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FOREWORD TO 1975 REPRINT

There are many milestones along the rocky road
that the property tax has traveled in the United
States. Prominent among them are those marking
the creation in 1899 of the Wisconsin Tax Commis-
sion, the first state agency with strong supervisory
authority in property tax madters; the Tormation of
the National (mow International) Association of As-
sessing OMTicers in 1934; the first report of the
Burcau of the Census on the composition of prop-
erty tax bases and assessment levels in the several
states and many local governments as parl of the
1987 Census of Govermments; and ACIR's pubh-
cation in 1963 of the first printing of The Role of
rhe Srates (n Screngrhening the Property Tax.

To what extent each of the events that these more
prominent milestones memorialize has contributed
o advances in properiy tax administration s in-
determinate. Certain it is, however, that greal prog-
reds has heen made since erection of the last of
ihem. This progress is detailed in The Property Tox
in o Changing Enviropment, an ACIR publication
that records institutional changes in the property
tax im the 1963-1972 decades. It is not the purpose
of this foreword to recount these details; the awvid
reader is dieected to this recent publication for a
recounting. It seems appropriate, however, Lo enum-
erate the major areas in which changes envisioned
in The Role of the Stares . . . have gccurred with
enough frequency 1o be identified as trends.

ASSESSMENT ORGANIZATION,
PERSONNEL AND ADMINISTRATION

Enlargement of primary assessment districts. In-
creasing recognifion has been given to the mecessity
of providing full-time positions for the assessor
and at least one appraiser in each assessment dis-
trict. Minuscule districts that were coterminous with
incorporated municipalities and townships (or those
portions of townships not within incorporated mu-
nicipalities} are gradually being replaced  with
county or large city districts or districts comprised
of more than one of the previously independent dis-
tricts. In three states the ultimate in assessment
district enlargement has been achieved by assign-

ment of the assessment function to the state govern-
ments,

Elimination of overlapping assessment districts.
The once prevalent praciice of independent assess-
ment of taxable properly within municipalities or
special districts by two or even more levels of local
government has become an anomaly largely con-
fimed to the State of Texas,

assessment departments. A large number of local
assessment agencies, and until recently a majority
of state agencics performing assessment functions,
have been headed by boards. A few of these local
agencics and most of those al the state level are now
headed by administrators whe do not share their re-
sponsibilities with peers.

Creation of independent review agencies whose
members do not serve ex-officis. Board ol asses-
sors and state tax commissions were created in
preference to single directorships mainly  because
quasi-judicial functions were combined with sdmin-
istrative functions. These gquasi-judicial functions,
comisting largely of hearing appeals of mdivedual
assesapeents, are now commonly vested i agencees
that are divorced (save for housekeeping duties at
the state level) from the assessing and assessment
supervisory agencies, Moreover, their members are
much mare likely than heretofore to be persons who
are not serving ex officio and hence are less intent
upon “protecting the tax base” and less likely 1o
pander 1o the public Lo insure reelection to office,

Merit selection of assessors in lien of election to
office without pregualification. In a  growng
nurmber but still a minority of states, attwnment of
the office of assessor requires more than the
garnering of a majority of the votes at the polls by
a person who has the e, l;i.l.ll"l::l'l!h1rr.. sanily, and
nam-criminal attributes reguired of the voters them-
selves. In several states. a candidate for election
or appointment must pass a qualifications  test
More commonly, a candidate B appointed 10 of-
fice with no formal testing but by officials who
should have more concern for qualifications and



betier knowledge of the candidates than the elec-
torale can be expected 1o have.

Much broader in-service training opporfunities
for assessmeni persopnel, The [nternational Associ-
ation  of  Assessing  OfMicers,  slale  supervisory
agencies, institutions of higher learning. and state
associations of assessors have provided a multitude
of educational offerings for assessors and their
technical personnel. In some states, acceplance of
these offerings is mandatory; in others, financial in-
centives have been established for obtaining the
cerificates thar are awarded 1o successiul partici-
pants in the educational programs; and in most, sell-
improvement is the mativation thar fills 1the class-
rOCHT S,

Siate messurement of local assessment  levels.
Wery few states today do not require their tax de-
parimens Lo make periodic sutveys 1o ascerlan the
relationship beitween the actual assessed value of
taxible property and s legally taxable value in
various local  povernmental  junsdictions.  This
messurement process s performed in some states
only for the purpose of distributing state equal-
zation aid to schools. Im odher states, the ratios
are used for a congeries of purposes for which uni-
formity of assesament levels or offset of assessment
lewel differences B deemed essential o sguity i
stale programs.

Use of state assessment ratio (indings te correct
overassessments. Perhaps the most important, keast
understood, and least prevalent use of assessment
level measurements s to dispense justice (o those
whose properties are assessed at  higher  than
average percentages of their legally taxable values,
ODne wise in the ways of assessors has said that
underassessment is the gravevard in which assessors
bury their mistakes, Lacking knowledge of what the
properiies of others, in the aggregate, are assessed
for relative to their legally taxable values, a person
whose property 5 assessed for no more than s
legally taxable value does not know whether he is
payving more than his rightful share of the tax levies
to which his property is subject. The best such a
person can hope to do 5 compare his properiy's
assessed value with the assessed waluwes of similar
neighboring properties, a comparisen that 15 un-
likely to provide convincing evidence of even
ERETEEHIUS OVerassessment,

Improvement of valuation fechniques. As recent-
Iy as a generation ago, appraising was an art and
could lay litthe claim fo being a sewnce. MNow the
ficld is replete with professionsl organizations, not
the least of which 15 the Imternational Association
of Assessing OMicers. Assessors themselves, with a
potential data base that privale appraisers cannot
hope to match, have developed mass appraisal tech-
nigues that wtilize the capabilities of sophisticated
computers o relate a multitude of independent
variables with real property sales prices or rentals
and thus predict the amounts for which other prop-
erties with known charactersstics would sell or rent.
Thus assessors have both absorbed appraisal lore
and extended the boundarwes of apprasal science.

CHANGES IN TAX BASES

Mo chronicle of property taxation in the last 12
years would be complete without mention of the
spread of homestead exemption laws, of programs
for the remission of taxes on homes that are desmed
excessive relative to household incomes, of mventory
exemptions, of the substitution of present use value
for market value as the standard for assessment of
farm land, and of comprehensive classified property
Lax systems,

Spread of homestead exemptions, With a couple
af early exceptions, one of them of very limited
scope, the other in a territory that has only recently
achieved statchood, homestead property tax exemp-
tions in the United States were depression-borne in
the mid-30s. For a time it appeared that their pop-
ularity had run its course with the lifting of the
Grreat Depression and that they might even wanish in
the prosperous postwar yvears. Then concern for the
apparent regressivity of property taxes revived this
moribund institution as The Role of the Seaves . . .
was in production. This time, again with two excep-
tions, the exemptions were limited 1o homes of the
elderly or of the elderly and other small groups of
presumably needy persons. More often than not,
qualification for the exemptions included a means
test. The means test in all recent enaciments has
been based on income rather than on assets, the
test that was used n the earliest versions,

Ensctment of circuit-breakers. More prevalent
than homestead exemptions, however, i3 the circuit-
breaker type of property tax reliefl thar was con-



ceived after The Role of the States . . . was pub-
lished. In these programs the amount of relsefl that
i5 granted o homeowners, of [0 homeswners and
renters, waries inversely  with the  beneficiaries’
houwsehold incomes.

Exemption of invenfories. Another type of exemp-
tion has spresd with astounding rapidity. Shortly
after the termination of World War [1, Mevada
launched the “iregpon” exemption movement which
afforded a tax-Teee haven For goods that were
brought into the state, held there with or without
subjection Lo certain processing activities, and then
shipped out of the state, Consistent with the adape
that one exemption breeds another, the frecport ex-
emption not only spread Lo other states but gained
wider scope, being extended Nirst to goods produced
within as well as shipped inte the state and then to
all inventories or specilied percentages thereol
whether or not destined for other siates, Inventory
exemptions may have lessened the pressures for ex-
emption of all personal property, bul those pres-
sures have achieved substantially iotal exemption
of this cluss of properly in iwo siates in addition Lo
the four states that - had long since constricted the
tax base to real praperty,

Substitution of presemi vse value for market valoe
standards. Mosi surprising of all changes in prop-
erity iax institwtions, however, has been the sub-
stitution of “present wse value™ for market value as
the legal standard for assessment of gualifving farm
land. Like most of the other changes reviewed here,
this change was visible but its profile was low when
The Rode of the Srares . . . was written. In fact, the
two laws of this type that were in effect at that time
did not survive the litigation to which they were
quickly subjecied, Mow, sech laws are found in
nearly four-fifths of the states, The remarkable thing
about the rapwd spread of these laws 15 that most of
them required constitutional amendrments amd thar
the overwhelming majorities of the clectorates to
which the amendments were submitted live on land
that cannot be favored with preferential assessment.
Obvigusly, the advocates of this departure from
century-old traditions have succesded in convincing
a large percentage of the populace that lower taxes
will suve Farm land from urbanization.

Abandonment of uniformity requirements. Cne
final departure from conventional property tax

makds that has occurred in recent vears 5 a sube
stantial increase in the number of sates with com-
prehensive classified property tax systems. General
property iax concepis have been subject 1o so much
wtbrition tn the last quarter cenfury that no two per-
sons are likely to identify the same states as lhose
with comprehensive  classification.  This  writer’s
count 1s four such states in pre-World War [l days
and nine today, meluding one whose new law has a
deferred effective date. In recent conversions, as in
many earlier ones, de focio classification was traded
for de jure classification; one other attempl (o con-
summate such a trade was thwarted by the state’s
highest cowrt, snd this state s presumably joining
its West Coast neighbors in the search for umifor-
mity by gradual equalization of assessment levels for
different types of property.

SUMMING UP

Without guestioning the surviving asthor, 1 can
only guess how those who wrote The Role af the
Srares - . . viewed these developments of the last
dozen wyears. Swrely they must have taken great
satisfaction in the improvement in assessment ofgan-
ization, persgnnel, and administration. Being come-
passipnate persons, they were probably comforiable
with circuil-breakers and perbaps even with those
homesiead exemptions which have means tests, One
semses, however, that they may have been less than
enthusiastic and perhaps down-right wnhappy with
other developments which narrowed the tax base
and exposed it 1o political manipulation. But they
had too much faith in democratic processes, | sus-
pect, Lo advocate constitutional proscription of re-
cent trends.

This faith has been vindicated by the develop-
ments reviewed in the early part of this foreword.
While these changes have required an updating of
the second volume of The Role of the States . . .,
they have but emphasized the abiding wisdom of
vilume one. The elogquence and logic of that volume
are lasting tribute to s awthors, the lawe Dr.
Frederick L. Bird and his widow, Edna, and a lasi-
Ing inspiration to those who seek ways in which to
preserve the property tax from the oblivion to which
it has 50 often been commended and which it has so
stubbornly resisted.

Ronald B, Welch
Sacramento, California
August, 1975






PREFACE

This is a report on State-local relations in property taxation. It
concerns only a limited aspect of a large, complex and in many respects
unique taxing institution, It is one of the oldest and most pervasive
of American taxes because it pre-dates the formation of the Union and
has been in uninterrupted use since that time.  Seme 80,000 separate
local governmental jurisdietions depend upon it to supply on the average
seven-cighths of their tax revenues. While these jurisdictions operate
within the constitutional, statutory, and administrative framework pre-
scribed by the 50 States, prevailing practice is infinitely more varied for in
virtually all jurisdictions the tax is locally imposed and locally admin-
istered.

The Commission’s motivation in giving this subject high prionty
on its work program stems primarily from its key role in State-local fiscal
relations. Under our governmental system the primary responsibility
for domestic government rests with the States and their local governments.
The sharing of these responsibilities between the two levels of govern-
ment is each State’s own determination, which it implements by pre-
scribing responsibilities for functions, assigning taxing powers, and by dis-
tributing financial aids to its local povernments. Sinee the abilities of
lacal governments to perform the tasks assigned them and the States” own
revenue requirements for supplementing locally raised revenue with State
financial aid are so largely dependent on the performance of the property
tax at the local level, the States’ concern with the quality of that per-
formanee is direet and not escapable.

The property tax also has interstate implications, for it weighs in
interstate tax differentials and influences the location of industry and
the movement of trade across State boundaries, Tn a very real sense it
has an impact on Federal-State relations as well, because it affects the
capacity of the States with their local governments to provide essential
governmental services at levels compatible with the national interest and
therefore affects directly the need for Federal grants and other financial
aids to State and local governments,

In short, the Commission views the States’ opportunity to strengthen
the property tax an opportunity to strengthen our federal form of
govErTmnent.



PREFACE

This report was adopted at meetings of the Commission held on
March 22 and June 27, 1963. Tt is being fssnerd in twa volomes: Volume
1 contains the Commission’s recemaenuations and analysis of the prob-
lem and Veolume 2 contains a State-by-State review of recent develop-

ments in property tax policy and administration.
Frank Bawe, Chairman.



ACKNOWLEDGMENT

The Commission expresses its appreciation to Frederick L. Bird and
Edna T. Bird, who prepared this report under contract.  They planned
the details of the study, conducted the rescarch, including the field inter-
views, and wrote a draft report the Commission was able to adopt with
relatively little revision.

W, G, CoLman,

Executive Dhirector,
L. L. Ecker-Racz,
Assistant Divector.



FURTHER ACKNOWLEDGMENTS

The Commission expresses its appreciation to the public officials, tax
scholars, and tax practutioners who advised, criticised, and pmwdﬁ:l
information at the successive stages of this project. Thﬂl‘ number is
large because the property tax system examined in this report is an aggre-
gation of many different tax systems with distinguishable characteristics
gevelnped over the years under the aegis and institutions of ffty separate

tates,

Charles F. Conlon, Executive Director, Federation of Tax Admin-
istrators and Ronald B. Welch, Assistant Executive Seeretary of the Cali-
fornia State Board of Equalization, both consultants to the Commission,
participated at all stages of the operation. The Commission is espe-
cially appreciative to Mr. Welch for a thorough review and criticisim
of the completed manuscript and to Miss Bettie Mann, Legal Consultant
to the New York State Board of Equalization and Assessment, for a report
on the assessment of railroads and other public utilities on which Chapter
13 s based.

In conformity with established practice, a preliminary draft of this
report was placed for searching review and criticism before a conference
of eritics, compaosed of nationally recognized experts on property taxation
and government administration. The participants included:

Kenneth C. Back, Finance Officer and Assessor, District of Columbia

John Bell, Attarney, U8, Houning and Home Finance Agency

Thomas A, Byrne, Tax Commisroner, City of Miliraukee

Joseph F. Clark, Executive Director, Municipal Finance Officers Aisociation

Charles F, Conlon, Executive Director, Federation of Tax Administrators

Werner W, Doering, Wisconsin Department of Taxation

Theodore G, Driscoll, Consultant to the Commission

John M. Ducey, President, Fratitute of Urban Life

Richard Goode, Serior Siaff Wember, Brookings Inmiiution

Thomas J. Graves, UL, Bureau of the Budge!

John Gunther, Executive Director, U5, Conference of Mayors

I. M. Labovitz, Senior 8 pecialist, Likrary of Congress

Allen D Manvel, Chisf, Governments Diviston, Burean of the Cerrus

Eugene L. Maynard, Supervisor, Properiy Tax Diviston, Niinols Department of
Revenue

Hugh Mields, Jr., Ausociate Direclor, U.S. Conference of Mayors

Will Myers, Finance Office, Dirrict of Columbia

Dhick Metzer, drroctade Profesior Metropolitan Finance, New York Universily

Albert W, Moopnan, Executive Director, Internafional dirociation of Asressing Officers

Lynn A, Stiles, Economiil, Research Department, Federal Reterve Bank of Chicage

C. D. Ward, General Counsel, National Arsociation of Counties

Raolf E. Weil, Dean, Roosevelt University Collége of Busineir A dmintsiration

Ronald B, Welch, Assistant Executive Secretary, California State Board of Equalization



ACENOWLEDGMERTS

Finally, the Commission records its appreciation to the following
persons who supplied data, made helpful suggestions or reviewed the indi-
vidual State commentaries assembled in Volume 2:

Lynn F. Anderson, Unéversity of Texas

G H. Aull, Clemsen College

]. N. Aycocke, Assessment Standards Divirion, Florida.

Fosalind G. Baldwin, State Board of Equalization and Assessment, New York

E.D. Ballard, Department of Revenue, Kentucky

Warren H. Barton, Tax Equalization Board, Pennsyloania

G, Thomas Battle, Tar Commirssion, West Firginia

Arthur L. Bergren, State Board of Equalization and Awepment, Naw ¥ork

Stanley ]. Bowers, D partment of Taxation, Ohio

G. Fairfax Brown, Tax Depariment, West Ferginia

Arthur E, Buck, Jr., Sacramento, Califorsia

Donald B. Burrows, Tax Commission, Washington

T. 5. Cady, Tax Commission, Orégan

Robert 5. Calvert, Com piroller of Public Aceounts, Texas

C. G. Campbell, Department of Revenue, Georgia

Leslie E, Carbert, Pacific Gas and Electric Co,

Lewis C. Carter, Property Valuation Department, Kansas

C. Jack Caro, Department Assesement Coordination of Public Service Commirsion,
Arkatirar

Lawicn B. Chandler, Tax Commission, New Ham pshire

A. T. Clarkson, Jr., Tax Commirsion, South Carolina

Edward P. Conaty, Department of Adminisiration, Rhode Istond

Pierce Culver, Department of Revenus, Alabama

Stanley E. Dewey, De partment of Taxation, Ohio

iz, Merton Dick, Tax Commizmon, Washingion

Tom Dinell, [Friversity of Hawvaii

Wemer W. Doering, Department of Tazation, Wisconsin

Earl W. Fase, Department of Taxation, Hawaii

D. M. Fisher, Tax Commirmion, Oregon

F. C. Forberg, Department of Taxation, Virginia

Glen H. Frey, Tax Commurson, Neoada

Dan Fulion, Board of Equalization, Moniana

Laurence W. Gauthier, Depariment of Taxer, Fermoni

A, L. George, Tax Commision, Jowe

Bruce D, Gillis, Commissioner of Revenue, South Dakota

Charles A. Glennon, Tax Commissior, Delaware

John Gronouski, Department of Taxation, Wisconan

Harold M. Groves, University of Wirconna

Eugene T. Halaas, University of Denver

LeRoy F. Harlow, Revenue Structure Study Committes, New Maxico

Alan F, Hart, Local Property Tas Bureau, New [eriey

Rolland F. Hatfield, Commirstoner of Taxation, Minnerole

Samue] H. Hellenbrand, New York Central Railroad

K. L. Herbst, Department of Public Inttruction, Delmpare

Fred Hershey, Bureas of Munic pal A fairs, Pennrploania

William G. Herzel, Department of Revenus, Kentucky



THE ROLE OF THE STATES IN STHENGTHENING THE FROPERTY TAX

Charles W. Hodde, Tax Commassion, Washiiglen

Fred H. W, Hoefhe, Tax Commeion, Oregon

James Hunter, De parfment of Tazation, Ohic

C. Blair ]'[tllﬂ-u‘:,s.n:rn:mem'a_, I:'.nzf.l'll'mfd

Karl II"I'-'I'I.'I-. ﬂg?ﬂr!mgut |:.l|ll :I“.nzaral:l'tl'ﬁl:rl.r (O hta

Ermnest H, Jnhrmnn:_ Bureau r.|l|ll Tq.rﬂ::lrm, Marmne

Forrest A, Jehnson, Tax Commirsion, Nebratka

Harold I}, Johnson, Tax Commission, Idahs

Alvin E. Jones, Property Faluation Department, Karsar
Herman Keheli, Unieersity of Ovepon

Robert F. Kilmer, State Board of Equalization and Asresrment, New ¥ork
Wylie Kilpatrick, University of Florida

Lj’]z C. E'.]r]l!J .[.-tn'ul!n:rl'p: I'_-.'al:inrr'f_, Celarada

August H. Landgral, Je., Department of Taxation, Hawaii
Heward A. Lawting, Tax Commission, Celorado

Henry W, Lewis, Uniwrn't:}' af Morik Carclina

Paul F, l.'m'lgf.r, Tax Commirstan, Qrepon

Clurtis J, Little, Tax Commisiion, Mt

Allyn O, Lockner, Legilative Council, Wyering

Harry J. Logran, Tax Commismon, Oregon

Henry W, Luther, Taz Department, North Dakota

Charles H. Mack, Tax Commisnon, Oregon

C. Ward Macy, Lrriversity of Oregon

E. Sheldon Markle, Tax Commizson, Michigan

C. N. Martin, Board of Equalication, Tenneires

James W_ Martin, U'niversity of Kentucky

Joseph Matyi, Local 4 fairs Agency, Alaska

Fugene Maynard, Department of Revenue, [llinoirs

Earl A. McKay, Board of Equalization, Wyoming

John [ O"Connaor, Tax Commision, fewe

James M. Ogden, Gulf, Mobile and Qhie Redroad

Roy A Palf, Tax Commisdon, Michigan

Rodger Pegues, focal Affeirr Agency, Alarka

E. H. Flank, Univernsy of Denver

X. T. Prentis, Tax Commismion, fowa

John Rackham, Tax Commisnion, Ltak

Andrew 5, Begis, Chicf Deputy diressor, Falk County, Fowa
William H. Riley, Department of Asiessments and Tazation, Maryland
James O. Roberts, Jr., Department of Bevenue, Kentucky
Ray C, Rowan, Tax Department, West Firginia

T. 1. Bangster, Department of Revenuve, Georma

Hemer E, Scace, Texas Rescarch Leapus

Charles T. Shea, Commissioner of Taxes, Fermont

H. C. Stansbury, Department of Tax Research, North Caralina
Sarmuel J. Stein, Stete Board of Equalization atd Assesimant, New Fork
Frederick D Stocker, U8, Depariment of Agreculiure
Hallis A, Swett, Tax Commisnon, Celorada

John F, Tarrant, Tax Department, Connecticut

H. D. Taylor, Tex Commission, Misstsippl



ACENOWLEDGMENTS

Eugene C, Tidball, Leginlatizve Council, Montana

Ballard B. Tipton, Tex Commirdon, Towa

Eroley E. Travis, Sacramento, Califortia

Mabel Walker, Tax Institute of America

Albert W. Ward, Department of Assectments and Taxation, Maryland

Isabel A, Wells, Tax Study Commision, South Caroling

John A, Williams, Tax Commission, Mirourd

Edward C. Wilson, Department of Corporations end Taxation, Marsachusetts
Richard L. Worley, Board of Tax Commisstoners, Indiana

All of the herein named individuals contributed to the accuracy of
this report. If errors of fact remain, the responsibility is not theirs;
neither do they necessarily concur in all of the Commission's policy

recommendations,
L. L. Ecker-Racz,
Assitant Dhrector.






