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CHAPTER I
INTRODUCTION

Since mbout 1900, preminent writers in the field of public
finance have found justifiable reason for condemming the general
property tax.l Meny of its deficiencies are inherent in its basiec
nature while others arise from problems of administration. Yet as &
mattér of custom and bezause the property tax is well adapted to logal
use, thare seems little reason to believe that it will be completely
replaced by other sources of revenue in the near future. It is even
doubtful that land should be deleted from the property tax base
because of the windfall gains that would sccrue to present landowners.
There is, however, strong justification for enacting modifications in
the structure of the property tax and seitking means of strengthening
its administration.

One's understanding of an established institution is often aided
by & knowledge of the conditions under whioh it originated and of the
conceptual changes which accompanied its development. In the case of
& tax, fiscel trends and tex~income relationships are alsa useful from

the standpoint of analyszing current problems and in policy formulatien.

lIh.:-olcl H. Groves, Minancing Government, 5th kd., Holt,
iinehart and ¥Winston, Inc., Newv York, N.Y., 15'58, PP. 50=62; Jens
Feter Jensen, Property Taxation in the Unitsd States, University of
Chicago Press, Chicaego, I11., 1931, p. 478; J. H. T. MeFherson, "The
General Froperty Tax as s Source of State Hevenue," Siate
Taxation, The Mecmillan Compeny, New York, N.Y., 1908, p. 473;
Edwin H. A. Seligman, Esasys in Texstion, 9th Ed., The Hasmillen
Campeny, New York, N.Y., 1921, p. 62.



Historical trends are of spreial interest wvhen studying the
property tax because it has survived vith few modifications during e
period of changing economic comditions. Hince its adoption in
Célonisl times, the nation's ecomomy has passed from the agriculturael
to the present industrial stage. Many of todey's property tex prod-
lema are related %o thess gradual changes in the ecomamy of the
country and in the needs of its citizens. These aspects of the
property tax are also related to the main topic of this thesis—

qnityz in the sssessment af farm land.

zlqu_lﬂy in taxation implies egual treatment for peapl® im
similer circumstances.



CHAPTER 11
THE PROBLEM

Historical and Legel Sketch

The tax structure of the American coléiilés imeluded direct
levies on palla, fsculiies, end property. Additional revenue was
raised from sxcise taxes, duties on commerce, and license fees. The
extent of reliance om each of these sources veried by celoniss wiih
the property tax of greatest importmnce in the New England .:u..3
In some celomnies, the property tex was levied on the sanual or rental
value of land rether than on its capital worth.

Froperty tmx liability originally was not confined to material
goods or things apart from the person of the imdividual. Each tax~
payer was expected to contribute according to his "estate ox ability”
wvhich at that time had much the same meaning. The velue of cme's
“"estate or ability" for assessment purposes was based on "a discre-
tionary sstimete of the sollections and relative wealth" of the
individual by loosl ¢:ffioinll.'.I A woluntary aspect was added to thim
erbitrary essessmont procedure, since mo provision was made for the
disclasurs of property by the owmer.

Caloniial charters ordinarily contained fsw directives govern-

ing texation, leaving the developmsnt of revemue systems to the

3lhrold M. Groves, Finesnciug Government, 5th Ed., Holt,
Rinehart and VWinston, Inc., New York, N.Y., 1958, p. 617.

“Jens Peter Jensen, Exoperty Zaxation in the Usited Stetes,
University of Chicago Press, Chicago, Ill., 1931, p. 35.



lagislative bodies. Lists of taxable properiy, including both real
and peraonal {tems, were sventually developed by the legislatures.
Uniform values, subjeet t¢ frequent change, were spesified by the
revenus nats for sash iyps of taxable property.>

By the time of the Revelutionary War, property had been used
in varying degrees as a supplement to the tax base in every colony.

Some of the newly organized state governments ineluded previsions for

6

the universal and uniform taxatiion of property in their sonstitu-

tiona. Cthar state comstitutions offered no basic revenus laws,
leaving the task to the legislatures. The status of the property tax
st various times was expressed by the following claumes iaksn from
selected state conmsiitutions:
Maryland (1777) ... but every persom in the State ought
to contribute his proportion of public taxes, ... according teo 7
his actual worth in real or personsl property within the State.
Tennessee (1796) All lands liable to taxation ... shall
be taxed equal and uniform in such manner that no one hundred
sores shall be taxed higher than enother except town lots which
shall not be taxed higher than 200 scres of land esch,B

Illinois (1818) The mode of levying & tax shall be by
valuation so that every person shall pay & tax in proportion teo

,m., Pe 28,

6tlni.vox-ul taxation of property refers to the inolusion of all
property except that specifically exempted by statuta. The uniform—
ity rule applies to both the rate of taxation and the assessment
ratio of taxed property within a given distriet.

7Jon.on, Ope gite, Po 34,

sm., pe 37. Thia concept of property taxation stressed

uniformity according to erea rather than value and assumed a homo-—
geniety in tracts of land whiech seldom exists.



the r;,luo of the property Lie or she has in his or her posses-
sion.

The trend toward universal and uniform taxetion of property
established by the Illinois constitution prevailed until 1873 when
Fenngylvania started a reversal by permitting the classification of
property. A comstitutional provision stated that: "All taxes shall be
uniform upon the same cless of subjects within the territorial limits
of the authority levying the h.x."m This modification permitted rec~
ognition of the incoae earning power of the various gategories of prop-
erty by allowing the uss of different rates mnd levels of assassment.

The movement for a classified property tax gained mémentum
after 1900, and most state constitutions nowv include provisions for
some degree of differential taxation. The constitution of South
Dakota (1889) carried the uniformity rule, and in 1918 the Penn-

sylvania classification provision weas .doptod.u

Froperty Tax Trends Since 1900
Until the eerly 1900's, property taxss vere the maim source of
révenue for both state and losal governments. The data in Table 1
indicate thaet the states have largely withdrawn from the property itex
field simgce that time. Im terms of percentage, it is also apparemt

that the property tex is of less fiscal importance now than formerly.

“Ibid.

10
Ibid., p. 40.

1
llbggl, Pe 42.



Table 1. Property Taxes as e Percent of Total Stete and Local Texes,
United States and South Dakota, Selected Fiscal Years 1902-1960%

United Ststng South Dakota
Yoar Htate and local State Logal State and local BState Local

1802 82,1 52.6 BB.6

1913 82.8 46.5  91.1 §
1922 82.7 %.T  96.9 93.8 80.8 ;g $
1932 72.8 17.4  97.3 80.4 8.3 23
1942 53.2 6.8 92.4 52.9 1.8 .
1953 44.8 3.5  87.0 58.9 .3 37"
1957 44.6 3.3 86.7 58.2 1.5 2.6
1960 45.4 3.4 87.4 57.1 o T

ased on taxes collected rather than levied.
bpate for 1960 includes 50 states.
OLess than .0l percent.
Source: United States data computed from the fouov:lng v. 8. Bnrcu
of the Census publications:

Sovernmental Finsnges
mmmm.sa_m_mmmmm mz:

U.S. Census of Governments 1957, Compendium of Goverament Fihances,
Yol. 111, No. 5.

South Dekote data computed from John E. Thompson and Max Myers,
Taxation Dakots, Agricultural Economics Pamphlet No. 38,
Agricultural Experiment Station, South Dakota State Cellege,
Brookings, August 1956; and tho follwtng U.S. Bureau of the Cnnu

imbliestionu % Mﬁ ag;m ﬂa,

Mmm& 1960; Revised Summary of hnmm
Finanoes, 1942-1950; U.S m of Governments ..221: Compendium of
Gevernment Finances, Vol. TII, Ne. 53 Yealth, Debt and Texess 1322.
In absolute terms, however, property tax collections bave been
incressing each year. Property tex collections in South Dakota
increased more than 82 percent between 1951 and 1961, The average
annual increase during this period was 6.7 peraent. In fiscal 1961,

property tax collections in South Dakota exceeded sales tax collections
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by more than five times. This absolute imereass may be largely

attributed to the rising costs associated with the level of lecal
governmemt services desmed necessary by our groving population.

The property tex represents a legal claim of government on farm
real estats which must be paid es & condition of ownership. It does
not fluctuates with output and, in the long run, (except in the case of
hobby farms) must be paid out of farm incomeé. Therefors, the relation
of taxes to income may be used as & momsurs eof the impact of property
taxes on farmers.

Table 2 reflects recent tremis im the tax—imcome ratio for South
Deakota and the United ltctal.n Betwesn 1949 and 1960, farm real
estate taxes increased steadily in relation to the nation's net farm
income. The smme was true for South Dekots, tut the fluctuetion fram
year to ywar was much greater. Ammual weather fluctuations in South

Dakota probably accoumt far the variable income date which in turm is

i | » -

uco-putod from South Dakota Citizens Tax Study Committee,
Beport of South Dakote Iax Study Committee, December 1939,
Table 37, p. 152; and esdditional date obtained by personmal communicae~
tion with Mr. Bruce D. Gillis, Commissioner of Revemue, State of
South Dakota. Sales tax figure obtained from State of South Dakota,

%mmamwum Fiscal Year 1960~
s Peo 18,

u‘!'ho state income figures have been deflated by the index of
prices paid by South Dakota farmers based om the 1947-1949 level. The
index is a measure of the changes in price of a representative selec~
tion of goods and services purchased by South Dakota farmers and
includes the mein elements of expenditure for farm living, preduction,
and finencing. The deflated income figures provide a closer estimate
of the farmers' purchasing power relative to thet of the base period.
A similar index, more applicable to the nation as & wvhole, was used te
adjust the income data for the United States.




responsible for the variations in the tax-income retio., The matisomal
figumes constitute an avermge of all the different type—of~farmisg
arsas in the country mnd reflect price and crop yield fluctmaiicns and
variations in looal tax polioy. This comparisom tends to overestimate
the burden of real estate taxes on farmers because all farm resl estate
is mot owned by farmsra.

Table 2. Taxea Levied on Farm Heal Estate, Total Net

Paxm Ingome, and Taxes as & Parcent of Income,
South Dekota snd United States, 1949-1960

Taxes levied on !’om net Real estate texes as
farm real estate® farm income & percent of income
(millions) (millions)

South WUnited South United South United
Tear Dakota States Lakota? States® Dalota Stetes
1949 17.3 TO6,. 2 155.% 12,926.0 11.1 5.5
1950 18.2 T40.6 239.0 13,592.2 T.6 S.4
1951 19.1 TTZ.8 303.9 14,454.9 6.3 5.3
1952 19.6 804,53 172.9 13,336.5 11.3 6.0
1953 20.7 B38.9 211.9 11,855.4 9.8 7.1
1954 20.2 B69.T 206.4 11,231.0 9.8 7.7
1955 22.0 928.4 12%.0 10,506.2 17.6 8.8
1956 25.1 ¥77.3 137.9 10,190.4 18.2 9.6
1957 26,0 L, ,043.3 247.3 10,333.3 10.5 10.1
1958 25.8 1,103.2 228.1 11,57%.5 11.3 9.9
1959 26,8 1,1BT.5 91.4 9,510.9 29.3 12.5%
1960 29.5 1,284.0 235.% 9,965.0 12.5 12.9

bpeflated by Parity Index for South Dakote (1947-49 = 100).
SDeflated by Parity Index for United States (1947-49 = 100).

Source: Tax date~—U.S. Department of Agriculture, Agrigultural
Statistics, 1950-1961. Income data~—U.S5. Department of Agrioulture,
Egonomic Research Service, The Farm Inceme Situation, July 1961;
U.8. Department of Agriculture, Economic Research Service, !ﬁl

Inoome ~ A Supplement to the Farm lncome Situation for July



Purther evidence of the farmers' changing teax status can be

shown by comparing the average annual tax levied per acre on farm

resl sstate vith the parity ratio.>?

This comparisem for South

Dakota and the United States is presented in Table 3 and Pigure I.

These data slearly show a decline in the farmers' ability to pay

Table 3.

Average Farm Real Estate Tax Levied Per Acre, Index of
Tex Per Acre, South Dakota and United States, and South

Dakota Parity Ratio, Selected Years 1936-~1960

Index of
tax per scre
Tax per acre (1947-49 = 100) South Dakota
South United South United parity ratio
1936 24 <38 55.8 61.6 76.9
1940 .28 <39 65.1 63.2 66.7
1945 .32 44 Td.4 T1.3 93.2
1950 47 £9 109.3 111.9 89.5
1951 .49 -T2 114.0 116.8 99.1
1952 Al « TG 118.6 123.2 87.0
1953 .52 79 120.% 128.1 1.7
1954 «53 .82 123.3 133.0 T4.3
1955 .58 .87 134.9 141.1 68.4
1956 .64 91 148.8 147.6 64.7
1957 .67 97 155.8 157.3 65.3
1958 .66 1.03 153.5 167.0 69.6
1960 .76 1.20 176.7 194.6 64.1
Source: U,.S. Department of Agriculture, Statistics,

1937-1961; South Dakota Crop and Livestock Reporting Service,
South Dekete Agriculture 1960, March 1961.

u‘!’ho parity ratio is found by dividing the index of prices

received by the index of prices paid by farmers for the same period.
It is a reflection of the adbility of South Dakots farmers to pay the
real estate taxes levied on their property.
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Figure T, Index of real estate tax levied per acre, South Dakota
and United States, South Dekota parity ratio,
selected years 1936-1960 (1947-49 = 100)

Source: Table 3.
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during a period of rising real estate taxes. The index of real
estate taxes per acre and the parity ratio are camposite figures for
farmers as a group, They marely reflect changss in the ralationship
between property taxes and ability to pay rather than variations in
the tax burdem of farmers as a group ar as individuals.

