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Chapter 1 

PROPERTY TAXATION 
IN THE UNITED STATES 
Arley D. Waldo and Carole B. Y oho 
University of Minnesota 

The property tax is one ofthe world's oldest forms of 
taxation-and perhaps the most disliked. Probably no 
major tax has been subjected to more intensive anq 
sustained criticism. Modern-day tax authorities still 
quote with approval the scathing charge made in 1895 
that "the general property tax as actually administered 
is beyond all doubt one of the worst taxes known in the 
civilized world."l Yet, the property tax persists as an 
important source of government revenue. Today, prop
erty taxes account for nearly one out of every six tax 
dollars 'collected in the United States. Property tax col
lections have more than doubled in the past 10 years. If 
property taxes continue to increase at the pace of the 
past decade, property tax collections will exceed $100 
million by the mid-1980s. 

The principal reason for property tax levies is to 
raise revenue to finance local units of government. But 
property taxes also influence the economic decisions 
and well-being of households and businesses. Property 
taxes may distort, or be purposely used to influence, the 
way in which land and other natural resources are used, 
the location of economic activity, the character of resi
dential neighborhoods, and the way in which entire 
communities develop. 

Major Taxes 
Affecting Property 

Several kinds of taxes may be imposed as a condition 
of continued property ownership or when property 
rights are transferred. By far the most important tax on 
property in the United States'is the ad valorem (accord
ing to value) property tax levied by state and local 
governments. However, certain classes of property may 
be subject to special or selective property taxes or to 
taxes imposed in lieu of property taxes. In addition, 
some kinds of local public improvements ;nay be fi
nanced by special assessments against property. The 
transfer of property rights may involve capital gains 
taxes, inheritance and estate taxes, gift taxes, and docu
mentary or recording taxes. 

iEdwin R. A. Seligman, "The General Property Tax," in Essays in Taxation , 9th ed . 
(New York: Macmillan, 1921), p. 62. 

The ad valorem property tax is essentially an annual 
charge levied against the assessed value of all taxable 
property. Property taxes generally constitute a claim 
against the value of taxed property, and continued fail
ure to pay property taxes usually leads to a loss of 
property rights. 

A tax imposed on all forms of wealth, both tangible 
and intangible, levied at a uniform rate, and based on 
the prevailing market value of all property would be a 
"general" property tax. While the term general prop
erty tax is frequently used, no state in this country has a 
truly general property tax. In every state, some types of 
property are completely or part ially exempt from taxa
tion or are taxed at rates which differ from the rates 
applied to other classes of property. 

In addition to ad valorem property taxes, real estate 
may also be subject to special assessments. A special 
assessment is a benefit tax imposed to help finance 
public improvements that are likely to increase prop
erty values. Special assessments are widely used by 
municipalities to finance sewers, water mains, streets, 
sidewalks, parks, and other improvements . Special
purpose units of government also rely heavily on special 
assessments to finance irrigation, drainage, flood pro
tection, and other projects. 

While the ad valorem property tax is principally a 
local tax, certain classes of property are often assessed 
and sometimes taxed at the state level rather than the 
local level. States typically assess airline and railroad 
property, pipelines, electric distribution lines, and de
posits of coal, petroleum, and metallic ore. In some 
states, the assessed value of these properties becomes a 
part of the local tax base and subject to local taxation. 
Other states impose special state taxes on such prop
erty. These state-collected taxes may then either be 
retained by the state or turned over to the localities that 
are affected. 

States also may impose certain taxes either in lieu of 
property taxes or in addition to them. Registratio~ and 
license fees on automobiles, trucks, boats, recreatIOnal 
vehicles and mobile homes are examples. Several 
states l~vy severance taxes in connection with the 
mining, extraction, or harvesting of natural resources 
such as metallic ores, coal, petroleum, natural gas, and 
timber. 
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Evolution of 
Property Taxes 

Property taxation in the United States dates from 
the colonial period. Although initially influenced to 
some extent by the tax systems of England and Europe, 
property taxes as they exist today in this country are 
largely an American invention. 2 In the colonies, prop
erty taxes were used to supplement poll taxes and other 
sources of public revenue. Initially, the property tax 
was a "classified" tax in which only certain classes of 
property were subject to taxation and tax rates often 
varied according to the type of property. The property 
tax slowly evolved into a more general tax that was 
applied to more classes of property which were taxed at 
a uniform rate according to market value. 

The trend toward a general property tax was re
versed long ago. States have increasingly turned away 
from the rules of uniformity of property tax rates and 
uni versal taxation of property and moved toward pro
viding differential tax treatment based on the type, use, 
and ownership of property. 

For more than a century, property taxes have been 
exclusively a source of state and local government reve
nue. The federal government has levied a property tax 
on only three occasions, the most recent during the Civil 
War. Use of the property tax as a source of federal 
revenue has been effectively barred by the constitu
tional requirement that all direct federal taxes be levied 
on the states in proportion to their population. 

State and local property tax collections increased 
from less than $1 billion in 1902 to $57 billion by 1976 
(table 1). However, other taxes have increased even 
faster. In the early 1900s, property taxes accounted for 
more than half of the total tax revenue offederal, state, 
and local governments (table 2). At that time, local 
governments were fiscally more important than either 
the federal or state governments, and they received 
most of their tax revenue from property taxes. 

The relative importance ofthe property tax declined 
considerably in the 1930s as states began to rely more 
heavily on other tax sources. During the 1930s, 24 
states adopted general sales taxes and 16 states adopted 
individual income taxes. The proportion of total tax 
revenue generated by property taxes fell still further as 

Table 1. Property Tax Collections in the United States, Se-
lected Years, 1902 to 1976 

Amount Percent of Total 
Year State and Local State Local State Local 

Mil.Dol. Mil.Dol. Mil.Dol. Percent Percent 
1902 706 82 624 11.6 88.4 
1913 1,332 140 1,192 10.5 89.5 
1927 4,730 370 4,360 7.8 92.2 
1936 4,093 228 3,865 5.6 94.4 
1946 4,986 249 4,737 5.0 95.0 
1956 11,749 467 11,282 4.0 96.0 
1966 24,670 834 23 ,836 3.4 96.6 
1976 57,001 2,118 54,884 3.7 96.3 

Source: U.s. Burea u of the Census, Cellsus or a OUemlllell tS: 1967. Vol. 6. No.5, Historical 
Statistics 011 Gouemlllelltol Fillollces alld Emplaymellt. tables 4, 5, and 6; and U.S. Bureau of 
the ens us, Gouemmelltal Fillollces ill / 975-76. GF 76, No.5, table 4. 
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Table 2. Importance of Property Taxes in the United States 
Selected Years, 1902 to 1976 ' 

Property Tax Revenue as a Percentage of-

Year 

1902 
1913 
1927 
1936 
1946 
1956 
1966 
1976 

Federal, State, 
and Local Tax State and Local State Tax Local Tax 

Revenue Tax Revenue Revenue Revenue 

Percent 
51.4 
58.7 
50.0 
38.7 
10.8 
12.8 
15.3 
15.9 

Percent 
82.1 
82.8 
77.7 
61.1 
49.4 
44.6 
43.6 
36.3 

Percent 
52.6 
46.5 
23.0 

8.7 
5.0 
3.5 
2.8 
2.4 

Percent 
88.6 
91.1 
97.3 
94.7 
91.9 
86.8 
87.1 
81.2 

Source: U.S. Bureau of the Census, Cellslls o{Gouemmellts: /967. Vol. 6. No. 5, Historical 
S tatistics on Gouernmental Finances and Employment, tables 4, 5, and 6; and U.S. Bureau of 
the Censu , Gouemmelltal Fillollces ill /975-76, GF 76, No.5, table 4. 

federal taxes shot upward during World War II. Unti l 
1942, the property tax was the single most important 
source of tax revenue in the nation. By 1952, property 
taxes accounted for only about 11 percent ofthe nation's 
total tax revenue. In recent years, the overall impor
tance of property taxes has increased to around 15 per
cent of all taxes. 

Property Taxation and 
Local Government Finance 

The property tax in the United States is now almost 
exclusively imposed and administered by local units of 
g~vernment. Nearly all state governments have largely 
wlthdrawn from the property tax field. Nationally, only 
about 2 percent of all state tax revenue comes from 
property taxes. In 1976, only four states-Alaska (51.2 
percent), Maine (24.8 percent), Washington (14.7 per
cent), and Arizona (11.3 percent)-received as much as 
10 percent of their tax revenue from property taxes.3 

Most state governments collect little if any revenue 
from property taxes. 

Local governments levy nearly all property taxes, 
and local officials assess most property available for 
local taxation. According to the 1977 Census of Govern
ments, there are nearly 80,000 local governmental 
units in the United States. Most of these local govern
ments have legal authority to levy property taxes. 

The general revenue of local governments comes 
from two major sources: (1) intergovernmental trans
fers (state and federal grants-in-aid); and (2) local 
sources, including local taxes, charges for public ser
vices (special assessments, toll charges, tuition fees, 
etc. ), and miscellaneous sources such as interest earn
ings on deposits and securities.4 Nationwide, the prop-

' For a brief history of property ta."atioD in the United States, see Jens P. Jensen, 
Property Taxation in the United States (Chicago: University of Chicago Press, 1931), 
chapter 2. 

3In Alaska, the large proportion of state revenue from property taxes was Ihe 
result of a special state property tax on oil and gas properties and reserves 
effective January I, 1976. Only 3 percent of state tax collections in Alaska came 
from property toxes in 1975. 

A state.imposed uniform property tax was enacted in Maine in 1973. This lax, 
adopted os part of 0 new school financing plan, was repealed a l a special referen
dum in December 1977. 

'General revenue includes all revenue except the receipts of publicly opera led 
utilities, liquor stores, and insurance trust funds. 



erty tax is the largest single source of revenue for local 
governments. However, the overall importance oflocal 
property taxes has declined somewhat. Many states 
have attempted to slow down increases in local property 
taxes by limiting local property tax levies, increasing 
state aid to local units, and providing alternative local 
taxes. In addition, federal aid- including federal gen
eral revenue sharing payments-is now more impor
tant in the budgets of local governments. 

Between 1966 and 1976, the total general revenue of 
all local governments in the United States climbed from 
around $53 billion to nearly $163 billion, a three-fold 
increase in' 10 years (table 3). Some major changes in 
the relative imp<;>rtance of different revenue sources 
accompanied this sharp rise. The share oflocal govern
ment revenue from local sources dropped from 67 per
cent in 1966 to 57 percent in 1976, and the share from 
state and federal aid increased from 33 percent to 43 
percent. States still provide most of the intergovern
mental revenue received by local governments, but the 
share coming from the federal government has been 
increasing. Partly because of the federal general reve
nue sharing program initiated in 1972, the proportion of 
intergovernmental revenue received by local govern
ments that came directly from the federal government 
increased from around 8 percent in 1966 to almost 20 
percent in 1976. 

Taxes accounted for about 72 percent of all general 
revenue from local sources in 1976, and nontax sources 
for about 28 percent. Local nontax sources of revenue 
have been increasing in importance. Local property 
taxes have declined in importance as a source of local 
tax revenue as local governments have increased their 
reliance on other taxes. 

The extent to which local governments depend on 
property taxes varies among states and by type of local 
government. Based on statewide averages for 1976 for 

Table 3. General Revenue of Local Governments by Source, 
United States, 1966 and 1976 

Source 

All Sources 
State and Federal Aid 
Local Sources 

Total 

State and Federal Aid 
State Aida 
Federal Aid 

Total 

Local Sources 
Taxes 
Charges and Misc. 

. Total 

Local Taxes 
Property Taxes 
Other Taxes 

Total 

Percentage 
Amount Distribution 

1966 1976 1966 1976 

Mil.Dol. Mil.Dol. Percent Percent 

17,768.1 69 ,745.5 33.4 
35,404.3 93 ,185.7 66.6 
53 ,172.4 162,931.3 100.0 

16,390.5 , 56,169.1 92.2 
1,377.6 13,576.4 7.8 

17 ,768.1 69 ,745.5 100.0 

27 ,360.8 
8,043.5 

35,404.3 

67,557.4 77.3 
25 ,628.3 22.7 
93,185.7 100.0 

42.8 
57.2 

100.0 

80.5 
19.5 

100.0 

72.5 
27 .5 

100.0 

23 ,836.1 54,883.6 87.1 81.2 
3,524.7 12,673.8 12.9 18.8 

27 ,360.8 67 ,557.4 100.0 100.0 
------------------~------~----------

'Includes federal grants·in·aid that a re paid to state governments and then passed on to loca l 
Units. 

~urce: U .s . Bureau of the Census, Gouernmelltal Fillances ill 1965·66. GF 13, table 17, and 
~. Bureau of the Census, Gouemmental Finances in 1975·76. GF 76, No.5, table 17. 

all units oflocal government, property taxes accounted 
for 90 percent or more of all local tax revenue in 23 
states (table 4). In only 14 states did property taxes 
account for less than 80 percent of all local tax revenue. 

Table 4. Importance of Property Taxes as a Source of Tax 
Revenue for State and Local Governments, by State, United 
States, 1976. 

Property Tax Revenue as a Percentage of-

State 

New England States 
Maine 
New Hampshire 
Vermont 
Massach usetts 
Rhode Island 
Connecticut 

Middle Atlantic States 
New York 
New Jersey 
Pennsylvania 

East North Central States 
Ohio 
Indiana 
Illinois 
Michigan 
Wisconsin 

West North Central States 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

South Atlantic States 
Delaware 
Maryland 
District of Columbia 
Virginia 
West Virginia 
North Carolina 
South Carolina 
Georgia 
Florida 

East South Central States 
Kentucky 
Tennessee 
Alabama 
Mississippi 

West South Central States 
Arkansas 
Louisiana 
Oklahoma 
Texas 

Mountain States 
Montana 
Idaho 
Wyoming 
Colorado 
New Mexico 
Arizona 
Utah 
Nevada 

State and Local State Loca l 
Tax Revenue Tax RevenueTax Revenue 

Percent 

44.2 
60.9 
41.5 
47.7 
41.4 
47.4 

36. 1 
56.3 
25.7 

38.2 
38.4 
36.9 
43.3 
36.5 

30.9 
39.6 
34.2 
31.8 
48.3 
48.5 
42.1 

16.9 
29.4 
22.7 
28.3 
18.1 
24.7 
23.7 
32.4 
33.8 

19.1 
26.3 
12.6 
22.5 

22.3 
14.8 
23.4 
36.7 

49.4 
32.2 
4l.5 
37.3 
17.1 
38.6 
29.0 
33.2 

Percent 

24.8 
3.0 
0.2 
a 
l.4 

0.3 
3.1 
1.2 

3.0 
1.3 
0.1 
3.2 
5.2 

0.1 
a 
0.3 
0.6 

a 
1.6 

3.1 

1.1 
a 
l.6 
0.4 
0.4 
2.0 

2.7 

2.5 
0.4 

0.2 
a 

0.9 

6.0 
0.1 
3.6 
0.2 
2.4 

11.3 
a 
6.8 

Percent 

99.1 
98.1 
98.8 
99.4 
99.1 
99.1 

68.5 
90.9 
67 .8 

77.7 
97 .5 
82.6 
92.8 
98.4 

96.4 
98.2 
72.4 
95.3 
91.1 
93.0 
95.2 

85.4 
65.9 

68.3 
82.0 
82.5 
92.9 
83.5 
84.9 

67.4 
67 .8 
42.1 
94.2 

91.3 
50.4 
73.7 
86.2 

96.4 
97.5 
94.9 
76.3 
85.7 
81.8 
83.2 
70.7 
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Table 4 continued 
Property Tax Revenue as a Percentage of. 