CONTENTS
VOLUME 1
Acknowledgments

FART I
INTRODUCTION AND RECOMMENDATIONS

Crarmer 1, IvTRoDUCTION. . _ . . g e s S T, S -
Caarrer 2, CoNCLUSIONE AND R_m:.‘nuu‘u:nl:aﬂl‘.‘t.hll. ............
Reconditioning the Tax Laws. .. ..... aanaana e
Meed for a Manageable Tax Er.rucmn: ...........
Eliminating Underasessment and Effectuating State
Fiscal Regulation. . .. .............oviiininan,
Restraining the P'r-np-tr:].r Ta.x GI.MW-I.Y System . .
The Place of the Property Tax in the State-Local Ta.u
System. .
Ohrganizing for Effective Hmﬁmﬂt Aqlmuml;munu .....
Improving Joint State-Local Administration . i
Professiomabization of Personnel , ... ... ... ...
Apportionment of Assessing Jurisdietion . . ... ..
Effeciive State Supervision and Coordination. .. ... ..
The Supervisory Agency and Its Funetiona. . .. ..

7 T T R R S P
Enforcement of Assessment Standards. . ... ...... ..
Factfinding, Analysis and Publicity. . .............. ;
Remedies for the Taxpayer. . .......
PART I

THE ROLE OF THE STATES IN DETEEMINING TAX POLICY

Crarrer 3. Tue Meen ron & Mawsaceasie Tax STRucTURE. . ... ..., ..
The Property Tax Base. . ... ... ... ... .ol

Personal Property Tax Problema. ... L.

The Sham of Self-Asgeament. ... .. ...
Desirable and MNecessary Goala. ... .. .............

The Factor of Feasibality. ... ..........000000000
Obatacles 00 Progress. . ... o0 cvevcoeoeeiiiin.,

Upgrading the Tax Law. . ... .0cvnenninnrerene,

The Baszis for Progrsss, ... ...

CHaptER 4. TiE CONPLICT OF hmun:am LAW.AEDPHJ.L‘I‘I{:E. ........
The Prohlem of Unequal Assessmvent. . ..o o000

The Problem of Underassessment, ... ... ... .00 .

Competitive Underassessment. . .. ................

Elastic Measuring Sticks. ... ..

The Unprotected Taxpayer. . ............,

fagr

oo OF -4

12
13
14
16
17
18
18
2l

3
.l



CONTENTS

CHapTER 5. [p@NTirvine STATE FEsPONSmILITIES. . . ... ..oovnuns,
Factfinding as a Basis for Progress, . ... ...
Assessment Ratio Sowdiea. . . ..o vviiinnnniiinini,
The Prevailing Uses of Ratio Stedies. .. .....o.00...
Safeguards for Reliability. ......ov0vvviiiiininna,
The Goal of Amsessment Unifm'uﬁtf- ..................
The Contribution of Supervisory Agencies. .. ..........
Potential Ues of Batio Stucies, .., |,
Publicity and Eduwcation, . o
EpumlReappnmlegrm S - -
The Problem af Buile.In [m'.-qum-u
Full Value Versus Fractional Asummzut ...........
Long-Range Fequirements. . L A g
Cuarrer 6, Evmowamivg UNDERAssEsSMENT. ... ..
leblhlyufﬁmdLﬂ:lﬁm:ﬂm:nt
Meed for Clear Legal Definition. ... oovvvvvniinnn,
Feasibility Versus Practicability. . . ... .oovvrvniiinnn
Alvernatives for Remedial Action. .. ... ..c0nveeienns
The Preforred Alterpative, . oo vvvvviinin e o
Admindstrative Advantages. . e e
Aid for the Taxpayer.
Full Walue as a Mﬂmrm ]hw:
CHarTER 7. THE Prace oF THE PropeERTY TAX IN THE STA'I:LumL
REvENUE SvysTEM. . il
Inrersiane Varlaunm in U!E ni ﬂ'n: Fmpu't}.r "I'm: .......
The Property Tax and Local Self-Government. . ... ...
More Revenue Throwgh Berter Asssssment Administration .
State Use of the Property Tax. . ;
The Case for a State General Prupl:rt].r Ti.:l' ............
Crarree B, Tue Livrms oF ProrerTy Tax PHILANTHROPY . . ..........
Exemption Policies, . ...
Restricting Exemptions. .
Homestead Ex'l'.'l'n]:!llnﬂ-'l
Effects of Homestead E!Hupl:mu
Subsidy Exemptions to Industry . .

Veterans' Exemptions. . i

The D-:Et:unl"u’ﬂ:r&.ua E:mnpuum
Institntional Exempions. R e B L e
TaxExﬂnplinnﬁmmcﬁgﬂ:l.-----.....,

Frittering Away the Tax Base, .. .........cco.ooocaen
PART IIL

a7
67

(L
73
76
Th

78

Ei 1|

B3
BS

THE ROLE OF THE STATES [N PROVIDING COMPETENT ASSESSMENT

ADMINISTRATION

CrarTer 9 OnoaxizaTion FPOR EFFECTIVE ASESMENT ADMINISTRATION .
Centralized Property Tax Administration, .
The Case For and Against Stave Aﬂ.minhn:ﬁﬂu
Central Asgessment Adminisecaion. . H i e
Joint State-Local Admimistration. . .. ..cvceevivianana

¥
92
92
EL
o7



Crarter 10. Jomr State-Locas ProPERTY TAX ADMINETRATION.
Geographical Organization of Local Assessment Dlm:rintl
Eliminating Owverlapping Districts. .

Renovating Primary District ﬂrgmmunn ..........
Th:pm]:hmufthemllmutym

Professtomalizing Assessment Administration. .
How Assessors are Selected .

Eufmgaﬂmndardﬁmntﬂcpumt..::::::j

The State Supervisory Agency. .

Funections of the State J'LEI:D-B]’ .....................
Flace in the State Administrative Structure, ... ......

Provision of Tools and Equipment. ..............

Tax maps and record sysrems. .. .. ...
Manuals and guides. .

Prnle.-h:n:ldeaan:alEuvmu ................
Training and Orienting of Assesm0r8. . 0o oo i iiiinaa
Inservice tPAIMIDE. . oo vvvrvavananinasanannnnns

Identifying and asuring satisfactory assessment. .

Central Asscssment of Property . .

ﬂmcnlfnrﬁppurﬁmmgth:ﬂm'thmum

Equalization. .
Valuation Rﬂr.nth

CiAPTER 12. REMEDIES FOR THE TAXPAYER ... ... . ooooeenennoon. s,
Administrative Review Agencies. .. ... ......._._.....

State Review Agencles. . .. ..
Judicial Beview. . E
The Equal Pmbm:um i.'.:]al.ue

Avenues of Judicial Relief. .
Proving inequality. .
Effecroating the Remedies. .

Creating Competent Rtmwﬂ}tlu:m ..............
Local boarde of review. . .o cvvvvvrrriranannnnas
Independent State review agencies. ...ovvvinnis

Aid for the Small Taxpayer. .. cocererrrrrirrirrrrss

The Means for Proving [nequality. . ...............

o9
100
100
1n
102

104
105
108
108
109
110
111
112
112
112
114
115
117
17
114
121
123
123
124
126
126
127
129
130
13
132
132
134
135
136
137
138
139
140
140
142
144



CONTENTS

Caaprrer 13 CentrRAaL AssEsMENT 0F RAILROAD AND OTHER Pruerie Utieiry

PROPERTY........0vvniinn
I. Valuation and Allumt[mn Under ﬂ'u: Umr. E.ult ...........
General Conpiderations. . ......oc0neimmmeniiieaan, ..
Appraizal Under the Unic Bole . oo oo oo
What Utility Property Should Be Centrally Assessed. ..
Organization and Procedure, ... ......
The Major Steps Under the Unit Mtum:l ..........
Yaluation of the Public Ukility Svstem, . e e
Cost (Original or Reproduction) Ln:.n Dcprbummn
Original or historical cost. .. ...................
Reproduction mlhud-:prech:im...-. e
E;plt:lqatmn‘E;mmE: e
Imcomie bag= . . B 3 S B R el
Derivation af b:!m.l: ﬂrjl.tﬂ.]l.t.‘!tl.l‘.m rAbE. ...
Swock and Dbt Valwe. . .. . ... ... ......
Evaluaung the Evddenses. . .. ... o0 0.
Inperseate Alocathem. . .. ..o oo iiaaaa i
Inermetate Alloeamion. . . ... ... ... .ociiiiiiiiiiiianan
IT. Bgualization. . . .« . voveimciciniinin e R e 3
Mature of the Equalization Problem. ... ............. .
Evidences of Discrimination. . .. ...........,
The Causes of Inequality, .. .............. s
Equalization and the Public lut-l:r{st ...................
Possibility of Federal Intervention. .. ..............
The Problem of Achieving Equality, ... ... ... . .......
Avoiding Hardship for Local Governmene, ., .. ...,
Fole of the Conmts. . - - -0 o e ce oo et e teee
Methods of Equalizng, . ... .........................
Equalization to the Average Statewide Level of Assess-
ment of Cher Propesty . . .

Equalization of State Assessments and Local Assess-

ments to a Commen Level .o Looviiiiiiiiiinnies
Equalization nEE:amﬂmanmutu the Level of Local
Asgessments, .. ... T A T L E i e e et

A Stare Tax as an Alternative. .. v vvimrmrnammnnn-
Achieving and Maintaining Equality..........--------
BIBUIOaRAFHICAL MOTE. i oivnnniirssnansnarrrrrrassnnsss

147
147
148
148
149
150
151
152
153
153
154
156
157
158
161
163
1a3%
146
168
163
168
170
1M
172
173
173
175
176

176
177
1
177

178
13t



RECENT DEVELOPMENTS IN FROPERTY TAX POLICY AND

CONTENTS

VOLUME 2

ADMINISTRATION, BY STATE

Sraie
Momisnd ......c0000000005a2

Mebraska ... .o00euns

Mew Hampshire .. ..000000000
N:chrp::,r,.,,,....,,.,.-...
Mew Mewieo ... ..., . ...,
MewYork ... . ... ...o...

Washington ............... D
Wese Virginia o0 vviiiiinias
Wisconsin . ., .. e

WS - -2 vnccccnnrrerers

Page
a9
o2
o5
a8

100

1046

109

116

120

123

130

132

142

144

146

150

153

156

158

161

162

165

169

174

180






PART 1

INTRODUCTION AND RECOMMENDATIONS






Chapter 1

INTRODUCTION

This is not a report on the property tax.
Its scope is more limited : an exploration of
State responsibilities respecting the tax—
what the States have neglected to do, are
trying to do, and can do to rehabilitate this
important source of (primarily) local gov-
ernment revenue in the many areas where
weak and inequitable assesment adminis-
tration has harmed both its uscfulness and
its reputation,

That gross inecqualities in assessing are
widespread is universally recognized. This
condition is so ancient that it tends 1o be
taken for granted as an inherent character-
istic, and State and national studies keep
reaffirming its continuance. Owver the past
50 years notable advances have been made
in the organization and methods of State
and local fiscal administration, but in very
many arcas assessment admimustration has
not kept pace with this progress.  This fail-
ure is particularly conspicuous because the
experts have long known how to get good
assessing and a minerity of local assessment
districts have used this knowledge to pro-
duce very acceptable results,

The maintenance of a satisfactorily high
gquality of assessment administration in a
considerable number of assessing areas en-
courages the belief that it can become uni-
versal if the States so desire.  Yet the States
are facing an embarrassing dilemma. They
can ill afford any weakness in a tax that sup-
plies nearly one-half of all State-local tax
revenue, but they are reluctant to take the
necessary steps to make the tax as strong as

it should be. State policy makers have been
finding, to their disconcertion, that relin-
quishing the property tax for local use ex-
tinguishes no State responsibility, since the
State governments have to fill local as well
as State revenue gaps. Traditions of local
home rule, however, have been a restraining
force, or at least an excuse for State inac-
tion; although the concept of home rule as
a license for any local community to stultify
its chief source of revenue support could
spell the ultimate demise of local self-
government.

A tax as ancient as that on property tends
to become an institution and to accumulate
fondly clinging traditions as it evolves over
the years. Certain concepts more admired
a hundred years ago than now found their
way into State constitutions from which
some States have not yet been able to extri-
cate them, and rudimentary methods of ad-
ministering the tax that worked only fairly
well in eolonial days are still cherished in
some areas with what has been described as
“a touching though misplaced fidelity.”
Since rehabilitation of the property tax in-
volves a challenge of some of its institutional
idiosyncrasies, their identification may be
useful.

Most of the treasured relics of pioneer
days are in museums, but the antiquarian
instinets of some of our State legislatures
are so strong that in many areas they have
been successful in preserving almost intact
the organization and conduct of primitive
fiscal administration as it relates to prop-

3
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erty tax assessment. The theory appears
to be that the absence of a workable orga-
nization and of a professional personnel at
the local level ean somehow be offset by
supenimposing a hierarchy of regulatory
agencics for the provision of guidance and
correction of mistakes. To prevent the
complete disintegration of the ancient sys-
tem, the procedure is to bring in skilled
technicians periodically for a “revaluation,”
following which there is a new eycle of de-
terioration. Fortunately enough, there
also have developed, here and there, well
organized, well staffed, well equipped estab-
lishments for scientific property assessment
that point up the requirements for its
extension.

A somewhat exclusive characteristic of
property tax administration is that few offi-
cals teel under obligation to enforce the
tax law as written, In some States, in fact,
compliance by the assessors with the con-
stitution and statutes would be a cause for
general consternation. The average asses-
sor makes himself a sort of onc-man legisla-
ture. He—not the State constitution and
the State legislature—defines local taxing
and borrowing power and determines the
value of a veterans’ or homestead tax ex-
emption by the level at which he decides to
assess property.  He is likely, also, to ad-
minister his own version of the personal
property tax. A vanation of such proce-
dure is for a State administrative agency
to interpose its determinations, likewise
often without much relation to the provi-
sions of the law,  Without doubt such prac-
tices breed disrespect for the tax law, but
the law itself may be entitled to disrespect.
Thus the corrective, at least in part, is a tax
law that is administrable and legal proce-
dures for enforcement that are clear and
effective.

4

The predilection of State legislatures and
constitutions for assessed valuation as a
measuring stick is one of the strange phe-
nomena surrounding the property tax, It
would be hard to think of a more errati-
cally elastic standard for measurement pur-
poses, vet it is applied by most States,
apparently with the utmost confidence, to

make scores of varieties of determinations
that call for some degree of precision.

This favored standard has almost unique
attributes, in that it has no clear and uni-
form value to begin with, varies in value
from time to time, and varies in value from
one local assessing district to another. In
recent years numerous States have been try-
ing, through various equalizing devices, to
give some reliability to these rubber yard-
sticks, but such efforts often have distracted
attention from the more important goal of
greater reliability in primary assessing.
The State legislatures appear to view the
property tax as a modern replica of Amal-
thaea’s fabulous cornucopia, capable of
pouring out subsidies and benefits for an
ever-widening variety of favored recipicnts.
Having discovered property tax exemption
as a means of making lavish contributions
to worthy private causes, satisfying welfare
neceds, showing public esteem, and befriend-
ing politically influential pressure groups—
all without the necessity for budget appro-
priations, accounting, or apparcnt cost o
the State—the legislatures quite under-
standably have preferred this course to that
of making grants and levying taxes to sup-
port them. For the steadilv narrowing
group of taxpavers who have to foot the bill
the procedure is less inviting, and people
who have a disagreeable propensity for try-
ing to look ahead are beginning to wonder
what happens when the horn runs dry.
Once upon a time the State governments
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depended mainly on the property tax and
depended entirely on local governments for
its administration, but for over a hundred
years the administration of the tax has been
a joint responsibility of State and local gov-
ernments.  This two-level management of
one tax obviously has its problems—such as
how to apportion responsibility, how to co-
ordinate efforts, how to assure professsion-
ally qualified personnel at both levels and
their use of uniform standards, and what to
do about some kind of everall control.  The
States have worked at these problems spas-
modically, but not many have achieved even
a reasonably tenable solution and only a few
are close to having the situation well in
hand. Whether the ultimate solution is
well-coordinated, thoroughly pmfusinnala
ized joint administration, or centralization
of the assessment or entire administrative
function remains to be determined.

One of the special problems of organiza-
tion is that of how to align the interests of
the large, self-sufficient local asessment dis-
tricts with those of the State regulatory
agency and of the State as a whole. Since
the large district, if it has developed efficient
performance, probably has done it without
much help from the State or even has been
handicapped by some archaic feature of the
tax law, it probably feels little identity with
any State promoted program for statewide
progress.  That there is an underlying mu-
tuality of interest, however, is disclosed by
some of the problem features of the prop-
erty tax that have been noted.

State-local government needs the prop-
erty tax, and needs it free and clear of ad-
ministrative defects that mar its reliability
and respectability. 'What position it should
occupy in a State-local revenue system,
however, is a matter each State must de-
termine for itself, though not an the basis of

prejudice, pressure group influence, or the
discredited doctrine of separation of reve-
nue sources, but in respect to its appropriate
place mm a well-balanced overall revenue
structure. Because the demands for reve-
nue at both the State and local levels are
bound to increase, the property tax will
have to contribute its reasonable share of
the total. Its share will be less burdensome,
however, if the States can (1) eliminate un-
just features of the tax law, (2] climinate
unequal assessment, and (3] recognize in-
tercommunity differences in fiscal ability
and devise better means for equalizing the
burden.

All but a very few States are working on
specific projects or programs to upgrade the
property tax and itz administration. Some
of these undertakings lack the wholehearted
legislative and executive backing that they
need and some of them are trouble-shooting
efforts that lack broad, basic goals; but the
virtual unanimity of the movement and its
concentration on constructive action are en-
couraging. Most of the programs are con-
cerned primarily with some or all aspects
of the assessment problem, and some of
them, by their forthright and systematic ap-
proach, definitely brighten the prospects of
the property tax.

Upgrading assessment administration, it
must be said, means vastly different things
in different States, for at present the States
are eons apart in their management of this
function. At one extreme, in a State with
long-established leadership in assessment
methods, the State tax department may be
engaging in advanced valuation research; at
the other extreme, just as significantly, a
State may be undertaking for the first time

L Most of these undertakings are summarized in val. 2.

5
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to find out systematically how bad local as-
sessing is, and why, Regardless of the level
from which the improvement has to start,
one of the most encouraging features of the
new movement for bettering property tax
assessment is the inereased reliance in State
supervisory agencies on scientific methods
aned statistical techniques for measuring
and ecomparing the quality of assessing.
‘The facts that emerge are persuasive evi-
dence of the need for the movement to
continue.

The changes in policy and method that
are prerequisite to strengthening the prop-
erty tax would appear, at first glance, to
involve nothing more than the application
of common sense and the fundamentals of
good management; but this disregards such
evasive obstacles as the stake of many in-
terests in the status quo, the antipathy to
departure from familiar traditions, and the
proverbial “ineredulity of mankind.” Thus

spasmodic efforts will produce litile. The
only formula that has much chance of suc-
cess 15 a well devised program backed by
leadership, courage, and perseverance.

A look at the States that are out in front
in this movemnent discloses that they have
had the advantage of a substantial share of
the following ingredients: a talented, de-
termined State tax commissioner or come-
mission making convincing use of sound
technical knowledge not only to formulate
the program but to gain receptive public in-
terest; a governor with sufficient apprecia-
tion of the importance of the issue to ap-
point well-qualified commissioners and give
them strong backing; a legislature well for-
tified by continuing tax study committess
and competent research aid to give the un-
dertaking its intelligent suppaort ; and the co-
operation of State and local civic leaders,
PI,.I'_‘.I-]i.I: and pri'l.ratc, mn a program of public
education.



