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Adjustments to Achieve Taxable Value

Neutrality in Tax Year 2008

Current Law

Adjusted

Tax Year 2002

Tax Year 2008

Class 4 Tax Rate

3.46%

3.00%

Homestead Exemption

31%

34%

Comstead Exemption

13%

15%
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FROM:
Brad Simshaw, Principal Tax Policy Analyst

SUBJECT:
Analysis of Preliminary Reappraisal Valuations
The Department of Revenue began the process of reappraising class 4 residential and commercial property in early 2000.  The reappraisal effort is a massive, complex, and time consuming effort.  The goal is to finalize the reappraisal value of each residential and commercial parcel in the state by March 2003.  As of December 2002, there has been much progress made in this effort.  This report presents an analysis on the preliminary reappraisal values calculated to date.  While work continues on finalizing values by March 2003, there has been enough progress to allow some insight into the potential impact of implementing the new reappraisal values.

Generally, reappraisal results in overall increases in valuation to class 4 residential and commercial property and class 3 agricultural land.  The first portion of this report shows the overall impact to these property groups within each county.  Next, the report examines the distribution of the change in valuations of class 4 residential and commercial properties.  The changes in valuations will be implemented by phasing-in increases in values over a six-year period.   Those properties that decrease in value will be phased-down to the lower reappraisal value immediately.  The impact of phasing-in the reappraisal values is also examined.

This report includes analysis on the estimated impact on property tax liability.  The estimated impact by class will be shown as well as the distribution of change in property tax liability on class 4 residences.  The impacts will be estimated for the first, second, and last year (full implementation) of the six-year phase-in period. 

There is a section on showing how simple adjustments to the class four tax rate and homestead and comstead exemptions can be made to neutralize the overall impact of reappraisal.  The last section examines the effective tax rates for class 4 residences. 

OVERALL IMPACT OF REAPPRAISAL

Table 1 shows the overall impact of reappraisal to class 4 residential and commercial property and class 3 agricultural land.
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Class 4 Residential and Commercial and Class 3 Ag Land