Slate and Loca l Slale Loca l 
tatc Tax Revenue Tax RevenueTax Reven ue 

Percent Percent Percent 

Pacific tates 
Washington 32.4 14.7 74.3 

Or gon 47.3 a 95.4 
alifornia 43.1 3.5 85.7 

Alaska 55.3 51.2 75.0 
Hawaii 18.6 81.0 

36.4 2.4 81.2 

- Rep,"eSenlS 1ero 
"U>!\S tnnn 0.05 p rcent 
Source: U.S. Bur~nu oflne Census, Gouemmelltal Fillallces ill 1975· 76, GF 76, No. 5, table 17. 

Tab le 5. ener a l Revenue of Local Governments from Prop
rty Taxes, by Type of Govemment, United States, 1976 

Percentage 
T pe of Government Amount Distribution 

chool Oi tricts 
Municipalilie 

ounli 
Townships 

pecial Di ll'icts 
All Local Governments 

Mi1.Do1. 
24,399.0 
14,165.2 
11,582.0 
3,369.2 
1,368.0 

54,883.6 

Note: DNntl s may not Add to tota ls because or rounding. 

Percent 
44.5 
25.8 
21.1 

6.1 
2.5 

100.0 

SoUl'C~: .. . Burt'ilu orthe ensus. Goverllmelltal Fillallces ill 1975· 76. GF 76, No.5, table 16. 

mong loca l governments, school districts receive 
th larg t hare of property tax revenue, more than 
two-fifth of the total in 1976 (table 5). The dependence 
flo al gov rnment on the property tax varies by type 

of go rnment (table 6). School districts receive most of 
th ir l' v nue from local property taxes and state school 
aid . ounties and municipalities rely on property taxes 
for a !ittl Ie than one-third of their total general 
r nu. Town hips, found in only 21 states, receive 
mol' than half of their revenue from property taxes. 
Prop rt taxes are much less important to special dis
tri t , Mol' than half of the special districts in the 
countr do not have legal authority to levy property 
tax . 

Lo al gov rnments usually overlap one another, 
but th ir d ci ion concerning the amount of property 
tax to I ar usually made independently. Thus, the 
pI' p rt tax tat ment received by an individual tax
pa r t pi all includes an aggregation of taxes levied 

separately by the county, the city or township, the 
local school district, and perhaps a number of special 
districts. 

For most local governments, the property tax is a 
residual tax used to fill the gap between the amount of 
revenue available from other sources and the total reve
nue needed to meet local budget requirements. When 
the growth of revenue from other sources fails to keep 
pace with increasing demands for local public services 
and inflation, property taxes almost inevitably rise un
less increases are legally restricted. Without other 
sources of local tax revenue available: the choices open 
to local officials are to increase property taxes, cut 
planned expenditures, or increase charges for public 
services. As demands for local services increase, the 
effect on local property tax levies is largely determined 
by decisions at the state and federal level concerning 
grants-in-aid to local governments, availability of non
property tax sources oflocal revenue, and limitations on 
local property tax levies. 

Recent Trends 
Many states have attempted to improve their prop

erty tax systems in recent years and to de-emphasize 
property taxes as a source of state-local revenue. Be
tween 1966 and 1976, the proportion of state and local 
general revenue originating from property taxes fell 
from 30 percent to 22 percent. This reduction reflects 
both an increase in the relative importance of federal 
grants-in-aid to state and local governments and an 
increase in the reliance of state and local governments 
on non-property tax sources of revenue. 

States have increasingly turned to non-property tax 
sources of revenue to finance state and local public 
services. From 1966 to 1976, state and local taxes other 
than property taxes increased at an average annual 
rate of 12 percent per year, while property taxes in
creased an average ofless than 9 percent per year (table 
7). During this period, property taxes increased less 
rapidly than other state and local taxes in all but five 
states (Alaska, Georgia, South Carolina, Vermont, and 
Washington). De-emphasis of property taxes has been 
particularly striking in some states. In the District of 
Columbia, Minnesota, Nebraska, North Dakota, and 
Utah, state and local taxes other than property taxes 
increased at least twice as fast as property taxes be-

Table 6. Per entage Distribution of the General Revenue of Local Governments by Source, by Type of Government, United 
tat s 1976 

chool Special All Local 
\Il'C(, Districts Municipali ties Counties Townships Districts Governments 

Percent Percent Percent Percent Percent Percent 
41.4 25.6 31.4 56.1 14.2 33.7 

1.0 16.6 6.9 4.9 0.7 7.8 
9.9 19.5 18.3 10.6 57.2 15.7 

46.2 24.9 35.6 21.2 8.2 34.5 
1.5 13.4 7.9 7.2 19.7 8.3 

100.0 100.0 100.0 100.0 100.0 100.0 

~1\I1'l"' : .s. llu''''lIl1 Qf the OIl. US. ,00'""'III,," lal FillaIlC"" ;11 1975·76. GF 76. No. 5, table 16. 
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Table 7. Change in State and Local Government Revenue from 
Property Taxes and Other Taxes, by State, United States, 
1966 to 1976 

Average Annual 
Rate of Change, 1966-76 

Property Other 
State Tax Revenue Tax Revenue 

Pe rcent 

New England States 
Maine 
New Hampshire 
Vermont 
Massach usetts 
Rhode Island 

10.0 
10.7 
12.0 
9.4 
9.0 

Connecticut 9.5 

Middle Atl antic States 
New York 9.4 
New Jersey 9.8 
Pennsylvania 7.4 

East North Central States 
Ohio 6.3 
Indiana 5.7 
Illinois 7.1 
Michigan 10.1 
Wisconsin 7.7 

West North Central States 
Minnesota 5.5 
Iowa 5.9 
Missouri 7.9 
North Dakota 4.9 
South Dakota 6.6 
Nebraska 6.7 
Kansas 6.6 

South Atlantic States 
Delaware 8.6 
Maryland 8.5 
District of Columbia 5.2 
Virgi nia 9.8 
West Virginia 7.0 
North Caroli na 10.2 
South Carolina 12.4 
Georgia 12.4 
Florida 10.7 

East South Central States 
Kentucky 8.1 
Tennessee 9.4 
Alabama 6.1 
Mississippi 8.2 

West South Central States 
Arkansas 8.4 
Louisiana 6.2 
Oklahoma 6.0 
Texas 9.5 

Mountain States 
Montana 8.7 
Idaho 7.2 
Wyoming 9.4 
Colorado 8.5 
New Mexico 6.9 
Arizona 11.1 
Utah 6.0 
Nevada 10.3 

Pacific States 
Washington 
Oregon 
Cali fornia 
Alaska 

10.6 
10.8 
9.1 

35.9 

Percent 

12.2 
11 .9 
10.9 
13.4 
10.2 
ILl 

11.5 
13.7 
11.6 

12.4 
10.4 
13.3 
10.2 
11.4 

14.2 
ILl 
10.3 
13 .2 
9.8 

17.8 
9.6 

10.9 
14.7 
11.9 
13 .6 
12.1 
11.0 
11.3 
11.1 
13.3 

13.0 
11.2 
10.8 
11.0 

10.6 
11.2 
10.9 
13.6 

11.7 
10.7 
14.6 
12.8 
10.9 
14.8 
12.0 
13.6 

10.0 
10.9 
12.2 
18.5 

Change in Other 
Tax Revenue 

Relative to Change 
in Property 

Tax Revenue" 

Percent 

122 
111 

91 
143 
113 
117 

122 
140 
157 

197 
182 
187 
101 
148 

258 
188 
130 
269 
148 
266 
145 

127 
173 
229 
139 
173 
108 
91 
90 

124 

160 
119 
177 
134 

126 
181 
182 
143 

134 
149 
155 
151 
158 
133 
200 
132 

94 
101 
134 

52 

Table 7 continued 
Average Annual hange in Other 

Rate of hange. 1966-76 Tax Revenue 
Relat ive to hange 

Property Olher in Properly 
-'-S....:ta...:.te-'--_______ '.:..:ra:.:.x....:R:.:.e:,:v..:.e:.:.nu:,:e....:....:T..::a:.:.,x ..:..R:..::e.:..:ve:.:.n:..::u.::.e _..:..Tax Revenue" 

Hawaii 

United States 

Percent 

10.5 

8.7 

Percent 

12.6 

12.0 

Percent 

120 

138 

nCalculated as the average annual rate of cha nge of"olher" tax revenue as a percentage of the 
average annual rate of change of property tax revenue. The larger the increase in other lnx 
revenue relative to property tax revenue, the larger this fi gure will be. 
Source: U.S. Bureau of the Census, Governmental Finallces ill 1965-66. GF 13, ta ble 17: and 
U.S. Bureau of the Census, Governmelltal Fill allces i/l 1975-76 , GF 76. No. 5. table 17. 

tween 1966 and 1976. In 13 other states, the rate of 
increase in non-property tax revenue was at least one 
and a half times the rate of increase in property tax 
collections. 

States also have moved to improve property tax 
administration. Efforts to improve property tax admin
istration have included: 

1. Appointment rather than election of property tax 
assessors. 

2. Requirements for the training and certification of 
property tax assessors. 

3. Use of assessment-sales ratio studies as a check on 
the quality of local assessments. 

4. Use of tax maps, uniform appraisal manuals, and 
data processing equipment. 

5. Measures to streamline the process for property tax 
appeals . 

Two major changes in state property tax systems are 
especially noteworthy: (1) the adoption of "circuit 
breaker" property tax relief programs and (2) provisions 
for the differential assessment of farm and open space 
land. 

Maryland was the first state to adopt provisions 
for the preferential tax treatment of farmland (1956). 
Maryland's original use-value assessment law provided 
that land "actively devoted to farm or agricultural use 
will be assessed on the basis of such use, and shall not be 
assessed as if subdivided or on any other basis.,,5 Provi
sions for use-value assessment and deferred taxation of 
farm and open space land have proven popular. As of 
July 1, 1976,41 states had adopted provisions for differ
ential assessment of farmland. 6 

Every state provides some type of property tax relief 
for the elderly, and many states have extended property 
tax relief to all low-income homeowners and renters 
through "circuit break" provisions. First enacted by 
Wisconsin in 1964, a circuit breaker is designed to pre
vent residential property taxes from exceeding a certain 
percentage of household income. By 1977, 29 states and 
the District of Columbia had implemented circuit-

51956 Maryland Laws. Chapter 9. Section I. as cited in Raleigh Barlowe a nd Theo
dore R. Alter, Use-Value Assessment of Farm and Open Space Lands . Researcb Report 
308 (East Lansing, Michiga n: Michigan State University, Agricultural Ex peri
ment Station, September 1976), p. 4. 

6Advisory Commission on Intergovernmental Relations. Significan t Features of Fillcal 
Federalism . 1976-77 Edition, Vol. 2- Revenue and Debt (Washington: U.S. Govern
ment Printing Office. March 1977), p . 126. 
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breaker properLy tax relief programs.? Nationally, 
nearly $1 billion in circuit-breaker tax relief was paid 
out in 1977.8 

Efforts to improve property tax administration and 
to provide property tax relief are important policy is
sues across the nation. The chapters that follow discuss 
the operation of the property tax and some of the major 
issues concerning the role of the property tax in financ
ing state and local public services. 
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Chapter 2 

THE PROPERTY TAX 
IN OPERATION 
Arley D. Waldo and Carole B. Yoho 
University of Minnesota 

Property tax systems differ somewhat from state to 
state, but their main features are generally similar. 
This chapter describes the operation of the property tax 
and some of the criteria by which property tax systems 
may be evaluated. 

The Tax Base 
Property taxes are levied on the assessed value of all 

property that is not exempt from taxation. Taxable 
property may include both real property and personal 
property. Real property consists of land and improve
ments such as homes, buildings, etc. Personal property 
includes tangible personal property (machinery, house
hold furnishings , business inventories, etc. ) and in
tangible personal property (bank deposits, stocks, 
bonds, etc.). 

The assessed value of nonexempt property repre
sents the property tax base. According to the 1977 
Census of Governments, the gross assessed value of 
property in the United States totaled $1,216 billion in 
1976. However, this included $39 billion in property 
that was legally exempt from local property taxes. The 
net assessed value of all nonexempt property available 
for local taxatiop in 1976 was $1,178 billion, more than 
double the value of 10 years earlier. Locally assessed 
real estate accounted for 81 percent of the total net 
valuation in 1976. 

States exclude certain classes of property from the 
tax base through constitutional and statutory provi
sions. Provisions for complete or partial tax exemption 
of property vary widely from state to state. Federal 
constitutional provisions prevent states and localities 
from taxing the property of the federal government. In 
general , property owned by all governmental units is 
totally exempt from taxation, and so is much of the 
property owned by religious and charitable organiza
tions, educational institutions, and nonprofit hospitals. 

Many states exempt certain classes of property from 
the local property tax because other taxes are levied 
against the property or business. The use of special or 
selective property taxes or other taxes in lieu of the 

property tax is most common in the taxation of public 
utilities. 

A few states exempt new industrial plants for a 
limited period of time as an inducement to attract new 
industry. Exemption of some types of property may be 
used to encourage certain activities; for example, more 
than half of the states exempt facilities used for pollu
tion control and abatement from property taxation. 

Taxation of personal property varies widely . Four 
states exempt all tangible personal property from local 
taxation, according to the 1977 Census of Governments. 
A few states tax most kinds of tangible personal prop
erty, but most states provide for partial or complete 
exemption of some classes of personal property. For 
example, in all but four states, commercial and indus
trial personal property is subject to taxation. However, 
about half of the taxing states provide for partial 
exemption of such property. Agricultural personal prop
erty is completely exempt from taxation in nine states, 
and 20 ofthe 42 taxing states provide for partial exemp
tion of agricultural personalty. About two-thirds of the 
states exempt all intangible personal property.l 

Partial tax exemption or special tax treatment is 
often accorded certain classes of property on the basis of 
ownership or use. Partial homestead exemptions for 
veterans, the elderly, disabled persons, and low-income 
homeowners are examples. About half of the states now 
provide property tax relief through the use of "circuit
breaker" tax credits. Some states also use tax credits to 
offset part of the property taxes presumed to be passed 
on to renters. Most states authorize special treatment of 
certain agricultural land through use-value assess
ment, deferred taxation, or various kinds of contracts 
and agreements.2 

The property tax base is reduced as a result oftotal 
exemption of certain classes of property and partial 
exemption of other classes. Little information is availa
ble on the value of property that is completely exempt 

'For a discussion of the taxation of personal proper ty, see Cha pter 5. 
2For a discussion of u se-value assessment of agricultural land, see 

Chapter 4. 
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Property Tax Rates 

Iht.., , slimnterl omp ition of the Real .Estate Tax Base, 
Unitt'i St It~s, 1976 

Percentage 
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collected expressed as a percentage ofthe actual market 
value of taxable property. Because property generally is 
assessed for tax purposes at less than actual market 
value, nominal tax rates typically exceed effective tax 
rates. The extent to which nominal and effective prop
erty tax rates differ depends on the assessment level. 
The assessment level is the assessed value of taxable 
property expressed as a percentage of actual value of 
taxable property. State provisions for homestead ex
emptions, classification of property, etc., also cause 
nominal and effective tax rates to differ. 

