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Property taxes are traditionally the primary
revenue source for public operations at the local
tlevel 0 South Dakots, property taxes are directly
redated o ons of the stale’s main industries ~
agricuiiure. Since farming and ranching are land-
intensive gperations, ags“wi’;wa% x:)pe.ratom bear
propesty tax burdens accordingly

Sauth Dakota agricultural 1and is currently
assessed based on the market value of comparabie
grea properies. The Deparment of Revenue
delines market value as “the cash price a property
would bring in a competiiive and open market in
which sufficient time has been allowed for 2 sale;
the buyer and selier are not sublect to undue
prassure. and both are well informed ™ County
assessors begin with a countywide dollar per acre
value for agricultural land angd make iocal

adiustments in regard 1o the quality of the land,
Structures are similarly assessed (base value and
tncal adiustiments) according 1o construction type.
sroperty condition, and structural quality.

The market value system has been in
sxistence for many years, over which several
strengths and weaknesses have surfaced. Critics
argue that this method of assesament resulls in
fand valises o more rapidly than productivity
values For exampie, stafes thal use marke! valus
assessment generally rely on the sales of
coraparable area propedies o value similar
p”@%ﬁz&ﬁ Therefore, when a robust land market
results iny higher salas, assessments rise and larger
18y burdens result

The South Dakota legistature has recently
approved a pitol study 1o assess agricuiural lands

acnording to thelr income-ganerating capacity |
marny agriculturally anented states, this form of
differential assessment has been adopted io
insulate agricuitural iand values from substantisl
annugl assessment incteases ang fo kesp utban
fringe tands in agticultural use. The assessrent
methads used by neighboring siates are 33 varied
as the states themselves. Meverhsless, these
approaches are useful refersnces as South Dakota
ronsiders adopting nnome-hased assessment of
agrcultural land. The remainder of this adicle giv
an overview of regicnal assessment methods and
intreduces South Dakola's pilot program.

Regional Assessment Methods

Minnesota assesses agricuiial !
using g market approach. This approw
upon comparable sales data from agricullural
outside of the seven metropolitan counties. T"\ be
termed "comparable’, the agricultural lands must
share similarities with the agricultural land being
assessed in terms of soil types, number of degres
days, and other agricultural characteristics When
the agricultural land 15 assessed. the assessor is
not o consider any nonagrcuitral factors,

While lowa relies on fair market value
assessment for residential. commercial ang
indusinal real eslate agrim tural real estate is
assessed at 100 percent of its productivily and nst
aaming capacity using an income capitalization
appreach, The noome capiialization aspprosgch
requires orop harvest dala collection for the five
years betwesn sguaiization of assessments.
County agricultural acreage and vield information
by commadity ie pbtgined from the lows Agnguitural
Statistics Service, U B Census of Agnoulture, and
{18, Farm Service Agency (FBA). County gioss
income is then computed by mulliplying one-hatf of
the S-year average production of the commuodity by
the S-year average price of the commodity. County
price adiustiments are made § individual county
price conditions warrant such adiustiments. This
method is followed for com, myi}eam» ardoats. A
catcuiated cash rental value of hay is oblained via
five years of screage, yield, and price information.




Tris value is then mutliplied by the S-year average
’ ac:reafz& of 4t ab & ar non iaaie pasture n obfain
tillable or nontillable pasture

by other aoresis
caicmated t}y ber of pther acres
times 17 pereent of ¢ e per acre forall
other land uses, Gross inconme fom gevemment
payments is squal o onehalf ofthe & S-year average
of government paymenis as ra;mr’iaﬁ by the FSA

lowa c&unty gross mcsms is ultimately
sgual to the sum of the gross incomes fram
commodities. pastures, other acres, and
govermnment payments. County gmduetiaﬂ costs
- dandiord costs, ferlilizer costs, lisbildy insurance,
eto.) sre totaled and subtracted from counly gioss
income to arrive 3t county net income. County net
rwone is then reduced by 10 B percent 38 &
dwelling adiustment. The adjusted county net
income is then reduced by the S-year average per
acre real estate taxes levied forland and
structures. This includes drainage and jeves
 district taxes but excludes those taxes imposed on
agrisultural dwellings.  The county valuation per
acre is then determined by tz‘{wzdmg thiz value by
the capitalization rate specified in lowa Code
section 441 .21, Apphcation of lowa's income
capitatization approach has divided the tax revenus
responsibility as follows: residential (46%),
commersial and industrial {23%), agmu%’mral
i21%) and utilties/railroads (10%).