Percent Change in Full Reappraisal 

County

Beaverhead

7.1%

9.9%

15.2%

Big Horn

0.1%

1.3%

15.5%

Blaine

38.8%

22.4%

15.1%

Broadwater

8.2%

5.0%

11.8%

Carbon

16.2%

25.2%

11.6%

Carter

21.4%

-2.7%

15.6%

Cascade

16.9%

20.8%

15.9%

Chouteau

14.3%

11.6%

15.1%

Custer

19.1%

15.5%

14.7%

Daniels

29.2%

20.0%

15.2%

Dawson

11.4%

8.7%

14.7%

Deer Lodge

22.0%

27.6%

16.1%

Fallon

20.9%

-1.0%

15.5%

Fergus

11.6%

12.8%

15.4%

Flathead

19.3%

25.1%

18.0%

Gallatin

25.5%

26.5%

15.6%

Garfield

10.6%

1.5%

15.6%

Glacier

7.7%

6.3%

15.8%

Golden Valley

33.6%

4.9%

15.3%

Granite

16.4%

17.6%

16.2%

Hill

11.5%

6.2%

15.2%

Jefferson

17.4%

3.7%

16.3%

Judith Basin

16.7%

7.7%

15.6%

Lake

20.6%

12.4%

14.8%

Lewis & Clark

19.7%

15.5%

15.4%

Liberty

17.7%

7.0%

14.9%

Lincoln

17.3%

10.9%

18.0%

Madison

28.0%

13.5%

17.4%

Mccone

21.5%

3.9%

15.0%

Meagher

28.7%

-4.8%

16.7%

Mineral

32.7%

16.0%

14.8%

Missoula

27.2%

18.8%

16.9%

Musselshell

32.3%

8.8%

15.1%

Park

14.9%

12.3%

16.3%

Petroleum

5.9%

-1.1%

15.3%

Phillips

24.7%

11.0%

16.9%

Pondera

7.6%

9.0%

16.3%

Powder River

23.5%

4.2%

15.7%

Powell

22.1%

24.6%

16.8%

Prairie

30.1%

-1.4%

13.9%

Ravalli

19.8%

12.0%

17.2%

Richland

8.5%

12.6%

13.1%

Roosevelt

18.9%

10.2%

14.3%

Rosebud

7.4%

7.1%

14.8%

Sanders

17.6%

12.6%

13.9%

Sheridan

14.8%

-0.9%

15.0%

Silver Bow 

3.8%

3.5%

15.0%

Stillwater

22.4%

14.0%

15.0%

Sweet Grass

29.9%

21.0%

16.2%

Teton

8.5%

10.4%

17.7%

Toole

6.4%

1.6%

15.2%

Treasure

12.6%

-3.2%

11.9%

Valley

14.2%

1.3%

16.1%

Wheatland

27.0%

6.5%

15.9%

Wibaux

29.1%

0.8%

15.5%

Yellowstone

21.9%

22.9%

11.4%

Statewide

20.2%

18.5%

15.3%

Residential

Commercial 

Ag Land

% Change

% Change

% Change


The percents listed in Table 1 represent the change from the old 1997 reappraisal value to the new 2003 reappraisal value.  If the new 2003 reappraisal values were fully implemented next year the result would be an increase in the total valuation of 20.2% for class 4 residential property, 18.5% for class 4 commercial property, and 15.3% for class 4 agricultural land.
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Map 1

Change in Residential Property Reappraisal Values by County

1997 Reappraisal Value to 2003 Reappraisal Value

Toole


Class 4 Residential Property

The changes for residential property range from a high of 38.8% in Blaine County to a low of 0.1% in Big Horn County.  Map 1 displays the change in valuation of residential property for each county.  There does not appear to be any geographic pattern to the level of change.   Counties with a high change (24% to 39%) are distributed throughout the state as well as counties with a relatively low change (0% to 8%).

Class 4 Commercial Property
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Change in Commercial Property Reappraisal Values by County

1997 Reappraisal Value to 2003 Reappraisal Value

Toole


The changes for commercial property range from a high of 26.5% in Gallatin County to a low of –4.8% in Meagher County.  Map 2 displays the change in valuation of commercial property for each county.  Unlike the distribution of change in residential value, for commercial property there does appear to be some geographic pattern to the level of change.   The counties with high changes tend to be located in the western part of the state.

Class 3 Agricultural Land

The changes for agricultural land are not as varied as those of residential and commercial property.  The changes for agricultural land range from a high of 18.0% in Flathead and Lincoln Counties to a low of 11.4% in Yellowstone County.
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Change in the Tax Base

One of the impacts of reappraisal is change to the tax bases of governments.  The share of the tax base is a measure of tax burden.  Chart 1 displays the share of the statewide tax base for tax years 1996, 2002, and 2008 (estimated).  

The change in the tax base from tax year 1996 to tax year 2002 includes the impact of the 1997 reappraisal and the solutions of the 1999 Legislature mitigating the impact of the 1997 reappraisal.  There are other factors impacting the tax base.  Each class of property has natural growth from year to year (new construction, purchase of new equipment, etc.).  The natural growth of each class is also included in the change.

Other important changes from 1996 to 2002 were the reductions in tax rates for business equipment and some utility property.  In tax year 2000, the tax rate for class 8 business equipment was reduced from 6% in 3%, and the tax rate on telecommunication property and electric energy producing equipment was reduced from 12% to 6%.

The tax base for tax year 2008 reflects the estimated impact of fully implementing the 2003 reappraisal and estimated natural growth for each class of property.

Distribution of Change in Valuation Due to Reappraisal
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Residential - Distribution of % Change

2008 Fully Phased-In Reappraisal
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In Table 1 it is shown that the statewide change in total residential property due to reappraisal is 20.2%.  The statewide change in total commercial property is 18.5%.  These changes reflect an average change.  Of course not all residential property will change 20.2% and not all commercial property will change 18.5%.  Some property will change more and some property will change less.  Some property will decline in value due to the reappraisal.  

