultwal land. Thé commitiee explored the history and estimates for
; The capialization rate used in the formula has future changes in the capitalization rate used in the
: declined each year since 1894, it is estimated that the valuation formula. The committee considered but makes
decline will continue for the foreseeable future and a no recommendation with respect to bill drafts that would
decline in the capitalization rate produces Increasing have established a floor on the capitalization rate and
agricultural property valuations. frozen agricultural property assessments. The Agribank
~~& representative of the Department of Agricultural annual mortgage rate, which [s used as a basis for the
| iomics at North Dakota State University pointed out capitalization rate under the formula, declined substan- ('
1@ Issues that could be addressed to make the tially to 6.48 percent for 2001. It is likely that in the next '
- formula more accurate. Reducing conservation reserve few years substantial decline in the capitalization rate will
program payments by 50 percent understales the result in substantial increases in agricultural property
| income to the landowner of these payments. Crop insur- valuation.
. ance indemnity payments are not included in statistics It was recommerided by a local tax officlal that the
used in the formula but have become a significant agricultural property assessment formula be adjusted to
» source of revenue o farmers. Valuation of noncropland add consideration of an effective tax rate for agricultural
assumes a grazing season of six months for all counties, property. It was suggested that the agricultural property
but actual grazing season length varies from north to valuation formula does an adequate Job of reflecting the
: south and east to west. Total value of calves and cull productivity valuation of agricultural property, but the
f cows sold Is counted as revenue for noncropland, but weakness In the capitalization rate used in the formula is
F winter feed for animals comes from cropland and is that it does not reflect property tax payments by farmers
’ afready Included in cropland revenue calculations. and ranchers,
The commitiee reviewed statistics on agricultural
property valuation for each county from 1982 through Recommendation
2001, From 1982 through 1985 agricultural land valua- The committee recommends House Bill No. 1065 to
tions under the formula increased. From 1986 through incorporate an effective tax rate calculation in the capi-
1902 valuations decreased. From 1993 through 2001  talization rate used for valuation of agricultural property.
formula valuations have steadlly increased with a state- It was estimated that the effective tax rate would be
; wide average valuation increase of more than 37 percent  approximately 1.6 percent, which upon being added to
! over eight years. Farmers In some parts of the state the capltalization rate, would result in a statewide agricul-
; have expressed frustration with continuing Increases in  tural property valuation decrease of approximately 14
| agricultural property valuation when they have observed  percent. The bill phases in the use of an effeciive tax
; disaster declarations because of flooding problems for  rate over four years. The capitalization rate under the
! several consecutive years, Increased farm foreclosures,  current formula Is expected to decline, so it is anticipated
"~k market prices, and drought in some parts of the that the addition of an effective tax rate will not cause :
oo ) substantial shifts in property tax burden among pro
; ~—fhe committer explored Information on the status of types. property 9 property. .
soil surveys In North Dakota. A representative of the
12
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—~ FINANCE AND TAXATION COMMITTEE
A January 14, 2003

Testimony of Marcy Dickerson, State Supervisor of Assessments

HOUSE BILL NO. 1053
Mr, Chairman, Members of the Committee, for the record my name is Marcy Dickerson

B T T P NI e S o

and I am employed by the State Tax Commissioner as State Supervisor of Assessments. My

testimony concerns House Bill No. 1055.
This bill requires that the effective tax rate for all agricultural property in this state be
added to the ten-year average of the gross agribank mortgage rate of interest for North Dakota to

e A i i

calculate the capitalization rate used in the agricultural property tax valuation formula. For the
2003 assessment the effective tax rate is to be multiplied by 25 percent before being added to the
— calculated agribank mortgage rate.
The effective tax rate for 2001 is 1.54 percent. Twenty-five percent of that is 0,385
percent. That is the amount to be added for the 2003 assessment. That addition would bring the

2003 capitalization rate to 8,92 percent (rounded). That would r¢duce average agricultural

values per acre by about 4.4 percent. Isay “about” because, when run through the whole
-agricultural valuation process, there would be a little difference due to rounding.

