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SB0004.01 Estimated Cost

Fiscal Year 2014 2015 2016 2017
# of FTE Positions 17.00 19.00 19.00 19.00
Personal Services $1,095,968 $1,217,164 $1,240,666 $1,264,639
Total Annual Operating Expenses $1,018,085 $1,003,904 $1,006,549 $1,008,544
Total One-Time Only Operating Costs $55,573 $6,538 S0 S0
Imagery Costs (flights and change detection) $2,644,698 $2,605,198 $2,923,948 $2,605,198
Total Expenditures $4,814,324 $4,832,804 $5,171,163 $4,878,381
Less Imagery Cost Sharing ( ) ) ) | )
Total Expenditures Less Imagery Cost Sharing $4,814,324 $4,832,804 $5,171,163 $4,878,381

Description of fiscal impact: This bill shortens the revaluation schedule for class three
(agricultural), four (residential and commercial), and ten (forest) property from a six-year cycle
to a single two-year cycle in TY 2015 and annual revaluation beginning in TY 2017.
Additionally, this bill requires the department to conduct individual property inspections,
building permit reviews, sales data verification, and electronic data reviews, including but not
limited to: aerial imagery and change detection software for approximately 16% of class four
property, in each county, each year, so that by the end of the 6-year period, 100% of this property
will have been “appraised.” The costs of implementing this bill are approximately $5 million per

year.

Assumptions:

1. With a single biennial appraisal cycle and subsequent annual appraisals commencing at the
end of the current six-year reappraisal cycle, this bill keeps the tax rate on class three (ag
land), class four (residential and commercial) and class 10 (forest land) properties at the level
set at in the current law. This bill also keeps the exemption percentage of residential and
commercial property at the level set in current law. As such, the bill is assumed to have no
significant property tax revenue impact relative to current law.

2. The bill, as part of the shorter appraisal cycle, requires the department to conduct a full
inspection and reappraisal of property, upon the request of the taxpayer, if the property has
not been inspected and fully appraised in the prior calendar year. Currently, there is no such
requirement in law. There is no additional cost of this requirement as the department will use
existing resources.
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Clas;v 4 Commercial and Residential Property

3.

-+.

Section four of this bill requires the department to determine and use the same appraisal year
on all class four property.

Section five of this bill eliminates the six-year phase-in of market value change due to
reappraisal. Under current law, the TY 2015 valuation for taxation purposes is the TY 2008
market value plus 16.66% of the difference between the TY 2014 and TY 2008 market
values. This bill changes the valuation for taxation purposes in years TY 2015 and TY 2016
to be the TY 2014 current market value and changes the TY 2017 valuation for taxation
purposes to be the TY 2016 current market valuation. The base year would then increment
each year thereafter.

Section five of this bill also requires the department to conduct individual property
inspections, reviews of building permit, electronic data, and sales data verification. These
reviews include, but are not limited to, aerial imagery and change detection software for
approximately 16% of class four property in each county, each year. This means that by the
end of the 6-year period 100% of this property will have been “appraised”. In other words,
currently the department revalues this property once every 6 years. The department assumes
this bill requires the use of mass appraisal modeling techniques to revalue property on an
annual basis.

Section ten specifies that class four property is assessed at 100% of market value minus any
portion of market value that is exempt from taxation. Current law included the language,
“the applicable percentage”. This change is assumed to be clean-up language and has no
meaningful impact relative to current law.

The bill repeals the Extended Property Tax Assistance — Phase-in, 15-6-193, MCA, as a
consequence of annual appraisals.

Class 10 Forest Land

8.

9.

10.

Section sixteen specifies forest productivity value takes effect on January 1, 2015 for TY
2015 and TY 2016, and on January first of each tax year thereafter.

Section sixteen also removes the requirement that the forest land capitalization rate may not
be less than 8.0%. While this change may increase forest land valuation and change taxation,
this is effectively current law starting in the current, next six-year reappraisal cycle.

Section eight changes the time period of a qualifying appraisal from one year from the base
reappraisal year, to one year from the annual reappraisal.

Class 3 Agricultural Land

11.

12.