The relationship between level of ass.essment, nomi
nal tax rates, and effective tax rates is illustrated in 
table 9. In this hypothetical example, it is assumed that 
five different taxing jurisdictions each have a property 
tax base, measured in terms of actual market value, of 
$100,000 and that each levies property taxes of $2,000. 
Thus, the effective tax rate is 2 percent in each district. 
However, because of differences in assessment levels 
nominal tax rates vary. The lower the assessment level ' 
the higher the nominal tax rate must be to raise a fixed 
amount of revenue. Obviously a comparison of nominal 
property tax rates in these taxing jurisdictions would 
give a misleading notion of differences in property tax 
levels. Property tax levels should be compared on the 
basis of effective tax rates. 

Table 9 also may be used to show that an increase in 
the level of assessment will not in it elf, -change the 
effective property tax rate. For example, if the assess
ment level in J urisdidion A i raised from 20 to 40 
percent (as shown for B) the nominal tax rate would fall 
from 10 percent (l00 mills) to 5 percent (50 mills)' but 
he effec ive tax Tate would remain unchanged. The 

effedive rate of taxation i determined hy only two 
fador : ( 1) the amount of property laze to be collected 
and (2 ) the actual market, rune ofaxahle property. 

ariations in 8'-erage state-wide effec ive property 
tax rate for owner-occupied ingle-family bomes and 
farm real e tate moe hown in table 10. In general, 
residential property tax l'a es end 0 be bighe t in the 
Dorthea em part of the nation and 10 vest in the South. 
Farm real e ate tax rates tend to be to · erm the outh
ern and mountain tates than elsewhere_ 

orne rates have homestead ~ax provi ions which 
cau e effecti ve tax 1'a. 0 vary wi: h ~ e market value 
of h home. For example he tewide average effec· 
tive ta.-.;;: rate in Minne~ ta in 19 ranged from $1.58 
p to 1 Oofmarke val e forhomeswi hamarketvalue 
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of $10,000 to $2.72 per $100 for homes valued at 
$50,000. In this case, homes worth $50,000 were taxed 
at a rate 72 percent higher than the average tax rate for 
a $10,000 home. In some instances, homestead tax pro
visions result in a much narrower range in tax rates. In 
Nebraska, for example, the effective tax rate was $2.06 
per $100 for a $10,000 home and $2.20 for a $50,000 
home, a difference of only 7 percent. 

Several factors cause property tax rates to vary. 
Some states rely more heavily than others on property 
taxes to finance public services. In addition, the prop
erty tax base and the level of public services provided 
may vary -among states and among localities within a 
state. 

Table 10. Effective Property Tax Rates on Owner-Occupied 
Single-Family Homes and on Farm Real Estate 

Property Taxes per $100 of Actual Market 
Value 

Owner-Occu~ied Farm 
State Single-Family ames· Real Estate" 

Dollars Dollars 
New England States 

Maine 1.86 1.13 
New Hampshire NA 1.14 
Vermont NA 1.22 
Massachusetts 3.26 1.70 
Rhode Island NA 1.31 
Connecticut 1.94 .91 

Middle Atlantic States 
New York 2.56 1.62 
New Jersey 3.15 .96 
Pennsylvania 1.71 .83 

East North Central States 
Ohio 1.29 .75 
Indiana 1.64 .57 
Illinois 2.21 .95 
Michigan 2.38 1.61 
Wisconsin 2.63 1.56 

West North Central States 
Minnesota 1.58 .82 
Iowa 2.20 .83 
Missouri 1.85 .57 
North Dakota 1.53 .66 
South Dakota 2.14 .94 
Nebraska 2.50 .91 
Kansas 1.55 .75 

South Atlantic States 
Delaware 0.92 .16 
Maryland 2.01 .50 
District of Columbia 1.78 
Virginia 1.32 .45 
West Virginia 0.78 .18 
North Carolina 1.51 .41 
South Carolina 1.07 .35 
Georgia 1.33 .54 
Florida 1.18 .67 

East South Central States 
Kentucky 1.23 .39 
Tennessee 1.31 .46 
Alabama 0.75 .14 
Mississippi 1.12 .32 

West South Central States 
Arkansas 1.41 .37 
UJuisiana 0.64 .24 
Oklahoma 1.27 .38 
Tex.as 2.06 .44 

Table 10 continued 

Property Taxes per $ 100 of Actual Market 
Value 

Stale 
Owner-Occu~ied 

Single-Family ames" 
Dallal' 

Mountain States 
Montana 1.60 
Idaho 1.86 
Wyoming 1.12 
Colorado 1.99 
New Mexico 1.56 
Arizona 1.54 
Utah 1.20 
Nevada 1.53 

Pacific States 
Washington 1.86 
Oregon 2.18 
California 2.08 
Alaska 1.73 
Hawaii NA 

United States 1.89 

"Estimates for 1975 based on homes with FHA insured mortgages. 

bEstimates for 1976 based on taxes levied on land and bUildings. 

Farm 
Rea l E ta leh 

Dollars 

.61 

.62 

.43 

.52 

.25 

.81 

.61 

.72 

.71 
1.03 
1.56 

.87 

.33 

.74 

Note: These are state· wide average figures. Because of the difficulty of securing accurate and 
uniform data On assessment levels, these estimates should be interpreted as indicators of 
approximate difference in average tax rales. Consult sources for information on definitions 
and estimating procedures. 

Sources: Estimates for owner·occupied single·family homes are from Advisory Commission 
on Intergovernmental Relations. SignifICant Features of Fiscal Federolism: 1976-77 Edition. 
Vol. 2, Revenue and Debt , 1977, p. 107. 

Estimates for farm real estate are from Mary L. Bailey, Farm Real Estate Taxes: 1976, U.S. 
Department of Agriculture, RET-17 , December 1977, pp. 16· 17. 

Property Tax 
Administration 

The property tax system of each state differs, but the 
administration of the property tax involves a series of 
steps generally common to all states. These steps in
clude: (1) assessment and classification of properties, (2) 
review of assessments, (3) equalization of assessments 
between assessment districts, (4) procedures for appeal 
of individual assessments , (5) determination of the 
property tax levy, and (6) collection of the tax. 3 

PROPERTY ASSESSMENT 
AND CLASSIFICATION 

The first step in the taxation of property is to locate 
and record all taxable property classify each property 
according to type and determine the val ue of each prop
erty for tax purposes. In all but three states most tax
able property is assessed b officials who are either 
elected or appointed as local property tax assessors. 
Local tax assessors are elected to office in about half the 
states. In about a fourth of the tate, all local assessors 
are appointed to office. In the remaining tates, local 
assessors may be either appointed or elected at the 
option ofthe local a e ment di trict. orne tates exer-

3For a discussion of imprO"ing pr per~' t!LX as ssment and equaliza
tion, see Chapter 3 . 
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Evaluating 
the Property Tax 

Taxes are rarely popular, especially among those 
who pay them. Reaction to the property tax has been so 
irate at times that some observers have felt that a genu
ine taxpayers' revolt was imminent. Criticism of the 
property tax has a long history. In a classic study of 
property taxation published in 1931, Professor Jens 
Jensen commented: 

"If any tax could have been eliminated by adverse 
criticism the property tax should have been eliminated 
long ago. It is even difficult to find anyone who has 
given it careful study who can subsequently speak of its 
failure in temperate language.,,5 

Is the property tax a "fair tax"? Does the property tax 
system contribute to a "good tax structure"? Answers to 
these questions depend on what individuals believe to 
be true about property taxation and the extent to which 
these beliefs conform to their ideas about how things 
should be. Individuals may differ both in their ideas 
about the incidence and effects of the property tax and 
in their ideas about what constitutes a fair tax and good 
tax system. It is hardly surprising to find differences of 
opinion about what is wrong with the property tax and 
how it might be improved. 

EQUITY 
Politically acceptable taxes must be consistent with 

prevailing notions of fair play. Probably the most im
portant question concerning the property tax is whether 
it leads to everyone paying his or her "fair share" of the 
tax burden. Everyone agrees that taxes ought to be 
equitable, but there is little agreement about what con
stitutes equity. Equity is a matter of personal philoso
phy rather than of technical economics. 

There are two main approaches to the question of 
equity in taxation . One is the idea that taxes ought to be 
related to ability to pay. The other is that taxes ought to 
be related to the benefits which each taxpayer receives 
from public services. Neither approach is very satis
factory, and both are difficult to apply. Use of the abil
ity-to-pay principle requires agreement on what best 
measures ability to pay (net wealth, current income or 
spending). Application of the benefit principle requi~es 
that the public service benefits received by each tax
payer be known and measurable . 

At one time property ownership may have been a 
tolerable measure of ability to pay, although even this 
may be disputed. It now is generally agreed that the 
ownership of property that is subject to taxation is a 
poo~ measure of ability to pay and that, when measured 
agamst current family income, the tax on residential 
housing is especially harsh on low-income families. 

. Property taxes are probably more closely associated 
wIth benefits received than ability to pay, especially 
whe~ prope.rty. tax revenue is used to finance public 
serVIces which mcrease property values (fire and police 

GJens P. Jensen, Property Taxation in the United States, p. 478. 
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protection, streets and roads, water and sewer facilities 
etc.). However, the taxes levied against a particula; 
property may not correspond very closely with the ex
tent to which it is benefited. Moreover, a substantial 
share of property tax revenue is used to finance services 
principally benefiting people, not property (schools 
public assistance programs, etc.). ' 

Whether tax equity is viewed in terms of ability to 
payor benefits ' received, the property tax cannot be 
rated very high. This is a major reason for public pres
sure to modify and de-emphasize the property tax as a 
source of government revenue. 

NEUTRALITY 
Most people seem to feel that taxes should not inter

fere with, or distort, the private economic decisions of 
h.ouseholds or b~si~esses. However, the public may de
cIde that tax polIcy IS an appropriate means for correct
ing. inefficiencies in. the economy or achieving socially 
desIrable changes m the behavior of individuals or 
businesses. 

Property taxes may influence the economic decisions 
of households and businesses in several ways. To ana
lyze the effects of taxes on real property, it is necessary 
to d.istinguish betwe~n taxes on land and taxes on capi
tal Improvements. Smce the supply of land is virtually 
fixed, a tax on land can have no appreciable effect on the 
supply of land. A land tax will be borne by landowners 
whose after-tax income will be reduced by the amount of 
the tax; and the tax will be capitalized into lower land 
values. If land is being put to its most profitable use a 
land tax will not affect decisions about land use. The 
most profitable use of land without a land tax will still 
be its most profitable use with the tax. Thus, an increase 
in taxes on agricultural land would not be expected to 
change the way in which farmland is used, but it would 
reduce the after-tax income of the owners of agricul
tural land. 

An increase in land taxes may affect land use in 
areas where land is not being used in the most profitable 
m.anner. Increas~d taxes on residential property on the 
frmge of expandmg commercial-industrial areas may 
encourage more intensive land use. Farmland with 
value for potential subdivision development may be 
pressured into residential use if taxed according to its 
actual market value rather than its value for agricul
t~ral purposes. Increased land taxes make the specula
tIve holdmg of land more expensive. 

A tax on capital improvements has a much different 
effect. Unlike land, the volume of capital improve
ments, at least in the long run, is not fixed. Initially, an 
increase in taxes on capital improvements will reduce 
after-tax returns to owners. This will cause some in
vestors to divert capital to other uses and eventually 
lead to a lower supply (and, therefore, higher price) than 
would have occurred without the tax increase. When 
this line of reasoning is applied to the housing market, 
increases in taxes on residential structures may be 
viewed as responsible for curtailing the supply of hous
ing and increasing housing costs. This effect is probably 



most severe in the case oflow-income housing where the 
offsetting advantages granted homeowners by federal 
and state income tax provisions are less important. 

Since the level of property taxes in different locali
ties may vary substantially, property taxes may affect 
the locational decisions of households and businesses. 
Higher property taxes within central cities may provide 
an incentive for both households and businesses to move 
to suburbs where property taxes may be lower. When 
business inventories are taxed, firms may seek low-tax 
locations for warehouse facilities. Families may flee to 
suburban communities where they may be able to ob
tain both lower taxes and better public service of the 
kind they most want (schools, recreational facilities, 
police protection, etc.). 

The importance of property taxes in affecting loca
tional decisions should not be over-emphasized, how
ever. Many factors other than taxes influence where 
people choose to live and where firms decide to locate. 
Moreover, the disincentive of higher taxes may be offset 
by the higher quality of public services provided by . 
high-tax localities. 

ADEQUACY, RELIABILITY, AND GROWTH 
Most people would agree that a good tax system 

should provide an adequate and reliable amount of pub
lic revenue. This is especially important to state and 
local governments, which usually have limited author
ity to borrow when confronted with an unanticipated 
shortfall in tax collections. The property tax generally 
has been an adequate and dependable source of tax 
revenue for local governments. Unlike many other 
taxes, especially income taxes, property tax collections 
do not fluctuate as economic conditions change. Except 
in times of severe economic depression, when tax delin
quency may increase, property tax rates can be adjusted 
to obtain the desired level of tax receipts. Over time, 
economic growth will lead to an increase in the property 
tax base. 

Some argue that the adverse effects of the property 
tax are so serious that it should be used less or not at all 
as a source of local revenue. Some communities may 
face an imbalance between the property tax base and 
their tax revenue requirements. The mismatch between 
tax base and revenue needs can be substantial. Poor 
taxing districts may be unable to finance basic public 
services, even with high tax rates, which wealthy dis
tricts can easily provide with much lower tax rates. 

The property tax can continue to provide most of the 
tax revenue for local governments in this country. 
Whether or not it should is another matter. 

COLLECTION AND COMPLIANCE COSTS 
Everyone is likely to believe that governmental 

costs for tax collection and compliance costs to taxpay
ers should be kept as low as reasonably possible. Verifi
cation of tax liability must be possible ifthe tax is to be 
enforceable, but the timing and method of tax payments 
and record keeping requirements should be convenient 
for the taxpayer. 

Collection and compliance costs associated with 
property taxation compare favorably with other taxes. 
Particularly in the case of real estate, compliance costs 
(in terms of both time and money) are low. The fixed 
nature of real property virtually assures that the taxes 
levied will be collected. The cost of administering real 
estate taxes also is modest, but this may be partly be
cause salaries paid tax assessors are low and programs 
of re-assessment and equalization are poorly funded. 
Measures to improve property tax administration 
almost certainly would increase collection costs. The 
taxation of personal property is administratively more 
difficult and is likely to involve both higher collection 
costs and higher compliance costs. 