In studying fiscal trends and tax-income relationships, one must
keep in mind that ability to pay was the main criterion of equity at
the time the property tax gained wide acceptanca. Tax aquity is still
measurtd in these termi, but property ownership is no longer as indic-
ative of an individual's wealth or ability to pay taxes. The
nation's economy has changed to such a degree that persemal incoms
from property is relatively mmall compared to that derived from serv-
ices, profits, and intangible sources. DMortgaged property held with
small equity also contributas littls to the owner's met worth.

Tha need for less amphasis on the property tax has long been
realized, but most states will probably continue to rely on it as &
major source of local revenue. This mesgns that the farmer must com-
tinue to accept it as a part of his expense. In viaw of this, it is
especially importamt that consideratiom be given to any mesams which

promises to distribuate the property tax burdem more equitably.
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Inequitable Assessment of Farm Heal Estate
and Its Effects

Agsessment-sale ratio studies in South Dakota indicate a lack

13 in the sssessment of farm real estate between

of uniforaity
counties, and similer inconsistencies exist between tovnships and
individual tms.16 Inequitable assessment within taxing districts
causes a further distortion of the tex lomd among property owners. 4
differential in the assessment level of succeeding governmentsl units
creates further imequity wvhen (1) tax levies are imposed by eech unit
and (2) when state grants~in-~sid are allotted on the basis of property
veluations., These inequalities may reterd the progress of communi-
ties seecking pudblic support for schools and ather tax supported
institutions. Over extended periods, inequity also contridbutes to
chenging patterns in land use and tenure.

As long es essessed values snd mill retes resain lov, inequity

in assessment does not pose a serious problem, However, rising costs

of local government have necessitated mill levy increases which

unnifomity as used in this sense refers to the relationship

between the assessed end market velues of lend vithin and betwesn tax
units. A uniform gondition exists vhen the ratio between these vari-~
ables for each parcel of land within the unit approsches a sonstant.
The legal ratio in South Dakota is .60.

16'!'h0 median county ratio for farm real estate in 1960 ranged
from 24.9 in Fenningtom County to 62.2 in Campdell County. The indi-
vidual retios for Penninmgton County sovered .arange of 65 points
wvhile the renge for Campbell County was 95. (State of Souih Dekotes,
Department of Hevenue, Division of Taxation, Third %gg Report, Real
Estate Asseagment-Sales Astio 3 9§ Ahe Stsrxof South Dakota, for
the Calendar Year 1960, Pierre, 1960
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magnify the sxisting inequalities. Assuming that the present property
tax~farm income trend continues and that the gentrel of property,
particularly land, resains cssemntial o as afficient farming emter-

prise, inequity io sssessaeni will bocome more eritical.,

Improving Assénsmant Progsdure

Many peaple now recognize the need for re~evaluating and
improving taxing methods. South Dskota legislators have demonstrated
thedr concern by creating the office of county director of egqualize~
tiem, dsaigned %o gcordinate and improve sssessing pregedures. Under
this system progress is being made in mosi souniies, but much remains
te be accomplished.

In the case of land, insceurate and srbitrary assessment can
be greatly reduced by the use of appraisal techuiques whieh give gon-
sideretion o the fembures of the seil, With sows additional knovledge
of expected orop yields snd cest-price relationships, soil features or
properties can be interpreted in terms of income earmning capacity.

The n#t Lnéoms produsing sapaaity of the soil can then be used as the
basis for determiniag reletive land values for tax purpeses. GSuch a
method vas usasd in making the 1960 assessment of farm land in Spink
County, Bouth Daketa.

is interest in improving sssessing procedurs grows lesally
throughout the stais, more people can be expected to inquire about ithe
value of systems used in other sress. Sems of them will undoubiedly
request the help of eellege and sxperiment station persemnel in

Lo SOUTH DAKOTA STATE UNIVERSITY LIBRARY
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interpreting and epplying similear measurss. Therefore, it sesms
appropriete that an eveluation be made of the sffectivensss of the

sysiem applied in Spink County.

Objestive of the Study
The objeetive of this study ves to evaluats the use of soil
survey informatien ss & means of atteining eguity iam the sssessment

of faurm land in Spink County, South Dakota.

Procedure
Frevious 1o 1933, South Dakote farm land assessmentis were based
on the judgmenis of part=time sssessors wvhose jurisdictioms were
limited to townships or similar govermmental distriets. Sinee 1935,
the county tax program hes been administered by an appointed county
official, currently the direstor of equalimation. Frogress in improv-

T vas mide after 1955, but the assssssid vialues

ing assessment qnsutyl
in most towinships remainsd slustersd about the sverage. Individual
judgment wes still the main fastor in determising lend values. The
use of a soil survey as ihe basis for the 1960 sssessment of ferm land
in Spink County made it possible to attain s rsnge in the distribution
of sssessed values consistent wiih the sarning capacity of the moil.

If ability to pay is reflected in sarning capseity, the 1960

17In property tax essessment, the terms quelity and equity have
similar meanings since both relate to fairmess. Equal trestment of
equals and unequal treatment of unequals ensures a high degree of
fairness in assessment. Under present standards, quality is measured
in terms of uniformity.
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assessment should have contributad a samblance of equity to th& dis-
tribiition of th&# property tax burden on land.

Market value has long been accepted in South Dekota as the
most reliable messure of worth or tax limbility svailable. This
concept has be#en upheld by the courts on numsrous ococesions. Presum—
ably, the land values derived by eny methud of assessment would stand
a better chance of acceptance if they were closely aligned with
market velues. PFPor this reason, market value was used as the standard
in this anealysis.

This study was designed to measurs any chamge in the quality
of the assessment resulting from the use of thes soil survey as the
besis for valuing land. Tvo sets of assessment-sale ratios based on
the 1959 mnd 1960 assesmments wers computed for s semple of unimproved
trects vhich wers stratified assording to physiographis area and kind
of soil. The median and coeffimient of dispersion for boih seis of
retios were detesrmined for the entire smmple and for each of the
strata. The coefficient of dispersion was used as a measure of the
uniformity attained by the two assessmenta.

To supplement this enalysis, the relationship detween economic
productivity and sctual market value was determinad by rsgression
anelysis for the traets in esach physiographic arem. 4lso, the
distributions of assezssd valuas for 1959 amd 1960 were compared for

selacted townships.



16

CRAPTER 111
METHOUDS OF VALUING LAND

Kinds of Value

Land is a source of future earnings and other satisfactions,
both tangible mnd intangible, vhich acorue to the owmer. The tangible
earnings associated with land ownership are measured by the amount of
soney income, vhile the intangible or psychic earnings are messured in
terms of satisfaction. At a given time, the value of & praperty is
equal to the discounted expected future net income plus the psychiec
satisfections of ownership. The dollar value of this petential income
is measured each time the property is scld on the eompetitive market.
The market provides direst, factual evidence of worth and is eonsid~
ered to be ane of the objective measures of value. Other kinds of
value use#d in connection with appraisal theory are merely abstractions
from merket vuluo.m Lomn mnd condemmatiism value, for example, pre
derivatives of market value selected t@ fit a particuler purposs.

Values derived for tax purposes are also abstractions wvihiech need
not be related to a specific monetary base in order to ensure equity
emong ovners. In this case, emphasis is placed on the relative value
of one property to another rather tham on absclute dollar amounts.

This comparative feature distinguishes tax appreisals from those made

laﬂ. Ven Vliet, "Value and Valuation Theory in Assessment,” The

Ssskatohewan Rural Land Assessment System, 2nd Ed., by T. H. Freeman,
V. E. Thompson, and C. H. Chappell, Published by Authority of Minister

of Municipel Affeirs, Regina, Seskatchewan, 1950, p. 119.
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for other p\u'pun.m There is, hovever, a level of market value
whioch best suits the purpose of taxatiom. In order to avoid undue
ariticism, the rslationship between these two levels of value should
conform roughly 4o ihe concept accepted by the public. Im most states
the ratio between sssessed and market value is establishad by statute

at & rather arbitrary level far belov unity.

itanderds of Valume

Host students of lend appraisal agree that the productivity of
& farm must be appreiseld prior to ite veluation by any methed. Dif-~
ferenses of opinion exist es to the best method for ceomverting physi-
ocal produetion estimates inte value. Home prefer to use the sotunl
sale prices of farms judged to be of similar productiviiy as standards
of comparison while others favor the determination of value by the
capitalizetion of estimated net income. These methods of valuation
are similar im that both are related to a price level. Land values
are determined by farm income and the pricaes reseived for farm
produets. Therefore, any level of land value selected for comparisen
in the sale value method will be based on a price level. The imcome
approach makes more direet use of a price level, since actial valuis

sust be plaged on both farm inputs and outputis.

19‘11.‘11.-- G. Murray, "Principles of Valuation for Tax Purpeses,"

mmmpmmmmm by Committee on Tenure Credit
and Land Velues, Northern Great Plains Advisory Council, Fort Collins,
Colorado, June 17-19, 1952, p. 1l.
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Many rural appraisers in the United States and Canada rely
heavily on net inoome estimstes for waluming lamd. In Europe mere
smphesis is placed on the comparative sales spproul.zo Government
sgencies and private mppraisal firms in this country often use both
methods, cne as s chetk against the other. Both approaches have merit

sod will be summarized in the discussion which fellows.

Veluing Land by Capitalising Net Income
This method of valuation is based on the faet that the mat
return to asgricultural land is governed by the productivity of the

sedl. 2}

Within a partiocular climatic setting, soil productivity is
the major factor which limits crop yields and net income. Over a
period of years, higher net incomes per scre are realiszed from the
more productive soils. To the extent that soil productivity is an
element of velue, this differemtial should be refleeted in the
appraised values of separate tracts of lami.

This approach to value is based on an inventory of soil
resources, prabable physical production, prices, and costs. Net

income may be figured by the rental share or owner-operator methods.

20y an Vliet, op. git., p- 122.

2]'ﬂ-o:ll productivity is the capability of a soil to preducs a
spegifigd plant or sequence of plants under a defimed set of manage-
ment practices. It is messured in terms of imputs of labor and
moterials in relation to sutjmits or yield. A productive seil posiesses
& balangs Of chemical, physicsal, and biological properties favorable
for the ecemomic production sf the erops adapted to a particuler ares,
(Soil Survey Staff, Soil Suryey o U.8. Departmint of Agriculture
Handbeok No. 18, Am.t 19’1' P 367.
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Both have advantages and disedvantages in different situatisns, but

with complete information the results should be similer.

Capitelizing the Rentel Share

The rentel share method, illustrated and discussed in detail by
Murray, - is most useful in a region where tenancy is common. Under
this method, the landlord's average annual product, im the form of
cash rent or a share of the arop, is camnvertsd into value using pro-
jected long-term prices. The common expenses of ownership, such as
taxes, cost of seed, insurance, and maintenance, are then deducted
from this gross income. The resulting figure represents the net
return to the lendloxd for the use of the land.

The essumption made here is that the rate of return to land-
lords is oomparable to the rate af return wvhieh farmers as a group
receive on their invutnon,t.“ The competitive marked in which
rerters and landlords esteblish cash rents amd rental contracts
supposedly ensures this edjustment. 4lso, it is presumed that the
rate of return from farming will determine whether the owner operates
the lend himself or leases it to a tenant.

Van Vliet expressed the opinion that this assumed degrse of

adjustment does not asctually exist in most loea.litiu.z‘ He

22yi111em 0. Murrey, Perm # Yalustion, 44h Ed., The
Iowe Edate University Pnu, Ames, Iowa, 1 « 211-237.
23"!1 VIi.t. ﬂo m.’ p- 13"0

1bsa.



mentioned tke effect of custom on rental agreements and cited evidence
fo indicate that s uniform rentel share fails to distinguish between
soils of different economic productivity., Estimates of landlord

income in areas where renting is uncommon are not satisfectory becsuse

they bear no relation to fact.

The owner-operator method, outlined by Freeman, Thompson, and
Chappell, hes been used as the basis for rural land sssesament in the

Canadian Prevince of Baskstehevss singe 1939.2>

Conputing net income
by this method emtails a greater number of estimates since all farm
eoxpenses, ineluding an allowance for unpaid family labor and interest
on the operstor's invesiment, must be subiracted from gross inceme.
It is readily apperent thet wore cost—-price data must be available for
the effective use of this method. MAside from this commen eritieism,
Yan Viiet feels that the owner-operator approssh is more reslistic
since it tends %o refleot variaticons im moil, climsie, smd type of
opl'x-o.tion.zil

Regardless of the method used in estimeting net imcome, the

mext step is the conversion of net return into value. Net return is

25y, H. Preeman, V. E. Thompson, and C. H. Chappell, The
Saskatcheven Rurel Land Assessment System, 20d Ed., Published by

Authority of Minister of Municipal Affairs, Hegins, Sasketchevan,
1950, pp. 139-265.

26v‘n Tli't' no m., P. 13.‘.
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capitalized into am "earnings level of values?

which represents the
surrent worth of the tangible partion of expected future income. The
met money income must be sufficisnt to sustain the interest on the
buyer's investment and thus support the value of the property over a
period of years.

Finally, the less tangible elements of value, sush as lagation
and physical hasards, vhich may add to or detract from the income
value of the land, must be sccounted for. The final figure repre-
sents an average or nirmal value based on anticipated earnings. Uwer
a peried of years the market value of the property can be expecied
to fluctuate above or belev the appraised vslue depending om the
epiimisn of buyers and sellers.