The method by which the value of agriculture property is determined is changed by the bill.
Current law requires the department to adopt a capitalization rate of 6.4% for the six-year
cycle unless the agriculture advisory committee recommends and the department adopts, by
rule, a different rate. This bill requires the department to consult with the agriculture advisory
committee before determining the capitalization rate for TY 2015 and TY 2016 and adopting
it, by rule. After 2016, the capitalization rate will be determined annually.

Section seventeen changes the timing of fee changes for cabin site licenses and leases to
coincide with the biannual revaluation in 2015 and annual revaluation for years after 2016.
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Impact on Operations

13.

14.

15.

Under current law, the department does not have a statutory requirement to “appraise™ (i.e.
collect data) on a set amount of property in any given year. Although the current practice of
the department includes “appraising” (i.e. collecting data on) property as appropriate,
currently the department’s comprehensive reappraisal plan provides that all property is
appraised during the current law six-year cycle.

Section six of this bill removes the requirement for the department to use the “same”
method of appraisal and assessment in each county. Current law requires, the “same”
method of appraisal and assessment to be used in each county of the state to the end that
comparable properties with similar true market values have substantially equal taxable
values. This bill removes the requirement for the department to use the “same” method
while retaining the requirement for comparable properties to have substantially equal
taxable values in each tax year.

The implementation of this bill will require the use of aerial imagery and change detection
software.

Administrative Costs

16.

17.

Data collection and review

The use of aerial imagery and change detection software, as a contracted service, with
imagery flights are anticipated to begin in FY 2014 and occur every other year. These flights
will provide digital pictures of the state at 9” and 3” per pixel resolutions and do not include
national parks or large tracks of federal government owned lands. The estimated imagery is
approximately $2.6 million per year.

With the second aerial imagery pass (CY 2016), the CY 2014 and CY 2016 images can be
compared and changes can be detected. The estimated cost of image change detection is $0.3
million every other year starting with FY 2016.

The department estimates an additional 6.00 FTE will be required to comply with the data
collection and review portion of this bill. The 6.00 FTE mentioned above are composed of
4.00 FTE appraisers who will commence work in 2014 and 2.00 FTE appraisers who will
commence work in 2015. The estimated annual cost of the 6.00 FTE mentioned above and
their operating expense is approximately $0.5 million per year.

Annual revaluation component

Annual valuations starting in FY 2017 requires the addition of thirteen management analysts
who will conduct statistical modeling to provide estimated values for the properties that are
not “appraised” each year. The estimated annual cost of these 13 employees and their
operating expense is approximately $1.0 million per year.

The department estimates it will require $0.45 million for annual assessment notice mailings,
approximately $0.2 million for annual updates for construction cost manuals, and
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approximately $0.1 million for collecting income method information. In total, the estimated
annual cost of these contracted services is approximately $0.9 million per year.

Technical Notes:

1.

The passage of this bill will eliminate the phase-in of a full market valuation of a taxpayer’s
property currently required under the 6-year appraisal cycle. Beginning with Roosevelt v
Department of Revenue, the phase-in of values has caused numerous appeals before the State
Tax Appeals Board and the courts. Most recently, whether the DOR properly phased-in all
agricultural properties is being challenged in the district court in Lucas v. DOR and is
currently under consideration as a class action lawsuit. The legal and fiscal risks of Lucas are
significant and additional similar challenges may be mitigated if this bill becomes law.

Costs enumerated for this bill, if passed, may offset potential costs of litigation if the
current 6-year cycle is challenged and overturned by the Montana Supreme Court. While
the 6-year cycle is currently considered constitutional, the viability of the 6-year cycle is
being questioned in Covenant Investments v. DOR, and several other active cases, where
the taxpayers are asking for mid-cycle reappraisals of values because of the recent
recession. In Covenant, the district court has found for the taxpayer and ordered the mid-
cycle reappraisals. The matter is on appeal before the Supreme Court. This type of appeal
will be moot should Senate Bill No. 4 pass.

The use of the term “appraise” or “adjust” in the language provided in the bill is assumed to

mean, ‘“conduct individual property inspections, building permit reviews, sales data
verification reviews, and electronic data reviews, including but not limited to aerial imagery
and change detection software” and is assumed not to mean a requirement to provide
individual opinions of value for these properties.

The department is currently seeking out potential opportunities to share the cost of the
flyover and imagery services with other departments and agencies.
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