IMPARTIAL ADMINISTRATION 
Fair and impartial tax administration can be most 

easily achieved if a tax is clearly understood by taxpay
ers and subject to little discretion on the part of tax 
collectors. An individual's tax liability should be spe
cific and not subject to arbitrary judgment. Property tax 
administration is especially difficult because it is hard 
to achieve uniform assessment and equalization of 
property values for tax purposes. For this reason, the 
property tax is probably subject to more arbitrary judg
ment than any other major tax. 

Most taxpayers have only a vague understanding of 
how their property taxes are determined or whether 
they are being treated fairly. Many of the property tax 
relief and reform measures adopted in recent years have 
tended to make property taxation more complicated and 
less understandable to the public. This illustrates one of 
the tradeoffs that may be required in designing a "good" 
tax system; in this case, what is believed to be an im
provement in equity at the price of greater administra
tive complexity and cost. 

THE NEED FOR COMPROMISE 
Other criteria also may be used in evaluating an 

individual tax or a tax system. Any set of criteria is apt 
to involve conflicts that must be resolved. Attempts to 
achieve a more equitable tax system may increase col
lection and compliance costs; a tax system that provides 
an adequate and reliable amount of revenue may have 
certain adverse effects. It should be remembered that 
some of the undesirable effects of one tax may be at least 
partly offset by other taxes. Individuals may differ over 
the relative importance of various criteria. 

REFERENCES 

Aaron, Henry L. Who Pays the Property Tax: A New 
View. Studies of Government Finance. Washington: 
Brookings Institution, 1975. 

Lindholm, Richard W., ed. Property Taxation: USA. 
Madison: University of Wisconsin Press, 1967. 

Lynn, Arthur D., Jr., ed. The Property Tax and Its Ad
ministration. Madison: University of Wisconsin 
Press, 1969. 

Netzer, Dick. Economics of the Property Tax . Washing; 
ton: Brookings Institution, 1966. 

15 



Chapter 3 
ASSESSMENT AND 
EQUALIZATION 
Nor bert A. Dorow and Thomas Ostenson 
NOI·th Dakota State University 

Citi zens expect good schools , well-maintained 
stre ts and highways, police and fire protection, and 
oth r local public services that contribute to their qual
ity of liD . The property tax is the major source of local 
r venu and, in some states, a significant source of state 
r venue. Administration of the property tax becomes 
increa ingly important as costs of public services con
tinue to rise. 

More accura te assessment of property will help re
duc ineq ui t ies in the property tax system. The assess
m nt and qualization process involves placing values 
on taxab le properti es and equalizing relative property 
va lue among local jurisdictions. 

The assessment and equalization process involves 
thr e tages: (1) assessment of property by the assessor 
within a local jurisdiction and assessment review by a 
loca l board, (2) county equalization of assessment levels 
among loca l uni ts, and (3) state equalization of assess
ments among counties. The first two stages may be 
combined in states with a county assessor system. 

This chapter provides an overview of: (1 ) the need to 
im prov th a sessment of property within taxing units 
and the equa lization of assessments among units; (2) 
di fD r nt approaches to property appraisal; (3) the pro
c dur s for equalization ; and (4) some possible ways to 
improve property tax administration. 

The Problem 
To as ss property means to determine its official 

va lu for tax purposes. The value placed on property by 
th a or become the tax base. The taxable value of 
prop rty may be the market value estimated by the 
a or or a p cified percentage of the market value. 

nl t h prop rty tax has a base that is dependent on 
th opinion of individuals in this case, the assessors. 

ccurat valuation of properties, frequent re-assess
m nL and ca r ful eqnalization of assessments are 
s n tia l to good property tax administration. Many 

as s or d 0 v ry comp tent job of appraising proper-
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ties and keeping assessments up to date. But, in too 
many cases, actual assessment practices do not conform 
to state laws, assessments are not uniform, and prop
erty valuations lag far behind actual market prices. The 
problems of property tax assessment have been de
scribed in this way: 

"To find a value good and true 
Here are three things for you to do 
Consider your replacement cost 
Determine value that is lost 
Analyze your sales to see 
What market value really should be 
N ow if these suggestions are not clear 
Copy the figures you used last year. " 

VARIATION IN ASSESSMENT 
Administration of the property tax calls for valua

tion of all taxable properties at market value. The as
sessed value of each property for tax purposes is based 
on market value. The goal of quality assessment is that 
all properties within an assessment unit be assessed at 
the same percentage of their market values. This per
centage or ratio of assessed value to market value is 
usually referred to as the assessment ratio. 

Taxpayers are subject to inequities in the distribu
tion of the property tax load because of variations in the 
assessment ratio. Studies have indicated a wide varia
tion in assessment ratios within and among assessment 
units. In general, there is a tendency to assess low
priced properties at higher assessment ratios than high
priced properties. The uniformity of assessment varies 
with the type of property. Nonfarm houses tend to be 
more uniformly assessed than farm properties and com
mercial properties. However, a 1971 study by the U.S. 
Census Bureau indicated that even among nonfarm 
houses, almost halfthe houses were assessed more than 
20 percent too high or too low compared to the average 
for all homes. The study data indicated that in most 
North Central states, the variability of assessments 
exceeded the national average. 



Factors contributing to lack of uniformity in assess
ments include difficulties in determining market value 
and lack of professionalism in the assessment process. 
Determining market value is difficult. Most properties 
are not being sold in a regular market such as the 
commodity market; properties are of different types and 
are unlike within types; and property values may fluc
tuate from one month or week to the next. 

Most states have not professionalized the assess
ment process. Few states apply specific standards for 
qualification of local assessors or require special train
ing. Qualifications of assessors range from highly 
trained, experienced, full-time appraisers to inexperi
enced individuals elected on the basis of popularity 
who work only part-time on assessments. States and 
counties differ in their progress toward well-trained 
assessors. 

VARIATION IN ASSESSMENT LEVELS 
AMONG UNITS 

A uniform level of assessment ratios among juris
dictions within counties and among counties in a state 
is an objective of a quality assessment program and is 
essential to reducing property tax inequities. Although 
most states have made considerable progress through 
equalization processes, a 1971 Census Bureau study 
indicated significant differences among states in inter
unit variation of assessment levels. The study indicated 
that in one of the North Central states, assessment 
levels in about half of the units were over 20 percent too 
high or too low compared to the state average. Among 
other states in the region this measure of inter-unit 
variation ranged from 17 percent to 5 percent of the 
state average assessment ratio. 

Equalization of assessments among local units is 
necessary because governmental units may overlap as
sessment districts. For example, a large school district 
may overlap parts of several townships, parts of two or 
more counties, and a city. Ifproperties in these different 
jurisdictions are assessed at different assessment ra
tios, tax burdens will be distributed unfairly. 

Equalization of assessment ratios among taxingjur
isdictions within a state becomes especially important 
under state-wide programs of state aid to local govern
ment. State equalization programs for public schools 
usually provide for more aid to school districts with a 
lower tax base per pupil. State-wide equalization of 
assessments is necessary for fair distribution of this 
type of state aid. 

IMPACT ON TAXPAYERS 
Lack of uniformity in assessments can cause serious 

tax inequities among property owners within an assess
ment district and among those in different districts. 
Although county and state equalization programs have 
reduced variation in assessment ratios among local 
units, this equalization process does not correct errors 
made by local assessors . The individual property owner 
will continue to pay too much or too little taxes so long 
as errors are made in the local assessment process. 

Improved property tax administration thus depends on 
improved assessment procedures. 

The Appraisal/ 
Assessment Process 

Market value is the common denominator in prop
erty tax assessment. The goal of the assessor is to 
determine the market value of taxable property. One 
generally accepted definition of market value is: "Mar
ket value of property is generally regarded as the 
amount of money which a willing, knowledgeable buyer 
would, in practical circumstances, pay to a willing, 
knowledgeable seller to acquire property in a transac
tion free of duress for either." 

An appraisal is an opinion about the market value of 
a property. The quality of the appraisal is based on the 
integrity and competence of the assessor and the avai la
bility of pertinent information. 

The appraisal plan of an assessor could include: (1 ) 
determining the highest and best use of the property , (2) 
making an inventory of required data, (3) selecting the 
method to be used to estimate market value , and (4) 
allocating his or her time and resources toward achiev
ing a quality assessment. 

Market value may be estimated on the basis of: 
~ l ) market data; (2) cost of property; and (3) property 
Income. 

MARKET OAT A APPROACH 
The market data, or sales comparison, approach 

involves comparing the property being assessed with 
similar properties that have been sold recently . The 
assessor must first decide whether the property lends 
itself to the market data approach. A source of data on 
market sales in the local area is essential. 

This approach reflects the actions of the market 
place and what buyers and sellers think the property is 
worth. To a large degree, the market data approach is 
self-assessment with less reliance on subjective judg
ments and opinions of the appraiser. Taxpayers can 
understand the data. Limitations to the market data 
approach are: comparable sales may be difficult to find; 
there may be no active market for a particular property; 
in a fast moving market, sales prices may lag behind 
current conditions; and outside factors such as credit 
terms or income tax considerations may influence the 
sale prices. 

COST APPROACH 
The cost approach is based on the principle ofsubsti

tution, which states "that the maximum value of a prop
erty tends to be set by the cost of acquisition of an 
equally desirable and valuable substitute property." It 
is also sometimes referred to as the summation ap
proach, that is, the summation of the estimated land 
value and the depreciated cost (cost minus depreciation) 
of the building and other improvements. 
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INCOME APPROACH 
fl' lw in 'om' npproa h to determining market value 

1:'1 \1:-\( r 'f' rrcd Lo a pita lization of net income. The 
'n ~ it t1i ~111 ion pro s Lim t s market value by con
vl'l'ling Hl l1u ol in om from own rship of the property 
inl tn l'.' r ~ssion oCpr n t worth. For example, a piece 
o( prnp'lt, ' stimat d t r turn an annual income of 
$10.0 ) mel '1\ it a liz d at an percent rate would be 
\: 'I I .' 1:.. ,000 (V = I -;- ROl'$125,000 = $10,000 -;- .08) . 

Tll in' 11l npproo h may be applicable under sev
\1" 1 t'nndHi ns: (1) wh n no l' liable market data are 
\V iiI \blc. (~) n. n alid h ck a ainst market data or 
t'()~t. Wfl1'oEtch lS, (' ) a nd il a guide to value to the buyer 
t I ' i'll, 11 r , f['h in 'om npPl'oach requires technical know
hm in 'sl.imu ling n t in 'om and election of capita li
~ II io n ltl ' I hods nnd rat . 

DATA NEEDS 

INA TIMATE 
n u (Jfi 01' 11 'Ofl1biIll1tion of h 

h 8 d ~ ndif1S' on th t~ r ofp,'op rt, 

and data available. The final step is estimating the 
value ofthe property. If a combination of approaches is 
used, the assessor will consider the amount and reliabil
ity of data used in each approach and the relevancy of 
the approach to the particular property being ap
praised. The most relevant approach should receive the 
most weight in the final estimate of market value. The 
assessed value is then calculated as a percentage of 
estimated market value, or the estimated value may be 
the assessed value. 

The assessment process requires well-trained asses
sors who build a strong foundation 'of basic appraisal 
skills and pertinent data. Without this training and 
knowledge, the assessment can be little more than a 
guess. The final values determined by assessors affect 
the equity and uniformity of the property tax as a source 
of government revenue. 

TYPES OF PROPERTY 
The two major classifications of taxable property are 

real property and personal property. The three ap~ 
proaches to assessment previously discussed apply most 
directly to real property, which comprises the major 
share of taxable property. Basically, real estate in~ 
cludes land and improvements. 

Railroads and public utilities are usually centrally 
assessed at the state level rather than at the local level 
because these properties usually overlap many local 
units of government. 

Personal property that is taxed will vary from state 
to state. Some states have eliminated the personal prop
erty tax . "Taxation of Personal Property chapter 5 in 
this publication, includes a discussion of the assessment 
of personal property. 

Equalization 
of Assessments 

A process of review and equalization provides for 
improving uniformi t) of asse smen w7ithin and among 
assessment units. The revie\v process in 01 ves checking 
the work of the as e or. Equalization involves adjust
ments among a e ill n juri dictions or classes of 
propert . Indiidual tate ha e tarutes providing for a 

t m of r view and qualization. The general proce
dur is imilar among ta 

REVIEW OF ASSESSMEN'TS 



TAXPAYER APPEAL PROCEDURE 
States provide a system of appeal to property owners 

who feel they have received an incorrect assessment. 
Although each state has its own system, the North 
Dakota procedure is outlined here as an example. 

A property owner in North Dakota not satisfied with 
the assessment of her or his property has two alterna
tive courses of action: the "equalization route" or the 
"abatement route." 

Under the "equalization route," the property owner 
appears before the local city or township board of re
view. This board has authority to make corrections in 
assessments. If the taxpayer is dissatisfied with the 
local board's action, he or she may appeal its decision to 
the Board of County Commissioners when such board is 
acting as the board of equalization. If still not satisfied, 
the taxpayer may appeal the case to the State Board of 
Equalization. 

Under the "abatement route," the taxpayer requests 
that the taxes be reduced, or refunded if already paid. 
The abatement action is started with application to the 
Board of County Commissioners but with the local 
board's recommendation attached to the application. If 
not satisfied with action taken by the county board, the 
taxpayer may request a hearing before the State Tax 
Appeals Board or the State Tax Commissioner. If not 
satisfied at this level, he or she may appeal to the dis
trict court. 

An effective review and appeal procedure available 
to taxpayers gives real impetus toward improving the 
assessment process. 

EQUALIZATION PROCEDURE 
Under state statutes, a procedure is provided for 

equalizing assessment ratios among jurisdictions 
within a county and within the state. Usually this in
volves two stages- county equalization and state equal
ization. 

County Equalization 
A board of equalization at the county level has the 

responsibility to equalize assessment ratios among all 
governmental units within the county. The board may 
adjust individual property assessments but its primary 
duty is to compare and adjust the totals of unit assess
ment rolls so that the total assessed value is the same 
percentage of estimated market value for all local units. 
This procedure for equalizing assessment ratios among 
government units within a county is more easily said 
than done. The board of equalization may be limited by 
inadequate or incomplete data on market sales and 
property values. Many counties do not have the profes
sional assessment staff to facilitate the equalization 
process. Political and social pressures tend to make the 
status quo the safest road. 

State Equalization 
A board of equalization at the state level has the 

responsibility to equalize the assessment ratios among 
all counties in the state. It reviews the total assessed 

values in each county compared to estimated market 
values and attempts to equalize these assessment levels 
across the state. The amount of authority given to this 
state board varies among states. 

Equalization of assessment ratios across the state is 
important for several reasons: (1) nearly all states grant 
state aid to school districts, usually based on some for
mula involving the property tax base; (2) many school 
districts and special districts include parts of more than 
one county, which requires uniform assessment ratios 
across county lines; and (3) uniform assessment ratios 
across the state are essential for an equitable impact of 
state statutes affecting local mill levies, such as mini
mum or maximum levies, allocated levies, voted levies, 
or charter requirements. 

Legislation in most states has encouraged assess
ment equalization through authorization of sales ratio 
studies, provisions for county assessment ratio equali
zation, and provisions for improving assessments. 