Friedrich Aereboe, a German writer, sharply criticized the
income approach on the grounds that it is “"impreotisable, unssisntific

and indefensible,*?®

e emphasized the effeot of smaell arop yield

variations on net returns and pointed sut the difficulty in selecting
en interest rete for use im capitelisation. G. C. Haas admitted that
"land derives its value solely fram its products, amd, therefore, its

nd9

value must bs propartional to the value of its produst. However,

28 priedrieh Aereboe, The Value of Landed Propersy, Sased op ite

s Purchese Frice, snd the Crediy thet it Commands, Bul-
%{’m of the %o.u of Agricultural Intelligence and of Flant Discases,

International Institute of Agriculture, November 1912, pp. 2344-2345.

29
G, C. Hans, Seles Prices as a Basis for Farm Lend
Minnesota Agrionltu;d Experiment ﬁction Technical Bulletin 9, St.

Pl‘ll. November 1922, pp. 34,




he reasomed that the risk involved im predicting the present worth of
future land products and the difficulty of estimating present and
future production costs limits the usefulness of eny appraisal scheme
based on produgtivity. Karl Brandt also found greater merit in the
comparative value method wvhich employs actual salss data. 30
Yan Vliet expressed the belisf that some of the objections to
the net inodme approach cited in the literature may reflect the
environment of the vritou.n In his opinion, the success of the
comparative sales method in many European countries has been emhanced
by @ more stable land market and a fairly regular turnover of land,
Critigism of the number of cost-price# estimates needed for the
computation of net income is not as valid es it once vas. Ferm
managemgnt research conducted wvithin the last fifteen ywars has
ramoved some of the arbitrary elsment from these #stimates.
Difficulties are sncountered with the net income m#thod wvhen a
high proportion ef land value is due to the amenities or vhen a small
portion of the income is derived from the 0011.32 This is often the
case wvith small acreages ar specialized farms located near large
cities, GSubstantial errors may also result in the appraisal of mar-

ginal farms. If receipts and expenses are nearly balanced, a slight

30y ar1 Brandt, "Land Velustion in Germany," Journal of ¥arm

M&k 101. 19. No. l. Ptbru.ty 1937, Po 178.
Nyan Viiet, op. git., p. 122.

3yi111em G. Murray, Farm Appraisal snd Valustion, 4 Ed.,
The Iowa State University Press, Ames, lowve, 1961, pp. 340-342.
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change im pst inocome will strongly affect the capitalised lamid value.
Finally, the selection of a reslistic ompitelization rate wiaich
approximates that used subjestively by individuals in disocounting the

value of future inceme is still = major pﬂ:lblc:-.33

Valuing Land by Comparison with Astusl 3ales

This approach requires that a schedule of lamd velues be
developed from the sctual sales which have occurred in a particular
county, pkysiographic area, or type—of-farming area. Easch transaction
used o9 a raference in this schedule must be checked for validity and
tlessified sccording to soil resources and non-income features. The
current value @f other land is then determined by cemparing it with
thess established standards of market value.

The use® of selected sales as indicators of ths market's rese~-
tion to different kinds of land is sound in iteelf. It ocan be justi-
fied on the grounds that sale prices are objegtively determined by the
forces vhich govern the free market. They are established by ths
competitive bargaining of sctual buyers and sellers and are supposedly
free of all arbitrary judgments. In actual practice, however, the
objegtive gquality may be entirely lost in the process of comparing

34

other land with the selscted standards. 8ections of land with

similer relief often appear to be of uniform quality, but different

3%“ Tli.t, 21' g&t‘Ol Pe 1250
31v1d., p. 123,



soll patterns may contribute to a vide spresd in the net returns

from the various quarter seotions. Some diffirences in imgome poten-
tisl are readily apparent from ths gualitative standpoint but are
diffieult to judge and express quantitatively. Any technique whieh
invelves human judgment in compering one quarter section of land with
amother is subject to the same error associated with the judgment
estimates used when land values are based on income estimates, The
renge of this error is substantially reduced if the comparisons sam
bo made with the help of a detailed soil map.

Soil productivity differanoces ers commonly cited as the prime
reason why farm land prices vary within a particular ares. Buyers
(particularly investors) and sellers presumably consider the income
potentials of the various grades of land in making their deeisions.
If expected income were the only consideration, sale value would be
merely an index eof future land income as estimsted by buyers mmd
sellers. There iz evidence to indicete that, becsuse of special sir-
cumstances, individuals sosmetimes place far more emphasis on other
aspects of proparty, both tangible . andintangible.

Binkley, > in a study of the Spink County land market for the
yoar 1958, found that 44.2 percemi of the traois offered for sale vere
purchased for farm enlargement. It is conceivable that & farmer in

need of additiomel land to maintain an economic unit ®might Place

35
Kenneth J. Binkley Analysis of Farm Eplargement by Owner-
ip Spink County, __méoﬁg Dakote, 1958, Unpublished Master's
thesis, South Dakots State College, Brookings, December 1959.
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congiderable emphasis on locetion with respest to his preseat head-~
quarters. Federal farm policies such as acreage allotments and
diversiona are kmown 46 influence land prices. BSome individuels
express a preference for rolling as spposed 1o level land, or they
may be willimg to pay & premium for the privilege of living in a cer-
tain community. Any of these factors mey stromgly affect the selling
price of & givem property, but they do mot appesl egually te all
prespective buyurs. Kach example might represent e valid trammaction
in vhigh soil qualiiy received secondary sconsiderationm.

It is epparent that the suocaasful use of the comparative sales
method depends upon the proper interpretation of the sales used as
standerds of market valuve. Spesific sircumstmnces surround each sale;
buyers mnid ssllers bargein with different objectives and levels of
knowlegdge. VWhile it is possible 40 seleot stendards for defining o
bona fide transsstion, the analyst often lacks gomplete knowledge of
the conditions under which the sale was made. For this reasem, little
weight should be placed on any one sale. The safety in the use of
sales data as & value indigator lies im the mumber of observations
selected.

APpraised values determined by the capitalization of estimated
net ipocoms ar besed om the comparative sales methed will be consist~
eatly more accurate if based on a detailed soil survey. The use of
sgil survey information in eppraising lamd for tax purposes will be
discussed in {he next ghapter wvith particular reference 0 the

application used in Spink Ceunty, HSeuth Dakota.



CHAPTER 1V

THEE SOIL SUHVEY AS THE BASIS FOH VALUING LiMD

POR TAX ASSESSMENT

Introduction
An esjuitadble distribution of the tax bdurden among imdividumals
is & prime objestive of taxation. In ihis society, equity in taxation
is oftem thought of as tax paymenis in accordance with ability to pay.
Agouret® mnd systematic assessing procedure facilitates equity in
property taxation. Basing assessed land velues on the net income¢ pro-

dueing cspasity of the soil helps to schieve squity by plecing the

owners of lend with similar productivity in like einmtnou.”

e

“smn about 1935, various writers have published papers and
bulletins outlining methods of using the soil survey in sppreising
land for tax assessment. Several of these publications sre essen—
tially reports om its application and use in different states and
type~of-farming areas. (Andrew R. Asndahl, "Using Seil Survey
Information in Land Valuation for Tax Assessment," Science

of Americe Progeedings, Vel. 17, Ne. 3, July 1953, pp. 293~
} Andrev R. Aandehl, Williem G. Murray, and Wayme Scholtes,
"Economic Rating of Soils for Tex Assessment,” J Farn
Vol. XXXVI, No. 3, August 1954, pp. 483-4 3 Harold G.
Halerow end H. R. Stucky, Progedure for Land Reclsssification
Montena Agricultural Experiment Station Bulletin 459,
Bogeman, February 1949; Charles E. Kellogg and J. Kenneth Ableiter,
A !lgg%g of Rural Lend Classificstion, U.S.D.A., Technicsl Bulletin
No. 46 -P%bmsry 1935; A. J. Klingelhoets and F., C. Westin, Soil
Survey snd Lend Valustion for Tax Purpeses, Agronowmy Department,
Agricultural Experiment Station, South Dakote State College, Circular
109, Brookings, June 1954; Qunth V. unduzr Tw Leoxr m‘
Bguiteble Assessment of Nebraske Farm lend, cultural Experimen
Station, University of Nebrasks, Bunoth 400, Lincoln, December 1950;
H., H. Lord, S. S. Voelker, and L. F. Giescker, m&w

gﬁm Montana Ag';i#m;md Expf"ﬁ% ﬁuon Bulletin 404,
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Each tazable unit of somparable land receives essentially the same
basiec assessed value.

The 1960 assssmsed value for each parcel sf agrigultural lead
in Bpink Caunty vas based on estiimated net income determined by the
owner-operstor method. Relative eoonomic ratings, developed from the
net income figures, wers used to reflect differences between soils

and between tracts of land. The econsmic rating for each triat was

Bogeman, 1942; Howerd V. Ottoson, Andrew i. Aandahl, end L. Burbank
Krigtjanson, Valuation of Farm Land for Tax Assessment, Agricultural
Experiment Station, University of Nebrasks, Bulletin 427, Lineola,
December 1954; W. H. Scholtes end F. P, Riecken, "Use of Soil Survey
Informetion for Tax Assessment in Taylor County, Iowa," Seil S
of Americs Proceedings, Vol. 16, No. 3, July 1952, pp. 270~
3; R. Earl Storie and Walter W. Weir, "The Use of Soil Maps for
Assessment Purposes inm Californias," Soil Science Society of America

Mm, Vol. 7, 1943, pp. 416~418; C. C. Taylor, G. H. Aull,
C. E. Woodall, end W. J. Paver, Jr., Suggested Procedures

sm%ammmms » Clemson Agricul-
turel College, South Carelina Agricultural Experiment Station
Bulletin AE 188, Clemson, January 1960.)

The proceedings of conferences on land classificstion and
valuation contain papers sand summaries of discussions on the sub-
ject. (Committee on Tenure Credit and Lend Values, Great Plains
Agrieultural Couneil, Progeedings Lend Clessificetion C
Omabsa, Nebraska, April 1-3, 1957; Committee on Tenure Credit and
Land Values, Northern Great Plains Agrtcnhué:l M.;r{ 0::::1},
%3& Lend Veluation ) Port Collins, Colorade, June
17-19, 1952; The Classification of &, Proceedings of the First
National Conference on Land Classification, Agricultural Experiment
Station, University of Migsouri, Bulletin 421, Columbia, December
1940.)

Textbooks on farm appraisal include sections on this topiec.
(Williem G. Murrey, Fazm mw and 4th Ed., The Iova
S8tate University Press, Ames, 1961, pp. 344-366.)

The authors of & recent tax study in North Dakota recommended
the use of soils datse as a means of achieving equity in sssessments.
(Villiam E. Koenker and Glenn W. Fisher, Tex Equity in North Dekota,
North Dakota Economic Studies No. 4, Buresu of Business snd Econemic
Research, University of North Dakote, Grand Forks, September 1960,

P 590)
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converted directly into a relative value, and no attempt was mede to
epproximate current market value by capitalising net income. A
sussary of the procedure used in developing the egonamic ratings is

contained in the following sections.

Kature of the 5o0il Map

The soil map provides the physical basis for comparing one
piece of land with enother. It shows thes extent and distribution
pattern of the different 3011337 or oombinations of soils wvhich make
up the lendscape. Oither natural and cultural features such as the
drainage pattern, depressiocns and lakes, buildings, roads, and rail-
roads are also indicated,

Kach delineation on the soil map refers to & separate portion
of the land surfece, It may be relatively homogeneous with respect
to th@# intarnael and exiernal soil properties and thus contain only one
soil type, or it may be a complex of two or more soils vith centrast-
ing properties. In either case, the soil units shown are defined so
thet the map can de interpreted for the maximum number of uaes.

By using a uniform system to describe the soil preperties which

can be recognized in the field, it is possible to classify the soils

378011. are defined in terms of observable features such as the
color, texturs, structure, consistence, thiclness, end arrangement of
the horiszons or layers vhich compose the soil profile. Differences
in soil depth, slope, stoniness, and erosion which are judged to have
practical significance in land use are separated as soil pheses within
s given soil type. PFProm the properties vhich denote soil types end
phases, such things &3 natural drainage, permeability, organic matter
content, tilth, and fertility level may be inferred.
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of o county into groups of like imdividusls wiih similar menagement
problems and yield potentials. The mext step is te determine the
capacity of these groups of similar seils to produce creps vithin a
spegific agricultural setting. These are important considerstions in
appraising land for any purpose, since they are related to both presemt

and fauture productivity.

Estimeting Iiwvsical Froduetion

The praductiom of an acre of land results from the interaction
of glimate, seil, and msasgemeni, The nature and intensity of manage-
ment veries with land use., Rangeland, for instenne, Trequires less
intensive® managesment than do vagetable erops produced under irrige~
tien, Yield estimates are made vith specifie referemce to land use
snd defined soil manmgement prastices. Once the gonditions of menage-
ment have heen selegted, the nversge yield for each af the craps
commenly growvn om eamsh seil cen be estimated.

The levels of management used in making esstimetes of physical
production mre usually intemded to represent (1) the common methods
used by the mejerity of successful farmers in the mrea, (2) the
practices used by the outstending operaters, or (3) the best methods
kncwn through state, federal, smd private research. In land valuation
for tax assessment, the crop ylsld estimates ure bas®d om the first of
‘thess alternatives. This allows rescognition of the typical or “"mest
likely"” menagement situstion for eech soil unit end svoids the meces-
sity for establishing conditions of aversge managesent vhich would

not apply equally to all soils. Since the estimated crop yields for
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& particuler soil are those commonly sttained by the typical farmer,
superior management is not penslized; and assessed valuss are based
on the physical attributes of the lamd whieh are mot subjest te rapid
change.