Agricultural %ar;d and ather real property In
Nebraska are market value assessed. According
1o the Mebraska Depariment of Property
Assessment and Taxgtion, "the actual (market)
value of a parcel of real property is the most
probable price expressed in terms of money that g
property will bmg # exposed for sale in the open
markel in an arm’s i h trangaction betwesn &
willing seller and a yar, both of whom are
knowledgeable conceming all the uses o which i is
adapted and for which it is capable of being used.”
{Ag Land 1) Nebrasks assessors combine ssveral
apprasal technigues nyg. similar properties
sales cz)mparzsen fonation
gyaiugtion ncome anaiyszs and current use
examination. Agricultural land includes land which
is generaily used for producing grain and feed
craps, forages and sod orops, and animals.
Agricuitural land joins hotticullural land as
preferentially trested land, valued at 80 percent of
their market value. Other real property including
farm sites and home sites are valued at 100 ’
percent of their market valug.

qualifying agricultural land. The “non-guaiif
i zoning review, cost

vaiue  The other class of ag

 based sy&em faf assas& 49 agr bui,‘a
1934 ?‘he ierzis are assessed accordin

£ aierzais ?mdu&;wty s
then calculated based on the use determined in the
second step. For example. irigated cropland is
vaiued based on the net value per ton of hay, dry
cropland is valued based on the net value per
bushel of wheat: and rangeland is valued ‘;:;&5&!3 on
the net value per Animal Unit Months (AUM) as
described in the 2000 Wyoming Agricultural Land
Vajuation Study. Finally, the product of the yield
per acre and the net value for sach use is divided
by the capitalization rate (5-yvear weightsd average
of Farm Credit Services of Omaha's Long Term

. Portfolio rates) o calculate a land value per acre for

gach respective use. Since W yoming is a fractional
assessment state, the taxable value s a fraction
{9.8%) of this calculated land value per acre

Montana’s agricultural land is divided inlo 2

classes by the 180 acres reference point. A tract of
land that s less than 180 acres in $ generally
valued at market value. However, if the mndowner

u&ﬂ ;}mv de suppaf;mg cioczzmérta’zzoﬁ 10 {}f(}\?e mai

zs apprmed for isms agneuﬁuf i fics
the amﬁ zs ihan ’g‘a u&d according te #s g;mﬁucifw
to formulas anc%
methodaicagy appmved by the Montana ley
rather than s mariket value. By qual sfymg as
agricultural land, the land is taxed at a rate of 3 827
percent of its productive capacity. f the landowner
fails to comply with either the income standard or
application provigion, the parcel is defined as non-
distinction subjects the land to valustion at the
average statewide grads of grazing land and
taxation at seven imes the laxable rate for
qualifying agocultural land (7 « 3827% =
25.389%). For non-qualifying agricultural land, ane
acre of land is removed for residential bulidings.
The single acre and bulldings are valued at market
value and taxed at 3 627 percent of this market
urat land moiudes
parcels greater than 160 ag
used for res;ciarz’(zai wmmema,, or indusirial use.




b »aa%u#cz aﬂcrycﬁmg o i

with values varying dependmg
On use as grazing. drg farriand, wrigated farmiand,
etc. The taxable percentage for this type ofland is
3827 percent of its produdtive capacity. A single
acre residential sxclusion provision also exists for
parceis greater than 180 acres. Any buildings are
valued at market vaiue and the single acre fails into
the highest valued statewide class and grade for
agricultural land. Montana’'s most recent
reappraisal was 1o have been completed by
December 31, 19598 with those values in use
through 2000