Chapter 2
CONCLUSIONS AND RECOMMENDATIONS

The issues at stake in the future of the
property tax are sufficiently important to
give to clarification of the position of the
tax and to the standardization of its admin-
istration high priority in the fiscal programs
of the States. A more equitable deal for
the individual property taxpayer and
greater self-governing seeurity for the scores
of thousands of local governments depend-
ent on the property tax are in themselves
adequately impelling reasons for the States
to concentrate on these objectives; but as an
additional consideration, there is the key
role played by the property tax in intergov-
ernmental affairs.  While it is easy to think
of the property tax as a local tax and to over-
look its intergovernmental implications,
such features as the composition of the tax
base, the accuracy with which it is deter-
mined, and the scope of and restrictions on
its wse are influential factors in interlocal,
State-local, interstate, Federal-State, and
Federal-local fiscal relations.

Strengthening the property tax calls for
intergovernmental cooperation, but there
are some things that only the States can do.
These special State responsibilities stem
from the nature of the State’s jurisdiction
and legal authority—they rest in areas in
which only the State has adequate power to
act. For much of what needs to be done
the legislature and the governor have ample
authority; but in many States certain key
features respecting the nature, use, and ad-
ministration of the property tax have been

interred in the constitution, circumscribing
legislation, and complicating alteration.

The question of what these State respon.-
sibilitics are is in the process of being an-
swered more clearly and realistically than
ever before as th2 States move ahead with
their present widespread efforts to rehabili-
tate the property tax. Interviews and cor-

dence with more than 200 persons in
mast of the States who are directly con-
cerned with the formulation and admins-
tration of these programs or arc qualified
professional observers have educed a marked
consensus on the general lines of action
which the States must follow te obtain
worthwhile results.  Allowing for wide dif-
ferences in existing conditions among the
States and considerable variations in opin-
ion as to the relative importance of the sev-
eral lines of action and the methods to be
followed in promoting them, there seems
to be rather general agreement that the ba-
sic State responsibilities are as follows:

1. To know precisely and continuously
what the property tax situation is through-
out all taxing and asseszing districts of the
State, with respect both to the utilization
of the tax and the quality of assessing, and
to make well analyzed and elearly informa-
tive data on these features regularly avail-
able to the public.

2. To amend or change property tax laws
that are inequitable, unworkable, unduly
restrictive, or otherwise unsatisfactory.
This applics equally to laws which deter-

7
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mine the tax base, establish limitations and
excmptions, and set forth the procedures
for administering the tax.

3. To determine the appropriate role of
the property tax in a well-integrated State-
local revenue system and to guard against
any grossly unequal distribution of the prop-
erty tax burden.

4. To recast any features of the admin-
istrative setup that prevent efficient, equi-
table administration, This responsibility
relates to both organization and personnel.

3. To provide effective State supervi-
sion and coordination of property tax
administration.

6. To p-rm*jde the taxpayer with readily
usable and effective means of protecting
himselt against inequitable assessment.

To discharge all of these responsibilities
well would be a large order for any State,
particularly since some involve highly con-
troversial issues ; but T.hE},r do define the basic
framework for the kind of broad program
that is necessary to cope with this perenni-
ally baffling tax problem. The prevailing
circumstances in many States are likely to
dictate a piecemeal approach to assumption
of full State responsibility for the wellbeing
of the property tax; but such an approach
is due to have disappointing results unless
it is undertaken with a broad program in
view and each piecemeal effort is a well-
designed segment of the whole. Because
the successful accomplishment of a long-
range program is dependent on the kind of
informed and pertinacious continuing lead-
ership in both the legislative and executive
branches that is hard to come by, a State
would be fortunate indeed if it could for-
mulate, adopt, and place in operation as a
single comprehensive project, all of the FrLALEY
essentials of an adequate plan.

Parts II and IIT of this report examine

3

the major problems of property tax policy
and administration, the States” relation to
them, and the possible means for the States
to deal with them, while Volume 2 summa-
rizes the various lines of action which the
individual States are taking to meet their
property tax responsibilitics.  The follow-
ing recommendations for State action, am-
plified n subsequent chapters, are based 1o
a large extent on the definite accomplish-
ments of some States and the significant
featurcs of programs that are underway in
other States; but they also take account of
the failure of half-way measures, indiffer-
ently enforced, to achieve needed results,

RECONDITIONING THE TAX LAWS

Need for a Manageable Tax Structure

To facilitate improvement in the admin-
istration of the property tax, the tax law
itself needs to be made more administrable.
What classes of property should be taxed is
a question for cach State to decide for it-
self on the basis of all appropriate criteria,
but with feasibility of administration an im-
portant consideration. Ad valorem taxes
on most classes of property, real and per-
sonal, can be administered with reasonable
competence if a State is willing to provide
suitable means; but the extent to which
some personal property tax laws have be-
come legal fictions is notorious. Ewvasion
and the condoning of evasion are so wide-
spread as to make such laws a tax on integ-
rity. Regardless of whether this condition
stemns from injustices inherent in some of
the tax provisions or from administrative
incompetence, it creates for the property
tax systern an unhealthy disrespect.

Recommendation No. I, FEach State
should take a hard, critical look at its prop-
erty tax law and rid it of all features that
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are impossible to administer as wrilien,
whaose effective administration would be
economically intolerable, which force ad-
ministrators to condone evasion, and which
encourage laxpayer dishonesty. To pro-
tect the integrity of its tax system, no State
should retain in its property tax base any
component that it is unwniling or unable
te administer with competence.

In some States the modernization of prop-
erty tax systems and their administration is
hampered by constitutional provisions that
are archaie, confusing, or cluttered with de-
tails of a statutory nature and are often dif-
ficult to amend.

Recommendation No. 2. To give legis-
latures and governors flexibility and respon-
sibility for producing and maintaining equi-
table, productive, administrable property
tax systems, constitutions showld be divested
of all details that ebstruct sound utilization
and administration of the properly tax.

Classification and exemption are poten-
tially useful legal devices for making prop-
erty tax systems more readily administrable ;
but in some States a long accretion of piece-
meal modifications, some of them repre-
senting merely capitulations to influential
pressure groups, have complicated admin-
stration by adding needless minutiae to the
assessor's job without compensating advan-
tages for the tax system.

Recommendation No. 3. No new
changes in the property tax system, whether
by exemption or clasification, should be
underfaken without weighing the effect on
facility of administration, and where ad-
ministration har been ﬂeea'lernf}l compli-
cated by such changes in the past, the defects
should be eliminated wherever it it feasible
to do s0.

The cfficiency and fairnesz with which
the assessor performs his job depends heav-

ily on the clarity with which the law defines
his duties and on his bemng given powers
that match his responsibilities.  That prop-
erty tax laws setting forth definitions, pro-
cedures, and powers should accumulate
archaic, conflicting, and nonworkable pro-
visions 18 a natural result of their long
evolution. Inthe field of personal property
taxation it is the exception rather than the
rule for the assessor to be given the author-
ity he needs to discover and appraise tax-
able property.

Recommendation No. 4. In any State
where the laws governing assessment ad-
ministratien have not been carefully re-
viewed and recodified in recent years and
where ambiguities, inconsistencies, and oth-
er weaknesses have developed, the laws
should receive a thorough reexamination,
overhauling, and recodificalion.

In the instance of any class of self-amesved
perional property, unless the local assessor
ir piven adequate means to audit the decla-
rations of the taxpayers, the property should
be assessed by the State or the tax on such

property abolished.

Eliminating Underassessment and Efectu-
ating State Fiscal Regulation

While inequitable assessment is the most
serious defect in property tax administra-
tion, underassessment can and often does
have such widely detrimental effects that
it alse must be eliminated. Underassess-
ment exists when asscssors assess property
at levels below that legally required by con-
stitution or statute, as is the common prac-
tice in most States, As further complica-
tions, the degree of underassessment usually
varies widely among the local assessment
districts within a State and the basis used
by the State agency for assessing centrally

9
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assessed property may be different from
some or all of the local bases.

Deespite this anarchic condition, assessed
valuation is used by the States as a base for
numerous important regulatory purposes,
including those limiting the taxing and bor-
rowing powers of local povernments and de-
termining the amounts of tax exemption for
veterans, homestead owners, ctc. What-
ever the firm regulatory intent of a consti-
tution or statute may be, it is distorted
variously throughout the State by these
assessment  practices.  Assessed  valuation
also has been used widely as a base for the
distibution of State school aid in such
manner as to compensate for intercommu-
nity differences in fiscal ability. 'With this
policy stultified by interarea variations in
the extent of underassessment, the States
have been turning to various methods of
interarca equalization of assessment levels,
This may solve the school aid problem; but
when the State administrative agency as-
signed to this function equalizes assessments
at a level below the legal requirement it,
like the local assessor, usurps legislative au-
thonty in all regulatory determinations for
which assessed valuation serves as a base.

The States have a choice among three
possible courses of action to eliminate under-
assessment and its distortion of all related
State regulation. (1) They can provide
for effective enforcement of existing law.
(2) They can change the law to conform
more nearly to prevailing assessment prac-
tice and then concentrate on effective
enforcement.  (3) They can adopt the
following alternative procedure: First,
abolish fixed assessment levels {subject to
the enforcement of a specified minimum
level of assessment), giving the assessor a
flexible range of action, but requiring the
State supervisory agency to determine an-

10

nually by assczsment ratio studies the aver-
age level of asesment in each assessment
distriet and 1o supply this information to the
taxpayers. Second, for use as a regulatory
and measurement base, replace assessed val-
uation by the market value of taxable prop-
erty as determined annually by the State
SUPErVISOry agency.

The third course iz the most satizfactory.
In the first place, the assessor is divested of
his extralegal regulatory power and is able
to concentrate on his basic responsibility
of obtaining reasonable uniformity in assess-
ing without having to achieve this uniform-
ity at some fixed level specified by law.
In the second place, the use of State deter-
mined market value as a base for regulatory
and measurement purposes permits the laws
enacted for such purposes to carry a Arm
expreszion of their intent and to apply uni-
formly on a statewide basis. However,
since market value can iself be interpreted
in diffcrent ways, the interpretation in-
tended needs to be more clearly indicated.
In the third place, the taxpayer, by being
kept regularly informed of the average level
of assessment, is better situated to protect
himself against inequitable assessment,
Under the foregoing procedure the level
of assessment no longer influences such fae-
tors as borrowing and taxing power; but
since the quality of assessing apparently
tends to deteriorate at low levels of assess-
ment, the requirement of a minimum level
set as high as practicable is a prudent policy.

Recommendation No. 3. The States
should eliminate all constitutional and stat-
wtory requirements for fixed levels of assess-
ment except for specifying the minimum
astessment rafio (i relation to market
value) below which assessments may not
drop, and use for equalization and measure-
ment purporés the annual aisessment ratio
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studies conducted by their State supervisory
agencics, as follows: .

(a) The determined average level of
assessment in each of a State’s assessment
districts would provide the basis for tax
equalization in ltaxing districts located in
maoré than one assessment didrict and fnr
equalizing State grants for schools and simi-
lar purposes.

{b) The determined fipures for the mar-
ket value of taxable property in each taxing
district would be the base for all regulatory
and par:'.i'.ﬂf lax gxempﬁm: praa-i:farr.: nare
related to assessed valuations or valuations
equalized at fractional levels,

Recommendation No. 6. In conjunc-
tion with adoption of the foregoing course
of action, a State showld conduct a thorough
re-evaluation of all regulatory and partial
tax exemption provisions that have been
related to amsessed valualion, consider the
desirabulity of their conlinuance from the
point of view of sound policy, and for any
that may be continued, make such adjust-
ments as are called for by the new market
value relationship,

Recommendation No. 7. Because there
15 a tendency for nonuniformity of assess-
ment to increase when properly is assessed
at low frachions of full value, il is impor-
tant to use as high a floor asis feasble in set-
ting minimum assessment lepels.

Restraining the Property Tax Give-Away
Syitem

The States have long had a propensity,
which is continuing, to fritter away the
property tax base by concealed subsidies in
the form of special tax exemptions to pro-
mote private causes of questionable public
importance, provide welfare aid, advance
undertakings for social and economic re-
form, and reward public service. Typi-

cally these special tax exemptions are man-
datory upon local taxing jurisdictions; they
have to be honored by them, regardless of
their revenue cost or the preference of the
particular community. The utilization of
exemption from property taxes without re-
gard for the secondary effects thereof has
advanced so far in redistributing the prop-
erty tax burden that a re-examination of
this device is needed.

The indirect subsidies thus conferred on
various taxpayers do not appear on a State’s
budgets or accounting records, and thus tend
to receive approval with much less scrutiny
than appropriations for the same purpose
would be subject to. They appear, in a
bookkeeping sense, to be without cost to the
State and local governments; they do, in
fact, impose a forced expense on the taxpay-
ers to whom the burden has been shifted,
complicate the work of the property tax
administration, and progressively weaken
the property tax system,

Recommendation No. 8. In order that
the taxpayers may be kept informed, cach
State should require the repular assessment
of all such tax exempt property, compilation
of the totals for each type of exempiion by
taxing dutricts, computation of the per-
centages of the assessed valuation Thus ex-
empt in each taxing district and publication
of the findings., Such publication should
alse present summary information on the
function, scope and nature of exempled
aclivities.

Recommendation No. 9. Ouiright
grants, supported by appropriations, ordi-
narily are more in keeping with sound pub-
lig policy and financial management, more
economical, and more equitable than tax
exemptions and should be used in preference
to the latter, with allowance for such excep-
tions as are clearly indicated by the public

11



THE ROLE OF THE STATES IN ETRENGTHENING THE PROFERTY TAX

interest, No tax exemption for secular pur-
poses should be initiated or continued which
would not be justifiable as a continuing
State budpet appropriation.

Recommendation No. 10. In the in-
stance of mandatory tax exemplions exlend-
ed to individuals for such purposes ar per-
sonal welfare aid and expressions of public
exteem, the States should reimburse the lo-
cal communilies for the amounts of the tax
“loss.”

THE PLACE OF THE PROPERTY TAX
IN THE STATE-LOCAL TAX SYSTEM

In recent decades the great majority of
the States withdrew largely or entirely from
State use of the property tax. This devel-
opment added materially to the tax re-
sources of local governments but also cre-
ated a new problem and left an old one un-
solved. The new problem was how to over-
come the tendency of the States to skimp
their share of property tax admistration,
Many legislatures were reluctant to appro-
priate funds for the administrative super-
vision of a tax that produced little or no
State revenue, seemingly oblivious of the
fact that weakening of the property tax
through local mismanagement would in-
crease the demand for State fiscal aid from
other revenue sources,

The unsolved problem was how to mod-
erate the uneven distribution of the property
tax load throughout the State. The States’
widespread relinquishment of their use of
the tax provided more local revenue, but
with a distribution that gave more to the
affluent and less to the needy community.
Az the cost of local government increases,
it emphasizes the fact that the relation be-
tween local taxable resources and local gov-
ernment needs tends to vary widely among
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a State’s communitics, making the property
tax burden abnormal for some and subnor-
mal for others.

While complete statewide equalization of
the property tax load would be impractical
and undesirable, moderation of gross ine-
qualities arising from unequal fiscal abili-
ties 15 a State responsibility that requires in-
creasing attention.  First, statewide depend-
ence on the property tax tends to be
strengthened by elimination of scattered
peak-tax-load trouble spots.  Second, every
State is under the necessity of maintaining
statewide minimum standards for certain
vital local public facilities and services de-
spite the fiscal imability of some areas
Third, leaving this problem for attempted
solution by local gpovernments merely adds
to its ramifications, since local governments
resort to protective devices that tend to
generate more, rather than less, inequity,
They carry on interlocal economic warfare
through competitive underassessment ; they
help to create tax havens for coneentrations
of industry; and small suburban communi-
ties engage in protective planning and zon-
ing that may be a deterrent to sound land
use planning for the well-balanced eco-
nomic development of the metropolitan
areag in which they are located.

How to modify these inequalities has re-
ceived some attention in numerous States,
notably by such means as shifting local func-
tions to broader jurisdictions (such as con-
solidating school districts ), developing com-
pensatory aid programs (mainly founda-
tion school programs), and, in a few States,
levying a statewide property tax for local
use.

The levy of a statewide property tax for
local use would aid in the solution of the
problems summarized above, for it not only
would give the States a stronger interest in
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the status of the property tax, but should
tend to lessen local resistance to the States’
proper exercise of their authority to regu-
late local tax administration. Moreover,
use of the State as a taxing district for the
levy of a tax, on the State determined mar-
ket value of all taxable property, for dis-
tribution to local governments in such
manner as to help equalize the cost of
providing basic local services at required
standards would have an automatic tax-
equalizing effect, limited, of course, to the
scope of the State tax.

Whether or not the property tax is used
for State purposes, it requires an established
position in State financial planning.  Since
the State and its localities share one govern-
mg job, with the State responsible for deter-
mining the local share of this role and
providing adequate means for its fma.t‘n:mg,
State financial planning necessarily must be
in terms of the overall revenue structure.
If the concentration is on State purpase rev-
enue with local revenue needs receiving only
emergency attention from time to time,
there is likely to be no carefully weighed,
clear determination of the appropriate role
of the property tax in the overall revenue
system, and decisions will tend to be made
on the basis of popular prejudice and the
efforts of self-seeking pressure groups,

Recommendation No. 11.  Both the leg-
iflative and executive branches of the State
governments should study the property tax
as consistently as the olher major sources
of State-local revenue and treat it ay an
integral part of overall State and local finan-
cial planning. Adequate provision should
be made for continuing study and analysis
in the research divisions of State tax com-
missions and tax depariments and by the
interim lax study committees, legislative
councils, and legislative reference bureaus

of State legislatures, with workable Latson
arrangements.

ORGANIZING FOR EFFECTIVE
ASSESSMENT ADMINISTRATION

State responsibilities include not only the
provision of an administrable tax but the
means for its efficient and equitable admin-
istration. By far the most difficult and de-
cisive function in the administrative process
is the assessment of property for tax pur-
poses. The conduct of this function is
acceptable only when there is reasonable
uniformity of assessment in all assessing dis-
tricts throughout a State, both within and
among all classes of taxable property. To
safeguard the future of the property tax,
all States face the necessity for raising the
statewide quality of assessment to the high
standards demonstrated to be feasible in
SOINE ASSESSING areas.

The achievement of this goal is primar-
ily a matter of personnel, organization, and
equipment. Once there is recognition that
the assessment of property for taxation is
a technical administrative function which
can be performed competently only by well
trained specialists using all of the appropri-
ate tools and techniques, the prerequisites
for success in any State become inescapahly
clear, The solution of the assessment ad-
ministration problem calls for professionali-
zation of the assessment function and devel-
opment of an administrative organization
within which the professional staff can work
effectively and which permits efficient state-
wide coordination,

There are three possible methods of
organization:

l. Complete centralization of property
tax administration, with each local govern-
ment levying the amount of taxes that it

13
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wishes and the State providing professional
services for administering the tax,

2. Complete centralization of assessment
administration, with the valuations certi-
fied to local officials as the basis for their
billing and collection of taxes.

3. Well coordinated joint State-local
admimstration.

The first alternative is followed presently
by Hawaii. The second alternative has
received consideration in a few States but
none has as yet adopted it in full.  Joint
State-local administration is the prevailing
procedure in most States, with coordination
that meets with varying degrees of success,
State assessment of all property, with more
inclusive centralization when dictated by
the advantages of central data processing
methods, offers sufficient potential benehts
to justify serious consideration of its adop-
tion by every competently poverned State.
The alternative—continuation of  joint
State-local assessment  administration—
needs drastic modernizing and strengthen-
ing to make it work well.

Any State which has demonstrated com-
petence in its general State administrative
organization and performance should be
able to conduct the assessment function
with satisfactory results; but the agency
designated or created for this purpose
should have stature in the State’s adminis-
trative organization that conforms with the
importance and high professional require-
ments of the job, and should have the same
kind of organization and control that safe-
guards the integrity of the other well orga-
nized, professionally staffed, skillfully di-
rected administrative agencies of the State.
For assurance of continuing high-quality
performance the agency should be required
to publish clearly informative statistical
evaluations of the quality of its work, which
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also should be subject to periodic independ-
ent audit.

Recommendation No. 12, Centralized
assersment administration, with more in-
clusive centralization when dictated by
eficiency, should be considered for Himme-
diate adoption by some States and for ulti-
mate adoption by most States. It offers
an uncomplicated and effeclive means of
obtatning uniformly high-standard assess-
ing throughout a State by the use of an
integrated professional staff following stand-
ard methods and procedures under central
direction,

Improving  fJoint State-Local Adminis-
tration

States not prepared to move toward
centralized assessment administration will
generally find substantial scope for strength-
cning their system of joint State-local
administration. The continuance of medi-
oere to poor assessing in wide sections of
the Nation discloses that there is something
wrong with the century-old system.  Most
of the recent efforts to improve the quality
of property assessment have concentrated
on making the joint system work better.
To knit this two-level system into a well-
coordinated smoothly-functioning organi-
zation is a baffling undertaking, but it ap-
pears to be feasible if a State is willing to
recognize the prerequisites and follow them
faithfully. The resulting operation, how-
ever, will be more complicated and difficult
to manage than a system of complete cen-
tral assessment and it will have to desecrate
almost as many sacred traditions as would
the adoption of the latter system.