ECONOMIC IMPACT OF ASSESSMENT 
Quality assessment is important not only because of 

its direct effect on the property owner's taxes, but also 
because of its effect on local government revenue and on 
property values. 

Significant upward or downward adjustment of as
sessment levels within a taxing unit may affect local 
government revenue. Taxable value multiplied by the 
tax or mill rate equals tax revenue. Thus, local govern
ing boards might adjust the tax rates so that total rev
enue remains unchanged. However, where statutory 
minimum or maximum tax rate limits affect local 
levies, a change in assessment levels could affect the 
revenue of local units of government. 

The quality of assessments affects individual tax
payers in two ways. First, it determines whether the 
taxpayer is overpaying or underpaying his or her 
"share" of taxes. Second, the assessment level affects 
the value of the property. Underassessed property is 
benefited by an increase in its market value and overas
sessed property is reduced in value by the tax. 

Potentials for Improving 
Assessment and Equalization 

Most states have made considerable progress in re
cent years toward improving assessment and equaliza
tion of property values for tax purposes. However, the 
1971 Bureau ofthe Census survey indicates that serious 
inequities continue within and a"!llong taxing jurisdic
tions. A 1973 report on a survey conducted by the U.S. 
Senate Subcommittee on Intergovernmental Relations 
indicated "that by and large, the states have not met 
their responsibilities for making property tax assess
ments fair, expert, and easily understood." 

Improvement of assessment implies cooperative 
efforts by local governments and state government 
toward expediting programs which will upgrade the 
assessment and equalization process. 
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EFFECTIVE ASSESSING ORGANIZATION 
Three general types of assessing organizations pre

dominate in the United States: (1) the county assessor 
organization in which the initial responsibility rests 
with the county assessor-used in 31 states; (2) an 
organization with townships, municipalities, and the 
county functioning jointly providing for initial assess
ing responsibility by township and municipal assessors 
but with some guidance and supervision from the 
county; and (3) the township-municipal organization 
providing for initial assessing responsibility by town
ship and municipal assessors under equalization guide
lines from the state. 

The most effective assessing organization for a state 
or county may depend on its economic base and popula
tion density. In its recommendations for assessment 
reform, the Advisory Commission on Intergovernmen
tal Relations stated that the local assessment district 
should be large enough so it has resources to become an 
efficient assessing unit. Other studies have indicated an 
assessing unit should be large enough to support a full
time competent assessor and staff in order to provide 
quality assessment. A local office with these resources 
could assemble data needed for appraisal , maintain a 
systematic inventory of properties, keep property 
owners informed on assessment levels and assessment 
changes, and be responsive to individual appeals. State 
coordination and equalization are more easily facili
tated through local units with full-time assessors. 

STATE SUPERVISION AND COORDINATION 
State government has a responsibility to develop 

policies for improved property tax administration and 
to help with necessary supervision and coordination. 
Most states have enacted various policies for improving 
local assessment and the equalization process. 

State Assistance for Assessors 
State governments are improving assessment by 

providing information and assistance to assessors. A 
majority of the states conduct assessment-sales ratio 
studies annually or on a continuing basis and provide 
the information to public officials. Other types of assist
ance for assessors provided by some states include as
sessors manuals, short courses for training assessors, 
standard assessment schedules, consultation services, 
and continuing releases of current helpful information. 

In cooperation with the colleges of agriculture and 
the Soil Conservation Service, some states provide pro
ductivity indices of soil types by area to aid in assessing 
farmlands. The extent of these types of assfstance to 
local assessors varies from state to state. 

Upgrading Assessors 
Quality assessment depends on well-trained, compe

tent assessors. States are using various approaches to 
upgrade skills of local assessors. . 

The state can establish policies and incentives to 
bring professional standards to the assessor position. 
Authority by the state supervisory agency to establish 
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professional qualifications for assessors and to certify 
assessors is being used effectively in some states. Re
quiring certification also encourages the shift from 
part-time to full-time assessors. Shifting the assess
ment from local units to the county level tends to 
improve uniformity of assessments because the respon
sibility rests with one person rather than many part
time local assessors operating independently. 

The assessor position can be upgraded through 
policies to provide adequate salaries, special training, 
full-time positions, and continuing help from a state 
supervisory agency. Assessors are elected in about half 
the states. Some would say that this type of position 
would be better served if appointive. Whether elected or 
appointed, well-trained, competent assessors are essen
tial to quality assessment. 

Full Value Versus Fractional Assessment 
Tax laws in most states specify that property should 

be. as~~ssed at its "full." market value or "usual selling 
prIce. However, fractIOnal assessment, that is, assess
ing at some fraction of market value, has become so 
common that some states have changed their laws 
and others with statutes that specify full value ar~ 
administering assessment on a fractional basis. The 
assessment ratio nationwide for all types of realty aver
ages about 33 percent. Among states, the average 
assessment ratio ranges from about 5 percent to 85 
percent. 

Fractional assessment does not cause problems in 
assessment. However, fractional assessment tends to 
play down the differences in assessment of individual 
properties, making inaccurate assessments less obvious 
to property owners. The equalization process may be 
complicated by fractional assessment because the level 
of assessment is measured not against 100 percent, 
but against the average of assessment ratios in other 
districts. 

IMPROVING INDIVIDUAL ASSESSMENTS 
Competent assessors are essential to improving uni

formity of assessment of properties within districts. 
However, state and local governments can encourage 
quality assessment through various means. County and 
municipal officials could provide more information to 
taxpayers on assessment ratios and dispersion of indi
vidual assessments to encourage public support for a 
quality assessment program. State and local pUblica
tion of assessment ratios by local units and by property 
classes would provide taxpayers a basis for evaluating 
the quality of assessments. 

State and local ' governments need to provide an 
effective assessment review and appeal process readily 
available to the taxpayer which he can use to protect 
himself against inequitable assessment. Property 
owners need information from their local assessor on 
assessment ratios and on changes in assessment. These 
procedures will encourage high quality assessment. 

Within districts, local pressures may inhibit local 
assessors from making needed adjustments. Group re-



view by property owners might help update assess
ments. Representatives from the township or district 
could review assessments and recommend adjustments. 
Their recommendations could be adjusted and legiti
mized by a "town hall" meeting of all property owners. 

Quality assessment can pay for itself, not only in 
additional revenue, but also in an equitable sharing of 
the cost of local government and a feeling of fairness 
among property owners. 

Responsibility for 
Improving Assessment 

The assessment and equalization of taxable property 
values are functions of state and local government. If 
the citizens ofa local unit of government see the need for 
improving their assessment procedures and practi"ces, 
they should become active in bringing about change. 
The assessment and equalization processes in a county 
or state are not likely to be better than citizens demand. 

Assessments are opinions of value; therefore, they 
will not be without variation. However, this chapter has 
suggested that assessment processes can continue to be 
improved. Effective property tax administration is im
portant for public confidence in local government. 
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Chapter 4 
USE-VALUE ASSESSMENT OF 
FARM AND OPEN SPACE LAND 
B.L. Flinchbaugh 
Kansas State University 
and 
Arley D. Waldo 
Univet'sity of Minnesota 

Historically , farm and open space land has been 
appraised for tax purposes according to its current mar
ket value. Current market value is the price a well
informed buyer is willing to pay and a well-informed 
seller is willing to accept for a parcel of property, with 
neither party being under duress. 

Actual market prices are an indicator of current 
market value . However, some sales may not be arms
length transactions or may reflect coercion on one side 
or the other. Thus, sale prices may not always be reli
able indicators of current market value. During the 
Depression, for example, many forced sales occurred. 

Property tax assessors are responsible for estimat
ing the value oftaxable property according to statutory 
provisions. Assessments are estimates of value that in
volve human judgment and are, therefore, subject to 
error and dispute. The goal of uniform assessment is, in 
reality impossible to achieve fully. This automatically 
renders assessment procedures and practices controver
sial, arbitrary, and products of compromise. 

How Should 
Land Be Assessed? 

No scientific principle dictates that real estate must 
be appraised for tax purposes according to its current 
market value. States generally require that assess
ments be based on actual market value. However, most 
states now provide for use-value assessment of agricul
tural and open space land under certain conditions. 
Use-value assessment is assessment of real estate ac
cording to its value in its current use rather than its 
value in a potential use. Maryland adopted the first use
value assessment law for farmland in 1967, and other 
states soon followed . 

Before urbanization , current market value was 
probably a reasonably accurate measure of the value of 
land for agricultural use. But rapid growth ofmetropoli
tan areas has caused farmland to be converted into 
housing developments, shopping centers, industrial 
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parks, and recreational facilities. No end to this growth 
and development is in sight, at least for the near future. 
Urban sprawl has brought the issue of market-value 
assessment versus use-value assessment to the fore
front. Use-value assessment of agricultural land has 
attracted more and more attention during the past 20 
years. 

It was no accident that this issue first developed on 
the rural-urban fringe . In such areas, current market 
value tends to reflect the potential non-agricultural use 
of farmland rather than its current use in agriculture. 
The closer farmland lies to an urban center, the larger 
the difference between its use value in agriculture and 
its current market value. Land on the rural-urban 
fringe, because of its potential value for urban develop
ment, may be pulled from agricultural production and 
open spaces. It will likely carry a tax bill higher than 
can be readily paid out of income earned from farming if 
it is assessed according to the current market value 
principle. In fact, the tax bill could become high enough 
to push the land from agricultural production and de
crease open spaces near urban areas. 

Use-value assessment has two purposes. The first is 
tax relief for those who own farm and other open space 
land. The second is to give government another means 
of guiding land use. Tax policy can be a valuable tool in 
designing a plan for the future use and development of 
our land resources. Use-value assessment laws can be 
used to encourage the preservation of open spaces 
around urban areas and to eliminate, or at least lessen, 
the property tax as a factor in converting land from 
agricultural production to other uses. 

How should farm and open space land be valued for 
tax purposes? This is the central issue. 

Two alternative solutions emerge: (1 ) assess farm
land according to the current market value principle, 
making no distinction between farmland and other real 
property; or (2) establish some form of use-value assess
ment for farmland. 

Under market-value assessment, farmland would be 
assessed according to its current market value, which 



may be based on a use which has a higher potential than 
agriculture. Under use-value assessment, farmland 
would be assessed according to its value for agricultural 
production. Use-value assessment, also called differen
tial assessment, may be of three general types: prefer
ential assessment; deferred taxation; and restrictive 
agreements. 

Preferential Assessment 
Under the preferential assessment approach, land 

devoted to agricultural use is assessed on the basis of its 
value in that use , and market value reflecting potential 
uses such as a housing subdivision or shopping center is 
ignored. The valuation of preferentially assessed farm
land on the rural-urban fringe would be more consistent 
with the valuation of similar farmland in strictly rural 
areas. In both the rural-urban fringe and strictly rural 
areas, a close relationship would exist between the 
appraised value of farmland for tax purposes and its 
earning capacity. 

If a preferential assessment law succeeds in separat
ing bona fide farmers from other users, it will remove 
the property tax as a threat to the continued use ofland 
on the rural-urban fringe for agricultural production. 
However, separating the bona fide farmer from the 
other user is difficult and requires an arbitrary defini
tion written into the statute or an arbitrary decision by 
the assessor. 

When is land farmed and when is it idle? Is a 10-acre 
tract on the rural-urban fringe containing a barn and 
the subdivision contractor's two horses a farm? Must 
the land be farmed by the owner? Just what is the 
definition of a bona fide farmer? How many previous 
years must the land have been farmed to qualify for 
preferential assessment? These are some of the ques
tions to be answered when preferential assessment laws 
are enacted. 

Regardless of the answers to these questions, prefer
ential assessment laws permit the farmer-landowner to 
pay taxes on the value for agricultural purposes but reap 
the benefits of windfall gains when the land is priced and 
sold according to its value for non-agricultural purposes. 
Speculators may succeed under preferential assessment 
laws in obtaining a farmland classification by conduct
ing very minimal farming operations, thereby paying 
lower taxes while holding land for future development. If 
the purpose is to preserve open spaces, it is immaterial 
who owns the land. Strict zoning ordinances may be 
effective in controlling development and preserving 
open spaces. But preferential assessment laws, by them
selves, generally will not be effective in preserving open 
spaces. Why? Because, under preferential assessment, 
landowners can develop or sell their land at their own 
discretion with no penalty. 

Preferential assessment will prevent taxes from 
pushing land out of agricultural production. However, 
it will not eliminate potential development values from 
pulling land out of agricultural production and open 
spaces. 

Deferred Taxation 
Deferred taxation is preferential assessment plus 

provisions for recapturing lost tax revenue when farm 
or open space land is converted to non-farm uses. 

Under the deferred taxation approach, the a sessor 
determines two values for each parcel of land: (1) cur
rent use value in agriculture; and (2) value in the 
absence of deferred taxation. Its value in agricultura l 
use serves as the basis for current taxes. Its value in the 
absence of deferred taxation i based on the market 
value in its "highest and best use." If and when the land 
is diverted from agricultural production to its highest 
and best use, the owner must pay a "roll-back tax" based 
on the difference between current use-value assessment 
and market-value assessment in absence of d ferred 
taxation. Interest could also be charged on the deferred 
taxes. 

An arbitrary roll-back period must be established. 
Should it be 2 years, 5 years, 10 years, or 20 years? The 
selection of the roll-back period will determine the rela
tive effectiveness of deferred taxation in preserving 
farmland near the rural-urban fringe. The longer the 
roll-back period, the more lost revenue will be recap
tured and the more disincentive there will be to convert 
farm and open space land to urban uses. 

Under deferred taxation, property taxes will no 
longer push land out of agricultural production. The 
roll-back may even slow down development until the 
increase in value is great enough to overcome the pen
alty for changing use. 

Restrictive Agreements 
A landowner and his local government may arrive at 

a formal agreement (contract) which prohibits the use of 
the land for non-agricultural purposes for a specified 
time period. In return the landowner is granted prefer
ential assessment and pays taxes accordingly . The 
length of the time period is arbitrary. 

Restrictive agreements are compatible with the ad 
valorem principle-taxation according to value in the 
highest legal use. The highest legal use would be agri
cultural production and, therefore, current use value 
and market value would be similar at the beginning of 
the contract period. Restrictive agreements would 
lessen any non-agricultural value at the beginning of 
the contract period. However, as the end of the contract 
period approaches, market value will increasingly re
flect the potential use of the land for development after 
the contract expires. The landowner, under this ap
proach; receives the benefits from preferential assess
ment but is denied any windfall gains he might receive 
from selling fo r non-agricultural use while the contract 
is in effect. 

Restrictive agreements grant local government 
more land use control than either preferential assess
ment or deferred taxation. If land meets the minimum 
requirements under preferential assessment or de
ferred taxation laws and the owner chooses to use the 
provisions, local government usually must comply 
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whether or not it prefers an agricultural use for that 
particular tract. However, under the restrictive agree
ment approach, both the landowner and the local 
government must agree that the land is to remai.n in 
agricultural production or open space for a speCIfied 
period of time. 

Restrictive agreements will prevent property taxes 
from pushing land out of agricultural production and 
prevent the development offarm and open space land on 
the rural-urban fringe, at least for the length of the 
contract. 