Iisld astimates are based on farm records, the resmearch of
state and federal agencies, mnd a knowledge of soil properties inter-
preted through field observations. VWhen production data is limited,
a9 is often the onme with the less extensive soils, judgment and the
ability to imterpret field observations become more important. The
accuracy of ihese esiimates has imsreased along with our knowledge of
soil and plani sciense. They are esssmiial 4¢ any method of land
vealuation based omn net imcome but require sdditional interpretation

in the field af eumonmmics.

Econemis Hetings

General

Ia erder to compere one piece of land vith enother, asriteria
sust be developed for rating the soil types imvolved. ¥ield of the
main grop per acre, feed umits per ecre, and gross income per acre
have all bean used far thim purpese. These ratings make mo allovance
for produstienm costs and, thersfore, de mat indicate the imasome-
earning aapacity of the soils. Eesmomiec reatings, hovever, ars besed
on net imcome mnd cam ba salsulated for say combination of erops,
ineluding pasture and timber. They are developed systematically

through & series of estimates based on available kmowledge conditioned



31

by judgment. When computed for different soil types, they provide an
ectinomi¢c basis for making comparisons between soils.

In most areas the scils ere distributed over ths landscape in
an intricate patiern such that ssgh section of land contains & combi-
nation of sail types. Some soils are suitable for crop production
vhile others are best used for pasture. The s0ils suited for the pro-
duction of crops generally produce more nat income when used for that
purpose. MNatural and cultural boundaries, however, often determine
the best use for a particuler portion of the landscape. Home areas of
potentislly productive soils, transected by highwvays, reilroeds, and
streguni, mre mot cultivated becsuse of size or irregular shape.

Other small trects may be sssociated with areas of nonarable land or
isolated by ownership lines. Under these conditions, productiom sosts
are high; and more imcome may be realigzed from uses othsr than orsp
production. Hence, arsas of the sasme kind of soil often require
different economic ratings.

frdigerily, the economic rating assigned to a particulsr area
shauld be based on the use which promises the high®#st r#turn rather
than on premsmt use. A pasture rating for an area of highly productive
8gil gannot Le Justified solely on the Lasis of curreft use. In Foume
gases, however, the uss of = crop rating wvhich i® lover than the
 pasture reting vould be proper. Fer exmmple, smill patches of iffer-
tile claypen soils with & lov cropland rating often oceur in fi#ldg

of highly preductive seils. In this situation, the earnifg capacity



32

of the claypan soils might actuslly be less than areas of the same

seil used for permanent pasture.

Eeononie Retings for Croplena’®

Bafore the economic ratings for cropland gam be computed, the
typical rotations, mansgement practices, and yields for esch sail must
be estimated, MNext, the tatel preduction of each erop per 100 acres
af each soil type is determined and converted into gross income using
predioted priges. The expenses of crop production are estimated and
subtracted from the gross return to arrive at a met inceme figurs
vhich reflecta the earning capscity af the soil.

The relationship between gross income and expenses for crop-
land {s illustreted by Pigure II. Grose income from orops is direstly
related to soil productivity and yields, wiaereas the costs of produc-
tion, generslly, are n-t.”’ The extra labor nteded to handle a larger
volume of grein or hay and the additional storage facilities required

sccount for the imeressing expenses indicated in Figure II.

38y ovard V. Ottoson, Andrew R. Asndshl, snd L. Burbsuk

Kristjenson, Valuation of Farm Land for Tax Assessment, Agrioultural
Experiment Station, University of Nebraska, Bulletin 427, Lineoln,

December 1954, pp. 19-22.

”‘l’ho exception to this occurs with some of the less productive
soils. It may sctually cost more to perform the tillage operations on
hilly, stony, or claypan soils.
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Figure TI. The general relationship of gross income, expenses, and
net income from crops on soils of different productivity

Source: Andrew R. Aandahl, William G. Murray, and Wayne 3choltes,
"Economic Rating of Soils for Tax Assessment," Journal of Farm
Economics, Vol. 36, No. 3, August 1954, p. 489,

The cost-price relationships selected should be the best esti-

mate of the conditions which might confront the farmer in the near
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future.

The immediate years should receive mors emphasis than
those in the mere distant future. PFossible changes in the farm pro=
gram such as support prices, screage allotments, and msTrketing guotas
should also b# gonsidered. Census data, state statistical reparts,
publications of the United States Depuriment of Agriculture, and the
state agricultural sxperiment stations are the main sourges of this
material.

Bince farm prices temd to fluctuate with the supply of farm
products, they are diffieult to prediei evem for ihe years in the
immedisie future, WVide disagresment can be expected regardless af the
level of pricsa usmed. Omoe selected, howvever, the same price is
eppliod 4o all units of a particular grop regerdless of the seil on
vhich it was grown.

The expense of producing & crop includes cherges for field
operations, handling, asnid storage plus sm allowance for sippliss suah
as send, fortiliger, mnd chemioals. The cost of the various field
operaticms cen be teken as the prevailing custom rete or gompiled Iy

summing the expenses associated with mschine and tractor cost per acre,

w‘n\uo estimates sre eriticel since the cost~price relation-
ships used in figuring net income affect the relative ecomomic ratings
between soils. During s period of years in which prices are rising,
erop prices will ordinarily be high relative to costs. Under these cir-
cumstances, the economiec reting of a soil with low earning cepacity,
figured periodieslly over & series of years, would tend to rise faster
than that of a soil with high earning capacity. Conversely, vhem erop
prices are declining, they tend to fall more rapidly than costs. The
relative rating of & low income soil computed at intervels over such a
period of years would tend to decrease faster than the rating of &

Righ income soil. (Ottoson et sl., op. git., P+ 21.)
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1
labor, and m-couon.t.‘ Custom retes are considered to be fairly
relisble expense esiimates im areas where there is sa sctive demend

for a particular service. However, they must be used with Judgment.

Economio Ratings for Permanent Pasturs*’

The dievelopment of economic ratings for permanent pasture
requires a separsie approach from that used for sropland beceuse of
the different income-expense relationships. Figure III ghows that
gross income and pastur® expens®s maintain s fairly close rslationship
as moil productivity inereases. This securs beocause the value of
pasture and the ¢Xpinses associated with it are directly related to
@arrying eapuity.” The expense of maintaining a given number of
animals on pasture remsins fairly constant regerdless of the quality
of the pasture. As carrying capacity increases, ihe expenses asscoli-

aisd vith the larger herd alse increass.

“‘tho the owner—operator method sntails many subjective esti-
mates, it allows recognition of any differential between soils in the
eost of producing a crop. Allowmnpes oan be made for the number of

operations required and any veriation im the cost of each. Far
instance, more tillage cperations are required to prepare & clay soil
for seeding tham for a sandy soil; the cost of trastor pover is prob-

ably greater on hilly land as ceapared to level land.

4lﬂttnon st ol., op. git., pp. 22-24.

”Cering capacity rafers teo the number af days a cov can be

pestured on an ecre during a normal grasing season. The yield of
pestury capably of sypporting one gow for esch three acres during a

six month grasing season would be £0 cow-days per scre.
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Figure 111. The general relationship of gross income, expenses, and net
income from permanent pasture on soils of different productivity

Source: Andrew Q. Aundabl, William G. Murray, and Wayne Scholtes,

"Economic Rating of Soils for Tax Assessment," Journal of Farm i '

Vol. 3, No, 3, August 1954, p. 490.

conomics,

The conirast between net income frem cropland and from permanent
pasture on soils of varying productivity 1is shown in Figure IV. fo the
right of the "balance point," crops should yield more profit than :
pusture; to the left, the opposite is true. At this point the soils
become marginal for crop production, and net receipts are about the
same regardless of whether they are used for pasture or crop produc-

tion. In a particular county the "balance point” can be determined i

largely by observation. About half of the area of a soil which fits



this portion of the productivity scsle will be cropped while the rest

will be used for pasture.
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Figure IV. The gencral relationship of net 1income from crops and
from permanent pasture illustiraling the "balance point"

Source: Andrew ii. Aandahl, William G. Murray, and Wayne Scholtles,
"Econumic Rating of Soils for Tex Assessment," Journal of Farm
Economics, Vol. 36, No. 3, August 1954, p. 491.

Once determined for a county, the "balance point" can be used
to obtain a pasture rating for each of the other soil units. FPirst,
the ratio between carrying capacity in cow-days per acre and the rela-
tive economic rating for crops must be figured for the soil judged by
observation to be at or near the "balance point." The pasture rating

for any other soil can be obtained by multiplying this ratio by the




pasture yield (cow-days per scre). If more than eme "balance poinmt"

seil is imvelved, the average reatio is used as tho conversion factor.

The Spink County Application
| The net income figures cemputed for esgh soil in Epink County

vere used as the basis for developing ihe economie raiings for srop

production. The moil with the highest income potential per sere was

@iven a rating of 100, and the crop ratings for the other soils wers

determined by expressing the met imecome from crops as a percentage of
tke income estimated for the first soil. Pasture ratings based on the
balance point ratio for the sounty were also calculated for esch soil
unit shown on the published map.

Ansessment policy in South Daketa requires that every guarter
section of agricultural land or frmction thereof be evaluated sepe~
rately. Therefare, sash soil unit or delineation withim eaoch taxable

trect in Spink County was measured and given the appropriate ecomamie

R RS R ="

rating. The composite or weighted average economic rating for emch
trect was then derived as illustrated by the hypothetical example
presented in Figure V. The unsdjusted sssessed value for each trast
of lamd in Spizk Counby was obtained by multiplying the sum of the
products (Figure V) by a conversiem faetor or constant. ** e factor

(.538) ves obtained by comparing the assessed vslues snd sale prices

“'rh. market value of the mest productive soil in the eounty was

conservatively set at 100 per sere for tax purposes. Sinse the
economie ratings also relate to a top of 100, they convert directly to

relative dollar velues.
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of quarier sections of land without buildings sold over a ivo-ywer
poriod previous to 1960, The figure is based on an sverage of

verified sale prices with a judgment allewance for inflation.

(wnor Froperty No.

Lagal Description

Acres

D Bl A T A Y A B Sl L
S0IL NO., ACRES RATING PRODUCT

1 49 67 m- Totalsceooccsossoes ‘Iﬁ“
u H ?_g m_ X Constantececcocece -_m.__
Yalustioneecececoooes ‘23'.—.—
49 21 121
Othar Feactors
— b1 85 _AT60
92 1 35 603
Adjusted Assessed
Y.Iu‘tiono ssevetoce
i e T T T T TSl E o TR TR SrE————Y
Totel.... 1m _lxm__

Average Relative Hating __ 73,09

Flgure V. Computetion of assessed valiuftion

The problem °f selecting & conversiom factor is esséntially one

of deciding what level of value best serves the purpose of taxation.



If the siZe factor is us#i for all taxable tracts, any diffgrential
Petwe®n Properties expressed im the econecmic ratings will pe trens-
lated into relative dollar values. In tax hase determination, ghe
Proper reletionship Betveen properties is of prime importance.

Other fEitors aside from soil productivity must be considered
in tax base doiorlinntion.4’ Preliminary dollar values must often be
sdjusted for income feotors not inoluded in the economic ratings.
Plood hegard, for instance, cannot be interpreted from the soil map
since the magnitude varies with areas of the same soil. Additional
adjustments are generally made for the non-income elgments of value
siuch as location amid accessibility.

In 8pink County, the 1960 essessmont of agricultural lend wvas
based on the unadjusted essessed values without modification. Since
then, sdjustments have been made for the flood hezard on some of the

bottomland soils mmd pasture ratings have replaced crop ratings im a

45V1th respect to the ferm as a unit, consider the zase whera
the enlargement of am existing unit results in decreasing costs of
operation. The acquisition of an additional 80-ecre tract asy result
in e higher net income for the vhole operation without apprecisbly
increesing the pressnt sutlay for labor and mechinery. If the
increase in net receipis were substantial, the average value of the
unit might rise above the estimated value of the 80-acre tract alone.
Ghould {his land he assessed ai & higher dollar value than an edjéin-
ing gO-acre tract with similer soils vhich stands by itself? In the
writer's gspinion, the potential sdmimistrative difficulilies preclud®
this spproash. A thorough analysis of essh farm business would be
requirsd and more judgment decisions would be necessary. In the cas®
of leased lznd, ihe assesseid value wvould b# subjeft to change each
time a nev renial agresment was made, The fonstant fluctuations in
essessed valyes necessitated by short term leases wvould be difficult

te justify.
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nuzber #f areas vhere cultivation was restricted by stones. Further
refinement with respect to both income and non-income factors is

anticipated by the county director #f equaligation as the need arises

and time permits,
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CHAPTER V
SOLVING THE PROBLEM

Selectien of the Study Ares
In order to evaluate the msoil survey as a means of attaining
equity im the sssessment of farm land, it was necessary to sslect a
county in vhigh lecal officials were using soils data rether than ssle
vialués as the basis for assessment. At the time this study was initi-
ated, Spink Comndy was the only county in South Dekota which met the
requirements, Other counties have since begun to bese their assess-

ments en soil survey information.

Description of the Study Area
Looation and Extent
Bpink County, with an mres of 963,840 acres, lies in the east-
central portion of the state and is bordered by Brown, Day, Clark,
Beadle, Paulk, and Hand Counties.’® Redfield, the county sest, is
logated in {he west-ecsniral part of the county at the junétion of

United States Highways Number 212 end 281.