Horth Dakota values agnoultural land by an
income ca;}?a&m’zwn approach. Under this system,
the capitalized value represents the landowner’s
share of gross refurs per acre. The state's moded
primarily rafies upon data from Nonh Dakota's
Agricultural Statistios Service, FSA, and Natural
Resources Lonservation Service (NRGS) County
amnual crop production and regional annual market
prices from sach crop reponting district are used ©
calculate county cropland revenue. in addition,
rangetand and pasture screage eslimates are
multiplied by gross income potential values based
or animat unit carrying capacities per gore to
calouiate county noncropland revenus, The 2000
North Dakota model uzes the most recent ten years
of data and omils the high and low revenue years
from the cropiand and noncropland sides. The
average annugt gross returns for cropland are
determined frony the remaining eight years of data
ysing the following equation. 0.2 {Annual Gross
income Sugar Bests and Polatoes) + 0.3 {Annual
Gross income from Other Crope) + 0.8 {Annual
Gross Income from CRP). For trrigated cropland,
the annual gross retum is 50 percent of dry
cropiand due fo the added irigation expense.
When the average snnual gross relums pet acre of
cropland is divided by the capitalization rate
{average of most recent 12 years federal land bank
morigage interest rates after dropping high and low
years), 3 cropland valus per acre is oblalned. A
noncropland value per acre is similarly calculated
with the numerator equal fo 25 percent of the 8-
year average noncropland revenue previously
salculated divided by the average capitalization
rate. Ultimately, the average value per acre for all
agricuitural land in a county is caloulated by
weighting the average cropiand and noncropland
yalues per acre by the number of noncropland and
cropland acres in 3 sounty.

introduction 1o South Dakota’s pilot program

During the seventy-fifth legisiative session,
a pilot study of assessing agricufturat land by s
income-generating ability was approved. QOne pilot
county from each of South Dakota's Agricultural
Statistics Districts was named in House Bl #1006
These counties and their respective districls as
pictured in Figure 1 includs: Brown {north central),
Clark {(northeast). Corson {northwesty, Custer
{southwest}, Hyde {central), Lyman {south central},
Meade (west central), Moody {east central), and
Turner {southeast).

Figure 1

A gmu}mrai fncome Value
: i?ﬂm Stisclyl

Data from each of the pilot counties &
currently being integrated in a version of the
income-based agrcultural land assessment mode!
used by North Dakota.  The cropland portion for
South Dakota will include crops planted. acres
planted, aores harvested, orop vields, and
production {atals as reported by the South Dakots
Agriculturat Statistics Service (SDASS). When
possible, USDA loan rate prices will be used as
"hase’ prces for each commodity. Other prices
being used will be obtained via SDABS
publications. Based on this information otal
revenue for each commadity will be summed o
compute each county’s annual cropland iotal
revenue and aores planted.  This information will be
combined with other cropland income saurces
{government and CRP payments) to calculale the
annual cropland gross retums for each pilot county.
The noncropland portion will combine NRES data
for range actes, pasture gores, rangs AUM, and
pasture AUM with grazing assumptions and
SDASS gverage livestock prices for calves and cull
cows. As a result, an annual noncropland gross
retums value will be oblained for each pilot county.
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ghted via cropland and

South Dakola and 8 neighboring states
axhibd a variely of approaches to assessing
agricultural lands. 1t has been shown that
assessing agncu%mrai fands according 1o income-
generating tapacity is
in some neighboring sistes. Other states, such as
 Minnesola and Nebraska, continue 1o 255855
agticultural land amrdmg to markst value. During
the neyt year, an income capitalization approach
will be explored an d 1o South Dakola's
current market value sy the piiot study. A
Zmeg task then de ‘ e legisialure
a5 it debates the agricult o
and proposes gv&mes f&! South i}akota s ;smpeﬁ:y
dax hdure,

= orth Rakola W&c& of State Ta
G_

mcept already in practtca' ’

sources:
Inwa Administrative Code Th : 710 B9 Reverue ang
Finance [701L i}eaember : ar;u Navmb& 51897

458181
'St:SSMENT

}L?’s& 2’3, Zﬂi}b o ’2 ‘%?

Mebraska {}epartment of Progmy Aszessment $Tanmlion wib
stts. bitpripatnolorgh nfn}agian&htm July 132080 p B8

eussivoer Propety Tz
e Valuaton Concents ~ Agncultural” October 3%@: ;
B B22GE3

Seuth Dakota Department of Revenus web site:
Htp fhwww state. sz!wusimfm ue/Publicationsiassess1139.
pdf Summary of the &s&essmen% Procues Jily Vit] ,4{}&3 o 12

ueumi wes site
4D Siate s htipait Sibilin/
HE?%&E#&R him Hauaex 8&% #3005 Mﬁv ?9 ,,f}{}(} 514

Wyoring state web site.

hitp fravenus slate wy.us ,z’acfsmt!fagixnd e miy 12000,
p 13 hitpifrevenus statewyusld 2000 Agricultural Land
Valuation Bludy. July 13 "f}ﬁ{}
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