The prevailing pattern for State-local
property tax administration, subject to in-
numerable variations, 15 (1) an aggregation
of local assessment districts responsible for
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the bulk of the primary assessing; (2) usu-
ally an aggregation of local or county boards
of review: (3) sometimes an aggregation
of county boards of equalization; and (4)
a State agency or agencies responsible vari-
ously for supervision of local assessing, pro-
vision of technical aid to local asscssors,
hearing taxpayer appeals, interarea equal-
ization of assessments, central assessment of
some classes of property, and valuation
research.

These systems are worthless and a waste
of money unless they produce primary as-
sessing of all taxable property with a rea-
sonable degree of uniformity. No State
can hope to achieve this goal unless
its systemn meets substantially the follow-
ing requirements for good administrative
managermnent :

1. A well-coordinated State-local admin-
istrative organization with a central direct-
ing authority.

At the State level the requirement is for
the State's share of the administrative re-
sponsibilitics to be vested in a single agency
professionally organized and equipped for
the job, with adequate powers of supervi-
sion and regulation clearly defined by law.

At the local level the requirement is for
assessment districts so organized and staffed
as to make competent local asessing fea-
sible and the setup efficiently regulatable.
There needs to be sufficient integration of
the two levels to produce good teamwork.

2. A completely professionalized assess-
ment personnel, with compensation and op-
portunity for advancement adequate to
attract and hold qualified peaple.

3. A workable apportionment of two-
level assessment responsibilities, with care-
ful coordination of assessment standards
and procedures.

Recommendations for Orgamization

Recommendation No. 13, The geo-
graphical organization of cach State’s pri-
mary local assessment districts should be re-
constituted, to the extent required, to give
each district the size and resources it needs
to become an efficient assessing unit and to
produce a well-ordered overall structure
that makes successful State supervision
feasible.

No assessment district should be less than
countywide and when, as in very many
instances, counties are too small to com-
prise efficient districts, multicounty districts
should be created.

All  overlapping assessment  districts
should be abolished to eliminate wasteful
duplication of work,

Recommendation No. 14, The State’s
share in joint State-local assessment admin-
istration should be vested in a single agency,
professionally organized and equipped for
the job, and headed by a career administra-
tor of recognized professional ability and
knowledge of the property tax and ifs ad-
ministration.

In States in which tax administration i
coordinated in a central tax department,
the agency should be a major division of
that department; in States where organi-
zation for tax administration is diffused, the
agency should be given due prominence as
a separate department or burcaw. Under
the laiter condition, particularly when
stromg central executive control i5 lacking,
it may be desirable to have the career ad-
ministrator serve under a multi-member
commission appointed for overlapping
terms.

The agency should be responsible for
assessment supervision and equalization, as-
sessment of all State assessed property, and
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valuation research, with adequate powers
clearly defined by law.

Under the organization recommended
above, and with the professionalizing of ap-
praisal personnel and concentration of the
functions of supervision and equalization in
a central State agency as proposed i the
following sections, there is no place for sep-
arate ex officio or otherwise constituted lo-
cal and county boards of review and boards
of tax appeals or county and State boards
of equalization serving administratively as
part-time supervisors. Effective agencies,
however, will continue to be needed to sat-
isfy the taxpayer's right to a hearing under
due process of law.

Professionalization of Personnel

Given a statewide pattern of assessment
districts that meets the foregoing standards,
there remain problems of administrative or-
ganization and staffing. The local assess-
ment agency may be a department or bu-
reau in the administrative structure of a
county government or an agency of a multi-
county assessment distriet. Heading the
agency i the assessor, with a small staff in
an agency of minimal size, a sizable and
complex staff in a large agency. Irrespec-
tive of the size of the agency, the assessor
and his appraisal staff must be professionally
qualified for their responsibilities.

Recommendation No. 15. The State
supervisory agency should be empowered
ta establish the professional gqualifications
of astestors and appraisers and certify can-
didates as to their fitness for employment
on the basis of examinations given by if or
of examinations salisfactory to it given by
a State or local personnel agency, and to
revoke such certification for good and suffi-
cient cause.
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No person should be permitied to hold
the office of assessor or to appraise property
for taxation who is nol thus certificd.

Recommendation No. 16, All assessors
should be appointed to office, with no re-
quirement of prior district residence, by the
chicf executives or excutive boards of local
povernments when aisessment districls are
coextensive with such governments and by
the legally constituted governing agencies
of multicounty districts; they should be ap-
pointed for indefinite, rather than fized,
berms; and should be subject to removal
for good cause, including incompetence, by
the appointing authorities,

Professionalizing the assessing function
means more than making positions appoint-
ive and requiring qualifying examinations
and certification. The work is challenging
to persons of ability, but te be able to reeruit
and hold such people it must be made pro-
fessionally attractive by adequate salaries
and opportunity for advancement in com-
pensation and responsibility.  Statewide
professionalization, with opportunity to
move upward to the highest posts in the
State-local system, offers a good foundation.

Recommendation No, 17, Te aveid ob-
struction to the local recruitment and reten-
tion of competent professional personnel, the
State legislatures should not set, or place
fimits on, salaries paid certified local asses-
sors and appraiters,

A local assessment district, in order to
function eompetently, must have not only a
trained staff but an adequate staff, measored
by the scope and character of its assessing
responsibilities. In instances where the
services of a special technician are needed,
but not on a full-time basis, the district may
be able to meet the situation mast economi-
cally and efficiently by retaining the part-
time or temporary services of a specialist on
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the staff of the State supervisory agency on
a service-at-cost basis.

Recommendation No. 18, The State
legislature should prescribe, or authorize
the State supervisory agency to prescribe,
and in either case authorize the agency to
enfarce, minimum professional staffing re-
quirements in all local assessment districls;
and the legislature should authorize the
supervisory agency and any local district to
enter inlo agreements under which the
agency will provide the district with speci-
fled technical services.

The cost of the efficiently organized and
pru[minnalh' staffed system for jr:lint State-
local assessment administration recom-
mended above will tend to be higher than
that for most State supervisory agencies and
the great majority of local assessment dis-
tricts as presently constituted. This is a
price that must be paid for rehabilitating the
assessment process in the many areas in
which it is undependable and unjust, but
there should be more than offsetting com-
pensation in the strengthening of State and
local government and more equitable treat-
ment of taxpayers.

Apportionment of Assessing Jurisdiction

In the great majority of States some prop-
erty is State assessed, mainly the operating
property of public service enterprises and
various types of intangibles, but in some
States also mines, minerals, timber, indus-
trial plants, business tangible personalty,
and the like. Under any well devised sys-
temn of joint assessment administration, the
division of responsibility for assessment of
the several classes of taxable property would
be based on principles of efficiency and econ-
omy, and would be drawn clearly to avoid
confusion and uncertainty. We are here
concerned, it should be remembered, with

the division of responsibility for assessing
property and no inference is intended with
respect to the distribution of revenues from
property taxes,

Among the classes of property which are
more suitable for central than local assess-
ment are: property of a type customarily
located in more than one local aszsessment
district that does not lend itself to piece-
meal appraisal, such as public utilities;
complex properties of material value but of
insufficient number in some or all local dis-
tricts to justify the local employment of full-
time appraisal specialists, such as mines, oil
and gas wells, possibly industrial plants;
propertics for which the central agency, be-
cause of its more ready access to the data of
State and Federal regulatory and fiscal
agencies, and other similar reasons, is better
situated to discover and value, such as in-
tangibles, some classes of business tangibles,
and migratory property constantly moving
in and cut of the State; and properties hav-
ing a statewide standard of value which are
readily discoverable by the central agency,
obviating needless duplication of appraisal
{for example, whiskey stored in bonded
warehouses, centrally assessed in Kentucky
and Maryland),

Recommendation No, 19. State assess-
ment should be extended to all property of
types: (1) which customarily lie in more
than one district and do not lend themselves
to piecemeal local amsessment; (2) which
require appraisal specialists beyond the
economical scope of most local district
staffs; and (3) which can be more readily
discovered and valued by a central agency.

Any blurring of the allocation of assessing
jurisdiction contributes to administrative
disarray and may either confuse the tax-
payer, add to his cost of compliance, or give
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him opportunities for evasive tactics.  Such
conditions tend to develop when, instead of
allocating responsibility for all property of
a type, distinction is made for such factors
as size, or components of the same property
are divided for State and local assessment.

Recommendation No. 20. The division
of assessment jurisdiction belween State
and local agencies should be clear both to
taxpayers and assessors.

EFFECTIVE STATE SUPERVISION
AND COORDINATION

Any widely decentralized operation needs
central supervision and eoordination to pro-
duce a uniformly standard product. Ewven
if a State has a geographically efficient local
assessment district organization, with each
district adequately staffed with professional
personnel, the key to uniformity of assess-
ment on a statewide basis is a capable cen-
tral supervisory agency with all appropriate
powers and facilities.  If the local arrange-
ments are not all that they should be, the
State needs a strong central agency to do the
best it can with what it has to work with and
to help plan ways and means of improving
the cxisting setup.

In working toward the goal of good-
quality assessment on a statewide basis, any
State and its supervisory agency are fortu-
nate if there are some local assessment dis-
tricts already meeting high standards and
an association of local assessors with truly
professional objectives. Under these con-
ditions reasonable uniformity of assessment
already is demonstrated as feasible and there
is opportunity for competent local profes-
sional support, not only through pride in
State progress but because of mutual profes-
sional advantage. Ewen the most self-con-
tained and efficient local assessing agency,
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in little need of State technical aid, stands
to benefit in protection and progress when
its own professional standards are extended
to the entire State under careful State su-
pervision and coordination. It has less dif-
ficulty in justifying its budget requirements,
a wider range for recruitment of staff, and
better protection against competitive under-
assessment and defective interarea equaliza-
tion. Sound central supervision benefits the
State as a whole.

The Supervisory Agency and Its Functions

The top priority responsibility of the State
supervisory agency is to obtain reazonable
uniformity in primary assessing throughout
the State rather than to concentrate on
patching up mistakes in the original job.
The agency's most constructive means for
this purpose are the provision of reliable
professional information, aid and eoopera-
tion; but the agency also must have author-
ity to issue orders and ebtain compliance.
The kind of organization, staffing, facilities,
and powers that such an ageney must have
are identified best by the nature and scope of
the functions that it is required to perform.

The central supervisory agency’s four ba-
sic functions are central assessment, super-
vision, equalization, and research. For its
function of assessing State assessed property,
the agency needs skilled appraisal specialists
for each class of such property, and also the
means for drawing on the technieal skills of
other State agencies that can contribute to
the quality and ecomomy of assessment of
particular classes of property. Concentra-
tion in a single agency of responsibility for
the assessment and supervision of asesment
of all components of the general property
tax offers the most hopeful means of obtain-
ing overall mui'nmﬁty under integrated
standards.
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No central agency has a chance of
meeting its responsibilities unless it has a
well-qualified research wunit, capable of
producing a continuous flow of the facts
needed for guiding supervision, and of car-
rying on wvaluation research to improve
assessment methods and standards and find
solutions for the assessment problems that
endlessly emerge in the process of assess-
ment throughout the State. Ratio studies,
with their facility for generating informa-
tion regarding the level and quality of as-
sessment, have become an indispensable
tool for both the supervisor and the local
assessor, while a central agency providing
valuation rescarch meets a professional need
that only the largest local assessment dis-
tricts can provide well for themselves,

Central supervision, backed by adequate
research, is the key to obtaining compliance
with approved assessment standards by local
assessors  throughout the State and to
achicving at least a minimum standard of
assessment quality in every local assessment
district. There is considerable furility and
wasted expense, however, for a State to try
to supply all the essentials of supervision
to a host of small, inadequately staffed local
districts. The full efficacy of the supervi-
sory features advocated here is contingent
on the existence of a setup for local assess-
ment administration that meets the orga-
nizational and personnel standards recom-
mended above,

The supervisory responsibilities of a well
constituted central agency include, in addi-
tion to the factfinding study discussed be-
low and the field inspection and conference
that such study indicates as necessary, the
provision of tools and equipment, provision
of professional and technical services, train-
ing and orientation of assessors, and enforce-
ment of standards,

There are certain basic tools and facili-
ties without which a local assessor is unable
to function efficiently. The central agency
should have authority to provide those
which it is best zsituated to supply, and to
require local governments to provide the
others. Among the fundamentals are the
installation of accurate tax maps and suit-
able record systems. In carrying out its
responsibility for promoting uniformity of
assessment in accordance with well defined
standards, the State agency is under the
necessity of preparing, issuing, and revis-
ing periodically guides for local assessors in
the form of handbooks of rules and regula-
tions, appraisal manuals, special manuals
and studies, cost and price schedules, and
news and reference bulletins, To expedite
the vastly detailed routines of preparing
assessment rolls, tax rolls and tax hbills,
only the largest local districts can afford
their own electronic data processing equip-
ment; but it is feasible for many districts
to enjoy the advantages of automation
through the use of privately operated serv-
ice centers or the mstalled facilities of the
State government. Alert State agencies
should be guiding this development.

The provision of adequate assessing tools
needs to be reinforced by instruction and
assistance in their use. A central agency
that is able to provide adequate professional
and technical services for this purpose can
make a large contribution to the improve-
ment of primary assessing, Such services
range from answering inguiries to holding
conferences, giving general assistance and
advice, and helping with difficult assessment
problems. To provide this aid compe-
tently, a statewide field service is needed,
staffed bj-' well trained appraisers with a
broad knowledge of the assessment function
who can check first-hand in each local dis-
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trict any weaknesses disclosed by ratio
studies and give the assessors on-the-spot as-
sistance with their problems. If a State
covers a considerable area, regional offices
arc called for. Additionally the ecentral
agency needs on its staff technicians and ap-
praisal specialists who can supervise local
mapping and reappraisal projects and ap-
praise difficult types of property, under spe-
cial agreement, for individual local districts
when the amount of property involved does
not justify the inclusion of such specialists
oft the local appra:'sal staffs.

While effectively functioning examples of
the above and related forms of professional
and technical aid may be found here and
there among the States, a limitation that
appears to be common to most of such pro-
grams is the inadequacy of their facilities.
Either the authorized State supervisory staff
is too small or the established salary sched-
ule is too low to permit recruiting and re-
taining enough qualified technicians even
to keep up with requests for local assistance,
The consequences are particularly costly
when deficiencies in State supervision fail
to give some degree of permanence to the
gains from the many expensive statewide
revaluation programs which have been con-
ducted in recent years.

Recommendation No. 2. Each State
should (1) evaluate the structure, powers,
facilities, and competence of itz present
agency or agencies for Lhe supervision of
asressment administration; (2) in continu-
ing the existing setup or in creating one
more suitable, determine and establish
clearly its proper and necessary funclions,
services and powers and equip i with ade-
quate and appropriate personnel and facil-
ftier for meeting its responsibilities; and (3)
provide for continuing systematic evalua-
tion, by the legislative as well as the execu-
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tive branch, of the usefulness of the agency
and the means of tmproving its utility.

Pre-entry and inservice training of as-
sessors i5 an indispensable prereqguisite for
professionalizing the assessment function in
which State supervisory agencies have, or
should have, an important share. At the
present time mservice trainmng has two re-
sponsibilitics.  First, it tries to ground newly
clected assessors in the rudiments of their
duties, with endless and wasteful repetition
because of the turnover in elected officers.
Second, it seeks to perform the true function
of inservice training by advancing the pro-
fessional capabilities of assessors who,
through appointment or repeated reelection,
are carecr officers,

There is no satisfactory substitute for the
continuous inservice training provided by
competent, well-equipped State supervisory
agencies through their provision of tools,
personal instruction in their use, collabora-
tion in solving difficult assessment problems,
guidance in measuring and analyzing assess-
ment performance, and otherwise hroaden-
ing the local assessor’s range of professional
knowledge. Valuably supplementing such
training, and sometimes attempting 1o com-
pensate for its absence, are the extension
courses, correspondence courses, and semi-
nars conducted by several universities and
the three- to six-day assessors’ schools held
annually in about half the States. These
schools usually are joint undertakings of the
State supervisory agency, a college or uni-
versity, and the State association of assess-
ing officers, The assessors themselves,
through their State associations In a ma-
jority of the States and the International
Association of Assessing Officers, have had
an influential role in the advancement of
professional training.  Since education is a
hasic responsibility of all State supervisory
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agencies, they should be empowered to spon-
sor and encourage worthwhile programs of
these types.

When a State undertakes to establish pro-
fessional qualifications for all assessors and
appraisers, the very limited availability of
of well trained personnel is a major obstacle
that has to be overcome, The past demand
has not been sufficient to encourage much
thorough, systematic pre-entry training for
this profession and a few State supervisory
agencies and tax study commissions have
been considering how to meet this potential
need.  Desirably, the educational equip-
ment for an appraiser should include, in ad-
dition to the broad background of a college
education, a year’s internship, with special-
ized instruction, supervised field assign-
ments, and periodic examinations, which
should carry maintenance pay and good
assurance of a position upon successful com-
pletion of training, A State supervisory
agency is best situated to plan and conduct
such training.

Recommendation No. 22, In any State
establishing profersional gualifications for
assessors and appraiiers, the State super-
visory agency should cooperate with educa-
tional institutions in planning and conduct-
ing pre-entry courses of study, and should
conduct or arrange for regular mmternship
braining programs.

Egualization

Equalization, a technical term with im-
precise connotations, figures prominently in
the responsibilities of well-constituted State
supervisory agencies. In a broad sense, it
covers the entire process of producing state-
wide uniformity of assessment; but in the
type of State-local administrative relation-
ship envisaged in this study, equalization, so
far as individual local assessment districts

are concerned, is largely an integral part of
the continuous process of State supervision
and cooperation with local assessors to
achieve intra-area uniformity of assessment.
The term may be applied to such formal or-
ders for adjustment as the State agency may
find it necessary to issue to eliminate inequi-
ties within and among classes of property
and among the various areas of a local dis-
trict.

The State supervisory agency also has the
functions of equalizing average levels of as-
segsment among local assessment districts
and between the State as an assessment dis-
trict and local assessment districts. The
former of these two functions, because of
the urgeney for such equalization as a basis
for distributing State school aid, providing
equitable distribution of the tax load in tax-
ing districts served by more than one assess-
ing district, and giving more reliability to
the use of assessed valuations as a base for
regulatory and measurement purposes, has
tended in many States to receive much more
attention from the supervisory agencies than
the fundamental problem of obtaining intra-
area equalization. The latter of the two
functions also falls in the partially neglected
category.

Recommendation No. 5, relating to the
elimination of underassessment and effectu-
ation of State fiscal regulation and meas-
urement in terms of property values,
supports the State use of assessment ratio
studies for both intra-area and interarea
equalization of assessments and, eliminating
the need for assessing at full value or some
specified percentage thereofl and of the
supervisory agency to enforce such require-
ments, proposes that State determined
market value shall be the basis for regula-
tory and measurement purposes.
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Enforcement of Assessment Standards

While ordinarily local governments con-
stitute the local assessment districts and the
assessing usually is dene by local assessors
whom they choose, the local responsibility
is administration of the State asscssment
law under such supervision as the State pro-
vides,  Under the form of careful State su-
pervision here advocated, the supervisory
agency's most desirable and constructive
means of obtaining good quality assessment
in accordance with the law are competent
aid, advice, and cooperation ; but the agency
also needs the legal power to issue and en-
force orders when suggestions and recom-
mendations have gone unheeded.

Among the specific regulatory powers
which the agency should have are the fol-
lowing: (1) to issue rules and regulations
in accordance with the assessment law; (2)
to require the observance of local office and
personnel standards sct by the legislature;
(3) to require correction of clerical mis-
takes and errors in classification and exemp-
tion of property; (4) to order or institute
the assessment of omitted property; (5) to
order or institute reassessment of (a) indi-
vidual parcels or items of property, (b) in-
dividual classes of property, (c) all property
in an assessment district; (6) to order or in-
stitute equalization of average asscssment
levels among classes of property or among
the various sections of a district,

Most of these items represent responsi-
bilities now given to some State agencies;
some represent responsibilities now con-
ferred on local and county review boards.
All need to be clearly the responsibility of
the State agency in the first instance.

If persuasion fails to obtain compliance
with its orders, the State supervisory agency
must have adequate powers of enforcement
against both the assessor and the assessment
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district.  In some instances the suitable re-
course may be by court order compelling
compliance ; but the agency should have the
power to remove from office, after a hearing,
any assessor who wilfully disregards its
orders.

Substandard assessment in a local assess
ment district may be less the fault of the
assessor than of the local government consti-
tuting the district. Despite the recommen-
dations and admonitions of the State agency,
the local governing body may still fail to
comply with the minimum standards for
asesing tools, facilities and personnel, fail
to make adequate appropriations, or other-
wise seriously obstruct the work of the
assessor. A few States try to meet noncom-
pliance with supervisory agency orders
uncompromisingly by such means as with-
holding part of the State school aid, but this
hardly can be said to “make the punishment
fit the erime.”

Local weak spots of this character, in
otherwise good statewide assessment per-
formance, are likely to develop and become
chronic unless a clear-cut and effective
remedy is provided. Probably the surest
remedy, for a State that is seriously intent on
establishing and maintaining pood asses-
ment standards on a statewide basis, is for
the legislature to set the low boundary of
assessment performance that it will tolerate
and require that any district whose assess-
ing falls below this level for more than a
specified period of grace shall have its as-
sessment  administration taken over and
conducted by the State agency at the
district’s expense.