Determining Use-Value 
If a differential assessment law is enacted, how can 

the use value of eligible land be determined? Three 
interrelated indicators of the use value offarmland are 
sales offarmland for agricultural purposes, income cap
italization, and productivity. 

Using agricultural sales to determine the use value 
offarmland requires that sales offarmland for agricul
tural purposes be separated from sales of farmland for 
other purposes. No fool proof way of separating the two 
exists. Today, land in remote rural areas that does not 
have a higher potential use than agriculture is being 
sold for prices much higher than returns from agricul
ture warrant. Recently, land prices have been rising 
due to investment demand. Most Americans think in
flation is here to stay, so farmland is purchased as a 
hedge against inflation. Farmers and ranchers often bid 
up land prices to purchase tracts for expansion of their 
operating units. Consequently, it is impossible to 
determine accurately the use value of farmland from 
actual sales data of land sold for a.gricultural purposes. 

Another way of determining the use value of farm
land is the capitalization method. This method assumes 
that the net income derived from a parcel ofland repre
sents a certain rate of return to the value of the prop
erty. The value of the property is equal to net income 
divided by the capitalization rate. For example, a net 
income of $100 per acre capitalized at 5 percent indi
cates a value of$2,000 per acre ($100 -:- .05 = $2,000). 

The difficulty with this method is selecting an appro
priate capitalization rate. A return of $100 per acre 
indicates a value of $2,000 per acre when capitalized at 
5 percent but only $1,000 per acre when capitalized at a 
rate of 10 percent. The choice of a capitalization rate is 
somewhat arbitrary. 

Use of the capita1ization method requires statutory 
authority stipulating that the value of agricultural land 
shall be determined by the earnings of such lands dur
ing a certain period of time and capitalized at a selected 
rate. 

Productivity offarmland can be estimated from soil 
survey maps or crop yields. The Agricultural Stabiliza
tion and Conservation Service has estimated projected 
crop yields for farm program payments. Other sources of 
information may also be available. In essence, the in
come capitalization method and the determination of 
productivity from crop yields taxes the farmer's mana
gerial ability and therefore penalizes efficiency. The 
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efficient farmer with higher yields and a higher net 
income will receive a higher assessment than the 
farmer with low yields and low net income. Unless we 
wish to penalize efficiency, the return to management 
accounted for in calculating net income must vary ac
cording to the farmer's managerial ability. Using differ
ential assessment in place of the current market value 
principle will partially convert the property tax on 
farmland from a tax on accumulated wealth to a tax on 
mcome. 

Determination of productivity from soil surveys 
avoids the taxation of managerial ability, but such sur
veys are expensive. Many counties throughout the 
United States either have never been surveyed or have 
surveys that date back to the 1920's. Moreover, even 
good estimates of the physical productivity offarmland 
do not resolve the question of how those estimates 
should be translated into a dollar measure of use value. 

Constitutional Issue 
Constitutional revision has been a necessary first 

step in the adoption of differential assessment laws in 
many states. State constitutions normally contain lan
guage mandating uniform and equal assessment and 
taxation. Consequently, a constitutional issue may 
emerge if we wish to assess farmland for tax purposes 
differently from the way we assess other forms of real 
property. In most states, a constitutional amendment 
must pass both houses of the legislature and be ap
proved by the electorate. The only other way to resolve 
the constitutional issues is to pass a differential assess
ment law and test it in the courts. 

What States Have Done 
More than 40 states now have some type of differen

tial assessment provisions for farm and open space land. 
Only a few states tax all real property on the basis of 
current market value; and, in most of these states, dif
ferential assessment bills have been introduced into the 
legislature at one time or another. 

States have adopted differential assessment laws for 
the primary purpose of guiding land use and preserving 
agricultural land. This broad objective is highlighted in 
the Maryland law, which declares it to be in the general 
public interest that farming be fostered and encour
aged: (1) to maintain a readily available source of food 
and dairy products close to the metropolitan areas of the 
state; (2) to encourage the preservation of open space as 
an amenity necessary to human welfare and happiness; 
and (3) to prevent the forced conversion of such ope.n 
space to more intensive uses as a result of economIC 
pressures caused by the assessment of land at a level 
incompatible with the practical use of such land for 
farming. 

Differential assessment laws vary from state to state 
(table 13). Some of the distinguishable differences in the 
individual state laws center around provisions such 
as: size of eligible tracts; prior use requirements; pro-



Table 13. Use-Value Assessment Provisions for Agricultural 
and Open Space Land, 1976 and Subsequent Years 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 
Hawaii 

Idaho 
Illinois 

Indiana 
Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

None. 
Deferred Taxation. 
None. 

Provisions 

Use-value assessment only. 
Use-value assessment only, and contracts and 
agreements. Basis for "full-value" of owner-oc
cupied land zoned and exclusively used for sin
gle-family residential or agricultural purposes; 
and for parcels of 10 or more acres each , used for 
2 or more years for nonprofit golf course pur
poses (value of any mines or minerals involved 
is added). Effective January 1, 1977, assessor 
must also consider any applicable restrictions in 
certified local coastal programs. Basis for "full
value" of open space land subject to specified 
restrictions and uses. 
Use-value assessment only. Use value based on 
productive capacity during reasonable period, 
capitalized at 11.5 percent, effective 1976. 
Use-value assessment only (but sometimes clas
sified as deferred taxation because of convey
ance tax). Farm and forest open space land sold 
within 10 years of initial acquisition subject to 
conveyance tax ranging from 10 percent of sales 
price if sold in first year to 1 percent if sold in 
tenth year. Forest land , 25-acre minimum. 
Use-value assessment only. Not less than 5 
acres, and use must be successive for 2 previous 
years. 
Use-value assessment only ; contracts and 
agreements. A sales price three or more times 
an agricultural use-value assessment creates a 
presumption that it is not used primarily for 
bona fide agricultural purposes. 
None. 
Deferred taxation; contracts and agreements. 
Affects land dedicated to residential use. Ex
panded application approved June 1, 1976. 
Other agreements for other realty. 
None. 
Deferred taxation. Where applicable, subject to 
a minimum of 2 preceding years in benefited 
use, effective 1977. 
Use-value assessment only . 
Deferred taxation. Productivity and net earning 
capacity constitutes valuation basis, as revised 
1977. 
Deferred taxation. Constitutional change (Art. 
11 , Sec. 12) approved November 2, 1976, author
izes legislature to prescribe assessment of"!l;gri
cultural use" land on basis of actual or potential 
agricultural income or productivity. 
Deferred taxation. Subject to gross income re
ceived in 3 of5 preceding years. Amended 1976. 
Use-value assessment only; contracts and 
agreements. Ten percent of use value, effective 
January 1, 1978. Agreements refer to reforesta
tion contracts. 
Deferred taxation. Amended October 24, 1977. 
A tree growth tax , amended February 9, 1978, 
provides for productivity based assessment, at 
specified levels, for forest land. 
Deferred taxation; contracts and agreements. 
Eas~ments to a government or to The Nature 

Table 13. continued 

State 

Massach usetts 

Michigan 

Minnesota 

Mississippi 
Missouri 

Montana 

Nebraska 

Nevada 

New Hampshire 

New Jersey 
New Mexico 

New York 

North Carolina 

North Dakota 

Ohio 

Oklahoma 
Oregon 

Pennsylvania 

Rhode Island 

South Carolina 

South Dakota 
Tennessee 

Texas 

Utah 

Prov isions 

Conservancy mean valuation whi ch refl ects the 
limi tation on use. 
Deferred taxation. Agri cul tura l land , 5-acre 
minimum. At least 2 preceding year in bene
fi ted use. Forest la nds as specified. 
Contracts and agreements. Ten -yea r agree
ments . State fin anced; a lso related to household 
income (circui t-breaker type) effective 1974. Re
vised April 12, 1976. 
Deferred taxation. Ten-acre min imum . Other 
provisions for land devoted to go lf or ski pur
poses. 
None. 
Use-value assessment only. Effecti ve Septem
ber 28, 1975, ava ilable to agri cul tura l or hOlt i
cultural land in such use for 5 preceding years, 
with average annual gross sa les of $2,500. 
Deferred taxation . Must meet specified condi
tions regarding income and size. 
Deferred taxation . If eligibility ends, deferred 
tax paid on any difference in values for 5 years 
plus interest at 6 percent. 
Deferred taxation. Applies to agricul tura l and 
open space land, effective 1975, as amended, 
1977. 
Deferred taxa tion; contracts and agreements. 
Effecti ve 1973. Open space land redefin ed, 1976. 
Deferred taxa tion. 
Use-value assessment only. Based on produc
tive capaci ty. 
Deferred taxation ; contracts and agreements. 
Applies to agricultural and forest land. Mini 
mum size specified for each . 
Deferred taxation . Applies to parcels of 10 acres 
or more, with gross income from products grown 
averaging $1,000 or more annually for 3 preced
ing years. 
Use-value assessment only. Land class ifi ed as 
agricul tural pr ior to annexation retained in 
that classification unt il use changes. Value 
must be uniform with that of adjoining agricul
tural land not annexed. 
Deferred taxation on a part ia l basis. Specifi ed 
minimum size; agri cultural use 3 preceding 
years minimum. 
Use-value assessment only. 
Use-value assessment only; deferred taxation. 
Deferred taxation does not apply if the speci fi ed 
use is the zoned use . 
Contracts and a greements. Spec ifi ed term 
agreements, farm or forest land, 10 acres or 
more, in benefited use 3 preceding years, ant ici
pated annual gross income of $2,000. 
Deferred taxation. Farm, forest, or open space 
land. 
Deferred taxation. Applied to certain agricul 
tural land. 
Use-value assessment only. 
Deferred taxation. Agricul tural or forest land, 
25-acre minimum. Open space land, 3-acre min
imum. Effective J anuary 1, 1977. 
Deferred taxation. Income capitalization may 
also be used. Effective J anuary 1, 1978. 
Deferred taxation . Five-acre mini mum waived 
if owner received 80 percent or more of income 
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Table 13. continued 

State 

Vermont 

Virginia 

Washington 
West Vi rgin ia 
Wisconsin 

Wyom ing 

Provis ions 

from agr icul tura l produ cts on 5 con t iguous 
acres. 
Deferred taxation ; cont racts a nd agreements. 
Amended 1978. 
Deferred taxat ion. Specifi ed use assessments re
sul t fro m exercise oflocal opt ion by loca l govern
ments. 
Deferred taxation; contracts a nd agreements. 
None. 
Constitutiona l a mendment, a pproved April 2, 
1974: Taxation of agricul tura l a nd undeveloped 
la nd need not be uni form with that of each other 
or other realty. Effective May 18, 1978, income 
tax credi ts and refunds available to eligible 
owners of qua li fy ing farmla nd of 35 acres or 
more. Appli es to speci fi cally defined "excessive 
proper ty taxes;" maximum of excessive amount 
is $6,000. 
Use-va lue assessment only. Minimum of 2 pre
vious years in benefi ted use. 

Note: Deferred taxation means that change from explicitly defined benefited use activates 
tax on value difTerences for specified time periods. plus any Interest specified . . 

Contracts and agreements mean agreements providing for limitations on use over specI
fi ed time periods as part of explicitly specifi ed use·va lue a sessment. 
Source: U.S. Bureau of the Census, CenslIs ofGoverrtments: 1977, GC 77 (2), Vol. 2, Taxable 
Property Va llie., and AssessmentJSales Price Ratios , November 1978. pp. 286·287. 

ductivity requirements; permitted uses; systems for 
determining use value; roll-back provisions; and terms 
of classification. 

Differential assessment laws generally apply to land 
devoted to agricultural uses, although definitions of 
agricultural use vary. In some states, forest land and 
other open space land is also eligible. A number of states 
have special provisions for land 'devoted to recreational 
uses (golf courses, ski areas, etc. ). 

Most states attempt to restrict eligibility for use
value assessment to "bona fide" farmers by requiring 
that applicants must have been engaged in farming for 
a specified number of years or that a certain percentage 
of the owner's income must be derived from farming. 
Income per acre is also used as an eligibility factor in 
some states. 

Some states have no minimum size provisions to 
qualify for different ial assessment. Those that do usu
ally require five to ten acres. 

Some differential assessment laws make no mention 
of the procedures and guidelines ass€ssors are to use in 
determining use value, while others establish lengthy 
and specific assessment provisions. The value of agri
cultural land is often determined on the basis ofproduc
tivity, using soil survey data. Some state laws specify 
the rate at which earning capacity is to be capitalized. 

Deferred taxation laws include a roll-back provision. 
The roll-back payment is equal to the difference be
tween the taxes that would have been paid in the ab
sence of differential assessment and the taxes that were 
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actually paid. The roll-back payment is usually due 
when the land is converted to non-agricultural uses. 
Some states require that interest be paid on the taxes 
that were deferred. The roll-back period varies from 
state to state, generally ranging from two to ten years. 
States that have restrictive agreement laws usually 
require a minimum agreement term of ten years. 

Concluding Comments 
Differential assessment will lower taxes on land 

that has a use value which is lower than its current 
market value. The reduction will be greater on the 
rural-urban fringe than in rural areas where farming is 
the highest and best use for most land. 

A community's tax base will be reduced as a result of 
differential assessment. The cost of the benefits that 
accrue to eligible property owners is usually borne by 
other residents in the form of increased property taxes. 
However, local governments may attempt to replace 
lost property tax revenue by enacting local sales or 
income taxes or by seeking additional state aid. Local 
governments also might try to operate with smaller 
budgets. 

Differential assessment can be used as a land use 
policy tool to help preserve open spaces on the rural
urban fringe and neutralize the property tax as a factor 
in converting land from agricultural production to other 
uses. The specific provisions of the law will determine 
its success as a land use policy tool. Restrictive agree
ments are apt to be more effective in this respect than 
deferred taxation. Differential assessment, by itself, 
may act to encourage urban sprawl and leapfrog devel
opment. 

Land is removed from agricultural production and 
open spaces partly because it is pushed out by rising 
taxes and partly because it is pulled out by attractive 
development values. Differential assessment laws may 
reduce the push but, at best, have only a minimal effect 
on the pull. 
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Chapter 5 
TAXATION 
·OF PERSONAL 
PROPERTY 
Everett E. Peterson 
University of Nebraska-Lincoln 

For tax purposes, personal property consists of pri
vately owned tangible and intangible personal property 
used in business or for consumption. Tangible personal 
property includes such items as business inventories; 
machinery and equipment; livestock; grain, seed and 
hay; motor vehicles; and household goods and personal 
effects. Intangible personalty includes money, bank 
deposits, stocks, bonds, mortgages, franchises, patents, 
and other assets which have value for what they repre
sent. 

Historical Background 
Taxes have been levied on personal property for 

many centuries-in ancient Egypt, Greece and Rome, 
through the Middle Ages and on to the present time. In 
this country personal property has been taxed by state 
and local governments since the colonial period. The 
personal property tax is now used mainly in the United 
States, having been dropped by most other countries as 
a source of governmental revenue. 

