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Improvement Value

$200,000

$200,000

$50,000

Land Value

$100,000

$200,000

$200,000

Total Property Value

$300,000

$400,000

$250,000

Land Adjustment Tests

- Land / Improvement > 75%

No

Yes

Yes

- Improvement < $69,100

No

No

Yes

Land Adjustments

Improvement Value

NA

$200,000

$69,100

Land Cap Percentage

NA

 x 75%

 x 75%

Adjusted Land Value

$150,000

$51,825

Value to be Taxed

Improvement Value

$200,000

$200,000

$50,000

Land Value

$100,000

$150,000

$51,825

Adjusted Property Value

$300,000

$350,000

$101,825

Table 1

Example 1

Example 2

Example 3

75% of Imp.

Less than Imp

Land Value

Simplified Example of Land Cap - Change in Value

75% of State Ave.

Land Value

Land Value



DATE:

November 19, 2002

TO:

Revenue and Transportation Interim Committee

FROM:
Brad Simshaw, Principal Tax Policy Analyst

SUBJECT:
Land Cap – SB184 (1999 session)

This report is to explain the “land cap” that was in effect for tax years 1999 to 2001.   There are six sections: explanation of the land cap; financial saving to the taxpayers who received the land cap; cost to the other taxpayers to fund the land cap; the impact of eliminating the land cap; state cost of the land cap; ownership of residential land in Montana and the land cap.

Explanation of the “Land Cap”

There was concern in the 1999 legislative session about the impact of rapidly rising property tax values in recreation locations.  It has been expressed by many property owners that land values were increasing significantly due to purchases of the surrounding land by people, primarily from out of state, who paid much higher prices for the land than Montana residents had paid, or were financially capable of paying.  SB184, passed by the 1999 legislature, created what is referred to as the ‘land cap’.  The purpose was to allow taxpayers, who years ago bought land at prices far below the now greatly appreciated values of the land, to continue to be able to afford the property taxes on the land and thus continue to keep their home or family cabin.  

SB184 limited, or capped the value of residential land at the greater of 75% of the improvement value situated on the land, or 75% of the statewide average improvement value of $69,100. Residential land qualified for the land cap if the land value of up to five acres exceeded 75% of the value of the improvements located on the land.  Additionally, the five acres had to be contiguous parcels with single ownership, and the improvements on the property had to include a dwelling or mobile/manufactured home. 

If the value of the improvement situated on qualified land was less than the statewide average improvement value of $69,100, then the capped value of the land was calculated on $69,100.  For instance, if a property had a land value of $100,000 and an improvement value of $50,000, then the capped value of the land would be calculated using the statewide average improvement value of $69,100.  In this example, the capped value of the land would be 75% of the $69,100: which is $51,825.  

Under a scenario where the improvement value on qualifying land is greater than the statewide average improvement value, then the capped value of the land is simply 75% of the improvement value.  For example, if a property had a land value of $100,000 and an improvement value of $100,000, then the land cap value would be $75,000 ($100,000 x 75%). 

Table 1 shows three examples to illustrate the ‘land cap’ calculation: 

1. Land value is less than the improvement value.

2. Land value is more than 75% of the improvement value, and the improvement value is greater than $69,100.

3. Land value is more than 75% of the improvement value, and the improvement value is less than $69,100.
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Without Cap

With Cap

Without Cap

With Cap

Without Cap

With Cap

Assessed Value

$300,000

$300,000

$400,000

$350,000

$250,000

$101,825

Homestead Exemption

2

 x 69%

 x 69%

 x 69%

 x 69%

 x 69%

 x 69%

Taxable Market Value

$207,000

$207,000

$276,000

$241,500

$172,500

$70,259

Tax Rate

 x 3.46%

 x 3.46%

 x 3.46%

 x 3.46%

 x 3.46%

 x 3.46%

Taxable Value

$7,162

$7,162

$9,550

$8,356

$5,969

$2,431

Average Mill Levy

x 500 mills

x 500 mills

x 500 mills

x 500 mills

x 500 mills

x 500 mills

Estimated Tax Liability

$3,581

$3,581

$4,775

$4,178

$2,984

$1,215

Tax Liability Difference

$0

($597)

($1,769)

1

Examples use tax year 2002 tax rate and exemption.

2

Homestead Exemption is 31% (100% - 31% = 69%).