It is proper to include the eﬁ‘ectiv'e property tax rate in the capitalization rate so long as
property taxes have not been deducted'pfior to determination of income to be capitalized.‘ If
property taxes have already been accounted for, including an effective tax rate component in the
capitalization rate would be double counting,

I have not found any written evidence of whether property taxes have been accoupted for

in the agricultural valuation formixla. However, I have spoken with former State Supervisor of |
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"’ HB 1055
Testimony of Marcy Dickerson
January 14, 2003

a Page 2

Assessments Charles Krueger and corresponded with former State Supervisor of Assessments
Barry Hasti. They both said that when the return to the land owner was reduced from 33 1/3
perce 't to 30 percent, that wais to account for marketing and other expenses including property
tax, If that is correct, includiné the effective tax rate in the capitalization rate would be double
counting.

This concludes my prepared testimony. I will be happy to try to answer any questions

you may' have,
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House Finance and Tax Committee —— |

January 14, 2003 (

Testimony by North Dakota Farm Bureau
presented by Sandy Clark, public policy team

Good morning, Mr, Chairman and members of the committee. For the record, my i
name is Sandy Clark and I represent the 26,000 members of the North Dakota Farm i
Bureau. We appreciate the opportunity to appear before you this morning.
We realize the Interim Tax Committee worked hard to seek a method to give E
property tax relief to farmers and ranchers. NDFB also agrees that property taxes are too *
high.
However, NDFB must oppose HB 1055 for a couple reasons. |
o~ The effective tax rate gives property owners credit for having paid their property
{ ! taxes. Farm Bureau is opposed to this bill because the property tax component is already
in the current formula. |
The Legislature previously gave credit for property taxes by changing the weighting |
factors from 33.5% to 30% for all crops and to 20% on high-value crops like sugarbects
and potatoes. It would be imprudent to add an effective tax rate to the capitalization rate,
which would incorporate the same discount twice.
Furthermore, appraisers and assessors use this effective tax rate when utilizing the
income procedure to determine full market value. The ag productivity formula was
established in 1981 to replace the market value approach with a more realistic method
based on hard facts through documented productivity data, rather than the many factors
buyers will use to determine how much they will pay for a parcel of land. ,
It is dangerous to start incotporating a market value strategy into an ag productivity :"
formula, The income approach used by appraisers and assessors to determine full market \
value is not the same as determining market value through the ag productivity formula. ;

_- ‘Thisis apples and oranges.

Orte future. One voice.
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Page 2 - HB 1055 — ND Farm Bureau

An effective tax rate would indeed increase the capitalization rate; thereby, lowering
land valuations, However, this is a market value component that has little connection to
the philosophy of determining property taxes based on productivity.

We understand why there is interest in increasing the capitalization rate to lower land
valuations. We also agree that property taxes for ag land are too high. However, any
effort to arbitrarily manipulate the formula may solve a short-term situation, but it will
definitely create additional problems in the future and will destroy the integrity of the
formula,

Therefore, we encourage a no vote on HB 1055,

As you know, the ag productivity formula is very complex and complicated. We
would like to distribute a book that Farm Bureau has prepared to explain the formula, It
includes every step and every calculation of the formula, We simply distribute this for
your use as a resource manual as you study the productivity formula, This is not great
nighttime reading, but hopefully it will help answer some questions about how the

formula operates.
Thank you and I would be happy to entertain any questions you may have.
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| North Dakota Property Tax Syctoml

BB NORTH DAKOTA FARM BUREAU

Total [~ "True and Full Valuo
Proposed Local (Agricultural Value)
Budget : L (Market Value)
plus m{ minus tin!u
Adjustments to the
Proposed Budget 30%
After Input From
Public Hearings equals
| |
mi:lms Assessed Value
|
All Non-Property times
Tax Fevenue B
* State Aid 9% Residential
* Unobligated Cash 10% Commercial
* Fees, etc. 10% Agricultural
- I ]
equals equals
oy | . |
O Property Tax Total Taxable Value g
- Revenue Needed divided by of All Property
(Levy in Dollars) in the Taxing District
l
|
Mill Rate
v
Your Property's Mill Your Property
Taxable Value times Rate equals Tax Due

All property in North Dakota is subject to property tax unless it is specifically exempted. Except for a
onc-mill levy for the State Medical Center, propeniy taxes are administered, levied, collected and ex-
pended at the local level for the support of schools, counties, cities, townships and other local units of

government. The State does not levy a property tax for general government operations.

The property tax is an “ed valorem” tax, that is, it is based on the value of the property subject to tax, The
other element of ¢ property tax is the amount of revenue that needs to be raised.

(Source: "State and Local Taxes: An Overview and Comparative Guide 2000" distributed by North Dakota Tax Department)
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