Before the Industrial Revolution, livestock was the 
principal component of the personal property tax base. 
With the growth of industry, commerce, and personal 
fortunes, the tax base expanded to include machinery, 
equipment, furniture, and fixtures used in manufactur
ing and trade; and household furnishings, personal 
effects, and intangible personalty. The importance of 
this tax as a source of revenue increased through the 
nineteenth century and stabilized until the Great De
pression. Since then, its role in state and local tax struc
tures has diminished as administrative problems and 
political pressures led to partial or total exemption of 
personal property with replacement revenue coming 
from sales and income taxes and grants-in-aid from 
state and federal governments. 

The personal property tax has been controversial 
throughout its history. Criticism intensified early in 
the nineteenth century with the inclusion of business 

personalty. In 1819, Governor Oliver Wolcott of 
Connecticut called it "ill-adapted to our needs and detri
mental to our growth." It has been condemned for fail
ure to meet such important objectives of government 
revenue policy as adequacy, flexibility, equity, effi
ciency, convenience, certainty, and neutrality. It per
sists because ofthe revenue it provides to state and local 
governments still using it, and the political problems 
involved in obtaining replacement revenue. 

The trend toward exemption of personal property 
from the property tax base-first, household goods; then 
intangibles; finally business personalty-is a recogni
tion of public finance reality. State legislatures are real
izing that administrative and enforcement problems of 
taxing personal property are very difficult, often insolu
ble, and that alternative sources of revenue can provide 
the needed funds more efficiently and equitably. 

Taxable Status 
of Personal Property 

In 1976, the latest year for which information is 
available, tangible personal property was completely 
exempt from local property taxation in four states
Delaware, Hawaii, New York, and Pennsylvania. Par
tial exemption was provided in 38 states and the 
District of Columbia. General coverage remained only 
in Arkansas. Table 14 summarizes the property tax 
status of four major classes of tangible personal prop
erty but does not specify partial exemptions within 
these classes. 

Intangible personal property was totally exempt 
from local property taxation in 36 E\tates and the Dis
trict of Columbia. Partial exemption was the rule in the 
other 14 states. Special state property taxes were levied 
on certain types of intangibles in a number of states. 
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Table 14. Legal Status of Major Types of Tangible Personal Property With Respect to Local General Property Taxation. by 
States: 1976 

ommer· Agr icul · House· Motor Commer· Agricul. House· Motor 
State cia l a nd lura l hold vehicles State cia l a nd tura l hold vehicles 

industria l persona l industri a l persona l 

Number of 
tax ing slales 47 42 26 21 Missouri T T E E 

Montana T IT E IT 

Alaba ma IT IT IT T Nebraska IT • IT E T 
Alaska L L IL L Nevada T T T E 
Arizona IT T E E New Hampshire T T E E 
Arka nsas '1' '1' T T 

Ca liforn ia IT IT IT E New Jersey IT '1' E E 
New Mexico IT IT IT E 

'olorado '1' '1' IT E New York E E E E 
on necLicut IT IT E '1' North Carolina IT IT IT IT 

D lawtl rc E E E E North Dakota IT IT E IT 

Dis tri ct of Co lumbia IT E E E 
Florida T T E E Ohio T '1' E E 

Oklahoma T T IT E 
eorgia T '1' IT T Oregon IT IT IT E 

Hawaii E E E E Pennsylvania E E E E 
Idaho IT T IT E Rhode Is land IT T IT T 
Illinois T T E IT 

India na 'I' T IT E South Carolina IT IT E T 
South Dakota T T T IT 

Iowa IT IT E E Tennessee IT IT IT T 
Kansas 'I' '1' IT T Texas T T IT T 
Kentu cky IT E E T Utah IT IT E T 
Louisia na T E IT E 
Maine IT IT E E Vermont '1' IT E E 

Virginia '1' '1' L '1' 
Maryland IT IT IL E Washington IT IT E E 
Massachuse LL T '1' E E West Virginia '1' '1' IT T 
Michigan '1' E IT E Wisconsin IT IT E E 
Minnesota IT IT IL E Wyoming '1' '1' IT E 
Mississi ppi T E IT '1' 

Noto: T locn lly tnxnblc. E exe mpLi on. I.. IDea l option: except in Virg inia, option to exempt afTected items is exercised in most j uri sdictions. Informati on is nola va i lab le on s late taxation oftangible 
personn l prnpC' l'ty beCAuse the amount of revenue f'l'om this source is cUrr'entiy very small. 

ISulJjecl to I (~gu l provisions for partia l exemptions. 

Source: A .~S t '.ljluld \I(I/lIotlnn /c}r LoclI l Gf!IH·rnl ProIW"'Y Tuxntirm. Prelimill!Jf:v Report No.2. GC77fPI-2, 1977 Census of Governments, Bureau of the Census. U.S. Department. of Commerce. 
WORhington . f) C. ~()23:J . November. 1977. 

Problems in 
Personal Property 

Taxation 
ADMINISTRATIVE PROBLEMS 

Obtaining a complete listing of taxable personal 
property is nearly impossible for any assessing district. 
In contrast with land and permanent improvements, 
p ronal property is movable and some types, especially 
intangibles can be easily concealed. 

Bu iness inventories fluctuate during the year and 
can often be reduced to low levels before assessment 
dates. Modern business and industry. including agricul
ture, use a wide variety of machines and equipment in 
their operations. The number of livestock on a farm or 
ranch i difficult to verify. Livestock born or received 
and marketed between assessment dates is usually not 
tax d. N arly complete listing is achieved with motor 
vehicl which must be licensed. The poorest record 
typically ha been with intangibles and personal effects 
uch a j welry , cameras, guns, and art objects. 
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Local assessors are often inadequately trained and 
vulnerable to political pressures. A conscientious asses· 
sor may not survive the next election. Strict enforce
ment is expensive and unpopular. Self-assessment pen· 
alizes honest taxpayers. 

Determining value of personal property for tax pur
poses is the second major administrative problem. The 
economic definition of the value of an item is its power 
in exchange. This market value of an item is its power in 
exchange. This market-value rule is included in most 
property tax statutes and works fairly well for items 
which have determinable market values like motor ve
hicles, farm machinery, livestock, and grains. 

But the market-value rule is difficult to apply to 
many types of business personalty not regularly bought 
and sold. What is the value of a physician's five-year-old 
x-ray machine? A newspaper's ten-year-old printi?g 
press? Franchises, patents, and goodwill can be conSId
ered forms of wealth. How can assessed values be placed 
on such intangible assets? Or upon professional degrees 
and licenses to practice which represent earning capac
ity to the holders? 



Inventory valuation is related to the listing problem. 
Should inventory value be that existing on one assess
ment da during the year or should a 12-month average 
be u ed? 

Taxation of intangibles on the same basis as tangi
ble personalty rna so reduce the return on investments 
tha capital ill flee to low- or no-tax areas. This policy 
also creates a trong incentive to evade the tax by 
underreporting and concealment. The history of intan
gible property taxation is a chronicle of high adminis
trati e cost , poradic enforcement campaigns, and leg
i labon for pecial treatment and exemption. Public 
finance exper ha e called this tax the least important, 
leas ecure and least respectable of the property tax 
famil . 

pecific defini ions and clear-cut guidelines are 
lacking for det ermining the taxable value of many 
kinds of personal property. Wide latitude for human 
judgmen and abundant opportunities for human error 
thu characterize Ii ting and valuation of personal 
property for tax purpo es. 

MEETING OBJECTIVES OF REVENUE POLICY 
axes available to state and local governments can be 

evalua ad in term of commonly accepted criteria or 
objec i es of revenue polic . Citizens typically assign 
differing degrees of importance tQ these criteria accord
ing 0 their belief: and personal financial circumstances. 
Tax policy goal of individual sometimes coincide and 
sometimes conflict with tho e of government. 

Adequaey and Aexibmty 

An adequa e tax system ields enough revenue dur
ing a fiscal period to enable a governmental unit to meet 
its public ernce responsibilities. A flexible source of 
revenue can be adjusted according to changing govern
men£al needs. e property tax in general can be an 
adequa e and flexible ource of revenue for most local 
go.-ernmen ~ except ~chool di trict . The personal prop
ertytax by itself· ob"\:i.ously not an adequate or flexible 
source of revenue. Real property value far overshadows 
tha of personal property even in those areas where 
business persDnal . still taxed. In an agricultural 
tate . e ebrns~ '"'"5 per,cent of total property tax 

reven e comes from rea estate. p.ersonal property 
tax re enue - unstable and unpredictable because of 
changes in prices and business inventories. 

ince .... e mid-thirties personal property taxes have 
been providing a diminishing hare of state and local 
governmen ' reve De. The tax. base has been eroded by 
special treatmen of certain c asses of personal prop
erty. ales and income taxes are nm being used in
creasingly as sources of re enue in our industrialized 
society. 

Equity 

This objecri e - based on he belief that "everyone 
should J)a; • or her fair share of taxes." This implies 
that the . ding public ervices should be dis-
tributed . axpayers acrording to ability to pay, 

benefits received, widespread participation, and im
partial treatment. 

Ownership of personal property is regarded by many 
people. as an imperfect measure of ability to pay. Busi
ness firms engaged in agriculture, manufacturing, and 
wholesale and retail trade require large amounts of 
personal property. Some of these can reduce inventories 
before assessment time; others cannot. Many busi
nesses and professions need very little personalty in 
earning substantial incomes' for example, real estate 
and insurance agencies, banks, lawyers, doctors, den
tists, and teachers. Owners of personal property benefit 
directly from such public services as police and fire 
protection and enforcement of contracts as do owners of 
real estate. 

Efforts to deal with administrative problems of per
sonal property taxation represent departures from the 
principles of uniformity and universality in tax policy. 
Examples of differential treatment among personal 
property owners are: currency may be taxed but U.S. 
government bonds exempt; taxation of state and local 
government bonds from other states, but exemption of 
those from the holder's own state· and exemption of real 
estate mortgages, but taxation of chattel mortgages on 
personal property. Taxation of intangibles is regarded 
by some people as double taxation because intangibles 
represent an interest in other property; however, such 
taxation has been upheld by the courts. The same argu
ment could be applied to farm machinery subject to 
sales tax and property tax. 

Exemption of certain classes of personal property or 
complete exemption shifts that portion of property taxes 
to non-exempt property, particularly real estate, unless 
replacement revenue comes from other sources. But 
exemption of personalty has occurred, and will be more 
widely adopted, because accurate assessment is impos
sible, inequity is inevitable, and revenue does not jus
tify administration costs. 

Efficiency, Convenience, and Certainty 

These criteria relate to tax administration by gov
ernment and tax planning and payment by citizens. 
Inherent administrative problems make the personal 
property tax inefficient. The cost of strict enforcement 
could conceivably exceed the additional revenue ob
tained. Lack of enforcement may cause disrespect for 
the entire property tax system. 

Personal property taxes do not measure up well 
against the standards of convenience and certainty for 
either government or taxpayers. The tax base and reve
nue can vary widely from one year to the next. An 
example of this variation is changes in livestock produc
tion and prices in farming areas. The tax due dates may 
not coincide with receipt of taxpayers' income. Uncer
tainty may result from shifts in enforcement policy from 
laxity to strictness. 

Compatibility of Objectives 
According to this criterion of revenue policy, the tax 

system should contribute to, or at least interfere as little 
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as possible with, attaining other public policy goals
economic growth, distribution of income, and resource 
use. 

Although long condemned for its effect upon the 
ability of a community to compete for business and 
industry, studies show that taxes on business per
sonalty are rarely an important consideration in busi
ness location unless clearly out of line with alternative 
locations. State and local government officials worry 
more over the effect of taxes on business location than 
do those making location decisions. 

Income distribution is affected by the tax system. 
Taxes on business personalty will be shifted forward to 
consumers, backward to suppliers, or partially to em
ployees and stockholders depending upon the competi
tive situation. Businesses like agriculture made up of 
many small firms competing in national and world mar
kets have little opportunity to shift a state or local tax. 
This inability to shift taxes not only reduces net busi
ness income but also represents differential treatment 
of businesses for tax purposes. 

Enforcement vs. Exemption 
The main policy choices for citizens and public offi

cials regarding the personal property tax are: 
1. Improved tax administration, including stricter 

enforcement of tax laws. 
2. Partial or complete exemption and other special 

treatment of personal property. 

IMPROVED TAX ADMINISTRATION 
The personal property tax in some form seems likely 

to persist in the state and local tax structures of several 
states for two reasons: the revenue it provides; and the 
feeling that it is morally justified, particularly the tax 
on business personalty. Public finance experts gener
ally agree that, when this tax is used, good administra
tion and vigorous enforcement are essential to obtain 
the potential revenue and to prevent corruption of the 
entire tax system. 

One method for improving tax administration is to 
institute continuing programs to educate citizens in 
public finance principles and the nature and operation 
of their state and local tax systems. Responsibility for 
this effort could be assumed by such impartial agencies 
as the Cooperative Extension Services of the land-grant 
universities. Citizens of a taxing district, whether local, 
state, or federal, could be provided with more under
standable information from appropriate public officials 
on spending and revenue policies and practices. 

Well-trained, specialized assessment personnel, less 
su~ject to political pressure, could be an important step 
to I~p~oved property tax administration. Appraisal 
speCIalIsts mIght be appointed under a merit system 
a~t~r meeting qualifications established by the state. 
CItIes or urbanized counties might consider employ
ment of specialists in evaluating business inventories 
machines, and equipment. Valuation guides could b~ 
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provided and kept up-to-date by state departments of 
revenue. Auditing assistance could be available to local 
government from the state. 

Local assessors' offices should have access to modern 
techniques and equipment for data processing. Cost to 
non-urban, sparsely populated counties could be held 
down by sharing with other government units or by 
contractual arrangements with the state or other insti
tutions leasing or owning electronic data processing 
equipment and having staff trained in its use . 

In some states , legislation may be needed to 
strengthen state supervision of local property tax ad
ministration and to provide additional authority for 
enforcement to appropriate local government officials. 
Access to federal or state income tax returns for infor
mation on business inventories and capital gains would 
improve compliance because the state and local govern
ments could ride "piggy-back" on the enforcement 
power of the federal government. Other possible proce
dures include automatic tax collection on bank deposits 
and checking lists of stockholders and bondholders. ' 

Self-assessment, or the honor system, oflisting and 
valuing personal property, has been tried in some states 
to hold down administrative costs and reduce conceal
ment and under-reporting of taxable items. This 
approach has been largely unsuccessful because it pen
alizes honesty and encourages taxpayers to report only 
enough property to get by without an audit while not 
being too far out ofline with similar taxpayers. If this 
method is used, audit procedures should be developed to 
check samples of all personal property, not just easily 
checked classes. 

Possible consequences of attempts to improve ad
ministration and more strictly enforce laws pertaining 
to personal property taxation are: 
1. Greater expenditures for salaries, office machines or 

machine hire, for travel and subsistence while at
tending training schools, and for taking cases to 
court. 

2. Increased taxpayer resistance to enforcement efforts 
a.nd higher costs with possible political repercus
SIons. 

3. Continued lack of uniformity in treatment of differ
ent individual and business taxpayers. 

4. Loss of tax revenue as personal property, especially 
investment capital, migrates to low- or no-tax areas. 

EXEMPTION AND OTHER SPECIAL 
TREATMENT 

States have turned increasingly to exemption and 
special treatment of personal property for tax purposes 
as they attempt to solve or avoid the difficult problems 
of listing and valuation. This trend has been encour
aged by success in using state and local sales and 
income taxes for replacement revenue. 