The efficacy of this plan depends on a
specific mandate to the State agency from
the legislature, including the spelling out of
criteria to guide that agency’s action.
Legislative action necessarily would be
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based on thorough study, analysis and test-
ing, with the aid of the supervisory agency
and other consultants, of the standard of
assessing that is clearly feasible of attain-
ment throughout the State.  The take-over
signal might be, for example, a combination
of (1) failure to maintain adequate tax
maps and records systems, (2) failure to
meet minimum personnel requirements, and
(3) assessments disclosing an index of in-
equality clearly in excess of a specified level
of tolerance.

Recommendation Neo. 23. To guard
againit weak spots among local assessing
districts and to assure that assessing through-
out the State meets at least acceptable
minimum standards, each State should
determine by therough research the mini-
mum level of acceptable assessment per-
fermance that can be tolerated, and require
the State supervisory agency to provide for
appropriate aisessment administration, at
district expense, in those local districts that
fatl to meet the minimum standard. *

FACTFINDING, ANALYSIS AND
PUBLICITY

Without a continuous flow of carefully
analyzed facts about the utilization of the
tax and the quality of assessing throughout
all taxing and assessing districts, neither the
legislative nor the executive branch of a
State government can determine with as-
suranceé what changes in tax policy and

*Zenator Muskle did pot concur believing that the
variety of fuctors cauding poot assessment performance at
the bocal level makes it undesirable for the State super-
visory agency to rely exclusively en thie severe corrective
actinn, He felt that smveral techmigues—seme diseiplinary
and some stimulative—should be part of the State agency's
arenal of remedial powers,  Flexibility and a pescticsl
awareness of the special problems of each individual cose,
in his view, should characterize the effarts af any such

sgesey la s atiesnpt &6 upgrade local property eax
adrEinistrason.

administration may be needed. One of the
best weapons that a State has to strengthen
the property tax, moreover, is a well
informed public, thus the information
gathered and analyzed for State use should
be made available to the people in clearly
understandable form.

Recommendation No. 24. The Siate
agency responsible for supervinon of prop-
erty tax administration should be em-
powered to require assessors and other loval
officers to report to it data on assessed valu-
ations and other features of the property
tax, for such periods and in such form and
content as it prescribes, in adequate detail
to serve ils needs for supervinon and study.
The agency should be required to publish
meaningful digests of such data annually or
biennially.

Through the development of scientific
sampling and data processing, there has be-
come available to the States an expeditious
means of ascertaining the level and quality
of assessing in all local assessment districts—
the use of assessment ratio studies. The
potential uses of such studies for State super-
visory agencies, local assessors, and property
taxpayers are numerous and valuahle, in
improving the quality of assessment, facili-
tating equalization, and helping the tax-
payer protect himself against inequitable
assesEment.

Recommendation No. 23, The State
superpisory agency should be required to
conduct, annually, comprehensive aisess-
ment rafio studies, in accordance with
sound statistical procedures, of the average
level of assessment and degree of uniformity
of astessment overall and for each major
class of property, in all assessment districts
of the State. The agency should be re-
quired to publish the findings of each study,
both as to the quality and average level of
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assessment, in clear, readily understandable
form.

Each State, in its compilation and analy-
sis of facts respecting the property tax, finds
it exceedingly informative and useful to be
able to make comparisons with similar data
from other States. Obviating the need for
each State to undertake, in order to satisfy
its own requirements, the laborions process
of gathering and adjusting to & comparahle
basis such data from other States, are the
services of the U.S. Bureau of the Census.
Thiz ageney, in addition to its valuable na-
tionwide reporting of property tax data
with a careful regard for interstate com-
parability, is contributing importantly
through its assessment-sales ratio studies to
comparative measurement of the varying
levels and quality of assessing throughout
the States.

Recommendation No. 26. The Siates,
for their mutual benefit in obfaining com-
parable interstate information on the prop-
erty tax, should take all feasible steps to
facilitate this function of the Census Bureau,
particularly by improving and standardiz-
ing their own collection, compilation, and
analysis of essential data.

REMEDIES FOR THE TAXPAYER

The taxpayver's first line of defense
against inequitable assessment is the com-
petent organization and procedure for good
quality primary assessment that have been
emphasized in previous sections, but he 13
entitled to effective remedies when he has a
grievance, The State tax laws specify that
assessments shall be uniform, at least with-
in classes of property, and under the equal
protection clause of the Fourteenth Amend-
ment the taxpayer is entitled to fair treat-
ment in the apportionment of the tax bur-
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den; but in most States the review and
appeal procedures give him inadequate
protection.

In many States the hierarchy of admin-
istrative and judicial review and appeal
agencies for the protection of the property
taxpayers is elaborate; but actual protec-
tion under the various systems 15 illusory
because, first, the tribunals to which the tax-
payer must appeal are not well constituted
and staffed for the purpose and second, the
burden of proving his case is too onerous
and costly. The small taxpayer, in particu-
lar, is helpless if he has no simple, inex-
pensive, and dependable recourse. While
numerous States have been undertaking to
improve assessment admmastration by such
means as better State supervision, better
training for assessors, statewide revalua-
tions, experimentation with fractional as-
sessment, and the use of assessment ratio
studies for equalization purposes, they have
tended to ignore the need to improve the
procedure for assessment review and appeal.

A few States, however, have pioneered in
devices specifically designed to provide the
taxpayers with effective remedies and a few
State courts have pointed the way to reme-
dial action. While most of these develop-
ments have been too recent to permit evalu-
ation of their efficacy in practice, they have
been directed clearly to the removal of one
or more of the basic weaknesses in the re-
view process, namely: {a) most local review
boards have less knowledge of assessing and
less access to assessment information than
the assessor himself; (b) many local review
boards are given supervisory as well as
guasi-judicial duties, placing on these
usually part-time and ex officio agencies a
professional responsibility for which they
are not equipped and tending to create a
diffusion of supervisory responsibility be-



CONCLUSIONS AND RECOMMENDATIONS

tween local and State agencies; {c) the
great majority of State review agencies are
given an incompatible dual role, one of ad-
ministration and supervision and the other
of reviewing the performance for which
they are responsible; (d) in judicial review,
the courts are reluctant to interfere in ad-
ministrative processes, the judges usually
are not cxpert in assessing property, and the
procedure is complicated, expensive, and
impractical for the average taxpayer; and
{e) when assessing is done at a level other
than that preseribed by law or fails to fol-
low any one discernible level, the assessing
process becomes a mystery to the taxpaver
and his task of proving discrimination be-
comes virtually impossible.

Recommendation No. 27, The pres-
ent  administrative-judicial  hierarchy of
agencies for apessment review and appeal
in mast States should be objectively evalu-
ated and reconstituted, as necessary, to pro-
vide the remedies to which the taxpayers
are entitled, but do not now recetve, under
the uniformety provisions of State laws and
the equal protection clause of the Four-
teenth Amendment.

Recommendation No, 28, The review
machinery should have a two-level organi-
zation, with both the local and State agen-

cies serving only an appellate function and
being professionally well staffed for that
purpose; the State agency—either an ad-
ministrative board or a tax court—should
be separate from any State agency for prop-
erty tax adminisiration, should be an appel-
late body to hear appeals from decisions of
local review agencies and from central as-
sessments by the State supervisory agency,
and should include a small elaims divison
with simple, inexpensive procedure; ap-
feals from the State agency, bul on gques-
tions of law only, should be to the supreme
court af the State.

Recommendation No. 29. To aid the
taxpayer in proving discrimination in his
assessment, (1) the State supervisory
agency should be required, following sound
statistical procedures, to make and publish
the findings of annual assessment ratio stud-
ies which, in addition to serving the pur-
poses of supervision and equalization, will
inform the taxpayer of the average level of
assessment in his district; and (2) the legis-
fature should provide that the assesiment
ratios thus establithed may be introduced
by the taxpayer as evidence in appeals to
the review agencies on the issue of whether
his assessment is inequitable.
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Chapter 3
THE NEED FOR A MANAGEABLE TAX STRUCTURE

A vast amount of discussion and effort are
being expended to improve the administra-
tion of the property tax. All of this is en-
couraging but would be doubly so if more
were being done to provide tax bases that
are within the ability of the assessor to cope
with and tax laws that can be administered.
Many States have made progress along these
lines, but others seem to have a lingering
hallucination that virtually every class of
property can be discovered and valued by
the assessor and that poor tax laws can some-
how produce good administration,

Thus improving administrative organiza-
tion and procedure is only part of the job of
strengthening the property tax. The law
itsell needs to be made more readily admin-
istrable. Ohbsolete constitutional provi-
stons and archaic, fuzzy property tax laws
need a complete overhauling to assure a tax
that imposes no serious obstacle to forth-
right and equitable administration. The
law also should not incorporate gross in-
justice in its provisions and should safeguard
the rights of the taxpaver in fact as well as
in theory; but as Prof. E. R. A, Seligman
observed a half century ago:

Omn all sides we are realizing the fact that the
question of efficiency i3 scarcely, if at all, subordi-
nate to the guestion of justice. Or, let me put it
rather in this way: that however well justified, and
bowever thoroughly calculated to promote the ends
of justice & given scheme may be, unless its admin-
Birative features are so arranged as to make it
workable, the beneficent aims are bound to be frus-
trated ; and a half-way good measure which is ad-
minisiratively unobjectionable frequently turms out

to be far superior to an ideal scheme which ulti
mately discloses sericus faults in its administrative

aspects.t
THE PROPERTY TAX BASE

A basic question for which there is no
unanimous answer is what classes of prop-
erty should be taxed. Nearly a hundred
vears ago the virtually all-inclusive general
property tax had come into general accept-
ance, with its rules of uniformity and uni-
versality incorporated into many State con-
stitutions to assure their permancnce.
There was immediate and substantial ero-
sion of this pretenticus tax base; but it was
mainly administrative rather than legal, by
local assesors faced with a hopeless task.
By the turn of the century the general prop-
erty tax was under violent attack and taxes
on intangible personalty and some classes of
tangible personalty were being denounced
as inequitable and unadministrable. How
to salvage the property tax system became a
serious concern of many tax specialists and
civic and political leaders, and numerous
remedial measures were proposed—and
have continued to be proposed.  From time
to time the State legislatures and the voters
have acted on one or another of the sug-
gested reforms, in some instances with
markedly beneficial results; but some cur-
rently urged property tax reforms arc so
reminiscent of the recommendations of a

"B, R. A, Seligean, Erayr i Toaxation, Sth edition,
Macmiflan, 1913, p. 532,
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half-century ago as to mark the resistance
to progress of this maligned tax institution
with its cherished weaknesses.”

Since each State has had the responsibil-
ity for coping with its own property tax
problems, the modifications and changes
that have been made have followed no uni-
form national pattern and there are as many
property tax systems today as there are
States. The present scope of the general
property tax ranges legally from broad cov-
erage of real property and tangible and in-
tangible personal property in a few States to
exclusion of all classes except real property
in a few others. Between these extremes
the States have engaged in numerous gra-
dations of erosion of the general property
tax; some have classified property within the
general property tax structure (o permit tax-
ation of the several elasses at varying rela-
tions to value; others have withdrawn cer-
tain classes of property from the general
base for special ad valorem taxation. No
two States are in full agreement as to what
the tax base should be, and the four States
which have narrowed the base to real prop-
erty—Delaware, Hawaii, New York, and
Pennsylvania—differ as to what this class

® At ity first annaal conference, In 1907, the National
Tax Association dealt harshly with the praperiy tas, par-
ticularly the tax on personzl property, asd = 1910 it re-
Hecked the ﬁndin.p of & special stady commities in & reso-
latien “That the lailure of the general propesiy tax, in it
application 1o personal property, is dus to the Inherens
defects of i thoory; that even reasonably fair and efes-
tive adminisiration i wrattainabile; and that attempts to
strengthen swch administratlen simply accentuate the in-
eqjualitics ansd wnjust aperation of the system.™  Forty-twa
years later, in 1952, apother comemitize of the Association,
appainted to study the personal property tax, was reporis
ing ket “The problem of how to tae properiy effectively
ar the alternative guestban of what to substitute for such
taxadsan if it be abandoned s & perennial cnie in Seate and
bocal gowernment finknce,”  (National Tax Association,
“Interim Repost of she Committes on Personal Property
Taxation on the Taxaticn of Tangible Personal Properey
Used in Business,” Proceedings, 1952, p, 76.)
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includes® This bewildering medley of taxes
does have the unifying features of being
“taxes conditioned on ownership of property
and measured by its value” and of having
some continuing problems that are more or
less common to all the States,

Periomal Property Tax Problems

The laws of well over one-half of the
States still provide for taxing intangibles an
an ad valorem basis but in only 11 of these is
this elusive class of property subjected to the
general property tax. The others impose
special property taxes at low, fixed rates or
classify such property for assessment at low
percentages of full value, This palicy aveids
a tax that might take most of the income of
some intangibles and mitigates the injustice
which may arise from double taxation that
oceurs when representative property is in-
volved ; but it also has the hopeful purpose of
inducing the property owner to make a full
declaration of his bank accounts, stocks,
notes, bonds, etc.  The theory is that he will
lie less if the penalty for honesty is reduced.

The ad valorem tax on tangible personal
property in its broadest form is a very san-
guine type of tax in what it anticipates both
from the administrator and the taxpayer.
Its heterogeneous coverage ranges from
household goods and personal effects
through movable machinery, equipment,
and furmnishings used in manufacturing and
trade, manufacturing and commercial in-
ventories, agricultural products, livestock
and farm machinery, and equipment for
transportation and communication. Not
fastened down like real estate, much of this
type of property has great mobility, raising
complex questions of situs and allocation

" Pemnsylvania has a eousty tax of 4 mills per dollar on
intangibles and its tax laws st earey & lictle wsed tax on
the valwe of occupations,
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for taxation as well as the obvious problem
of collection. The assessor, in his task of
identifving the property owners, discovering
and listing the property, and determining
values, necds many skills and techmiques
other than those of the real estate appraiser,
including some talent as a detective and a
clairvoyant. Maost States have narrowed the
base for taxing tangible personalty at least
in a limited way by exeluding weak or popu-
larly disliked elements of the base, providing
partial exemptions of a few hundred dollars
to eliminate small items, or developing a
systern of classification. Some States have
restricted the base largely or entirely to
property used in business.  In a majority of
the States, however, the existing systems are
still less respected and less productive than
they should be.

One of the conspicuous features of many
persenal property tax systems is the extent
to which they have become legal fictions. In
some States the difference between what is
taxable and what is taxed appears to be
strangely wide, The legal tax base is suffer-
ing extralegal erosion through administra-
tive nonfeasance and what may be called,
euphemistically, taxpayer noncooperation.
Where, a5 in Illincis, the constitution still
requires the taxation of intangibles at the
full ad valorem rate, tacit or cven judicial
sanction for extralegal exemption or classi-
fication is quite understandable; but extra-
legal exemption extends also to wvarious
classes of tangible personalty in numerous
States, The value of business inventories
may shrink mightily for tax purposes, the
amessor may be able to find only a fraction
of the number and value of livestock dis-
covered by the census enumerator, and ad
valorem taxation of household goods and
personal effects remains in the laws of some

States even when such property receives only
nominal attention in tax administration.*

The Sham of Self-Assessment

The traditional dependence on self-assess-
ment is a main generator of the hiatus be-
tween taxable and taxed property. Some
kinds of personalty are relatively easy for
the assessor to dizcover and also not unduly
difficult to value if he has available the nec-
essary guides; but for many types of tangible
and intangible personalty the assessor de-
pends on the returns which all owners of tax-
able personalty commoenly arc required by
law to make. The assessor may mail out de-
tailed forms to a carefully compiled list of
property owners, he may have such forms
available on request, or he may rely on such
returns as the property owners happen to
submit. The property owner's declaration
is likely to include only those items of which
the assessor is presumably aware and to carry
a valuation that is judiciously nominal. The
assessor may accept it without much effort
to check on its accuracy, possibly try to com-
pensate modestly for its obvious shorteom-
ings by using a higher assessment ratio than
he applics to real property, and even feel
some embarrassment at the receipt of an
honest return.  Negotiation and compro-
mise tend to play a large part in the assess-

P Fvrn where an clort @ mads o ases these clases of
property the asessors may be wrged o restrain their in-
quisithensa, In Minnesota, "Although the statste ans
thorizes pssessars to enter any bowse or boilding and wiew
it and the property therein, the Assessors’ Manwal suggests
that cupboards, chosets and drawers should not be opened
by the assessor”  [Repert of the Governor's Minmesota
Tax Study Commiiter, I‘gﬂ'ﬁ,;p.- 1589.) On the other hand,
Phillip Ceralck tells of the propes] in ane ity 86 Appre-
kend ard install as assessor a barglar who "had discovered
more diamends & one of that city's many wealthy homes
than appeared in the summary of diameads reparted for
taxation by all the city's diamond merchosts and their
patroms in & bedy.” (P, H. Cormick, "The Tax on Tangi=
ble Personnlty," ia Skould Tarer on Tangble Prrromally
be Abglirked?, Tax Institate, Tne, 1550, p. 3.}
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ment of business personalty.  These proce-
dures are not universal—mumerous com-
petent assessors use all of the means at their
disposal 10 administer the personal property
tax laws eflectively—but they characterize
the prevailing practice in widespread areas.

Under these conditions the personal
property tax is a tax on integrity.  The hon-
est taxpayer is penalized and the ease with
which the law is evaded has ereated for it
a notorious disrespect.  Something ean be
saidd, however, in extenuation of the dishon-
esty of the evader; he may feel pressure to
match his business rivals in evasion or to
protect himself against the illegal under-
assessment that the assessor applies to other
classes of property. Ronald Welch has
commented that even a well-disposed prop-
erty owner, when his instruetions from the
assessor lack precision and the local assess-
ing policy is one of indeterminate under-
assessment, “feels justified under these
circumstances in signing a statement in
which he places a low value upon his
holdings.” *

Desirable and Necessary (Goals

Strong arguments have been advanced,
time and again, for abolition of all ad valo-
rem taxation of personal property and re-
striction of the property tax to real property.
{Many of the advocates of this general pol-
icy would retain business machinery and
equipment in the tax base.) Cited in sup-
port of this program are the unadministra-
ble features of personal property taxation,
the widespread condoning of evasion, the in-
justices inherent in some of the legal provi-
sions, and the need to focus all resources on
improving administration of the tax on real

property.

*fonald B, Welch, "Batter Asserzment Admdnistration
Increases Revenue,” Municipal Finatee, Movember 1954,
p- 72
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Actually, the case for thus narrowing the
tax base is not as strong as it might ap-
pear. Personal property, no less than real
property, is part of the wealth of individu-
als; an owner of personal property is as
much an owner of property as the owner of
land and improvements. The property
tax is a tax on things, not on net wealth or
net income of persons, and when it discrimi-
nates among classes of property it favers
some classes at the expense of others,  Abaol-
ishing the tax on personal property either
redistributes the property tax, concentrat-
ing 2 heavier burden on the owners and
users of real property, or it curtails revenue
badly needed by local governments. Re-
placement revenues are increasingly difficult
to find, and in due course a State may regret
having surrendered a potentially produc-
tive tax source in preference to placing it on
a more administrable basis and supplying
it with good administration,

A more practical course, in view of these
interstate differences and disparities, and
one that must be followed without delay if
the property tax is not te become in another
20 years or 3o, as George Mitchell has pre-
dicted, “an all-but-forgotten relic of an
carlier fiscal age,” * is for each State to take
a hard, critical look at its property tax law
and rid it of all features that are impossible
to administer as written, whose honest ad-
ministration would be economically intoler-
able, which force administrators to condone
evasion, and which make taxpayer dishon-
esty a routine procedure.  For those classes
of personal property that have elusive mo-
bility and take some effort to discover, there
is need for ingenuity in replacing dead-

"G W, Mitchell, “Iz This Where We Came In?", in

Mational Tax Association, Proceedings of the Forly-Nimth
Anmusl Conferemce, [958, p. 454,
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letter provisions with taxing methods that
work.

The Factor of Feanbility

Feazibility of administration is one of the
main tests of what constitutes an acceptable
property tax base ; but feasibility is a relative
matter—heavily influenced by the quality of
administration—and the range of unfeasi-
bility tends to be exaggerated, Ad valorem
taxes on most classes of property, real and
personal, can be administered with reason-
able competence and effectiveness if a State
is willing to provide a suitable administra-
tion and back its operations with adequate
appropriations and legal powers. The myth-
ology of unfeasibility stems from trying to
administer what has become a highly com-
plex tax system by methods that were
barely adequate for the simple types of tax-
able property in the carly days of the
Republic.