Table 2

Example 1

Example 2

Example 3

Simplified Example of Land Cap - Tax Liability

1


The top portion of Table 1 lists the assessed values of the three hypothetical properties without any adjustments.  Before adjustments are made, it first must be determined if a property qualifies for the land cap. To qualify for the cap, the land must be valued at 75% or higher of the improvement value.  

Under the heading Land Adjustment Tests in Table 1, we see that the first example’s land is only 50% ($100,000 ( $200,000) of the improvement value, so it is not eligible for the land cap.   The second and third examples with land to improvement value ratios of 100% ($200,000 ( $200,000), and 400% ($200,000 ( $50,000) respectively are eligible for the land cap.  

Before the land cap adjustment is made on qualified land, it must be determined whether the improvement value is greater than the statewide average improvement value of $69,100.  If the improvement value is greater than the $69,100, as it is for example 2, then the adjusted land value is 75% of the improvement value situated on the land.  As shown in Table 1, since the improvement value in example 2 is greater than the statewide average, the adjusted land value is 75% of the improvement value of $200,000, which is $150,000.  Because the improvement value in example 3 is less than the statewide average of $69,100; the adjusted land value is 75% of $69,100, or $51,825.  

Table 2 shows the tax liability implications with and without a land cap on the same three hypothetical properties. The assessed value to be taxed for example 1 is unaffected by a land cap; while example 2’s is decreased by $50,000 ($400,000 - $350,000); and example 3’s is decreased by $148,175 ($250,000 – $101,825).  
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Tax Year

Tax Year

Tax Year

% of Total

County

1999

2000

2001

Taxable Value

Lake

(1,513,350)

(2,518,661)

(3,385,718)

8.1%

Flathead

(476,235)

(792,596)

(1,065,450)

0.8%

Missoula

(198,955)

(331,120)

(445,109)

0.3%

Lincoln

(45,914)

(76,415)

(102,721)

0.4%

Gallatin

(37,753)

(62,832)

(84,461)

0.1%

Ravalli

(24,096)

(40,102)

(53,908)

0.1%

Madison

(15,221)

(25,333)

(34,054)

0.1%

Yellowstone

(14,612)

(24,319)

(32,690)

0.0%

Lewis & Clark

(10,041)

(16,711)

(22,463)

0.0%

Carbon

(9,503)

(15,817)

(21,261)

0.1%

Sanders

(6,408)

(10,665)

(14,337)

0.1%

Cascade

(5,773)

(9,608)

(12,915)

0.0%

Park

(4,337)

(7,217)

(9,702)

0.0%

Granite

(1,550)

(2,580)

(3,468)

0.0%

Mineral

(823)

(1,370)

(1,842)

0.0%

Deer Lodge

(802)

(1,335)

(1,795)

0.0%

Custer

(344)

(573)

(770)

0.0%

Powell

(311)

(517)

(695)

0.0%

Beaverhead

(272)

(453)

(609)

0.0%

Silver Bow 

(272)

(441)

(588)

0.0%

Stillwater

(200)

(334)

(448)

0.0%

Fergus

(126)

(209)

(281)

0.0%

Sweet Grass

(61)

(102)

(136)

0.0%

Grand Total

(2,366,960)

(3,939,309)

(5,295,424)

0.3%

 - - - Land Cap Taxable Value Change - - -

Table 3

Land Cap Estimated Change in Taxable Value


Table 2 displays the tax liability calculation for the three examples with, and without the land cap.   After assessed value is reduced by the homestead exemption, and the tax rate of 3.46% is applied to arrive at a taxable value, we see that the taxable value of example 1 remains unchanged, while the land cap would decrease examples 2 and 3’s taxable value by $1,194 ($9,550 - $8,356), and $3,538 correspondingly.  If these three properties were located in a taxing jurisdiction with a consolidated mill levy of 500, this would decrease example 2’s tax liability by $597, or 12.5%; and decrease example 3’s tax liability by $1,769, or 59.3%.

At this point, it is important to point out that the examples above show a savings to the taxpayer: when the land cap sunsets the inverse is true.  When eliminated, taxpayers who had the benefit of the land cap would see an increase in tax liability from the prior year.  For instance, instead of example 3’s tax liability being reduced by $1,769, that taxpayer would see a tax increase over the prior year of $1,769 when the land cap sunsets.