Fhysiography eund Draipage

Spink Coupnty is cenirally located in the morthern part of the

James River Basin. Surface drainage is from north te south via the

%9y o, Westin, G. J. Duntley, V. C. Moldenheuer, aud P. E.

Shubeck, Seil Survey Spink County, South Dakotse, Bulletin 439,
Agrouq;' Department, %iculturd Experiment Station, South Dakoia
State College, Brookings, June 1954, p. 1.
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James River and its tributaries. The county imcludes areas with con-
trasting surfece features ani soil materials vhich correspend to the
areas of Figure VI. Area A, formerly covered by Glacial Lake Dakota,
is a level plain except for a fev shallow siream velleys. The soil
materials are mainly leminated lake sediments of silt and clay. Ares
C is o nearly level to hummocky plain oensisting mostly of sandy
glasial meltwater deposits. Aress B, D, and £ are gently umdulating
to rolling uplands of glacial till charecterized by many short, con=-
vex alopes, Numerocus poorly drained depressions occur in the low

portions of the landscapes, particularly in Areas B aend l-.‘T

“Trbig., pp. 1-5.
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Figure VI, General soil areas of Spink County
A. Nearly level, medium to and Wessington)
| fine-textured soils of the Lake D. Nearly level, moderately
| Bed. (Chiefly Aberdeen, Beotia, fine-textured soils of the upland.
, and Harmony) (Chiefly Beadle soils with non-
; B. Undulating to rolling, saline parent materials)
| medium-textured soils of the E. CUndulating to rolling,
upland. (Chiefly Houdek and moderately fine-tiextured soils of
Bonilla) the upland. (Chiefly Houdek,
C. Nearly level to hummocky Beadle, and Cavour)

sandy soils. (Chiefly Hecla

Source: F. C. Westin, G. J. Buntley, W. C. Moldenhauer, and F. E.
Shubeck, Soil Survey of bglnk County, South Dakota, Bulletin 439,
Agronomy Department, Agrlcultural Experiment Station, South Dakota
State College, Brookings, June 1954, p. 2.
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Many of the svils in Spink County strongly reflect the envi-
ronmental #nfluence of the dry subbumid climate end native gress
vegetation under which they have developed, The regiomal influence
2f these tvo factors is fully expressed in a group of well drained
soils @alled Chernozems which have thick, derk surfase layers high
in organic matter and brownish subsoils vhich grede inte layers of
lime ecoumulation. In eddition to the Chernozems, esch of the major
soil areas shown in Figure ¥I contains other groups of sgils—
Hegosol, Alluvial, soleonetsic, Humic Gley, Calcium Carbonate
Eolonchak~-which exhibit the regional charascteristics of the Cherno-
zem 80ils to a limited degree. In the development of these soils,
the effect of climate amd vegetation was modified by fectors such as
relief or drainage, variations in the perent material, and age. When
one of these factors beceme the dominant finfluence, scils vith dif-
ferent and often sontrasting features were formed. Members of thess
broad soil groups developsd from a variety of meaterials, incluliug
lasmy glacial #ill, lake sediments of silt and clay, sandy materials
deposited by water, mnd silty sediments laid down by the wind.

The fegosols, a group of soils with thin surfise layers,
goa®Tally acoupy the steep slopes vhere runoff is high. These soils
retain meny feajures of the Chernssems but ere less sensitive to the
regional environment because of their position in the landscape. They

often egour iy gloss sssocistion with ithe Chernosems in rolling end

hilly terrain.
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Alluvial soll® ocour on the flood plains end low terraces of
Fivers and gireams. These positions are nermally inundated every
few years and receive fresh deposits of samd, silt, end clay. The
imprint ©f regionel climate and vegetatiom am the soil meterial Las
bten restricted dus to the short period of time thai it has been
exposed to th# forces of nature,

An extensive group of soils, designated collectively as
solonetzic soils, owe their development to conditions of impeded
drainage and an excess of sodium salts which caused the cley fraction
of the soil to disperse. A dense, slowly permeable claypan, formed
vithin a few inches of the murface, restricts moisture penetration
and root growth im many of these soils. With improved drsinage, the
sodium salts ere rsmoved from the soil and the dispersed layer is
altered, greduaslly becoming more permeable. The propertie¢s and pro-
Quotive gapacities of the soils in this group ¥ary over a wide range
depending on the stage of develomment. They may oeccur in small
Paiches associated with the Chernozems, or thiéy may dofiinate large
portions of the landsgape.

The Humic Gley soils ococur in the tlosed depressions of the
uplgnd end on the flat bottomlands ¢f the Jumes Hiver drainage
systegy. itelief or landscape position eccounts for the poorly drained
condition of the soils in this group.

The Calcium Carbonate Solonchaks have developed under the

inflgence of a high seasenel water table on low-lyini# flats sdjecent
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to sloughs. A layer of accumulated cerbonate or lime occurs

directly bsneath the plow layer.

Collection of Deta

Much of the data used in testing the hypothesis was aveilable
fro® gecondary sources. Information on emech ferm real estate trans-
fer occurring im 1953, 1936, and 1957 was obtained from records of
the Department of Economios at South Dakota State College. Similer
data for the tramsactions ocourring during 1958, 1959, and 1960 were
obtained from county records at Radfield. A copy of the form used
for recording the data is shown in Jppendix A.

Only warranted sales and contracts for deed which seemed to
represent "arms length" transactions between willing buyers and will-
ing sellers were used as indicators of value. A number of recorded
transactions which did not appear to reflect the action of the free
land market were eliminated. The following types of transfers were
presumed to be unsuitedlw.

1. Trensfers between related individuals.

2. Transfers resulting from condemnation proceedings, fore-

closures, or judicial orilors48 which might involve an

element of compulsion on the part of either buyer or
seller.

3. Transfers of convenience (i.e., to correct defects in
title, create joint tenansy, reorgenize or reconvey

property).

""I'-’urrnnty deeds given by tho executor of an estate ver® pre-
sum®d usable only if they could be verifisd.



4. BGales to nonprofit organizations.

5. Trafles or exchanges of property.

6., Sales involving eny government agency.
7. &Sales to lending agencies.

8. Galas mmde subject to lonp-term leases or when gssential
rights, such as life estates, were ressrved by the deed.

9. Sales involving partial interests.

The sale price for each transfer which sesmad to meet the
tests of a fair mnid voluntary trenssction vas estimated from the
federal ruevenue stamps if not definitely stated in the leol.49 Law
requires that 55 cents in stamps be applied for each #3500 of consid-
eration or fraction thereof, Fer purposes of estimation, it wvas
assumed that the consideration was midway between the minimum and
meximum velues ipdiceted by & specifiec amount of stemps., This vas

don# to minimize amy error introduced by sstimation.

49Dturoy.nciu betveen the ectual consideration stated in the
deed and the amount indicated by the attached stamps were moted in s
fev cases. This indicates that the regulations governing the use of
stemps beve not been uniformly interpreted by those furnishing advice
to property owners. A Report by the Committee on Seles Ratio Date of
the National Association of Tax m:;“t:‘::”;homt de {_o_; tgigu“gogt-
Ssles Retio Studies, June 1954, p. 12, siates systematic
sometimes deliberate errors have been made in the determination of the
Federal tax liability on deeds in certain areas of the country, In
discussing this problem, Fisher suggested that more valid sales ratio
studies could be made if the persoms involved in the transsction were
required by law to disclose the actual price and terms of the sale.
(Williem E. Koenker and Glenn V. Fisher, Tax Equity in North Dakots,
North Dekote Economic Studies No. 4, Bureeu of Business and Economic
Research, University of North Dekota, Grand Forks, September 1960,

P 59. )
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In the case of small tracts, the passible discrepsngy petween
the true sal® price and an estimate based on federal revenue sty,ps
ves much greater. For this reason, transfers involving less than
B0 acres wire mot used unless the sctuel cansiderstion was stated in
the deed or fould be determined by other means.

Sjnce the procedure for assessing farm buildings vas nog
standardized at the time the data vere collected, only those tracts
vithout buildings vere used in the sain ll.llylil.so This gpproach
vas justifi®d becsuse the duilding velues in use reflected the judg-
mefits of the various township officials by whom they were established.

It is probable that discrepancies in the assess#d values of buildings

’om recent studies in Spink County provide some justifica-
tion for disregarding buildings completely. A land market study by
Kenneth J. Binkley, An Analysis of Farm Enlargement by Owner-
Opexators in Spink County, South Dakots, 1938, Unpublished Master's
thesis, Bauth Dekots State College, Brookings, Lascember 1959, showad
that 44.2 percent of the farm real estate vhich sold in 1958 was pur-
chased for ithe purpose of enlarging ferms vhich were operating as
units. It sesms unlikely that extra buildings apart from the
established headquarters, especieally partial sets, would eadd much to
the sffigiency of the farm busimess.

An snalysis of {he contribution of buildings to farm real
estate velu#s im Spink County was made by Joshua F. Hobinson, A Farm
Building Evelustion Technique for Tax Assessment, Agricultural
Econa ics emphlet 70, Agri ultural Experiment Station, South Dekotas
State College, College Station, April 1956. Statistical comparisons
were mads batween different productivity groups for 320 and 160 acre
traots, with and without buildings. The study imdicated that buyers
a8 a group hed not consistently paid a significant premium for land
wvith buildings es compared to land without buildings.

Buildings may be eiiher en asset or a liability to a particular
buyer dapending on vheiher they contribute to or detract from the
efriciency of his opsration. Therefore, it does not seem valid to
mak® & general assumption that fmrm buildings contribute nothing t@
merket value. Neither can it be assumed that their worth is ade-
queatsly reflected in the sale price.
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existed between townships snd betwoen ferms within townships. Veri-
fying this hypothesis would imvolve a projsct in itself.

The economic rating and the 1959 and 1960 assessed values for
each parcel of land were secured from the ofiice of the county
director of eguealization at Hedfield, South Dakota. Agricultural

Experimept Station Bulletin 439, Soil Survey of Spink County, south
Lekota, was used to identify the soils involved in esch trenssction.

Verification of Data

The presumptions cited in the previous section which were
applied in determining the usability of a ssle# served to eliminate
the obvious family transfers, trades, and compulsion sales. The
transfers which took place batween May 1, 1957 and April 30, 1960 had
undezrgone further editing by Mr. Leon Hansen, Spink County Director
of ggquelixation, prior to their use in an assessment—sales ratio
study for the South Dakotm Depariment of Hevenue. By contacting
local abstracters, bankers, and resl estate agents, he attempted to
ascertain the validity of each trensfer. The less obvious family

transactions, en occasional warranty deed granted on settlement of a
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contrazt for (lud,’1 end & fev sales imvolving other property were
uncoverad by this method. The remainder of the sales received a
less intensive chegk by the writer with the help of Mr. Hanson in
personal interviev with the local abstracter.

A more thoTough study of the entire group of sales vas gade by
th® us® of & quut.i.ommi.rc.s2 Each buyer whose present ediress could
be found received an inquiry. If the buyer failed to respond, a
secon® att®fpt at verification was made by contacting the seller.

In this menner 47.8 percent of the 182 sales included in the sample
were verifi®d. Those for which no reply was obtained from either
buyer or seller were retained if they seemed to meet the criteris
stated in the previous section.

¥kile it was not possible to lesrn the terms and details of

every sale, the accurecy of the whole body of salss data for ths

nln this study it wvas necéssary to establish ihe approximeats
date of the original agreement between buyer and seller so that an
index of wvalue could be developed for wech of the six years imcluded
in the sample. The date ¢of transfer shown om & warranty deed is not
alvays reliable because all werranty deeds de not represent current
sales. Some are given on fulfillment of a contract which was nsgoti~
ated months or years before the deed was grented. Hence, the date
of ths gontract corresponds to thes date of the original purchase
agreement. Unless a contraect has been recorded in the public rescords,
and many are not, the analyst camnot ascertain the actual date of
the sale without edditional help from one familier with it.

SZA copy of the original questionnaire and the eaccompanying
letter of explanation are shovn in Appendix B and C. The response
from the first group of buyers indicated some misunderstanding in
the cese of itams Eumber 2 and 3. The phrasing of these questions
vas changed in subsequent qusstionnaires to read as indicated in the

sample copy found in Appendix D.
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selected pariod was greatly improved by the verification procedure.
The basis for drmwing valid conclusions wes nlso stremgthened, since
they vere devaloped from the entire fund of information, One sale
is of little value because of the wide variety of circumstances

under which sales are negotiated.

Adjustmont of Sale Pricos
dince the sales dats used in this study covered a span of six
years, it vas necessary to account for the changes in the general
level of the land market during that period. All sales were adjusted
40 a common level (19£0) by the use of the index numbers for Spink

County shown in Teble 4.
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Table 4, Number of Sales, Average Sale Price, and Valus Indexes,
Land Without Buildings, Sold 1955-1960, Spink County,
South Dakota, and Farm Heal Estate Yalue Indexes,

South Dekote, 1935-1960

Number Average Index numbers
Xear __of sales  sele price Spisk County _South Dakots®
1955 34 $43.13 100.0 139
1956 38 42.35 98.2 140
1957 33 45.40 10%.3 146
1938 28 48,16 111.7 156
1959 31 60.94 141.3 171
1960 18 58.21 135.0 173

O N e e A N s s e T s S N Rt s e e LT ET
*rhese index mmbers vere obtained oy personal communication with
Mr, Floyd E. Rolf, Agricultursl Statisticisn, Aeting In Charge,
South Dskote Crop amd Livestock Heporting Service, Hioux Falls,
8.D. They vers developed by the Agricultural Research Service
from data supplied by The South Daisota Crop and Livestock
fHeporting fervice, real estate dealers, and others in comtast
with the land merket. They are based on subjective estimates
and reflect the average market value of all farm land end
buildings sold within the Sitate of South Dekota. The numbers
relate to Mmrch lst of easch year aad to the 1947-1949 base
period. They are listed here merely for comparison with the
index numbers developed in connection with this study.