The distribution of change to residential property is shown in Chart 2.  Chart 2 represents residential property that have an improvement value of $7,500 or greater.  Just under 15% of residential properties will decrease in value.  Slightly over 85% will increase in value.  57.6% of the properties have a change in valuation less than 20%.
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Analysis of Properties that Increase or Decrease

Residential Property

Before

After

Percent 

Number

Reappraisal

Reappraisal

Change

Change

Increase in Value

260,894

 

     Average Reappraisal Value

91,867

$     

 

112,434

$   

 

20,567

$ 

 

22.39%

     Average Taxable Value

2,193

$       

 

2,684

$       

 

491

$      

 

22.39%

Decrease in Value

45,508

  

 

     Average Reappraisal Value

82,828

$     

 

76,896

$     

 

(5,932)

$  

 

-7.16%

     Average Taxable Value

1,977

$       

 

1,836

$       

 

(142)

$     

 

-7.16%

No Change in Value

450

       

 

     Average Reappraisal Value

78,584

$     

 

78,584

$     

 

-

$           

 

0.00%

     Average Taxable Value

1,876

$       

 

1,876

$       

 

-

$           

 

0.00%

Overall Totals

306,852

 

     Average Reappraisal Value

90,507

$     

 

107,114

$   

 

16,607

$ 

 

18.35%

     Average Taxable Value

2,161

$       

 

2,557

$       

 

396

$      

 

18.35%

Commercial Property

Before

After

Percent 

Number

Reappraisal

Reappraisal

Change

Change

Increase in Value

35,328

  

 

     Average Reappraisal Value

197,254

$   

 

244,373

$   

 

47,119

$ 

 

23.89%

     Average Taxable Value

5,938

$       

 

7,356

$       

 

1,418

$   

 

23.89%

Decrease in Value

10,445

  

 

     Average Reappraisal Value

133,021

$   

 

123,269

$   

 

(9,752)

$  

 

-7.33%

     Average Taxable Value

4,004

$       

 

3,711

$       

 

(294)

$     

 

-7.33%

No Change in Value

1,701

    

 

     Average Reappraisal Value

53,069

$     

 

53,069

$     

 

-

$           

 

0.00%

     Average Taxable Value

1,597

$       

 

1,597

$       

 

-

$           

 

0.00%

Overall Totals

47,474

  

 

     Average Reappraisal Value

177,956

$   

 

210,873

$   

 

32,917

$ 

 

18.50%

     Average Taxable Value

5,357

$       

 

6,348

$       

 

991

$      

 

18.50%


The distribution of change to commercial property is shown in Chart 3. 22% of commercial properties will decrease in value and 78% will increase in value.  60% of the properties have a change in valuation less than 20%.  There are more commercial properties with a 50% or more increase in value than residential properties with a 50% or more increase.

Table 2 shows an analysis of the changes in valuations for residential and commercial properties.  The analysis for residential property is for residential property with an improvement value of $7,500 or more. 

For residential properties with an increase, the average change in appraised value is $20,567.  This is an increase from $91,867 to $112,567.  This is a 22.39% increase in appraised value.  This calculates to an average change of $491 in taxable value.  This increase in value would be phased-in over a six-year period.

[image: image9.emf]Chart 3

Commercial - Distribution of % Change

2008 Fully Phased-In Reappraisal
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The average decrease in appraised value is $5,932 for those residential properties that have a decrease in value.  This is a 7.16% decrease in value.  This decrease would be fully implemented in tax year 2003.

For commercial properties with an increase, the average change in appraised value is $47,119.  This is an increase from $197,254 to $244,373.  This is a 23.89% increase in appraised value.  This calculates to an average change of $1,418 in taxable value.  This increase in value would be phased-in over a six-year period.

The average decrease in appraised value is $9,752 for those commercial properties that have a decrease in value.  This is a 7.33% decrease in value.  This decrease would be fully implemented in tax year 2003.