Financial Savings to the Taxpayers Who Received the Land Cap
The land cap was in effect from tax year 1999 to 2001; HB 4 of the 2000 special session eliminated it.  Approximately 5,850 properties in 23 counties were capped under the provisions of SB 184. Table 3 shows the reduction in taxable value by county.  
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Without Cap

With Cap

Without Cap
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Taxable Value

$10,000

$5,000

$10,000

$10,000

$20,000

$15,000

Mill Levy

500

               

 

667

               

 

500

               

 

667

               

 

500

               

 

667

               

 

Tax Liabilty

$5,000

$3,333

$5,000

$6,667

$10,000

$10,000

Change in Tax Liability

($1,667)

$1,667

$0

Local Government

Cap Eligible-Taxpayer

Non Eligible-Taxpayer

Table 5

Two Property Tax Payers in Same Taxing Jurisdiction


Statewide reductions in taxable value were approximately $2.4 million in tax year 1999, $3.9 million in 2000, and $5.3 million in 2001.  The far right hand column of Table 3 shows the percent of total taxable value that was capped in tax year 2001.  In 2001 0.3% of total taxable value statewide was reduced due to the land cap.  Lake County had the highest concentration of capped residential land with over 23% of taxable value (of residential land) in the county being capped: as shown in Table 3, this amounted to 8.1% of all taxable value in the county being capped.  

Table 4 shows the estimated tax liability savings in tax year 2001 due to the land cap.  An estimated $535,608 in state, and $1.67 million in local property tax savings was received by owners of capped property for tax year 2001.  Overall, from 1999 to 2001 owners who received the land cap had savings estimated at $1.2 million for state and $3.45 million for local tax purposes.
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STATE

LOCAL

State 

2001 Local 

Land Cap 

Land Cap 

County

 Change

Mill Levy

Mill Levy*

Impact

Impact

Lake

(3,385,718)

$

 

101.0

296.97

(341,958)

$     

 

(1,005,457)

$  

 

Flathead

(1,065,450)

101.0

343.78

(107,610)

(366,281)

Missoula

(445,109)

102.5

405.68

(45,624)

(180,572)

Lincoln

(102,721)

101.0

278.59

(10,375)

(28,617)

Gallatin

(84,461)

101.0

290.19

(8,531)

(24,510)

Ravalli

(53,908)

101.0

285.76

(5,445)

(15,405)

Yellowstone

(32,690)

102.5

311.32

(3,351)

(10,177)

Madison

(34,054)

101.0

280.7

(3,439)

(9,559)

Lewis & Clark

(22,463)

102.5

423.17

(2,302)

(9,506)

Carbon

(21,261)

101.0

267.93

(2,147)

(5,697)

Cascade

(12,915)

102.5

350.61

(1,324)

(4,528)

Sanders

(14,337)

101.0

234.53

(1,448)

(3,362)

Park

(9,702)

101.0

271.4

(980)

(2,633)

Granite

(3,468)

101.0

300.17

(350)

(1,041)

Deer Lodge

(1,795)

101.0

522.11

(181)

(937)

Mineral

(1,842)

101.0

362.22

(186)

(667)

Custer

(770)

101.0

406.36

(78)

(313)

Silver Bow 

(588)

102.5

419.37

(60)

(246)

Powell

(695)

101.0

306.63

(70)

(213)

Beaverhead

(609)

101.0

327.68

(62)

(200)

Fergus

(281)

101.0

333.85

(28)

(94)

Stillwater

(448)

101.0

207.78

(45)

(93)

Sweet Grass

(136)

101.0

268.22

(14)

(37)

Grand Total

(5,295,424)

$

 

(535,608)

$     

 

(1,670,144)

$  

 

*  Adjusted for Non-City Mills (Road Fund, etc.) and includes a County Average School Levy.

Table 4

Tax Year 2001 Estimated Land Cap Change in Tax Liability 

Taxable Value


Cost to Other Taxpayers to Fund the Land Cap

15-10-420, MCA, allows local governments to float their mill levies to remain at the prior years revenue level (plus one-half of inflation).  Under 15-10-420, MCA, if one class, or group of property owner’s local property tax is reduced, then other owners of property will see an increase in local property taxes.  

If a local taxing entity’s taxable value is reduced in one year, that entity may increase its mill levy as allowed under 15-10-420, MCA.  When local mill levies are increased due to the lost revenue under the land cap, this keeps local property tax revenues on a whole constant, but the burden is shifted to other property taxpayers via the increase in mills. In other words, the $3.47 million in local property tax savings received by owners of capped property from 1999 to 2001 is achieved at a cost to other property taxpayers.