Yuality of Land in the Sample
The use of u sample of the siles occurring in one year as the
besis for an index of walue might bo criticized on the grounds that
the ramge in the quelity of land found in Spink County vae not ade-
gueely rgpresented in the sample. Purther, it could be argued that
such an index wgs merely a compositeo &f the transfer® included in the
sample. The index mumbers used in Lhis study reflect the selling

priee of every unimproved trect of land sold during that particular

year vhich met the requiraments of a valid sale. The randemness of



the gample was tonditioned by the matural melestion of forces in the
market place.

Table 5 shows the yearly variation im the quality of the land
included in the sample as measured by the economic ratings of the
various tracts. It is spperent that good quality farm lend was
offered for sal# along with the poor in each of the years studied,
Teble 5. Number of Sales and Statistical Measures for the Distribu-

tion of Egonemic ietings, Lend ¥Without Buildings,
Sold 1955-1960, Epink County, HSouth Dekota

Aversge economic rating

Number Economic uting" for all tracts
Tear of sales High Low __ 1Medjan (weighted by scres)
1933 34 98.0 35.3 68.0 67.6
1956 38 92.9 32.2 68.4 66.4
1957 33 23.1 40.7 66.0 68.0
1938 28 ¥3.5 44.2 72.8 71.8
1959 3 97.0 40.6 76.0 72.7
1960 18 89.1 40,6 70.6 69.0

= iy T S e s T L s TR ST RIS TS e § i P s T ek § RS 2 m
.'Hi.gllort. posaible rating = 100,0,

Figure VIl indicates that the ssonemic ratings for trasts of

land inocluded in the sample approach a normal distribution.
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Computation and Use of Assessment-Sale Ratios

Tvo assessment~male ratios were calculated for sach piece of
land imcluded in the smmple. The ratios derived from the 1959
assessments and the sdjusted sale prices were used to determine the
def¥ee of uniformity sxisting before the reappraisal took place.
The ratles computed from the 1960 wssessments based on the soil sur-
vey and the same adjusted sale prices were analyzed to determine the
degree of uniformity sttained by the 1960 assessment. liatios for
the #ntire group of sales based an the 1959 and 1960 assessments vere
plotted against adjusted sale price mmd economic rating. The median
and coefficient of dispersion were determined for each set of ratiecs.

Gimilar charts and statistics wvere developed for the trans-
fers oceurring in tvo separate physiographic arees, specifically the
glacial till mnd leke plains. Hsgression equations were determined
and the lines plotted to show the average relationship between
assesament-—sale ratio amd economie rating in easch area for 1959 and
1960. Further stratification based on the niture of the soil was
acoomplished within the group of till plaim proparties.

Zelstionship between Adjusted Sale Frice
and Economic Rating

The relationship between adjusted sale price and soil produc-~
tivity sa ipndicaged by economic rating was studi#d for the twd
physiographic aress. [egression analysis was us®d {0 determine the

inflyence of soil productivity on sdjusted sale Price in each area.
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Distribution of the 1999 and 1960 issessesd Values
for Selectsd Towvnships

The effect of the resppraisal on the distribution of sssessed
values vas studied on u limited baunis. Four townships were selected
to represent particular physiographic areas or combinations of areas.
The mean assessed land value, standard deviation, and coefficient of
veriation for the 1959 and 1960 asseamments were computed for each
township, Column diagrams showing the concentration of values for

the iwo sassesaments wers also compilad.



CHAPTER VI
RESULTS AND DISCUSSION
dslationship between Assessment=Hale Hstio
and Adjusted HSale Frice

In studying the relationship between assessment-sale ratio
and sele price, tax linvestigators generally find that ratio declines
as market value increases. This is due to & concemtration of
assessed values sround the average and results in regressive taxation
of property. The tendency to overassess property of low quality and
underassess properiy vhich commends & higher price on the market has
been repeatedly cited ss one of the major inadeguacies iam the field
of property tex administration.

Figure VIII shows that this relstionship existed for the
proparties studied in Spink County when the ratios were based on the
1955 assessment. The same general tendency ves evident when the
ratios bassd on the 1960 assessmesnt vere plotted with edjusted sale
prices (Figure IX). In the latter case, however, the points were
more dispersed, ipndicetiiig that the regresaive nature of the property
tax had peen somevhat relievei. A tendency for the assessment—sale
roatigs tg goncentrate along a horizontsl line would indicate that a

high degree of uniformity had been achieved.
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Pigures I through XIII provide similar cemperissns for the
glacial till and lake plein areas of Spink County. The regressive
feature prevailsd etrongly in both aress prior to 1960. Hewever,
the 1960 appraisal did more to break the regressive tendengy in the
glacial ¢ill plain than in the lake plain. Using adjusted sale
price as the standard, a high degres of uniformity wes not achieved
in either case.

In comparing assessment-ssls ratios and sale prices of famm
land, it is generally assumed that the more productive land brings

£

the higher price. This is not always true even though the productive '

capabilities of the land have been correctly evaluated. S5ele price
includes mn allowance for the intengible as well as the tangible
features of the land rassource. Hecsuse of individual prefeérence, the
intangible features ooccesionally receive more emphasis than the
tangible or income earning features. Therefore, sale price and pri-
ductive or earning capacity cannot be used imiterchengfedly in

comparison with assessmeni~sale ratio,

o R R DS | i b
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lielationship betwveen Assessment-Sale Ratio
snd Economic Rating

Figures XIV through XIX provide a comparison betveen
assessment-sale retic end scomomie¢ rating for esoh of the eategories

discussed previously. The regression limes (Figures XVI through

XIX) were drawn merely to imdiecats an average for the series and with

the realisation thet the identity of the individusl observations

would be lost in the prosess. The equation for each af the regres-

sion lines is shown on the appropriate chart. The "d” values of the

squations are of interest sinee they provide mn absolute messure of

the slope of each regressiom lime.

In every sase, the regressive pattern was solidly estadblished
by the 1959 assessment (Figures XIV, XIVI, end XVIII). Considering

all of the pruperties im the sample as one series, a progressive
pattern developed with the 1960 assessment (Pigure XV). The 1960
distribution of assessment-sale raiios for the glecial till plain
followid & similar pattern (Pigure XVII). For the lake plsin, how-
ever, the regression lins for the 1960 distribution wes nearly hori-
sontal, indieating = high degree of uniformity (Pigure XIX). The
validity and usefulness of this aversge line as an indicator is
subjest to questiom beceuse of the dispersion of the ratios and the
scarcity of observetions belov an economis rating of about 60.

The writer atiributed these relaitionships to a pair of cem-
plementary factors. The first stems from the fazt thal essessments
are often based on superfivial examimations vhich fail e distinguish

1

The result is a

adequately between productive and unproduective land.
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Relationship between assessment-sale ratio based on
1959 assessment and economic rating, 182 tracts, land without
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digtribution of assessed values which tend to concentrate about the
aersg® for the district. HSecondly, land is commonly bought wigy
limited kmovledge of its productive capacity. BSale price often
roflects the prevailing price of land in a given community more than
its ®conomie potential. 4s a result, unproductive land often sells
for a higher prite and productive land sells for a lower price than
is justified by eerning cepacity. Thus, individusl sale prices tend
t¢ be spread over a relatively narrow range. Inconsistent as they
are, the land values established by the market are probably more
iadicative of earning capescity than most assessed values bhesed
satirely on judgment.

With this baclkground, consider the sssessmente-ssle ratios
based on the 1959 essessment. The assessed values wvere judgment
estimates vith little varistion about the average, while the sale
values covered a vider but somevhst restricted renge. The resulting
assessment-sale ratios teuniled to be relatively high for the less
productivg tracts and relatively low for the mire productive tracts,
thus cgntribyting to the regressive pattern.

The ssseasment-~sale ratios based on the 1960 assessment were
inflyenced by a different set of circumstances. The sssessed values
wers based on e soil survey from which the economic potential of eash
trsct of land vas estimated. They were spread over u wider renge
than the corresponding sale values. Many of the 1960 assessed values

for the low quality properties dropped below the values assigned in

1959 ceusing the corresponding assessment—sale ratios to be somevhat
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lower, Uonvers¥ly, the economie potentisl of seme of the properties
varrfiled an ilifrease in masessed value, and the resulting asgessment~
sale ratios were somevhat higher than previously. The degres of
change in the size of the ratios at the extrsmes of the produc-
tivity scale was sufficient to cause & progressive rather than e
reirestive pattern.

The bamic essumption in this type of analysis is thet market
pric® correctly reflects the elemsnts of lund velus, mnd the validity
of the esasessment can be determined by comparing essessed valuss with
sale prices. Evem if sales data mlways provided the beat mstimate
of value, one would not axpeet all of the raiios based on the 1960
assessmant %0 be equal because buyers mnd sellers do not attach the
same significance to each land feature. Personal preference or
individual aggressivemess rather than expected ecinomic gein may

affect the sals price even though both buyer and sellsar have cor-

regitly dsiermined the walue of futur® land inecitms,
¥

Mgasures of Centrsl Tumdency and Dilporliou”

Thy data presented ian the preceding charts were used ta

neasyre thy degree of uniformity echieved by the 1959 end 1960

assesiments. Thkis was dona by computing the cowfficient of

”‘l’ho methods used in this portien of the study were those
recommended by the Committee on Sales Retio Data of the National

| Association of Tex Administrators, Guide for issessment-Sales Ratio
Studies, Federation of Tex Administrators, Chicago, Jumne 1954,

PPe 22-28.

rFe——T
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disporciol,“ an abstract statistic which measures the spread of the
seperate ratios in terms of the median of the distribution. The
otefficienit of dispersion was used as a messure of assessment quality
vithin and between the 1539 amd 1960 sssessments. 4 relatively small
cowfficient of dispersion for a group of properties indicated a
fairly uniform relationship between assessed value and sale prico.ss
The mediens und coefficients of dispersion computed from the
sanple are shown in Table 6. In every case, the median ratio for
1960 vas somevhat higher than the corresponding ratie for 1959. In
both years, the median ratio was higher for the glasial till plein

trects than for the lake plain tracts. Apparently, land values in

the lake plain were somevhat inflated relative to the till plain,.

3 4!‘!0 coefficient of dispersion is derived from the inter-
quartile range of a distribution, i.e., the difference between the
upper and lowver quartiles. The figure represeniing the interguartile
range divided by twvo is the quertile devistion. When the gquartile
deviation is expressed ss a percentage of the median, the result is
known as the coefficiemt of dispersiom.

“Ho objective measure exists for determinimg hov good or bed
coefficients of dispersion actuslly are. Groves stated thet a good
essessment may exhibit & coefficient of dispersion of ten percemt due
to imperfeetions in the data. (Harold M. Groves, Finencing Govern-
ment, 5th Ed., Holt, Rinehart and Winston, Inc., New Yor , 1938,

PPe 7172, )
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Teble 6. Results: Medians and Coefficients of Dispersion for
Assessment-Sale Rutios Based on 1959 and 1960 Assessments,
Stratified by Area and Soil Characteristics,

Land Without Buildings, Sold 1955-1960,

Spink County, South Dakota

Sumber Median ratio Coefficient

of of dispersion

Stratus trects 1939 1960 1959 1960
All trsets 182 38.0 40.8 17.2 17.9
Glacial till plein tractis 59 42,2 46.0 15.3 12,8

Till plain trects with
less than 15 psrcent
selonetzioc seils 33 41.2 4.5 14.0 13.9
Undulating to nearly
level till plein %#recis
vith less tham 15 per-
eent solonetzic soils 27 38.9 46.2 15.9 13.0

Lake plain trects 94 33.9 35.8 13.7 13.0
LR ST ML LS CETE TS TS FE T I T 5 SIS T OE E Y eI s e e e

Considering the entire sample as one series, the quelity of
the assessgent dggreased slightly as imdicated by the larger toeffi-
cient of dispersion for 1360. Breaking the ssmple date into segments
on the bamis of physiographic area, an increase in uniformity vas
indioated within sad between the two assessments. In 1960, stratifi-
cation within the glacial till plain group secording to the nature
of the soil showed no incresse in uniformity over that obtained for
all ¢ill plain tracts. Ko strastification was attempted vithin the
group of laks plain properties because most of them were dominated

by solonetzic soils.

Tvyuty-nine of the properties did not fit with eitber of the

twe wcio‘raphic groups. Some were located in the sandy aFes south
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of Bedfield, but the sumber isvolved was t0o smell tg analyze as &
§T%uP, Others lacked homogeniety of geologic origin, cousisting of
combinations of glaeial till, lake sediments, siream Sedimeats, and
sandy glecial meltwater deposits. The varistiom in the ipdividual
asstignelit—-sale ralios for the properties in this miscellaneous group
vas greater than for either of the twev physiographic groups. This
variation ves reflected ik the laerger soefficient of dispersion whigh
arose when all of the ratics were analyszed as & series.

Stratification with respeet to physiographic area resulted in
grouping together those properties which were similer in the broadest
sense, namely landscape features amd the nature of the soil pareat
materiasl. The more heterogeneous properties vere eliminated from
the sample. VYariations in soil and slepe among the properties in
each physiographic group contributed to a wide range in economic
productivity., Some of these differences were related to the appear-
ano® of the landsceape while others were not.