Charts 2 and 3 show the impact of fully implementing reappraisal.  The increase in values displayed in Charts 2 and 3 will not be realized until tax year 2008.  Current statute requires an increase in valuation to be phased-in over a six-year period.  This means that full increase of 24% will be phased-in at 4% each year through tax year 2008.

A chart of valuation increases in the first year of the six-year phase-in period shows  properties with a small growth.  This is seen in Charts 4 and 5.
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Over two/thirds of residential property increase less than 10% above current year assessed values in the first year of the phase-in of reappraisal.  Only 4% of residential properties have an increase of more than 10% above current year values.  23.5% of residential properties have a decrease in value.  
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Implementation of Reappraisal - Estimated Impact to Property Tax Liability
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Nearly two/thirds of commercial property increase less than 10% above current year assessed values in the first year of the phase-in of reappraisal.  Only 14.5% of commercial properties have an increase of more than 10% above current year values.  21.3% of commercial properties have a decrease in value in the first year of the phase-in. 

When compared to the first year of phasing-in valuations, a chart showing the second year of phasing-in valuations should show movement to the right.  Valuations during the second year of the six-year phase-in period are moving closer to the full reappraisal value.  Charts 6 and 7 show the distribution of change in valuation at the second year of phasing-in to full reappraisal.
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Implementation of Reappraisal - Estimated Impact to Property Tax Liability
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At the second year of the phase-in, 57.3% of residential properties have a 10% increase in value above current assessed values.  At the second year, 22.6% of the properties have an increase more than 10% of current year values.  20.1% of residential properties have a value lower than current year values.  
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At the second year of the phase-in, 51.2% of commercial properties have a 10% increase in value above current assessed values.  At the second year, 29.4% of the properties have an increase more than 10% of current year values.  19.3% of commercial properties have a value lower than current year values. 

It is not surprising that the bars (increases in valuation) move to the right as the phase-in period progresses.  This is because, for properties that increase in value, the phase-in brings the assessed value closer to the full reappraisal value and further above the current year assessed value.  What may appear surprising is the percent of properties that have a decrease in value decreases each year of the phase-in.  This is because land and improvements are assessed separately.  It is possible that the land value of a residence has an increased reappraisal value but the improvement value has a decrease in value.  The value of the land is phased-in over the six-year period, but the improvement is fully reduced in the first year.  Eventually, the phasing-in of the land value will offset the decrease in the improvement value.

Estimated Change in Property Taxes Paid

Up to this point, this report has focused on the estimated change in assessed value due to implementing the new reappraisal values.  Overall, it is estimated that residential property values will increase 20.2% and commercial property values will increase 18.5% due to reappraisal.  Theses increases are estimates for the full implementation of reappraisal.  The impact of implementing reappraisal is much less in years leading up to tax year 2008 (full reappraisal) due to phasing-in the increase in values.

The analysis now shifts to estimating the impact on the amount of property taxes paid, due to implementing reappraisal.  The increases in property taxes paid by residential, commercial, and agricultural land properties can be expected to increase over the next six years.  However, the increases in property taxes paid should be less than the increases in valuation.  This is because implementation of reappraisal should result in lower mill levies.  As the valuation of residential, commercial, and agricultural land properties increase, the tax base of local governments increase.  Under the maximum mill levy calculation in 15-10-420, MCA, an increase in the tax base of a local government due to reappraisal must result in a lower calculated mill levy than had the tax base not increased at all.

Calculating the estimated change in property taxes paid due to reappraisal requires some simple assumptions.  First, the taxable value of all classes of property not subject to reappraisal is held constant.  Any change can then be determined to be due solely to the change in valuations due to reappraisal.  Second, the mill levies for local governments (counties and cities) and the non-general fund mill levies of schools are assumed to adjust to offset any increase or decrease in the tax base.  The new adjusted mill levy, when applied to the new tax base, will result in the same property tax revenue as applying the current mill levy to the current tax base.  Third, the general fund mill levy for schools are determined by a school funding model.   Mill Levies for the state (101 mills total) remain fixed.