Table 5 illustrates how taxes can shift in a taxing jurisdiction.  For simplification, assume that a local taxing jurisdiction is made of two property owners.  One owns a property that is eligible for a land cap; one owns a property that is not.  The jurisdiction collected $10,000 in revenue last year, and will collect the same amount this year.  Without a land cap, each property has a taxable value of $10,000, for a total taxable value in the jurisdiction of $20,000.  With a taxable value of $20,000, the jurisdiction will set its mill levy at 500 to collect revenues of $10,000.  Each property owner’s tax liability is $5,000. 


If a land cap reduces the taxable value of the cap eligible taxpayer from $10,000 to $5,000, then the total taxable value in the jurisdiction is reduced from $20,000 to $15,000.  The taxing jurisdiction will now have to increase its mill levies from 500 to 667 to generate the same $10,000 in revenue.  As shown in Table 5, the revenue collected is still $10,000, but now the burden is shifted from an even split of $5,000 each, to $3,333 for the capped property and $6,667 to the non capped property.  This shift in burden equates to an effective increase in the non-capped owner’s tax liability of $1,667.

As shown in Table 5, under a land cap local government mill levies increase to offset a decrease in taxable value.  In Lake County, where total taxable value was 8.1% lower due to the land cap, local government mill levies would have had to increase by 7.5% to offset the decrease in taxable value.  
Impact of Eliminating the Land Cap

When the land cap was eliminated for tax year 2002, those property owners who received tax savings from the cap, saw their taxable values and tax liabilities increase by the amount that they had saved (on both state and local mill levies) the prior year due to the cap.  Overall statewide, those who received the cap would have seen an increase in their tax liabilities of $2.2 million ($1.670 million + $535,000 (see Table 4)). That is an average increase of $375 to those taxpayers who received a tax savings because of the land cap. Meanwhile, taxpayers who paid additional tax because of the land cap saw a decrease of $1.67 million in what they would have paid in 2002 local property taxes had the land cap not been eliminated.

State Cost of The Land Cap

Unlike local governments, state mill levies cannot increase to recoup lost revenue under 15-10-420, MCA.  Due to the land cap, the state general fund lost an estimated $1.129 million in revenue from 1999 to 2001.  During the same period, the special revenue account for the university 6 mill lost an additional $71,000 due to the land cap.  These tax reductions are paid for by other state general fund revenues, or reduced programs.

Residential Land Ownership and the Land Cap

As mentioned in the introduction, a key element in having a land cap was to avoid having Montanans be “taxed” out of their home.  As more and more of the recreation property is bought at ever increasing prices, the effectiveness of a land cap to help Montana resident property taxpayers may be diminishing.  

The Department of Revenue does not have statistics on resident versus nonresident land ownership.  However, the department does have a mailing or billing address in the property database.  The mailing or billing address does not necessarily denote whether an individual is a resident or non-resident, but rather it is an indication of where the property tax bill is mailed.  Although this variable in not a perfect indication of residency, it does give some insight into the relationship between of residency and ownership of land that received the benefit of the land cap. 

The land cap benefits out-of-state owners more than in-state owners in two ways.  

· In tax year 2001, the department’s property records show that 10% of all residential landowners in Montana list an out-of-state address, and their share of total residential land taxable value represents 14% of the total statewide class 4 residential land value.  Thus, the out-of-state parcels have a higher market value on average than in-state parcels.  This results in a higher percentage of the land cap per parcel being utilized by out-of-state class 4 residential property owners.

· In tax year 2001, although only 10% of the parcels have an out-of-state mailing address, 21% (double the percentage of their total parcel ownership) of the parcels receiving a ‘land cap’ savings had an out-of-state mailing address.  Thus, in proportion to the number of parcels owned by in-state and out-of-state people, the ‘land cap’ disproportionately reduces the taxes for parcels with an out-of-state mailing address.  Owners with an out-of-state mailing address in 2001 received nearly 26% of the property tax savings due to the ‘land cap’ while having 14% of the taxable value.  

In summary, parcels with an out-of-state mailing address comprise 10% of the total class 4 residential parcels, but received nearly 26% of the tax benefit related to the ‘land cap.’  
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