Praspective buyers within arees of similar surface features
and sojil parent materipl were confronted with fewer variables. As
a group, their judimeni sppraisals of land velue wvere more comsistent
with the 14960 assessed values based on estimated net insome., This
vae suggested by the smaller cosfficienis of dispersion obtained by
stratification within the 1960 assessmeni. The less apparent soil
differences which were not vell sxpressed in the apfearance of the
till pleim landsaspe, but nevertheless affect earning cepscity, were

not adequately recognised. This ves indicated by the smaller
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coefficient of dispersion obtainmed for all #ill plain tracts as
compered to that obtained for eech stretum,

The difference between the 1959 mnd 1960 coefficients af
dispersion for the four strata reflects the use of the soil survey
as the basis for the 1960 assessment and the uniformity of the 19%9
assesement. To explain this statement, the postulete that sales are
génerally more indicative of sconomic productivity than conventional
assessments must be mdvanced, If the 1959 pssessed values for a
Particular stratum wors not cloassly related to the adjusted salg
prices, the coefficiant of dispersion would be relatively large.
Substituting ths 1960 asmessed valuss which wers based on scononioc
productivity, one would expect a smalleér coeffioient of dispersion,
indicative of greatsr uniformity. Converssly, if the 1959 assessed
values wers closely aligned with adjusted sale prices, a relatively
mmaller change in the coefficient of disparsiom would occur whan the
1960 assesmad values were substituted.

Ho allovence has boen mede for location with respect to roads
or proximity to the buyer's present hemdquarters, sociological
fectors, or hasards. 4ill of these factors heve a bearing on market
value and will be reflected in subssquent azsessments as tim# purmily
their evalpation by loeal officials. Consideration of these items

will yndoubtedly contribute further to assessment uniformi ty in

ipink County.
The results were slso dependent on the validity of the indi-

vidual sales which composod the sssple. As previously stated, the



mot hope to learn all of the details surroundiag sach tran .
including the exsot purchess price. It is entirely pouﬂi.l
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the erratic mature of some of the ratiosm ecould be expleined if
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conditions of every transaction were known.
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Relationship between Adjusted Sale Price and
Economic Rating

The relationship between these variables for the glacial till
and lake plains is shown by Pigures XX and XXI. The average economic
rating for the glacial till plain properties was 66.9 while the
average adjusted sale price was $50 per acre. The corresponding
rating for the lake plain was 71.8 with an average adjusted sale

price of $66 per acre.
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Figure XX. Relationship between adjusted sale price and economic
rating, 59 tracts, land without buildings, sold 1955-1960,
glacial till plain, Spink County, South Dakota
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Within each area the prices paid for similar land varied con-
siderably as evidenced by the scattering of points about the line c;f-..lI

regression. The writer attributed this to (1) differences in the

knowledge, judgments, needs, end bargaining abilities of buyers and
sellers; (2) the emphasis placed on the intangible aspects of proper
by some individuals; and (3) the possibility that the sale pricél .

was not the actuml commidsration.
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distribution indicated e grester tendency for sale price to increase
sharply over s narrow renge in economic productivity. This lends
support ta the hypothesis that land values in the lake plain were
inflated relative to other perts of ihe couaty.

An abstrsot megeure of the degree of relationship between
adjusted sale price and economic produgtivity vas afforded by the
"r" value or coefficient of correlation. The "r" value for the till
plain distribution vas .5406, and for the lake plain trects en "r"
velue of .5916 vas obtained. Hoth values were significant at the
«001 level.

Since it is logical to assume a ocausal relationship betwveen
these twn variables, a portion of the variation im the market velue
of Spink County fera land vas attributed to differemces in economic
productivity. The square of the coefficient of correlation (rz) vas
usad as a measure of the veriation in sdjusted sele price which was
explained by econsmic preductivity.

In the glacial till pleim, economiec productivity accounted for
spproximately 29 percent of the variation in sdjusted sale price; in
the lake plainm, the corresponding figure was 33 percent. These
figures help to explain why e higher degree of uniformity (smaller
cgeffigients of dispersiom) wes not attained by the 1960 assessment
(Taple 6). It is imteresting to nate, havever, that some increase
in uniformity vas obtained evem though only aboaut one=third of the
variation in adjusted sale price was explained by differences in

economic productivity. Presumably, s higher degree of uniformity



would be evident in an ares vhere market price vas more consiste
ently related %o scomomic productivity.

The low torrelatiem betwsen these variables might be due ‘o
one Or more of the foélloving factors: (1) buyers cannot effectively
judge the incame esrming potential of the laand in Hpink County,

(2) the imtangible elements of value and pressures within the current
fcontic em¥iromment cause buyers to plece less emphasis on soil
quelity, or (3) the differences in productivity among soils expressed
by the sconomie ratings are not realistic.

There is sufficient evidence to indicate that the latier pos-
sibility is not the cese. Favorable growing conditiens end & high
level of managsment tend to minimize soil deficiencies. However,
¥ield veriations among soils are spperent in typical er common
nansgemant situations, partioularly in seasons whea crops are sub-
jected te periods of meisture and/or nutrient siress. The crep

yields used in oaleulating net income for the various soils were

based on the expected results of typical management over a peried of
years sufficient to covei the range of climatic variation. They ere

’ the best sstimates of sail productivity ¥hich cen be msde st the

present time.
In comparing these distributions, one must sonsider the som~

wrastiag features of the respective areas. The relief or "lay of
ghe lgna* in ghe till plain renges froeam neerly level to hilly. EHome
parts of {he¢ area leck a well-definsd surfece draimage pattern eas

indieated by the meny potholes which ocour im the landscape. The

v ———
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flaclial till in which the soils are developed is composed of vari-
able proportions of send, silt, clay, and some gravel. (ertain
ar®as céntain sufficient stomes on or in the soil mpterisl jo
resirict cultivation. In contrast, the lake plein is more uniform
vith respett i® surfece features. Most of the landscape is nearly
level to gently sloping and contains few poorly drained depressioas.
The soils ert formed in stone~-free deposits of laminated silt and
clay. Beih arees contain sizeable acreages of solonetzic or claypan
soils.

Surfece appesrance and relief are probably the most commen
criteria used by prospective buyers in estimating the productivity of
land. Im the till plain, this is & fairly reliable standard ainse
slope, staniness, and the acreage of poorly drained soils lergely
determine land use and soil productivity. 4m exception occurs in
parts of the till plain wvhere the less productive members of ths
salonmetisic soil group deminate the landscape. Th# presence of these
soils in culiivated fields is indicsted by “slick spots® or gray,
cloddy areas wvhiech lagk suitable soil tilth., Fields of stunted,
uneven plants mey also indicate the occurrenct# of thége soils.

The relisbility of surface appesrance as an imdigator of soil
productivity alsc holds for those portions of the lake plain which
are relatively free of the infertile "slick spoi” soils. aa (m ¢he
till plain, slape and drainage differences are apparent when present.
In mWon of she lake plain, differences in productivity between

4racts are largely related to varying kinds snd percentages of
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soloneteic soils. Duyers using surfece criteria in the lake plain
aress dominated by the solonetzic soils might experience more diffi-
culty in judging the produstive capabilities of a tragt of land
vithout the aid of o detailed goil map. These seils vary greaily in
productivity, and a buyer might easily misjudge the extent of sn
undesirable soil comdlition even though reelising its existence. He
might ultimately plase about the same value on each parcel because
of the apparent uniformitiy suggested by surfaece appearsnce. There-
fore, sale price may often be unreliable as a standard of value vhere
s0il productivity is not perticularly related to surface features.

Distribution of the 1539 and 1960 Assessed Values

for Helected Townships

Two parcels of farm lend whish vary in economic productivity
should not ordinarily cearry the same assessed velus. FPrevious
studies, however, have shown a strong tendency toward s uniform
dollar essessment of each quarter ssction withim a township or taxing
distrigi. This tends to raise the effective rate at which lend of
low economic potential is taxed. Eguity among landowners cannot be
achieved by this type of sdministration.

Many sf the soils which octur extensively im Scuth Dekota have
bees oparacterised by field and ladoratory stullies. The effect of
these peasurable spil properties on plant grovth is reflected in the
crop yields ghtaingd under experimental snd actual ferm comditions.
The yield tables prepared for the Spink County soils indicate that

the productive capacities of the different soils vary over s wide
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l'u.lo.si Therefore, when the land im a particular towmship is
classified sccording to soil type and appraised systematically, one
would expect a considerable spresd in the distridbution of assessed
values. This is verified by the statisties presented in Table 7
wirich were computed for selected townships representing one or more
different physiographic areas with characteristic differences in soil
sl surface features.

Table 7. Hean Assessed Land Yalue, Stendard Deviation, and

Coefficient of Veriatien, 1959 and 1960 Assessments,
Selectesd Towvnships, Spink County, South Dakote

Mean assessed gtuﬂ-ﬂ. Coefficient

land velue devistion of variation

Iowpahip 1939 1960 1939 1960 1939 1960
Athol (T118, RB&S) 21.10 24.93 81 4.31 4 18
Belmont (T1l4, B63) 21.56 23.68 1.23 4.04 6 17
Spring (T117, &60) 20.54  22.89 39 2,89 2 1)
Tetonke (T119, R62) 22.82 2%.97 .53 2.62 2 10

In each of the towmships studied, the tendency toward com—
cantration of the 19%9 assessed values about the mean vas evidenced

by the relatively small stendard deviation and coefficient of

561’. C. Vestin, G. J. Buntley, W. C. )hldonhn:;:i and :;.!9..
Shubeek, Soil Survey of Spipk County, South Dakots, Bulletin 439,
Agronol; Department, ifrioultursl Experiment Station, South Dskote
State College, Brookings, June 1954, pp. 112120,
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vnriltion.” Coparable statistics computed from the 1960 distridbu-
tio0 of assessel Talues indicated greater dispersion of valuss about
the mean,

Figures IXII through IXIX show the distribution of assessed
land values for each of four townships in 1959 and 1960. Ian every
case, the 1959 deta exhibit the seme tendency tovard a uniform
dollar assessment of each quarter section while similar charts for
1960 shov a more normal distribution.

This, of course, does not prove that the 1960 assessment
based on econemic productivity es imterpreted from the soil map ves
respensible for s more equitable distribution of the tax burden. In
fev townships of any sounty, however, is the lend so unifarm in soil
and slops as to justify placing the same essessed value on each

guirter seciion,

5Ttme standerd devistion of & distribution expressed as s per—
centage of the mesn is equel to the coefficient of variation, vhich
is a measure of the relative variability of specific observations.
It provides s means of comparing the variation in distributions having

different means and standerd deviations.

SRAID - — .

ST O



35 ¢

120 i

105 |

75t

Prequency

60 f

45

30

i L i Lr—L—‘ 1 i B RS | i )
8 10 12 14 16 18 20 22 24 26 28 30 32 34

Assessed Value (Dollars Per Acre)

Pigure XXII. Distribution of assessed land
values, 139 quarter sections, Athol Town-
ship, Spink County, South Dakota, 1959
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Pigure XXIV. Distribution of assessed land val-
ues, 144 quarter sections, Belmont Township,
Spink County, South Dakota, 1959
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Figure XXVI. Distribution of assessed land

values, 132 quarter sections, Spring Town-
ship, Spink County, South Dakota, 1959
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Figure XXVII. Distribution of assessed land
values, 132 quarter sections, Spring Town-
ship, Spink County, South Dakota, 1960
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The assessed land value for each of
the 144 quarter sections in Tetonka
30F Township was between $22 and $24
per acre.
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Pigure XXVIII. Distribution of assessed land

values, 144 quarter sections, Tetonka Town-
ship, Spink County, South Dakota, 1959
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The proPerty tax represents a controversial traditi o

has persisted virtuslly unchanged during s perisd of yeers . ':

the ®conomy of the nstion has changed from predominantly ag LC _ L

tural to the present industrial stage, Many of sur present

tex problems have developed gredually along with these

changes.
aspects of the tax, including fiscel trends end tex-income

Therefore, it seemed appropriate to relate the b

ships, to the main topic of this study—equity in the ass

furm land, F . _

The purposs of the study vas to evaluate the use of soi F i
-
H

survey information @8 a means of attmining equity in the

of farm land in Bpink County, South Dalota.

1)

Besically, this approach involves an interpretstion

e
W

charactaristics in terms of net income earmimg capacity. “1"
L 4
il

"'*- 1'- -
oy serial photographs, end yield estimates are made for each :I' \

Tal '|I

expenses are estimated and applied to the physical predu 1;'.
: |‘|FI 3

soils with similear characteristics are delineated as sep

unit under defipned manasgement prectices. Muture prices and

The net incom® geloulated for each soil becomes the basis f

I‘ ,

econogic reting. 4 composite or average rating is deri

parcel of land using the soreage of the verious soils *_-. '
LY i

veights. Finally, the average economic ratings ere convert

B = |
Bk e -

P - -

*



87

relative doller values vhich may be adjusted further to reflsct
4ifferonces in locatiom, operstional hasards, and sgeiologigel
factors.

This Sethod of appraissl is in contrast with the comparative
sales afpresch which smploys actual sales data as the basis for
veluing lend. The similarities betwwen these methods, along with
their merita and deficiencies, vers discussed in Chapter III.

South lakota mmploys the market velue concept as the standard
governing the assessment of property. The legelity of this concept
hes often besn upheld by the courtsa. For this reason, bona fide
sales weres used as the standard of value in this study.