Exemption practices vary from complete exemption 
of tangible and intangible personalty from property 
taxes to exemption of only one or two classes. Some 
states exempt personal property from local taxes while 



applying state taxes to certain classes, usually intangi
bles. Few states now attempt to tax household goods and 
personal effects not used for business purposes because 
cost of enforcement equals or exceeds revenue obtained. 
Ease of concealment and fear of an exodus of investment 
capital are mainly responsible for exemption of in tang i
bles from local property taxes. Business personalty, in
cluding that of farmers, is still subject to local property 
taxes in most states but specified types are exempt in 
many cases. Complete or partial exemption of agricul
tural, commercial, and industrial personalty will proba
bly expand in the future. 

Special classification and low rates have been used 
by many states in an effort to get a higher percentage of 
intangible property on the taxrolls. Intangible property 
may be assessed at a lower percentage of actual value 
than tangible property, or a substantially lower tax rate 
may be applied to intangibles. This method has been 
successful in getting more intangibles listed, judging by 
experience in Nebraska and other states which have 
used it in the past. The current direction in state tax 
policy is to tax the income from intangibles rather than 
to tax them as property. 

The possible consequences of special treatment for 
personal property are: 
1. Loss of property tax revenues as the tax base is re

duced and one exemption leads to successful efforts 
to exempt other classes of personal property. 

2. Reduction in public services unless replacement rev
enue is provided by higher levies on property re
maining on tax rolls, from states sales and income 
taxes, or by adoption of local sales and income t~xes . 

3. Lower costs for property tax administration which 
may in some instances exceed the loss in revenue. 

4. Improved economic climate for investment in state 
and local commerce and industry. 

5. Differential treatment among property owners and 
diminished respect for the tax system unless minim
ized through sales and income taxes. 
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Chapter 6 
POLICY 
ISSUES IN 
PROPERTY 
TAXATION 
Arley D. Waldo and Carole B. Yoho 
University of Minnesota 

Passage of Proposition 13 by California voters in 
June 1978 signaled renewed public concern with prop
erty taxation and the overall growth of state and local 
government spending. Proposition 13 amended the Cal
ifornia constitution in a way that sharply reduced local 
property taxes, limits property tax levels in the future , 
and restricts the rate at which property assessments 
may be increased. A few states have passed similar 
amendments to their constitutions, and some states 
have approved overall state spending limits. Such pro
posals are likely to be considered in most states in the 
next few years. 

Numerous complaints and criticisms have been 
lodged against the property tax over the years-along 
with countless suggestions about how property tax sys
tems could be improved. Many states have acted in 
recent years to remedy some ofthe shortcomings of their 
property tax systems, but many issues concerning prop
erty taxation are yet to be resolved. Some of the princi
pal issues are: 

• Ways of improving property tax administration. 
• Erosion of the tax base as a result of complete or 

partia l exemption of certain property from taxation. 
Taxation of personal property. 

• Wide disparities in tax base between taxing jurisdic
tions. 

• Property tax relief measures. 
• Possible repeal of the property tax . 

Property Tax Administration 
The Advisory Commission on Intergovernmental 

Relations (ACIR) has identified four key elements for 
improving state property tax systems: 
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1. Legitimacy-assessment practices should be legal
ized by either raising local assessment standards to 
the level required by law or by changing state law to 
validate current assessment practices. 

2. Openness-all valuation information needed to ena
ble the taxpayer to easily judge the fairness of his 
assessment should be sent to the taxpayer and a 
simple, informal appeal procedure should be estab
lished. 

3. Technical proficiency-the assessor should have the 
ability and necessary equipment to make accurate 
market val ue estimates of all properties he is respon
sible for and he should be required to keep his assess
ment rolls current. 

4. Compassion-tax relieffor those taxpayers carrying 
extraordinary property tax burdens in relation to 
current income should be provided and financed by 
the state. 1 

If the property tax is to be retained, it is essential 
that it be administered in a fair and efficient manner. 
Much of the dissatisfaction with the property tax can be 
attributed to poor administration. 

Accurate valuation of properties, frequent reassess
ment, and careful equalization of assessments are nec
essary to achieve better property tax administration. 
Many assessors do a very competent job of appraising 
properties and keeping assessments up to date. But, in 
many cases, actual assessment practices do not conform 
to state laws, assessments are not uniform, and prop
erty valuations lag far behind actual market prices. 

In all but three states-Hawaii, Maryland, and 
Montana-most taxable property is assessed by local 
officials. Numerous suggestions have been offered con
cerning ways of increasing the technical proficiency of 

I Advisory Commission on Intergovernmental Relations, The ~roperty 
Tax in a Changing Environment: Selected State Studies, Information Re
port M-83 (Washington: U.S. Government Printing Office, 1974), p. 3. 



assessors and achieving more uniform property assess
ment.2 They include: 
1. Consolidation of assessment districts to permit the 

employment of full-time, specialized property 
appraisers. 

2. Appointment, rather than election, of qualified pro
fessional assessors. 

3. Closer state supervision of the local assessment 
process. 

4. State assessment of properties that are particularly 
difficult to assess. 

5. Establishment of assessor training programs and 
state certification of local assessors. 

6. Increased use of market sales data as a check on 
assessments. 

7. Use of computers and other equipment for automatic 
data processing and record keeping. 

8. More frequent re-assessment of properties. 

Erosion of 
the Tax Base 

Complete or partial exemption of certain classes of 
property from taxation reduces the property tax base 
available to local units of government. Property tax 
exemptions provide a subsidy to the owners of property 
that is given special tax treatment. Unless the state 
reimburses local governments for the potential revenue 
lost when new exemptions are created, the cost of prop
erty tax concessions will be borne by the owners of non
exempt property within each taxing district. 

The exemption offederally-owned property is a long
standing controversy, especially in the western states 
where vast amounts of land are owned by the federal 
government and in localities where the presence of fed
eral facilities has added substantially to demands for 
locally-financed public services. In certain cases, Con
gress has authorized payments to state or local govern
ments to compensate for the tax immunity granted to 
federal property. These payments can be made in three 
ways: 

l. Payments in lieu of taxes, based either on the value 
of the exempt property or the services provided to the 
property or the persons occupying the property. 

2, Permitting state and local units to levy property 
taxes against some types of federal property. 

3, Sharing revenues from federal property with state or 
local units. 

Problems also occur because of exemptions granted 
to property owned by state and local governments and to 
certain classes of private property. Localit-ies in which 
exempt property is concentrated may be compelled to 
provide public services to exempt properties that must 
be paid for by the owners of non-exempt properties 
within that taxing jurisdiction. In such cases, 

I See chapter 3. 

arrangements for payments in-lieu of property taxes 
merit consideration on grounds of equity. Who, for ex
ample, should pay the cost of fire police, and other 
services provided to state-owned property-all of the 
residents of the state or only those who happen to live in 
its capital city? The answer to such a question is not 
clear-cut. The presence of certain types of tax exempt 
property may benefit a community far beyond the loss of 
potential tax revenue; other types of exempt property 
may simply add to the local property tax load with no 
offsetting benefits to the community. 

Special provisions for taxation of certain classes of 
private property have mushroomed, especially property 
tax relieffor homeowners and reduced or deferred taxa
tion of farmland. In some cases, these provisions have 
narrowed the local property tax base and benefi ted cer
tain property owners at the expense of others. 

Who should pay for property tax relief? States may 
require, or make optional, certain types of property tax 
relief. Property tax relief may be financed by imposing 
higher taxes on local property owners who are not gi ven 
preferential treatment, increasing other local taxes if 
they are available, or raising charges for local services. 
Alternatively, the cost of property tax relief may be paid 
on a state-wide basis through state reimbursement to 
local governments for any loss in property tax revenue 
or by direct credits or refunds to taxpayers. 

Taxation of 
Personal Property 

Should personal property be taxed? Most experts 
agree that, as long as we retain the property tax, there 
are good reasons for taxing major classes of tangible 
personal property but that intangibles require special 
treatment. A major justification for the taxation of per
sonal property is based on equity considerations. 
Exemption of personal property, it is argued, would 
discriminate in favor of taxpayers who have relatively 
large amounts of personalty and impose higher taxes on 
the owners of non-exempt property. This problem might 
be partly overcome if replacement revenue from other 
sources is found. 

Taxation of personal property poses two basic issues: 
1. Should personal property be taxed? Ifso, how can the 

administration of the tax be improved? 
2. If some or all classes of personal property are ex

empted from the property tax, should personal prop
erty be taxed in some other manner? 

Fiscal Disparities 
The assessed valuation available for local taxation 

varies widely from one taxing jurisdiction to another. 
The problem of fiscal disparities has been especially 
acute in the financing of public schools. In several 
states, the legality of the state's school finance system 
has been challenged on the grounds that it discrimi
nates against school children and taxpayers in poor 
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districts. In a landmark decision in August 1971, the 
California Supreme Court ruled in Serrano u. Priest 
that the California system of financing public schools 
was unconstitutional because "it makes the quality of a 
child's education a function of the wealth of his parents 
and neighbors." State courts have declared school fi
nance systems unconstitutional in a number of other 
states. 

A three-judge federal district court handed down a 
similar ruling in San Antonio Independent School Dis
trict u. Rodriguez. The court held that the Texas school 
finance system violated the equal protection clause of 
the Fourteenth Amendment to the United States Con
stitution and declared that "the quality of public educa
tion may not be a function of wealth other than the 
wealth of the state as a whole." This ruling was over
turned by the U.s. Supreme Court in 1973 in a five to 
four decision. 

Failure of the U.S. Supreme Court to uphold the 
district court's ruling in the Rodriguez case does not 
foreclose challenges to school funding systems in state 
courts. Additional school finance litigation may be ex
pected. Moreover, many state legislatures have been 
prodded into re-examining the relationship between ed
ucational expenditures and the property tax base of 
local school districts. The problem of gaps between 
available tax base and local revenue needs is also 
becoming evident in providing other kinds of public 
services. 

A variety of proposals have been offered as solutions 
to the problem of fiscal disparities. They include: 
1. Changing the distribution of state and federal aid to 

local governments to provide a larger share of avail
able funds to units with a low property tax base and 
high expenditure requirements. 

2. Inc):easing the amount of state and federal aid to 
local governments and school districts to reduce the 
reliance of local units on property tax revenue. By 
itself, this will not reduce relative disparities in tax 
base, but it will reduce the absolute size of such 
disparities. 

3. Having the state government assume responsibility 
for providing certain public services that some locali
ties are unable to finance adequately. 

4. Encouraging, or requiring, the consolidation of gov
ernmental units so that differences in tax capacity 
can be reduced. 

5. Providing for shari ng of all or part of the property tax 
base between independent governmental units. 
Such a plan has been adopted in Minnesota, where 
40 percent of the increase in taxable valuation of 
commercial and industrial property is to be shared 
by governmental units in . the Minneapolis-St. Paul 
metropolitan area. 

Property Tax Relief 
Several proposals have been made to reduce taxes on 

certain classes of property and to de-emphasize or com-
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pletely replace the local property tax. Every state now 
provides some type of property tax relieffor the elderly, 
and more than half ha ve extended property tax relief to 
all low-income homeowners and, in some states, rent
ers. Most states provide special tax treatment for agri
cultural, timber, or open space land; and the trend 
toward reduced reliance on the property tax as a source 
of state and local governmeRt revenue is gaining mo
mentum. 

More states are adopting "circuit-breaker" laws. 
First enacted by Wisconsin in 1964, a circuit-breaker is 
designed to prevent residential property taxes from ex
ceeding a percentage of income that is regarded as 
excessive. Generally, circuit-breaker provisions call for 
a state-paid rebate of taxes paid by homeowners (and, in 
some cases, renters) when property taxes exceed a cer
tain percentage of household income.3 

Circuit-breaker provisions also may be used to pre
vent unduly high property tax burdens on other classes 
of property. The circuit-breaker adopted by Michigan 
covers farmland as well as residential property, but 
other states have provided for special treatment offarm 
timber, and open space land through differential assess~ 
ment and tax deferral. 

Several issues arise in any attempt to provide prop
erty tax relief: 
1. Who should be given property tax relief? 
2. How much tax relief should be provided? 
3. How should the amount of tax relief be determined? 
4. Should tax relief measures be funded locally or by 

the state? 
A number of states have tried to reduce the pressure 

on local property taxes by increasing state aid to local 
units of government and providing alternative sources 
of local tax revenue. Most states also have constitu
tional or statutory provisions that limit local property 
tax rates or levies in some way. 

Repeal of 
the Property Ta 

Some advocates of tax reform argue that the prop
erty tax should be abandoned completely as a source of 
local tax revenue. Property taxes could then be levied 
on a state-wide basis or simply discarded in favor of 
other forms of taxation. These proposals raise two 
major issues: 
1. Do local governments need their own source 'of tax 

revenue? 
2. Would complete elimination of the property tax be 

desirable? 

Many people agree that too large a share of public 
services are financed locally, but most apparently 
believe that some degree of autonomy for local units of 
government should be maintained. Local autonomy, it 

3 For a description of the principal features of state circuit-breaker programJ, 
see Advisory Commission on Intergovernmental Relations , Significolil Fea
tures of Fiscal Federalism, 1978-79 Edition , M-1l5 (Washington: U.S. Govern-
ment Printing Office, 1979), pp. 64-68. . 



is argued, requires that local governments have their 
own direct source of tax revenue. It may be possible to 
maintain a system of strong local government without a 
local tax source, but most people seem to believe that a 
source of local tax revenue is essential. 

If a local tax source is necessary, should it be the 
property tax? The major alternatives to the property tax 
are local sales and income taxes, which are used now by 
some local governments. However, many people argue 
that these forms of taxation offer no significant advan
tages over the property tax and may, in fact, have some 
serious disadvantages. The tax base of either a sales or 
income tax may be even less uniformly distributed than 
that of a property tax. Local sales and income taxes may 
be more easily avoided by taxpayers and subject to 
greater fluctuations as economic conditions change. 
Moreover, the property tax is familiar to taxpayers, and 
its administrative structure is already established. 

Other Issues 
A number of other proposals have been made for 

substantial modification ofthe property tax. Some have 
suggested that the property tax should be changed to a 
tax on 'net wealth. Wealth taxes are being used success
fully in some other countries. It has also been suggested 
that the property tax should be applied only to land 
(site-value taxation) and not to improvements. This, it 
is argued, would increase the supply of housing and 
discourage urban sprawl.4 Some also have suggested 
that property tax rates might be graduated according to 
the assessed value of taxable property that each individ
ualowns. 

, For a discussion of site-value taxation, see Mason Gaffney, "An 
Agenda for Strengthening the Property Tax," in George E . Peterson, 
ed., Property Tax Reform (Washington: Urban Institute, 1973), pp.80-83. 

Future of 
the Property Tax 

Despite its widespread criticism, the property tax is 
likely to remain a major source of tax revenue for local 
governments for years to come. If nothing else, the prop
erty tax has been durable; and such an important source 
of revenue is not apt to be quickly discarded. This makes 
it all the more important that attention be given to the 
defects of the property tax, and that every effort be made 
to improve it. 
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