There has been sufficient accomplish-
ment in a few States to support this assertion.
In its special taxation of intangibles and
claszified taxation of business tangibles Ohio
has a long and relatively successful record.
In 1931, following abolition of the constitu-
tional uniform rule for taxing personal
property, a special joint tax committee of
the legislature headed by Robert A, Taft
proposed, and the legislature adopted, a
property tax system that abandoned as a
failure the taxation of household goods and
personal belongings, concentrated on what
it believed to be equitable and productive
methods of taxing intangibles and business
tangibles, and gave the 5State a dominant
role in personal property assesment. Under
efficiently centralized and reasonably well
financed administration the State’s rather
complicated personal property tax system
has proved manageable and receives a

good measure of taxpayer respect and
compliance,”

In Marvland, which taxes most types of
tangible personalty and some types of
intangible personalty, the legislature has
succeeded in developing a strange conglom-
eration of mandatory and locally optional
partial exemptions and fractional assess-
ment bases with interlocal variations; but it
also has facilitated reasonably satisfactory
assessment of the main types of taxable per-
sonalty by giving to a well organized State
agency, the Department of Asscssments and
Taxation, extensive central assessment fune-
tions and strong supervisory authority over
local assessment.' Oregon has minimized
evasion of the tax on business inventories by
requiring the State Tax Commission to audit
annually 25 percent of all taxable inventory
accounts in each county, and each account
at least once in 5 vears, with the expense
borne equally by the State and the coun-
tics.” In both California and Wisconsin,
where much local assessing iz of superior
quality and State technical assistance is
highly eompetent, the asscssment of person-
alty is well above the perfunctory level.  In
all of the instances cited, successful personal
property assessment involves the use of spe-
cialists in this field and of all the available
means to discover, list, and value the various
types of taxable property.™

"Tha statement mut be qualifed in the imrases of
sl nxpayers not coversd by cemtral assessmens.  For
details respeciing this system see vold. 2.

* Maryland's program in State-locol integration of nss
sessment administration is reviewed inwol 2.

*This is only one of mamy developments in Oregan's
broad program of property tax rehabilitation, See waol. 2
for details,

" The Ohio Department of Taxation, lor example, ex-
amines owver 200,000 Federal income tax returns annwally
i ane of M8 means al audiling persomal property tax re-
twrms, while Kentucky, Mardand, and Olio regquire corpo-
raticas deing business in their States to supply information

on stock and bood owrerihip. The property tax on de-
posits in Ohio institutions is payable at the source,
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Thus the factor of administrative feasi-
bility does not necessarily limit materially
the effective range of the property tax base.
It need not deter a State that wishes to con-
tinue a broad tax coverage. Some States
may wish for other reasons, however, to
revise their property tax structures. A State
may clect to exclude certain types of prop-
erty because, in relation to the revenue
potential, the cost of efficient administration
is too high or the burden of compliance is
too oncrous for the taxpayer, as compared
with some altemative form of taxation. A
State may find, also, that efficient enforce-
ment of some features of its property tax
would have unjust or economically detri-
mental consequences, or that the amount of
“snooping” required would be politically
distasteful. Economic considerations are
an increasingly important factor in decisions
concerning exemption, classification and
other modification, not only for conservation
and development of a State's internal re-
sources but for protection against interstate
tax competition. Underlying all these and
other considerations that may or should in-
fluence the future character of property tax
systems, however, is the basic need, for the
sake of public respect and the protection of
honest taxpayers, for a State to abandon any
component of the property tax for which it
does not provide effective administration.
Obstacles to Progress

What with the usual vested interest in
the status quo and the people who, like Ned
MeCaslin's horse, are “capable of only one
idea at a time,” any constructive revision
of the property tax system is likely to be
difficult and slow. The new property tax
law adopted by the New Jersey Legislature
in 1960, for example, was the culmination
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of virtually continuous effort over a period
of 20 vears to remove obvious inequities in
both the tax base and assessment standards,.™
The following are among the more per-
plexing obstacles and hazards that have
troubled numerous States,

The uniformity clauses in State constitu-
tions have been a major deterrent over the
years to the efforts of legislatures to make
property tax systems more flexible and
more administrable through exemption and
classification. As Professor Newhouse has
concluded in his thoreugh and useful analy-
sis, “First, there should be unanimous agree-
ment that the so-called uniformity clauses
and their supplementary provisions dealing
with particular rules of uniformity have
produced, more than anything else, confu-
sion and litigation,” * This barrier to prog-
ress has been lowered gradually by the
amending process, and in some instances by
judicial interpretation, and a large majority
of the State legislatures now have more or
less authority to classify property for taxa-
tion; but in many instances the process has
not gone far enough.  Some States must rely
on the courts for liberal interpretation of
archaic or confusing constitutional provi-
sions while some State constitutions are
unclear as to basic policy and cluttered with
details of statutory type. The evidence of
experience is, according to many eompetent
analysts of State government and this Com-
mission, that detailed tax provisions have no
place in State constitutions, and many will

" For an analyxin of the contrevertial lsnees in this long-
evolving program see James A, Armold, Jr, Nemw [fereey
Froperey Taxer and Texr Clatsification, a report
for the Constiteticnal Copvention Awsaclation, 1960,

Wivade J. Mewhouse, Jr, Comstitatisnal Uiniformity and
Eguality in State Tawation, University af Michigan, 1938,
B TET.
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agree that “Perhaps, indeed, the time has
come to climinate the separate uniformity
provisions altogether and to rely instead
upon the broad limitations of due process
and equal protection to protect against
arhitrary exercise of the tax power” ™
Among the bizarre phenomena of the
States’ rich variety of property tax systems
i5 the extent to which they are de facto
rather than de jure systems. Many of
them, as they actually are administered,
bear a somewhat remote resemblance to
the constitutional provisions and statutes.
There are vast areas of extralegal exemp-
ton and classification, and, for example, in
the days when “tax lightning” was terror-
izing great corporations in New Jersey, it
was merely the spasmodic effort of some
local government to administer the tax law
as written. This condition is conducive
neither to high standards of administration
nor to generation of respect for the prop-
erty tax institution. The remedy is to pro-
duce a reasonable degree of identity between
the law as written and the law as adminis-
tered.  'When strict administration of some
features of the existing law would be unfea-
sible or intolerable, the lines of necessary
change in the law are clearly indicated. In
making these changes, however, there are
problems that must be rccognized and
solved as well as possible.  If weak, poorly
administered components of the tax are to
be abandoned, how is an overall loss of prop-
erty tax revenue to be avoided? If there iz
such a loss, how should it be replaced?
How are such owners, in the event of ex-

" Paul W. Kauper, in his foreword to NMewhouse, op. ail.,
P wil.  Advisory Commission on Intergovernmensal Bela-
tsorm, Sfate Comitdutiona and Stetutory Henrictonr on
Local Taring Powers, Ocrober 1963,

emption or modification of taxes on personal
property, to bear their fair share of the tax
load and to be prevented from realizing
windfall gains at the expense of real prop-
erty owners?  In the process of eliminating
inequities, de facto as well as de jure, and
thus reapportioning the tax load, to what
extent and how should the harshness of the
impact on the recipients of the higher tax
burden be modified?

Exemption and classification are potenti-
ally useful legal devices for making property
tax systems more readily administrable.
Exemption can be applied to classes of prop-
erty whose cffective administration would
be disproportionately expensive or beyond
the capacity of an inadequate asscssment
organization. Classification, by removing
inequities that generate evasion, can give
the assessor more confidence in the justice
of strict enforcement. These deviees also
have a potential for complicating admin-
istration, and sometimes for purposes for
which there is no sound justification. In
some States the long accretion of piccemeal
exemptions, some representing mercly ca-
pitulation by the legislatures to influential
pressure groups, has complicated adminas-
tration by baffling the assessor and adding
needless minutiae to his job—as when a
refrigerator is taxable in the basement but
not in the kitchen, a pig that goes to market
is tax free while a pig that stays home is
taxable, or assessments are subject to van-
ous discounts for some kinds of ownership.
In any carefully planned use of classifica-
tion as a remedy for inequities and other
ills it should be possible to foresee and avoid
undesirable administrative side effects. I
this device becomes merely the tool of pref-
erence seckers, the administrative conse-

35



THE ROLE OF THE B2TATES IN ETHRENGTHENING THE FROPERTY TAX

quences, good or bad, are likely to be purely
coincidental.™

When the tax on any class of property is
eliminated or modified there is usually a
problem of replacement invelving the inter-
ests of both governments and taxpayers.”
Offsetting revenue must be found and the
effect of any resulting shift in the tax burden
must be taken into consideration. {An ex-
ception to these requirements would occur
if lowering the tax on, say, intangibles or
business inventories made it more adminis-
trable and sufficiently more productive.)
Among the ways of handling the replace-
ment problem for local governments are:
{1} shifting the load to the classes of prop-
erty still taxed, which may be a solution of
dubious equity; {2) authorizing compensat-
ing local nonproperty taxes, feasible for
large units but impracticable for the many
thousands of small units;™ (3) authorizing

“idhea's carcfully devised Claifcation Act of 1931
privvided for the assepsment of real property at 100 per-
oent, manulscruriang and agricultural tangible personalty
at 50 percent and meost ofler tangible personaley of busis
reess at 70 percent of true valee.  Probably unanticipated
in the granting of a special dispensation to encourage
manufactaring were the many sdministrative and legal
profilems geperated by the numercus borderline-type buasi-
nesses secking a marufacturing clamification.  {See vol.
? far o review of this sitsation and the built-in obstacles
o ios simplification. )

With respect to the Minnessfa elassification Fratem,
more comprehensve than that of any eiber State, a re-
cent stisdy comenittes anld that "I i diffeult o see how
some of the clasificstion aed exemption provisiona in the
Minnesota law can be regarded as refornms.  There seems
to be mo consistent rational pattern underlying the present
tlamification ratice. They apparemtly resufted from the
politkcal balance of power ar from special situstions exkt-
ing when they were established" [(Report of the Goz-
ereor’s Mimnereds Tar Siudy Commatter, o i, p. 207.0

 Mew ¥ark had eg replecement probilem in abandosing
irs tax on personal property in 1933 because acrual wse of
the tax had already faded imto insignificance, apd other
Beaten have had so complicatand o ellmdnating the wes-
tigial remairs of weenforced components of the property
tax gsch &1 heusebold goods.

= Advisory Commission an Intergovernmental Relaticns,
Loea! Nonproperty Tazes and the Coordinading Role of
the Frate, September 1961,
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local supplements to some broad-based State
tax; (4) levy of a new Statc administered
tax for local allocation ;'™ {5) increasing the
amount of State aid; and (6) shifting one
or more local government functions to the
State (the last two usnally involve increases
in State taxes). Ewven if there is a finan-
cially successful selution of the replacement
problem it may perform a disservice to local
self-government by narrowing the range of
its fiscal autonomy. The problem is further
complicated by the frequently uneven im-
pact on local governments of a tax exemp-
tion or classification measure.  For example,
the exemption of farm products in the hands
of the producer would affect rural counties
more than cities while the reverse would be
true of the exemption of business inventor-
ics. It can be seen, therefore, that no sub-
stantial change in the property tax system
can be safely undertaken solely on the basis
of its own possible merits, but must be con-
sidered in relation to its effect on the State-
local revenue structure as a whole,

UPGRADING THE TAX LAW

Regardless of the nature of any State's
property tax system, the efficiency and fair-
ness with which the tax is administered de-
pend very heavily on how the assessor per-
forms his job. The asscssor, even if he has
great capability, has a poor chance of doing
the job well if the tax law is a ramshackle
accretion of legislative action over many
years, its definitions of terms are unclear, its

" Wisconain adopted an approximation of this devicos
on a large scale in 1961 by enacting a sclecties sales tax
and mereaiing the peraonal (ncome tax, with the belk
of the procesds o be applied to redwcing by 50 percent
the personal property tax on farmers” bivestock and mer-
chants' and marufactaren’ inventories, to reducing the
propesty tax on public adlitles, and to mederating kigh
rates or other gemeral property. Bee wol 2 for details.



THE NEED FOR A MANAGEARLE TAX BTRUCTTURE

prescription of assessing standards, methods,
and procedures is muddled or detrimentally
restrictive, or if it fails to give the assessor
powers that match his responsibilities.
That property tax laws should accumulate
archaic, conflicting, and unworkable pro-
visions is a natural result of their long evolu-
tion, and the States have been recognizing
increasingly the need for their reexamina-
tion and overhauling.

In its first report, in 1957, the Assessment
Advisory Committee to the New York State
Board of Equalization and Assessment
declared:

Many of the laws relating to the real property
tax arc ambiguows or obscure. There has not besn
& comprehensive revision or recodification in 60
years, Patchwork amendments, which took care of
specific problems without reference w related pro-
visions, have created ambiguities and inconsistencies
in the law which, in turn, have led to confusion in
administrative rulings and judicial decisions.™®
Since then all of the provisions of general
application in the tax law, education law,
village law and other laws relating to the
assessment and taxation of real property
{the only class of property taxed in New
York) have been recodified and covering
laws enacted by the legislature.

A project such as this, which goes beyond
the routine codification of laws, is represent-
ative of what a number of States have
undertaken over the past several years or
are discovering the necessity for undertak-
mg. In its preliminary report of 1961 the
Texas Commission on State and Local Tax
Policy commented that:

Mest of the important parts of the property tax
statutes were written well before 1900, Amend-

ments have besn added, often withowt specifically
repealing the superseded article. As a result, even

= Assemrment Advisary Committes i the Mew York
Swate Board of Equalization apd Assessenent, 4 Look af
Real Property Aeeerrment, 1957, p. 20,

the simplest question concerning the present prop-
erty tax law often entails time-consuming search of
cass history, opinions of the Attorney General, or
instructions of the State comptroller.'*

Often troubleseme to the assessor iz the
piccemeal accumulation of various and
sundry exemptions, particularly when they
have not been properly consolidated in a
single article. Somewhat typical 15 the wry
observation of one State tax commission that
“The present laws relating to taxation of
personal property abound in exemptions
which have been inserted from time to time
during a period of more than a century.
Some of these exemptions are ridiculous,
others are vague and indefinite of determi-
nation.” ™ In Hawaii, where the long prac-
tice had been the individual granting of
specific exemptions, the legislature, in 1961,
followed the advice of its legislative refer-
ence burcau by providing general exemp-
tions for desirable categories of institutional
uses that would promote uniform treatment,
discourage pressure, and improve exemp-
tion administration.

Even if the property tax law has been
systematically recodified, annotated and
made available to the assessor, with support-
ing regulations established by the State tax
eommission, it does not necessarily become
a good law; but it has emerged from much
of its haze for the assessor and its remaining
deficiencies can be evaluated more readily,
Some of the more commonly prevailing de-
fects in property tax laws will be considered
in subsequent chapters, but it may be noted
here that nowhere is there more need for
improvement in clarity than in specifying
the basis on which property is to be ap-
praized and assessed.

¥ Texas Commisston on State and Local Tax Policy,

Fropercty Taratton amd Local Recwmeer, 1961, p. 2.
*Iowa Siate Tax Commission, Asnuel Reporf—| 552,

p 16
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In the field of personal property taxation
the local assessors inm some States are not
given the authority and State assistance they
need to discover and appraise taxable prop-
erty. InStates that tax intangibles it should
be possible, for example, for a tax on bank
deposits to be collected at the source, as in
Ohio, or for the assessor to refqquire from the
banking institutions lists of depositors and
the amounts of their deposits, and also for
the assessor to have the aid of the State tax
department in discovering other types of in-
tangibles.™ In taxation of business person-
alty, the assessor is in no position to audit
the returns of taxpayers unless he can ex-
amine their accounts and records.  While
there is clear recognition that State tax ad-
ministrators must have these and other
powers in their administration of income,
sales and other taxes, including property
taxes that may be within their jurdisdiction,
there is far less acknowledgment of the sim-
ilar needs of local assessors.™  One of three
courses of action is called for: to give ade-
quate authority to the local assessor, pro-
vide for assessment by the State, or abolish
the tax.

THE BASIS FOR PROGRESS

The development of administrable prop-
erty tax laws is primarily the responsibility
of State legislatures and State administra-
tions. While progressive local governments
have much to contribute from their experi-
ence in administering the tax, the State
government makes the laws and alsoisina

" Im Kentucky, for example, most classes of intangibles
ore locally nmsessed, but the Eentucky Department af
Bevenae wses ity effective mesources o discover “omitked™
or undeclared property.  Ses vol. 2.

® The Washington Lepislatare recently acted [orth-
rightly to authorize the bocal amessor, if cectified by the
Siate as comprient, to examine the taxpayer's baoks.
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position to observe and study the require-
ments on a statewide basis and to determine
the appropriate place of the property tax
in the State's overall revenue system.

A familiar method for meeting this re-
sponsibility is for the legislature occasionally
to set up a temporary tax study committee,
either on its own initiative or at the behest
of the governor. Often including promi-
nent lay citizens as well as legislative mem-
bers, the committee or commission employs
consultants and in due course presents its
findings in a report.  This procedure has the
virtues of producing an independent audit
by specialists of the State’s property tax sys-
tem and focusing attention backed by the
prestige of the committee’s members and
staff on the deficiencies and needs of the
system.  1f the effort does not produce re-
medial legislation immediately there is still
a chance of deferred action, and in any cvent
the legislature always can create another
temporary committee in some subsequent
VEar.

Relying exclusively on temporary tax
study committees for the development of
workable property tax systems, however, is
a reflection on the quality of a State govern-
ment. A State is ignoring an obvious re-
sponsibility if both its legislature and its
administration are unequipped for consist-
ent study of this conspicuous, major, and
difficult problem. There is increasingly
widespread use by State legislatures of the
kinds of machinery needed to cope with such
problems—continuing  joint special  and
interim study committees provided with
research aid, well staffed legislative refer-
ence bureaus, and legizlative councils, ie.,
permanent rescarch committees comprising
leading legislators appointed by the two
houses and equipped with research staffs
and facilities to carry on continuous studies.
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The subsequent review, in volume 2, of re-
cent State action to strengthen the property
tax discloses significant contributions by
such legislative rescarch agencies in a
number of States. What seems to be
necded is the development of truly com-
petent agencies of this type in more
States, with this particular problem given
a high priority on their agenda.

All but a few States have exccutive
budget systems. This places the governor
in a position of leadership {though more in
some States than others) in determining
fiscal policy and revenue sources for financ-
ing the budget. Always, even when it is not
used for State purposes, the property tax
looms unavoidably as an influencing factor
in the determinations of the governor and
his advisers. Itsstatus hasa great deal todo
with the required amount and method of

distribution of local fiscal aid and also with
the scope of the State's own operations.
Thus the executive branch functions partly
in the dark if its program of tax research
{assuming that it has one) fails to include
the property tax. The most productive
property tax research by State administra-
tive agencies—research that has been trans-
lated into more administrable and better
administered property tax law—has been a
carefully developed by-product of the work
of well constituted agencies with important
responsibilities in the actual administration
of the property tax. They have reinforced,
rather than duplicated, the research done
by legislative agencies, and in some instances
there has been effective collaboration.
Consistent  study and perseverance have
paid off better than spasmodic and osten-
tatious efforts.
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Chapter 4
THE CONFLICT OF ASSESSMENT LAW AND PRACTICE

The laws controlling the administration
of the property tax must provide adequately
for all phases of the administrative process,
ranging from assessing through compiling
the assessment roll, extending the tax roll
{i.e., computing the tax bills for individual
properties ), billing, collecting, enforcing
delinquent tax liens, and administrative re-
view, Each step necds efficient ]E_EE]. pro-
cedure, effectively enforced ; but none more
urgently than assessment, the most difheult
step, and one which concerns vitally the fair
treatment of the taxpayer, the productivity
of the tax, and many important features of
intergovernmental hscal relations. Yet in
the administration of this step there is a
widespread and disturbing conflict between
law and practice.

State after State, over the past several
years, has jeined the movement to do some-
thing about the glaring discrepancies be-
tween the legal rules for assessment admin-
istration and its actual administration, until
only a few have failed to reach at least the
serious discussion stage.  The many emerg-
ing programs vary considerably in their
temerity, scope, method and perspicacity,
offering prospectively a uscful range of tests
of the conditions of success or failure. If
gome of these programs appear to be based
on an madequate diagnosis of the ills to be
remedicd, it may be because a gradual ap-
proach was deemed the best strategy.'

' Ome shrewd peditkeal scientist cowld well have had the
property ta% bn mibnd is his ohservation that 'there is
mothing more difficult o carry out, wor more doubiful of
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Unequal assessment and underassessment
are the main objeects of attack, the former a
violation of the principle that all taxpayers
are to receive uniform treatment in the ap-
praisal of their property and the latter a
freewheeling digression from the legal man-
date that all property is to be assessed at its
market value, or, in a minority of States, at
a specified percentage of such value, That
this maladministration of the property tax
infests a large part of the Nation is no news
to taxpayers. It has been part of the prop-
erty tax tradition, and for many years only
a few State governments made more than
half-hearted efforts to do anything about it}
but in more recent years there has been a
growing realization that in various indirect
as well as direct ways the inept and illegal
conduct of assessment administration has so
distorted and stultified many of the fiscal
policies and relations of State and local gov-
ernments as to require some kind of control,

THE PROBLEM OF UNEQUAL
ASSESSMENT

The largest and most difficult problem,
the solution of which would facilitate the
solving of all other problems relating to as-

sCtekd, BOF mare dangerous to handle, than to intiate &
siew order of things. For the refarmer has ememies in all
thiose who profit from the ald arder, and only lukewarm
defenders in all those who woubd peafit feam the new order,
this lukewarmees arising partly . . . from ke incredulity
of mankind, wha do snet wuly believe ir anything new
until they have had actual experience of it (Micoale
Machimvelll, The Prince, ch. VL)
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sessment, is how to assure that all taxable
property in an assessment district is ap-
praised uniformly in relation to market
value.

The assessor's task is to discover all tax-
able property in his district, collect and re-
cord systematically the pertinent informa-
tion respecting its ownership, character,
quantity and value, and analyze the infor-
mation in order to determine the capital
value of each individual property as of the
assessment date. In attempting to specify
the standard of value which the assessor is
to apply, the laws use such varied terms as
full value, true value, fair value, true cash
value, and the like, and the courts have
done as much to confuse as to clarify the
issuc; but the generally accepted concept of
taxable value is market value, defined in
such terms as: The price which a property
would bring in an open market on a sale
between a willing seller and a willing
buyer, both conversant with the property
and with prevailing general price levels.