The sample vas composed of 182 tracts of land without buildings
vhick wers sold in the six-year period from 1955 through 1960. Only
thoses transactions which appesrsd to reflest the unrestricted action
of the land market were inoluied. The details of each sale were
obtained from goumty records and verification wes attempied dy
questiomnaire. The sssessed valiue and economic rating of each tract
were ghtained from the files of the county direeter of esgquelization.
Bulletin 439, Soil Survey of Spink Caounty, South Dskods, wes used to

identify the soils invelved.
Indey nymbders were developed and used to adjust the sale

prigey 40 the 1960 level. The 1939 assessed values ®Xjressed as &
percentage of these adjustied male prices ¥or® used ¢ measure the
unifaemity of the assesiment prior 4o the systematic appraisael of

1960. The ratios of the 1960 assessed values to the adjusted sale
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prices were used to determine the uniformity achisved by the 1960
assessnent based on the ecsnomig produstivity of the soil,

The 1959 and 1960 ratios for the entirs group of trect® and
for two phymiographic areas-—glasial ¢till amd lake plain—were
Plotted ageinst adjusted sale price and economie rating. In all
cases, ilis relationship between assessment—sale ratio and adjusted
sale price wes Strongly regressive for doth 1959 and 1960, & similar
relationship vas noted betwesn essesmment—sale ratio ané economic
rating for 1959. Vith ome exseption, the raiios based on the 1960
assessment showed progressive essessment tendencies when plotted with
economic rating. Imperfections im the land market, the tendency for
the 1959 assessed values to be clustered about the average, and the
faot that the 1960 assessed values based om estimated met income
reflect differences in soil productivity thereby oovering a wider
renge, were cited as probable csuses of the prugressive patterns,

The median and coefficient of dispersiom for the 1959 mnd
1960 distributions of ratios were identified for the entire group
of girects, for the physiographic areas, and for two groups of till
pleiy properties. Using the coefficient of dispersiom as an imdi-
astor of assessment uniformity snd considerimg th# sntire sample as
ane series, the 1960 assessment produced a slight dserease in uni-
formity. An imcresse in uniformity was obtained within and betwesn
the 1959 snd 1960 assesmments when the Propertiss were siratified
sccording to phymiogrephic ares, Ko imerease in the uniformity

of ghe 1960 $ill plain sssessment was schieved when the properties
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¥ere Erouped aotording to the nature of the soil.

It i# *vident that only the more obvious soil differen;ss
vhich Coniribute to earning capacity were recognized by the paryet.
The extent of these differences was often incorrectly evaluated.

The reliability of the market &8s 2a indicetor of soil productivity
vas s@gvhat greater in arees of similar surface features end soil
parent material. dMarket price was more closely related to assessed
valu® based on #stimnted net income vhen there vere fewer soil vari-
ables to interpret. This relationship did not hold for the less
apparent soil differences vhich vers not well reflected in the
eprearance of the landscape. Presumadbly, a closer relationship
between sale price and economic productivity would have resulted in
a greater imcrease in uniformity when the s0il survey was used es
‘the basis for assessment in 1960.

The relationship between sdjusted sale price and economic
rating vas determined for the glacial till and lake plain tracts.

On the average, market price was directly end significantly related
to econgmic productivity in eech physiogrephic eree. The soil aif-
ferences which contributed to the renge in economic productivity
within ihese arzas accounted for adbout one-third of the variation in
sale price. Thg unexplained veriation in sale price must be largely
attribytsd to the intangible alements of velue and the® meny variables
relatey to human judgments and needs vhich influence the land merket.

A study 5f the 1959 sasessed values of the quarter sections

in eech of gour townships representing different physiographic Krgasg



or combinations of sreas revealsd a #trong concentration of vamlues
around the township mverage. The rsnge in the assessed vialues
Plaged on the same parcels of land in 1960 was much greater, indi-
cating that differencer in economic productivity were recognized by

the new appraisal.
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CHAPTER VIII
CONCLUSIONS

On the basis of this study, one cannot conclude that land
values based on earning capecity conform to those establighed by the
Sarket. This may be attributed to several factors.

1. The derived values were hassd entirely on the asti-
mated net income producing capacity of the soil with
no allovance for the intangible slements of value
vhich presumably have some effect on sale prices.

2. It vas not possidble to verify the details of every
treansaction, HMinor discrepancies between exsect
selling price end thet =stimated from revenue
stamps are possible in mome casas.

3. The market is not absolute in nature but represents
e composite of human knowledge, judgments, needs,
and bargeining abilitiea, Even with equal kmowl-
edge, individuels do not attach the same signifi-
cance to smsh tangible or intangible land feature.
Fersonal preference for a given aspect of property
may affect sale price mare than expected economic
gein, Therafore, complete agreement between salsa
values determined under nearly perfect merket
conditions and assessed valués based on estimatmil
net imcome cannot he @mpectwi,

The validity of market walue as a standard is subjeet to
question since it includes, to some extent, the same inherent bias as
conventional assessment. Therefore, the ratio =f assessed value
(based on the met ineome producing capscity af the soil) to sale
prige is not an exact measur® of sssessment quality. It indicates

qﬂ.liqr of assesgment only to the degre® thaet male price reflecis

value in terms of ability to pay tazes.
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Market value has not proved to be an sdoguats means of
®Qualiging land values within and between taxing districts bacause
local officials have been both unvilling and unable to use it effec~
tively, This may be pertially due to the fact that the South Dakota
Code includes no specific instructions for ita application. Ewen if
appropriate guide lines could be dreawn, it is doubtful that sals
prices are sufficiently eccurate for this purpose.

In contrast, the values derived by imterpreting ths soil
survey give proportionate eonsidsration to each soil difference which
ean be interpreted in terms of economic produetivity. Thias serves
to establish a value differsntial betwesn properties-——the meim prin-
eiple in appraising land for taxation. A more equitable distribution
of ths tax burden, levied in accordasce with ability to pay, is then
susured.

As vecorded eventm, males retmin the credibility of fact; ard
they have gained public accsptance as indicators of tax lisbility.
Salgs date congtitute a good memaure of complience with the intent of
the law which, one must remsmber, was enacted at a time# vhin other
stanjisrds wers less reliable., Decsuss of recent developments in land
apprajsal tgonniques and & growing interest in {mproving aSges®ing
procsdure threughout the state, it appears that this law wvill evién-
tiually nesd to bs re—exsmined. It is possible, hovwever, that any
change might entail both statutory mmd constitutional revision.

4Smles dats canm and should be used ms a check on the assessed

valugy derived from estimates of ne¢ jncome, Amy method of wvaluation
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is subject to some degree of error, amd the economic ratimgs for
particulyr soils should be re-exmmined if merket values mmd celcu-
lated valu®s are videly separated. The average relationship bagtween
econ™ic productivity and market value determined for seperate
phys{ographic or type-of-farming areas helps to establish the "true
and full® level of value on vhich assessmanta are to be based.

In using sal®#s data for assessment purposes, ons must attempt
to learn the specific circumstances of each sale so that its velidity
es & ptsandard may be properly interpreted. A nuaber of bons-fide
observetions are required to adequately characterize the reaction of
the markst to a particular kind of land, and littls considerstion
should be given to any one sale. Once the standards are established,
care must be exercised in meking comparisons with ather lamd on which
sales date are not evailable. Trends in the land market must also
be taken into eocount in some cases,

The economis ratings computed for emch quarter section of
land and the soil meps on which they were based may eventually help
10 relieve some of the imparfections in the land market which ars
dus to lack of kmowledge and errors in judgment. Prospective buyers
may learn the advantage of bargaining with a definite kuowledge of
thy quality of the land involved. This information would be particu-
larly hglpful in the lagke plein mrea of Spimk County where surfuce
appegrancy provides fewer cluss to soil productivity,

Any Sat of land values d#signed to reflect ecomomic produc-

tivity should be regerded as transitory. They must b® exmmin®#d
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periodically to ensure that the level at which land is assessed is
consist®nt with the purpose to be served by texation. Assessed
values Way need to be raised or lovered from time to time to keep
pate with land market trends, The relative income earning potential
of certein soils may eventuslly be affected by changing cost-price
relationships. At some future date, major changes in agricultural
technology may necessitate ravision of the crop yield estimates.

Any of these developments will require some degree of adjustment in
the assessoed values.

Undoubtedly, the use of soil survey informetion has improved
the quality of the assessment of egricultural land in Spink County
more than the results of this study indicate. The charts and stu—
tistics vhich deseridbes the 1960 distributions of assessed values in
each of four townships suggest a range in seil productivity which
one might expect to find in such an area. 1If scil productivity
reflects ability to pay taxes, this pattern of assessed values repre-
sents a step tovard mgre equitable assessment. Public opinion,
hovever, will evgmtually determine whether this approach to the

assessment of farm land is accepted or rejected.
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APPENDIX A

FARM REAL ESTATE THANSFER WOMESHEET
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Buyer Puge
Date Date fievenue
Treansferrasi Filed Stanps #
el b = o= = RS Se e b RS 2. SR SRS S LS XS et et R e e - Sl S —— S ]
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t i s 3 1

3 ! ! 4 : Total ]

3 H ] | s

: : i i ¢ Cash 3
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3 : L $ g lst Mtge. §

i s 3 : '

: | i : 3 2nd Mtge. §
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} s ! $ 1 Contreet §

3 3 | t 1

$ ] 3 3 t

H i (] $ %
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g 3 : t t
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APPENDIX B
Property Transferred Hec. Twp.__ _Rge.  Acres

Sec._____Twp.__ lige. __Asres

Date @f Transfer Book Ho. Peage No.

“
l. At the time of transfer, were thiere usable buildings on ths
lend?
—Tes.

2. Which of the following describes ihe transfer?
Sale betveen relatives.
—TIrenster of convenience %o sorrect title or ersate joint

t-'l.-ncy.
Sale or tramsfer of property im commsction with fore-

closure or condemnatian.
An ordinary sale between & willing buyer snd seller.

3. VWas the deed granted on termination or settlement of & contract
for deed?

Yeosn.

Koo
If yes, vhat was the month &nd year of the original contract?

4., The totsl price far the property was § con®isting ofs
i+ Cash payments (including short term notes)
B. Belmnse of old morigag® sssumed by purchaser
C. Hew morigage

D. Value of say properiy iraded as part payment
L. Unpaid tsxes sasummd by purcheser

¥. Other (please describde)

S, LUid the sale price reported above include any personal property
such as mechinery, livestock, storsd graein, growing crops, ete.?

—tes.

No.
If yes, indicate kind of proportgumd :monuto values:
ue

Yelue $
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6. Do you consider the sale price given in item No. 4 to have been
s ressonable market price for the property en the dats of
transfer?

- Jes,
- No,
—Jon't knew,

7. Wes this land purchased to enlarge anocther farm already operat-
ing as @& unit?

Xeos,
No.
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APPENDIX C
LEITER OF EXPLANATION

1517 Third Avenue Korth
Fargo, North Dakota

As » part of my graduate program at South Dakota State College,
I am making & comparison between s0il productivity end sale prices
of farm land in Spink County.

I have zollected information sbout transfers of farm land froa
deed records =t the county courthouse in Redfield. Frequently,
these deed records do not indicate the actual selling price. Deeds
are somstimes granted to correct titles of ownership amd do not
represent actunl sales. Other deeds are given vhen a contraot for
deed is terminated, and the actual date of the agreement between
buysr and seller may have been several years previous. In thess
cases, it is nocessary to obtain more information from one of the
parties involved in the sale.

Prom the public records I huve secured informetion about a
transaction with whiech you were connected. To verify end complete
=y information I request that you complete and return the enclosed

questionnaire,

Your reply will be held in sirict confidence. 1 am mot inter-
ested in individual names but merely in the values vhich buyers and
sellers place on particulsr pieces of land,

Since leaving Brookings, I heve been employed by the North
Dakota Agricultural Experiment Station et Fargo, North Dakota.

I sinocerely thank you for the time required in answering
these guestions.

Very truly yours,

Doneld I. Paiterson

Enclosures
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AFPENDIX D

RUBAL LAND SALES QUESTIONNAIRE (Revised)

Froperty Transferresd Bec, Twp.___Rge.__ _Acres

Hec. Twp._ Rge.___ Acres

Date of Transfer Book No. Page Ko,

I EEEL AT ST A E ST o 2 S I F AR TS AL BT TS e eSS S Rt R
1. At the time of trensfer, wers there usable buildimgs on the
land?
Tes.

No.

2. Vhich of the following deseribes ths transfer?

Sale beiween relatives.

—TIransfer of convenience to correct title, creete joint
tenanazy or reorganigs the property.

—5sle or transfer of property in connection with fore-
clogure or condemnation.

—A fair end voluntary sale between a villing buyer end
seller.

3. What wes the# menith mnd yesr of the sale agreement between duyer
and weller?

4. Tha tetal price for the property was § » consisting of:
A. Cash peyments (including short term notes)
B. DBalance of old mortgage assumed by purchaser
C. XNew mortgege
D. Yalue of any property tred®#d as part payment
E. Uapeid taxes assumed by purchaser
F. Other (please describe)

S, 0id the sale price reported sbove include any personal property
such s machinery, livestock, stored grein, groviag srops, etc.?
~I..Q
Ra.
T?-y“, indicat® kind of propsrty and approximate value:
YValue §
Velue §
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7.
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Do you comsider the sele price givem im item No. 4 to have hemn
s reasonsble mariket price for the property on the date of
transfer?

‘___I..o

No.
Don.t Hm.

Was this land purchased to enlarge another farm already operat-

ing as 2 unit?
Yes.
No.
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