Because the valuations of residential, commercial, and agricultural land properties are increasing, it can be expected that the total property taxes paid by residential, commercial, and agricultural land properties will also increase.  Though the increases should be somewhat less than the level of increases in valuation.  Also, the increase in valuations combined with fixing the property tax revenues of local governments to be neutral should result in property tax decreases for other classes of property. 

Chart 8 shows the estimated change in property taxes paid by different groups of property as a result of implementing reappraisal.  
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Tax Liability Summary

60% decrease in tax paid, 40% increase in tax paid.

Percent Change in Taxes Paid due to Reappraisal  - 2nd Year of Phase-in (TY08)

28% have a 5% or less change in taxes.

For example, 12.7% of single family residences increased in taxes from 0% to 10%

This table and chart display the estimated impact of the 

2003 reappraisal on residential property taxes paid.  The 

amounts reflect the impact for tax year 2008.
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While the valuation of residential property increased 20.2%, the estimated taxes increased 7.9%.  The close grouping of estimated increases in taxes paid for residential property, commercial property, and agricultural land reflects the close grouping of increases in valuation.  As expected, there is a tax shifting as the other groups of property have a decrease in taxes paid.

The average increase in taxes paid for residential property is 7.9%.  This number is a statewide average.  There will be taxpayers that will have an increase lower than 7.9% and some who will have an increase higher than 7.9%.  There will be some residential taxpayers that will see a decrease in property taxes. 

The statewide distribution of estimated change in property taxes paid on residential property is shown in Chart 9.  This analysis accounts for change due to reappraisal only.  Other changes in mill levies caused by factors other than reappraisal would impact the level of property taxes paid in future years.  The estimated changes in this analysis are due solely to changes in valuation due to reappraisal.  All other factors are absent.

Statewide, it is estimated that 35% of residential property taxpayers will pay less property taxes in tax year 2008 after full reappraisal is implemented, than in tax year [image: image15.wmf]% Change
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Reappraisal

Decreased

Reappraisal Increased

2002.  

More than a quarter of residential taxpayers will have a change of less than 5% in property taxes paid.  Chart 9 displays the statewide impact.  The impact for each county is displayed in Appendix A.

The average increase of 7.9% is after full implementation of reappraisal.  This increase will be phased-in over a six-year period.  The average changes in property taxes paid should be lowest in the first year of the phase-in, increasing incrementally each year of the phase-in until reaching the full phase-in levels.
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Chart 10 shows the estimated change in property taxes paid in the first year of the phase-in by property class.  Chart 11 shows the distribution of estimated change property tax paid for residential property taxpayers in the first year of the phase-in.
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Chart 12 shows the estimated change in property taxes paid at the second year of the phase-in by property class.  Chart 13 shows the distribution of estimated change property tax paid for residential property taxpayers at the second year of the phase-in.
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MITIGATING THE IMPACTS OF THE 2003 REAPPRAISAL

This report estimates that under current law, fully implementing the 2003 reappraisal will result in overall valuation increases of 20.2%, 18.5%, and 15.3% for residential, commercial, and agricultural land properties respectively.  It is estimated that the valuation increases will result in overall increases in property taxes paid of 7.9%, 6.6%, and 7.4% for residential, commercial, and agricultural land properties respectively, while decreasing the amount of property taxes paid of all other types of property by around 7%.  These changes in valuations and taxes paid would be phased-in over a six-year period.

The next section of this report examines simple adjustments to current law parameters to mitigate the impacts of the 2003 reappraisal.  The goal of the adjustments is to allow implementation of the 2003 reappraisal, while keeping total statewide taxable value of each class of property at current law levels.  This is done by making adjustments to the current law tax rate of 3.46% for class 3 and 4 property combined with adjustments to the current law residential homestead exemption of 31% and the commercial comstead exemption of 13%.

This is similar to the action taken by the 1999 Legislature to address the implementation of the 1997 reappraisal.  A slight difference is that the 1999 Legislature intended for the taxable value of residential property to decrease.  The taxable values of commercial property and agricultural land were intended to remain neutral.  An analysis of the impact the 1999 adjustment showed that the intended results were achieved.