Under such a definition, the assessor’s de-
termination of market value is relatively
simple for those classes of personal property
that have a reasonably standard and well-
defined market, less simple for other kinds
of personalty where there has been depre-
ciation or obsolescence and no standard
market price exists, With respect to real
property, sales prices are a useful guide to
the market value of other properties of sim-
ilar classification, provided they are rea-
softably representative; but in the instance
of some classes of real property sales are
both infrequent and unrepresentative, and
for still other classes of property there is
virtually no market. Thus the assessor
must use the rules of appraizal that are most
appropriate in each instance, supplemented
by his experienced judgment,

Even a cursory lock at the assessor’s func-
tion discloses something of its technical com-
plexity. In the assessment of dwellings, a
guite homogencons companent of real prop-
erty, the assessor has to make a uniform de-
termination of value for old and new houses,
gingle-family and multifamily houses, and
houses ranging widely in the materials and
quality of construction, always with an
awareness that values are influenced less
tangibly by zoning, neighborhood trends,
transportation facilities, accessibility to
schools, and various other considerations.
Actual =zales usually are available to aid the
assessor in his appraisal of dwellings, but
he must rely mainly on other measures of
value in assessing a heterogeneity of indus-
trial and commercial establishments. In
appraising land the assessor faces an almost
frustrating diversity of character and use—
urban land serving various functions, farm
land ranging from grazing land to land suit-
able for intensive cultivation, forest land,
mineral land, waste land, and land held
speculatively for prospective higher use.
The assessment of tangible personal prop-
erty calls for still other tools and techniques.
Railroad and other public utility appraizsal
involves, among other things, the appro-
priate selection of valuation formulas, TFf
intangibles are taxed, the proper auditing
of returns demands the development of spe-
cial methods and facilities.

To meet the requirement of uniformity,
the assessor, using the particular valuation
methods that are most suitable for each
class of property, must produce not only
intraclass but interclass uniformity. This
means, for example, that his appraisal of
any given dwelling not only must have the
same relation to market value as his ap-
praisal of any other dwelling but must have
the same relationship as that for any fac-
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tary, grocery store, vacant lot or item of per-
sonal property. The only true basis for the
asscssor's appraisal is market value, Onee
that is determined correctly for all taxable
property, the basic uniformity is not affected
by the use of fractional assessment for tax
PUrposes.

Because of the inherent difficulties in de-
termuning precisely the market value of some
classes of property, because market values
are not static, and because objective assess-
ment procedures must be supplemented to
some extent by the assessor’s judgment, the
attainment of absolute equality of assess-
ment throughout an assessment district is not
feasible. If the assessor can keep the varia-
tion in ratios within a fairly narrow range
he is doing a very acceptable job. The tax-
paycrs have great justification for com-
plaint, however, if inequality exceeds a reas-
onable range becawse the assessor has failed
to apply objective standards and to use all
of the appropriate tools of appraizal,

A special hazard to uniformity of assess-
ment exists when, as in most States, prop-
erty is assessed partly by a central State
agency and partly by local assessors. I, for
example, the State agency adheres to the
legal requirement of assessment at full value
and the local asessors use various low frac-
tions of full value, an obviously inequitable
situation results. This type of inequality is
a controversial issue in the State assessment
of railroads and other public utilities.”

Several State supervisory agencies regu-
larly accumulate enough statistical data to
make quite dependable evaluations of the
quality of local assessing (though not all of
thern use the data for this purpose) ; but not
until the Bureau of the Census undertook a
scientific sampling study, in conjunction

' This musch controvesied {siue §s discussed in ch. 13,
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with the 1957 Census of Governments, of
the relation of the assessed valuation of real
property to sales prices of property sold has
there been available on 2 nationwide basis
any comparative statistical measurcment of
the degree of assessment uniformity. The
primary purposc of the study was to esti-
mate the full value of locally assessed real
property in the United States; but for one
class of property, nonfarm dwellings (which
accounted for nearly one-half of the total
valuation of locally assessed real property),
the large number of measurable sales and
the relatively homogeneous character of
such property made it possible to develop
data on the quality of asscssment admin-
istration in each of 1,263 selected local as-
sessing areas with all of the States repre-
sented. For each arca the Census Bureau
computed a “coefficient of dispersion” or in-
dex of asscssment inequality,

Since this class of property seemingly
lends itself well to uniformity of assessment,
the test of assesing competence probably
was less exacting than one which would
have included all classes of property; but
for this reason the findings were particu-
larly disconcerting. A mildly exacting
evaluation of the Census Bureau's findings
discloses that the indicated quality of asses-
ment administration ranged from superior
to reasonably satisfactory in enly ene-fifth
of the areas, while, at the other extreme, it
was incredibly poor in one-sixth of the areas.
The seleeted assessing areas included 395
with populations of 50,008} and more in
15950, and therefore clearly large enough to
have competent professional assessment ad-
ministration. An acceptable degree of
uniformity was indicated for 22 percent of
these areas, including a number with high-
guality accomplishment; but the index in
20 percent of the areas disclosed almost in-
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credible inequity. The differences among
the States, as indicated by comparison of
the median area indexes, were as conspicu-
ous as for the individual areas. Wisconsin,
Connecticut, and Maryland made a supe-
rior showing, a few others a good showing;
but in 5 States there were no selected areas
with acceptable performance and in 13
other States less than one-tenth of the areas
could be so ranked.”

While the findings of the Census Bureau’s
study seemed to indicate that the gquality
of local assessing ranges from mediocre to
almost unbelievably inferior over a wide
portion of the Nation, they were encour-
aging in their indication that some results
(at least for one important class of prop-
erty) reach a very satisfactory degree of
uniformity. The 86 major assessing areas,
distributed over 27 States, that were shown
to have from good to superior performance
were well representative of the numerous
types of communities included in the 395
major areas covered by the study. What is
feasible for this representative group would
seem to be within the reach of all.

THE PROBLEM OF UNDER-
ASSESSMENT

The laws of nearlv two-thirds of the
States appear to contemplate assessment at

"The indexes of imequality sre reported, withouwt cons
clusions as to thelr dgnifcanee, In U5, Burens of the
Cenum, Tavable Property Falues in the [mited States,
(I85F Cenrus of Covernmeals, wal. W), 1558, Tabler 16,
1%, 32, Fer a discussion of the foregoing evaluatios see
Frederick L. Bird, The General Proparty Taz: Findings of
the 1257 Cemswa of Governments, Faoblic Adminttration
Bervice, 1960, pp. 5362, Afier this report went o press
the Cepwui Buresu fsned e 1962 Cenmea of Oovernmests
report on property values which indicates some fmprove-
ment mince 1956, For example, in 1961, of 493 selected
areas with population of 3,000 and ower, about ooe-third
appeared 1 have a high degres of ascement uniformity.
5 Burean of the Censas, Tavable Property Valusad
11367 Census of Governments, wol, IT}, 1963,

full value and the language of many of them
is very specific on this point. In 12 States
there are general provisions for assessment
at specified percentages of full value: Ala-
bama, 60 percent ; Arkansas, 18-20 percent;
Indiana, 3344 percent; lowa, 60 percent;
Kansas, 30 percent; Nebraska, 35 percent;
Nevada, 13 percent; Oklahoma, 35 per-
cent ; Oregon, 23 percent; South Dakota, 60
percent; Utah, 40 percent, Washington, 50
pereent.  In Hawaii the law contemplates
the use of 70 percent but authorizes the
State director of taxation, who is respon-
sible for the assessment of all property, w
use another ratio if he so indicates. The
laws of four States, Maryland, Minnesota,
Montana, and Ohio, have somewhat more
complex provisions invelving the use of
fractional assessment,* and Connecticut,
New Jersey (in a 1960 law not vet in ef-
fect), North Carolina, Pennsylvania, and
Vermont provide some form of local option.

The assessment practice in most of the
States bears little resemblance to the legal
requirements. The actual level of assess-
ment is below the full-value or fractional-
value level prescribed by comstitution or
statute. The notable exceptions are a few
States, such as Arkansas and Oregon, in
which the law has been adjusted recently
to approximate the existing local practice
and the State supervisory agencies have been
pressing for conformity. Deep underassess-
ment on virtually a nationwide basis was
disclosed by the Census Bureau's assessment-
sales ratio study for the 1957 Census of Gov-
ernments. It found that the assessed value

* Maryland, full valie empept fractions] adessenent of
stock im trade for county tax purposes; Minresota and
Montama, varie specifiad percentages of full value for
different eluwes of property; Dhio, full value except 50
percent for manufactaring and sgricultural tangible per-
sonalty and 70 pereent for other busiees tangible
pemsonalty.
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of locally assessed. real property in the
United States approximated only 30 percent
of market value, with the levels for the in-
dividual States ranging from 7 percent
in South Carolina to 66 percent in Rhode
Island.” Omly the most fragmentary data
are available on the treatment of personal
property.

A conspicuous feature of underassessment
15 1t8 vanegated pattern within individual
States.  While the laws of nearly all of the
States contemplate uniform levels of local
assessment, interarea differences in assess-
ment level appear in all States and have a
notably wide range in some States. Again,
the Census Bureau's analvsis of 1,263 ascess-
ment areas provides a means of interstate
comparison. The intecrarea coefficients of
dispersion developed in this analysis indi-
cated 14 States to have a relatively high
degree of interarea uniformity, with the
others following a descending scale 1o a
group of B States with extraordinary diver-
sity—typically with individual area ratios
ranging from under 15 percent to over 50
percent.”

Underassessment and interarea variations
in assessment have long traditions, but since
Waorld War I1 the pernicious effects of these
illegal assessment practices have intensified
with the deepening of underassessment,
formation of large school and other districts
that may include not only several assessing
areas but fractions of such areas, and the
growing dependence on assessed valuations
for other than tax base purposes. The
States, having permitted their local govern-
ments and themselves to become bogged in
a morass of trouble over these matters, face
a problem of extricating themselves by

" Taxable Praperry Falues dm the Undted States, op. sl
gable 12,
" Ikid., table [8: see alen Bied, ap oir, pp. B3-65.
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means that recognize fully the consequences
of years of negligence.  These consequences,
some of which already have been overcome
successfully by some States, include particu-
larly the inequities of competitive under-
assessment, the misuse of assessed valuation
for ancillary purposes, and denial of self-
protection to the taxpayer.

Compehitive Underassessment

Assessment within cach of a State’s local
asseasing areas can show a high degree of
uniformity and still cause incquities for the
taxpayers and distortion of State-local fiscal
policies unless all of the local areas in the
State use approximately the same level of
assessment or the State applics some effec-
tive method for ironing out the differences.
A cherished goal of many a local assessing
district has long been to pay less than its
fair share of State taxes, or of the taxes of
a county or special district that depends on
it for assessing part of its area, by outeom-
peting for low-level assessment the other
assessing districts involved. In recent years
another fruitful product of competitive un-
derassessment developed when the States
initiated compensatory school aid programs
which granted the highest subsidies to those
local districts whose assessed valuations
seemed to indicate the lowest fiscal ability,
Regardless of whether interarea variations
in assessment levels are deliberate or acei-
dental, they produce the same inequitable
consequences.  LEfforts to equalize inter-
area assessment levels have been going on
for over a century, but some State legisla-
tures still seem to be oblivious to some phases
of the problem.

Elastic Measuring Sticks

In addition to serving as hases for the
application of tax rates, assessed valuations
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are used widely as measurement standards
by State legislatures and in State constitu-
tions. The diversity of this collateral use is
enormous, ranging from a familiar imposi-
tion of ceilings on the taxing and borrowing
powers of local governments to such less
familiar applications as the determination
of salary levels of some local officials and ap-
portionment of State senatorial districts.
In New York, for example, at least 30 stat-
utes prescribe their use for five types of pur-
poses and in Wisconsin they serve more than
80 statutory uses.” In some States, includ-
mg both New York and Wisconsin, State
equalized assessed valuations are used.

It would be hard to eonceive, on the basis
of its use in most but not all States, of a more
unreliable measurement standard. In fact,
it is the only widely used standard with a
two-way stretch and a two-way shrink. As
a manifestation of legislative fiscal policy it
is rather meaningless, unless it represents an
intent to provide assessors with blank checks
to fill out as they see fit. A few typical appli-
cations will illustrate its absurdity unless its
aberrations are neutralized,

Most constitutional and statutory limita-
tions on the power of local governments to
tax and borrow are related to the value of
taxable property; but when they designate
assessed valuation as the measure of that
value they choose a measurement base that
usually has been illegally arrived at, bears
a nebulous and often remote relationship to
any sound concept of actual value, may vary
among the local governments so that the
limitation has different connotations in dif-
ferent communities, and cannot be de-
pended on to maintain in the future any

" Wiscomin Department of Tazatbon, Statufory LNes of
the Srate’s Full Falug sf Tarable Geasral Property

Throwph Chapder 318, Lawer of IS8T {m.l.l:u.ml:rl.phpﬂ.
memarandum).

consistent relationship to actual value,
Under the present dispensation in the great
majority of States, regulatory policy is de-
termined by the asssessor rather than by
constitution or statute. When the level of
assessment declines from, say, 50 to 25 per-
cent {a not untypical trend over the past
several years) while the tax and debt limit
ratios remain unchanged, the assessor has
reduced effective taxing and borrowing
power by one-half. Additionally, in his role
as a maker of fiscal policy, he may have
forced radical changes in local revenue sys-
tems, large increases in State aid, and cir-
cumvention of the tightened restrictions
through creation of redundant special dis-
tricts and authorities and resort to unduly
costly methods of borrowing.®

Another example of the propensities of
this measurement standard for twisting and
distorting legislative policy is the flexible
value of partial tax exemption for home-
steads, veterans and other purposes. When
the exemption is a specified dollar amount
of assessed valuation, as is quite customary,
the value of the exemption varies with the
level of the assessed valuation. With any
deepening of underassessment the exemp-
tion acquires more value, Thus veterans in
a good many States get a much larger con-
tinuous bonus than the tax exemption laws
appear to indicate and a homestead owner
may acquire more tax shelter than the law
originally contemplated.

Consideration of the prevailing asess-
ment practice, as opposed to the legal stand-
ard of assessment, undoubtedly has influ-
enced the formulation of these controls in
some State constitutions and statutes; but
since the adopted formulas were geared to

* Far illustrations of these consequences see Bird, o «it.,
P 44,
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an already eonfused measurement base and
were vulnerable to future changes in local
assessing policy, the authors have been guilty
of a casual lack of precision in their regu-
latory efforts. The States are finding it diffi-
cult and expensive to undo their mistakes,
but a few are making notable progress.

The Unprotected Taxpayer

Under the equal protection and due
process provisions of the Federal and
State constitutions the property taxpayer
is entitled to fair treatment in the ap-
portionment of the tax burden and to
a rcasonable opportunity to be heard if
he believes that his property is inequit-
ably assessed; but protection under this
right, particularly for the small taxpayer,
tends to become more theoretical than ac-
tual because the taxpaver’s burden of prov-
ing inequality is likely to be an undertaking
of considerable effort and expense.

The existence of underassessment dimin-
ishes the taxpayer’s chances of protecting
himself. In the first place, it increases his

difficulty in determining whether he is being
equitably treated. To find that his property
is azscssed at less than the legal basis of full
value or designated fraction of full value
offers no assurance.  'While his property, for
example, is assessed at 50 percent of the
legal base, it may be that the prevailing
level of assessment for other property is only
25 percent of the legal base. The assessor
15 not likely to make a voluntary disclosure
of this state of affairs and, in fact, may not
know with any degree of precision what the
actual situationis. In the second place, the
taxpayer must obtain data that not only
satisfy him as to the inequity of his asses-
ment but may be introduced as evidence in
his appeal for adjustment, Such evidence
usually has been hard to come by; but the
assessment ratio studies that are being con-
ducted by an increasing number of States
arc dispelling for the taxpayers some of the
obscurity that has surrounded assessment
levels and also appear to have potentialities
for facilitating taxpayer efforts to obtain
equitable treatment.



Chapter 5
IDENTIFYING STATE RESPONSIBILITIES

Strengthening the property tax, in the
light of its weaknesses as reviewed in chap-
ters 3 and 4, calls for an administrable tax
system and the elimination of inequitable
assessing, underassessment, and wobbling
measurement standards. Since in most
States the tax is administered jointly by the
State and local governments, the allocation
of responsibility for producing these im-
provements is an important consideration.
Irrespective of the existing setup, and irre-
spective of the feelings of some local govern-
ments that they have a vested interest in
mismanagement of the tax; no State can
afford to ignore its underlying responsibility
for good property tax laws and their en-
forcement.

This study concerns itself with six State
responsibilities, which may be identified as
follows:

1. To know precisely and continuously
what the property tax situation is through-
out all taxing and assessing distnicts of the
State, with respect both to the utilization of
the tax and the quality of assessing, and to
make well-analyzed and clearly informative
data on these features regularly available to
the public.

2. Toamend or change property tax laws
that are inequitable, unworkable, unduly
restrictive, or otherwise unsatisfactory.
This applies equally to laws which deter-
mine the tax base, establish limitations and
exempiions, and set forth the procedures for
administering the tax,

3. To determine the appropriate role of

the property tax in a well-integrated State-
local revenue system and to guard against
any grossly unequal distribution of the
property tax burden,

4. To recast any features of the admin-
istrative sctup that prevent efficient, equi-
table administration. This responsibility
relates to both organization and personnel.

5. To provide effective State supervision
and coordination of property tax adminis-
tration.

6. To provide the taxpayer with readily
usable and effective means of protecting
himsclf against inequitable assessment.

FACTFINDING AS A BASIS FOR
PROGRESS

No State government can initiate and
promote a successful property tax rehabili-
tation program unless it has the facts about
the situation it is attempting to deal with.
It must know, by individual assessment
areas throughout the State, just how good or
how bad the assessment administration is,
and why it is good or bad. No State should
have to rely on hiring outside investigators
to discover this essential information; each
State needs a thoroughly competent and
well equipped agency with a continuing re-
sponsibility for providing this service. All
but a very few States have some kind of
permancnt State agency for some kind of
supervision of property tax administration,
but until recently few of them eould supply
much of the kind of information that is in-
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dispensable for an accurate diagnosis of lo-
cal assessing ills. Many of them have had
no field staffs or rescarch divisions, and
quite often any more than perfunctory at-
tention to the subject has depended on the
appointment of a tax commissioner who
happened to be interested in property taxes.

The contrast among the States in their
organizations and staffs for supervision of
property tax administration is truly prodi-
gious, Wisconsin has maintained a field
staff as well as a central organization for
over 30 years; a few other States, notably
California and Kentucky, have had good
SUPErvIsory facilities for some 1ﬂ1glh of
time; and in recent years several States hawve
developed or are working toward good facil-
ities, The valuation division of the Oregon
State Tax Commissicn, for example, has
a staff of over 100 compared with 15 in 1950
and New York's substantial and competent
organization was nonexistent before 19497
Many States, however, still have little or no
permanent provision for systematic property
tax supervision and research.

The State-by-State emergence of orga-
nized rescarch and supervisory facilities is
a hopeful omen of progress in the quality of
property tax administration. Even a rela-
tively small-scale effort has value if it is
founded soundly on a factfinding basis. In
Tennessee, to illustrate, the 1955 lerislature
directed the legislative council to make a
study of property assessment. A subcom-
mittee made an investigation that disclosed,
among other things, that the median salary
of county assessors was only $2,400, only 4
of 95 county assessars had tax maps, and
only 6 had adequate record systems and
other nccessary equipment.  For objective
evidence of the quality of assessment, assess.

' For descriptions of the organizations in these States,
sem vl 2,
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ment-sales ratio studics were made in repre-
sentative assessing arcas, disclosing a pre-
dominantly inequitable situation. While
the legislature undertook no drastic reform
it created a permanent State agency to con-
tinue research and give prolessional aid to
local assessors.®

ASSESSMENT RATIO STUDIES

In these days of scientific sampling and
electronic data processing, there has become
available to the States an expeditious means
of ascertaining the level and quality of as-
sessing in all local assessing areas—the use
of assessment ratio studies. The most com-
monly employed form—the assessment-
sales ratio study—involves comparison, on a
sampling basis, of the sales prices of seld
properties with their assessed valuations,
and application of statistical procedures to
determine assessment levels and measure
nonuniformity of assessment. Expert ap-
praisals by a technician other than the
assessor may be used to supplement sales
prices for classes of property whose sales do
not provide an adequate sample or they may
be uwsed as an alternative to sales ratio
studies, Comparisons of assessed wvalua-
tions with sales prices and appraisals have
long been used by tax administrators and
taxpayers, but development of the new tech-
nigues and facilities has permitted the use
of ratio studies on a wide scale and with
dependable results if the studies are prop-
erly planncd and conducted.”

' For further details of Tennemee's program, sce val, 2.