With the goal of achieving taxable value neutrality in 2008, the first adjustment to be made is to lower the tax rate for class 3 and 4 property.  The tax rate for class 3 property is tied to the class 4 tax rate.  This means that a change in the class 4 tax rate is also a change to the tax rate for class 3 property.   The valuation for class 3 agricultural land increased 15.3%.  Reducing the tax rate from 3.46% to 3.00% would result in the taxable value of agricultural land remaining at current law levels.  However, since the increases in valuation for residential and commercial property were 29.2% and 18.5% respectively (higher than the 15.3% for agricultural land), lowering the tax rate 3.46% to 3.00% for residential and commercial property will result in a decrease in taxable value, but not enough to offset the increase due to reappraisal.  To offset the remaining increase requires slight adjustments to the homestead and comstead exemptions.  Increasing the homestead exemption from 31% to 34% and increasing the comstead exemption from 13% to 15% is enough to offset the remaining increase in taxable value.
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Tax Liability Summary

35% decrease in tax paid, 65% increase in tax paid.

Percent Change in Taxes Paid due to Reappraisal  - Fully Phased-in  (TY08)

27% have a 5% or less change in taxes.

For example, 14.5% of single family residences increased in taxes from 0% to 10%

This table and chart display the estimated impact of the 

2003 reappraisal on residential property taxes paid.  The 

amounts reflect the impact for tax year 2008.
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Tax Liability Summary

31% decrease in tax paid, 69% increase in tax paid.

Percent Change in Taxes Paid due to Reappraisal  - 1st Year of Phase-in (TY03)

73% have a 5% or less change in taxes.

For example, 54.5% of single family residences increased in taxes from 0% to 10%

This table and chart display the estimated impact of the 

2003 reappraisal on residential property taxes paid.  The 

amounts reflect the impact for tax year 20083
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Tax Liability Summary

33% decrease in tax paid, 67% increase in tax paid.

Percent Change in Taxes Paid due to Reappraisal  - 2nd Year of Phase-in (TY04)

55% have a 5% or less change in taxes.

For example, 36.1% of single family residences increased in taxes from 0% to 10%

This table and chart display the estimated impact of the 

2003 reappraisal on residential property taxes paid.  The 

amounts reflect the impact for tax year 20084
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Chart 14 shows the impact of full reappraisal and the adjusted tax rates and exemptions from Table 3.  As expected, the change in estimated property taxes paid by property type is very slight for each type of property.  Chart 15 shows the impact by residential taxpayer.  Sixty percent of residential taxpayers have a tax decrease.

EFFECTIVE TAX RATES FOR RESIDENTIAL PROPERTY

The effective property tax rate of property is defined to be the amount of property taxes paid as a percent of the true market value of the property.  For example, if a total of $900 was paid in taxes on property that had a true market value of $100,000, then the effective property tax rate on that property is 0.9% ($900 / $100,000).

The 2003 reappraisal value represents an estimate of the current true market value of property.  Completing a reappraisal on residential property allows the opportunity to calculate the effective property tax rate for all residential property in the state.  The effective tax rate will be calculated for tax year 2002 using the 1997 reappraisal value and a tax year 2002 property tax.  A comparison effective tax rate is calculated using the 2003 reappraisal value and a tax year 2003 estimated tax liability. 

The total population of residential property was divided into groups based on the change in valuation due to the 2003 reappraisal.  Then the average effective tax rate was found for each grouping.  The results are shown in Chart 16.


It is clear from Chart 16 that properties that have the higher increases in valuation due to reappraisal actually have the lower effective property tax rates.  As change in valuation due to reappraisal increases, the effective property tax rate decreases.  For example, properties that decrease in valuation from 15% to 20% have an average effective property tax rate of 1.34% using the 1997 reappraisal value (tax year 2002) and an average effective tax rate of 1.15% using the 2003 reappraisal value.  Those properties that have an increase in valuation due to reappraisal from 50% to 55% have an average effective tax rate of 0.47% using the 1997 reappraisal value and an average effective tax of 0.56% using the 2003 reappraisal value.
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