*For explanation of the warious procedures in asscis-
ment ratio studies and directiors for their appropeiace
use, see Mational Association of Tax Adeninistrators,
Guide for Apieiirieni-Salas Raria slildl.ld, l'.‘:lu.-ra,_gu-, 1954,
A detadled description of the methods and procedares wsed
by the Mew York State Board of Egualization and Assess-
el i b coeduct of assessment ratio stwdics, whisch oomn-
Isine anles and appeaisals, is given in vol. 2.
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The Prevailing Uses of Ratio Studies

State apgencies in over one-half of the
States conduct regular statewide assessment
ratio studies, cither anmually or hiennially,
and a number of other States have conduc-
ted occasional or special studies. A few
State agencies have been relying on studies
conducted by public utility corporations or
other taxpayer interests. There is wide
variety in the method and scope of the State
studics. Some States depend entirely on
sales data; a few, including California,
Michigan, and West Virginia, rely on ap-
praisals; and a considerable number sup-
plement sales data with appraisals. Most
of the State studies apparently arc confined
mainly or entirely to real property.

Thus far State assessment ratio studies
have been directed mainly to restricted ob-
jectives. They have been employed chiefly
to find the average level of assessment in
each assessment arca in order to facilitate
interarea equalization—the process of ad-
justing for or offsetting the lack of unifor-
mity among assessment areas in the level of
assessment. Most commeonly, in this role,
they provide the basis for equitable distribu-
tion of taxes in taxing districts served by
more than onc assessment area and for
the apportionment of school aid.' A few
States, ipnoring the multiple value of ratio
studies, have been using them solely for
school aid apportionment. Some, on the
other hand, are employing ratio studies for
such purposes as giving clearly defined and
uniform value to tax and debt limits and
improving the quality of local assessing, as
will be noted later.

‘For a wefal summary of equalization programs, s=e
Federation of Tax Admimistrators, Equalizaticn Programs
amd Other Frale Supersisory Achvities in dhe Properiy Toz
Field, Chicage, 1957,

Safeguards for Reliability

The reliability and usefulness of assess-
ment ratio studies depend on the money
and skill that go into their production.
A cheap, shoddy ratio study program
15 worse than no program, because it
purports to accomplish what it is un-
able to do—provide reasomably accu-
rate measurement data for assessments.
Some State programs appear to approach
this classification because they are too ambi-
tious for the shoestring financing that sup-
ports them. The potentialities of this
statistical wool for improving the quality of
assessment and protecting the taxpayers
are great, but they will not be realized with-
out more financial support than has been
forthcoming in many States,

Assessment-sales ratio studies have obvi-
ous limitations. In States with numerous
small assessment districts there are likely 1o
be many districts that fail to yield an ade-
quate sales sample. Such studies are useful
for classes of property for which representa-
tive sales are available, but not for classes
of property for which there are few or no
sales. The valid data derived from major
classes of property that lend themselves to
sales ratio studies comprise valuable infor-
mation; but to impute these findings to all
other classes of taxable property, real and
personal, i3 somewhat less than scientific.
Yet some statewide studies make this a prac-
tice because of lack of funds to do supple-
mentary sample appraisals,

Some reconciliation of sound statistical
procedures and budget limitations is needed.
Ronald Welch, practicing authority on this
subject in California, which spends about
800,000 a year on its assessnent ratio
studies, has suggested the characteristics of
“a compromise between the ideal program
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and a cheap program.”
marized as follows:®

1. The program should be designed under
the direction of a professionally eompetent
statistician.

2, The assemments on each local roll
should be classihed into at least 10 or 12
categories, by use types and to some extent
by assessed values. A scparate market value
estimate should be derived for cach class of
property by expanding the sample for the
class.

3. Real property sales occurring for a
period of time after assessed wvalues have
been fxed zhould be I’ul]}' recorded i small
jurisdictions and sampled in large jurisdic-
tions, If the time interval between the fix-
ing of assessed values by the assessor and the
need for assessment-level findings is short,
the market value for the preceding year can
be found and carefully trended.

4. Parties to sales considered for use in the
survey should be sent questionnaires con-
cerning terms of sales, reliability of sales
prices as evidence of market value, and exact
nature of transferred properties; to be fol-
lowed up by a second questionnaire or tele-
phonic or personal interview. (It is more
important to do a good research job on a
small number of sales than a superficial job
on a large number. )

5. In assessed-value categories that con-
tribute materially to the total assessed value,
but are represented by few or no acceptable
sales, appraisals should be used either in lien
of, or to supplement, sales. The appraisal
subjects should be randomly selected, and
include personal property as well as real
property.

"This |3 a summary only; the fall text should be con-
sulied. See Bonald B, Welch, "Measoring Local Assces-
ment Levels Betbween Survey Years,” in Recemmr Admdndi-

tration J960, Maticnal Amaciation of Tax Adminicraton,
Chicago, 1960, pp. 32-37,

0

They may be sum-

6. The market values, whether derived
from sales prices or from appraised values,
should be matched with assessed values fixed
prior 1o the sales dates and prior to the ran-
dom selection of properties for appraisal. A
ratio of assessed value to market value should
be computed for each matched pair, and
either the median ratic or the median
market value and the median assessed value
should be ascertained for each of the classes
into which assessments have been grouped.
From these medians an estimate of the total
market value of the group should be de-
rived. The sum of the market walues
for all groups may then be compared with
the total assessed value to derive a measure
of the jurisdiction's assessment level,

States that are making regular use of sci-
entific assessment ratio studies recognize
them as an indispensable factfinding tool,
without which reliable equalization of as-
sessments and cffective supervision of as-
sessing would not be feasible,  For this rea-
son the integrity of these studies must be
safeguarded. This is a tool only for those
agencies that are prepared to use it skillfully
and judiciously.

THE GOAL OF ASSESSMENT
UNIFORMITY

More and more States are discovering
what a few have long known—that it makes
more sense to work for good quality primary
assessing than to concentrate on perfecting
a hierarchy of review and appeal agencies
to correct primary assessing mistakes, Such
agencics arc indispensable, and many of
them need perfecting; but their share of the
assessment process would be minimized if all
primary assessing were done by competent
ASSETROTE,
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THE CONTRIBUTION OF SUPER-
VISORY AGENCIES

The need for State administrative agen-
cies well equipped for property tax super-
vizsion and research has been cmphasized
earlier in this chapter. The term supervi-
sion 18 used here broadly to cover not only
regulatory and enforeement functions but
the provision of technical aid to local as-
sessment administrators, Such aid is a big
factor in improving the guality of local as-
sessing and some States are providing it rea-
sonably well, but in many it is inadequate
or perfunctory and in a few States it is virtu-
ally nonexistent. Seme State legislatures,
though faced with the problem of finding
more money for local aid because of local
mismanagement of the property tax, have
failed to create, or provide adequate finan-
c1al support for, such agencies.

Well-constituted  supervisory agencies
usually have the following functions: actual
assessment of centrally assessed property [in
a large majority of States, railroad and
other publie utility property, and in some
States, certain other classes of property) ;
conduct of interarea equalization programs;
provision of supervision and professional
aid for local assessing; compilation and
publication of assessment and tax data;
maintenance of a program of research. In
some States such agencies also serve in a
quasi-judicial eapacity as tax appeal boards.
These agencies and their functions are dis-
cussed in part 11

The research directed to improving the
quality of assessing that is, or should be, car-
ried on bjr these agtntit.*. necessarily follows
two general lines.  One deals with improv-
ing the techniques of assessing and develop-
ing valuation standards. The other calls
for continuous and systematic evaluation of
the quality of assessing within each local

assessment area. Without the latter the
agency has no precise guide to how compe-
tent or incompetent the local assessing is
and where the weak spots are, and it has no
convincing evidence to present to the asses-
sor. The potentialitics of assessment ratio
studies for this kind of research are great,
but in many supervisory agencies they await
adequate development.

Potential Uses of Ratio Studies

As has been sugpgested earlier, the poten-
tial uses of assessment ratio studies for State
SUPETVisory agencics, assessors, and property
taxpayers are numerous and valuable, They
have utility, first, in indicating the general
level of assessrnent in each assessing district
within a State. That the benefits of this
one¢ itermn of factinding are great is clear
from mention of some of its chvious uses—
disclosure of the degree of compliance with
the legal basis of assessment; guidance for
the individual taxpayer in determining the
equity of his assessment; disclosure of full
value of taxable property as one index of
community fiscal ability; aid in the develop-
ment of reliable measurement standards
that use taxable valuations as a base; guid-
ance for the equalization of State and local
assessing; and indication of interarea non-
uniformity in assessment to permit edqui-
table distribution of taxes in taxing districts
identified with more than one assessing area
and equitable distnbution of State aid.
These studies have utility, in the second
place, in disclosing for individual assessing
areas the degree of nonuniformity of assess-
ment among classes, and within classes, of
taxahle property.

Most of the users, in their preoccupation
with solving the problems of interarea
equalization, have not fully explored the op-
portunities provided by assessment ratio
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stuches to work toward the most fundamen-
tally important goal of egqualization—the
elimination of incquities among classes and
within classes of property in individual as-
sessment areas. If the studies made for
present limited purposes are conducted as
reliably as they should be, with the use of
all appropriate techniques for assembling,
tabulating and analyzing the data, they can
be made to disclose a wealth of illuminating
information on the quality of assessing.

In New Jersey, for example, the careful
conduct of an asessment ratio study pro-
gram has played an important part in cre-
ating what the New Jersey Commission on
State Tax Policy has called a new environ-
ment for local property taxation; and the
New Jersey Supreme Court’s ruling that
state-determined average assessment ratios
could be used as a basis for granting tax-
payers relief from assessments at higher ra-
tios has been, according to the State division
of taxation, a long and important step “in
the direction of making taxpayer appeal
from uneven assessments easicr than they
have ever been before.” In South Dakota,
State Commissioner of Revenue Bruce D.
Giillis says, “Inservice training has made the
ratio study a practical tool which the as-
sessor would not release™ * The research
division of the Kentucky Department of
Revenue has developed a system of charting
the quality of assessing in local assessment
areas that iz uzed, among other things, to
evaluate progress resulting from State tech-
nical aid. The Wisconsin Department of
Taxation has been developing special refine-
ments in this product of assessment ratio
studies.”

*8Hee val, 2 for an claboration of these commenis.

! Blienwn graphexliy by Werner W, Dioering in Befize-
mamii in Aeserrment Ratiec Study Procedurss, a paper pre-
sented at the 30th annual meeting of the National Asioei-
wtion of Tax Administrators, Fhiladelphia, June 12, 1962,
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The multipurpose uses of assessment ra-
tio studies are well illustrated by their em-
ployment in COregon for equalization, im-
proving the quality of assessment and help-
ing the taxpayer to protect himself. The
procedure, which is described in volume 2,
has the following main features. Each
county assessor is required by law to make
an annual ratio study under regulations pre-
seribed by the State Tax Commission which
provide that results must be shown sepa-
rately for several enumerated classes of
property. The county board of equaliza-
tion, which may retain expert assistance, is
required to review the study and indicate in
writing to the assessor any deficiencies in as-
sessing that call for correction. The State
Tax Commission, which makes its own ratio
studies semiannually, also reviews the as-
sessor's study.  The ratio of assessed to full
value as shown by the study, or as corrected
by the board or Commission, by law must
be posted by the assessor on the door of his
office “in letters sufficiently large to be vis-
ible to a person with normal vision standing
within 10 feet thereof.” The law author-
izes any taxpayer to usc this ratio as the
basizs for appealing hiz assessment and di-
rects county boards of equalization to be
guided by it in passing on appeals.

PUBLICITY AND EDUCATION

Getting universally competent property
tax administration is poing to require dras-
tic changes in administrative structure, per-
sonnel and procedures, and is going to cost
more, in most of the States. The taxpayers
and the general public will not be prepared
to support such changes unless they can be
shown convincingly how bad assesing is in
many areas and how pood it can be under
suitable conditions. The ruthlessly clari-
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fying statistical facts that State tax adminis-
trators have leamed, and many more that
they have yet ta learn, from assessment ratio
studies might provide the convincing evi-
dence if they could be conveyed to the pub-
lic in readily understandable form.

By far the most significant contribution
that has been made to public enlightenment
by this means is the Census Bureau's nation-
wide assessment-sales ratio study that was
part of its property tax survey for the 1957
Census of Governments, This study di-
rected public attention to the feasibility and
useful potentialities of such studies, pro-
vided vital information for individual
States and many localities that most of the
States had not taken the trouble to develop
for themselves, and permitted valid and use-
ful interstate comparisons because the sta-
tistical procedures were on a nationally uni-
form basis. Regular rep-t:f:itir:ln of such a
study by the Census Bureau, even at the
long 3-vear intervals of its Census of Gov-
ernments, can be extremely helpful to all
States working for competent assessment,
particularly if the Bureau gives more prom-
inence to its findings and clarifies them for
more ready comprehension by the public.

The States have been using assessment ra-
tio studies primarily for administrative and
regulatory purposes and for the most part
have not done much to exploit their edu-
cational possibilities for the general public,
Ome reason, perhaps, has been a reluctance
to disclose painful facts that may stir
troublesome local repercussions.  In Cali-
formia, for instance, assessment ratio data
were compiled but suppressed for a number
of years before the legislature required their
publication. On the other hand, as has
been noted, Oregon regards these studies as
a uzeful tool for the taxpaver as well as the
assessor, and in more than one State even

the publication of carefully determined lo-
cal assessment ratios has stimulated com-
munity action for reappraisals and im-
proved assessing.  States genuinely in-
terested in strengthening the property tax
might find it very rewarding to extract from
their ratio studies more information on the
quality of local assessing and courageously
give it the publicity it deserves.

SPECTAL REAPPRAISAL
PROGRAMS

A considerable number of the States that
in postwar years have become seriously in-
terested in the improvement of assessment
administration have undertaken to make a
complete new start by requiring or sponsor-
ing comprehensive reappraisal programs.
In some States reappraisal is a more or less
routine feature of administrative procedure,
In Mawlanﬂ for example, it is a continuing
cycle; in several States the law requires
pcrmdic reappraisals, such as every 4 years
in Iowa and every 10 years in Connecticut;
and in a number of States the State super-
visory agency may order reappraisals where
needed, even conduct them if the local arcas
fail to comply, or local governments may be
authorized by law to undertake reappraisals
voluntarily. Attention is focused here on
the special programs, usually backed by
specific legislation, in more than a dozen
States in recent years.'

" With due allowanee for a widely varying range in scope
and State participation, the list would include at least
Arkansas, Celorado, Geosgla, Idabo, Indiana, Kentucky,
Momtana, Nevada, New Mexico, Oregon, Pennaylvania,
Washington, and West Virginda. Note should be made of
those Seates, such as Hawail, lowa, Masyland, Ohio, and

Ueak, where thers hove been comprebensive reappraisals
I.1'|.]:|:t]ur|,:5 with periedic requirements or established super-
visory or administrative processes, and of thoss Staees,
such asz California, Florida, New Jeriey, and Virginia,
where there have been extensive voluntary local reape
pracuals with Swate epcouragement and varving degress af
aid, Dwta on most of these programs are given in vol. 2.
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These reappraisal programs have been
adopted to correct assessment situations that
have gotten so out of hand after years of
neglect that nothing less than a complete
reappraisal would serve to cstablish reason-
able uniformity of assessment on a statewide
basis. Some of these programs have been no
more than temporary correctives, others
have been designed to serve as the basis for
permancntly better assessment administra-
tion. Since a good reappraisal job is ex-
pensive, there is considerable financial waste
if it fails to become a dividend-paying per-
manent investment.

In the light of experienee, several eondi-
tions are necessary to realize maximum value
from a comprehensive reappraisal program.
{1} The project should be planned and
closely supervised by a permanent State
agency well equipped for the job. {2} The
program should be conducted uniformly in
relation to carefully predetermined stand-
ards and procedures. It is important that
all property be appraised at its market value,
regardless of the basis at which property is
to be assessed for taxation. (3) The pro-
gram should be designed broadly to include
not merely the revaluation of property on
the tax rolls but a search for omitted prop-
erty, installation in local offices of tax maps,
record systems, and other essential assessing
equipment that are lacking or substandard,
and on-the-job training in methods and pro-
cedures of State and local personnel assigned
to the project. (4} There should be ade-
guate provision to carry on a maintenance
program following completion of the ap-
praisal program. This means organization,
staff, money, and authority to assure con-
tinuance of the newly established equity and
orderly procedures. (5} The program
should be as comprehensive as needed, with
the State agency having full authority to
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require reappraisal inoany assessing arca
that refuses cooperation.

There are always the questions of who
does the job and whe pays for it. For a
State agency to do the actual appraizal
work, not merely supervise it, has certain
advantages. It can assure uniform adher-
ence to standards, learn first-hand the actual
local conditions, and develop an expericnced
staff that will be well equipped to carry on
the maintenance program. If, however,
rapid completion of the job s called for,
the best course is to rely on well qualified
appraisal firms instead of trying to recruit
a large temporary staff. Irrespective of
whether the State agency or each local
agency contracts for the work, the contract-
ing hrms should be from a State approved
list, the State agency should contral the con-
tract specifications to assure adequacy and
uniformity, and should be prepared to super-
vise the work, audit the results, and aid local
officials in meeting taxpayer questions and
appeals. The more competently equipped
local assessment areas mayv be able to con-
duct the reappraisal themselves with the
retention of additional personnel and aid
from the State.”

For State sponsored reappraizsal pro-
grams the State policy respecting cost shar-
ing has varied widely. Apparently in all
cases the State has met all or most of the
cost of supervision, which in some instances
hag been valuable and in ather instances not
worth much. Most commonly the project
cost is met by the local governments, but in
Oregon the State has paid one-half of the
cost, in West Virginia it is meeting 90 per-

* The wechnical aspects of preparing for sach projects are
well presented in International Asseciation of Asessing
Officers, Revafustion Projests, a report aof the Commities
om Bevaluation Projects, Chicars, 1960,
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cent of the cost, and in Kentucky the State
bears the major share. Georgia is encour-
aging local reappraisal by making interest-
free loans to local governments for this pur-
pose. The advantages of cost sharing
include the lowering of local resistance to
the undem:kingx and the increased oppor-
tunity for the State to safeguard the stand-
ard of performance.

The lasting advantages of these special
reappraisal programs depend largely in each
instance on how well the State is equipped,
or improves its equipment during the course
of the project, to supervise the undertaking,
gain insight as to what its general super-
visory role should be, and carry on a success-
ful maintenance program following com-
pletion of the appraisal program.

Too frequently there has been little con-
sideration of such matters. New Mexico
completed a statewide reappraisal in the
late 1940's but the county assessors were not
required to accept the results and none of
them did. In 1951 the Pennsylvania Legis-
lature required fourth to eighth class coun-
ties (59 of 67 ecounties) to conduct reap-
praisals, but other than its creation of a
temporary committee to make preliminary
preparations there was no State supervision.
When Colorado’s 1947 Legislature directed
the State Tax Commission to undertake the
reappraisal of all taxable property in the
1947-49 biennium and made a small ap-
propriation for the purpose, the Commission
ordered the reappraisal at 1941 levels of
value, provided some technical assistance
and encouraged the county assessors to hire
additional help. When at the end of 5 years
the work had not been completed in any
county the pmj-:ct wag terminated with var-
ious compromise adjustments. Some gains
were made in equalizing values but the situ-

ation continued basically unsatisfactory,"
In Kentucky, on the other hand, a system-
atic reappraisal program authorized by the
legislature in 1949 iz being carried on by the
permanent staff of the Department of Rev-
enue, gradually because of limited appropri-
ations but efficiently and with some atten-
tion to maintenance arrangements. The
Oregon and West Virginia programs typify
widely different methods of coping with such
undertakings on a large-scale basis,

The so-called reappraisal program initi-
ated by Oregon in 1951 and approaching
completion in 1962 turned out to be a
sweeping  rehabilitation program for the
State's property tax system. The policy
adopted was for the State Tax Commission
to expand its facilities and conduct the re-
appraisals itself in cooperation with the
county assessors and under contracts with
the counties, the State paying one-half of
the costs. As might be expected, the
undertaking stirred some controversy as it
progressed ; but with eourageous and com-
petent administrative leadership, good leg-
wslative cooperation, and development of an
effective educational program, Oregon has
done fully as much as any State to place
property tax administration on a sound
basiz. The tax laws have been improved,
the assesment function is becoming pro-
fessionalized, central appraisal has been
extended to timber and large industrial
properties, the State Tax Comrmission's
strengthened property tax division is well
qualificd to carry on the maintenance pro-
gram that is being developed, and, as pre-
viously noted, the taxpayers have been given
a practicable means of defending them-
selves against inequitable assessment,™

"= More recemily Colorade bas undertaken systematsé

professional supervision of local assessment; see waol, I
" Far descriptions aof thess programs see vol. 2,
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In 1958 the West Virginia Legislature
reversed its long stand that property tax
administration, although recognized as
“antiquated, incfficient and inequitable,”
was a county responsibility, and directed the
State Tax Commissioner to make or cause
to be made an appraisal of all nonutility
property in the State at its true and actual
value. The cost of this program, estimated
at $10 million, is being borne 90 percent
by the State and 10 percent by the counties.
The work is being done under contract by
outside appraisal firms. Although the of-
fice of State Tax Commissioner had only a
very small staff available for supervision,
it started the program without delay by em-
ploying several appraisal firms. It became
evident before long that some of the con-
tracting firms were not living up to the
terms of their contracts and some had been
paid for inferior work., This has been con-
trolled by building a State staff adequate
to supervise and audit the work. By early
in 1962 the program was well advanced on
a broad basis. No specific plans had been
developed for a maintenance program, but
contracts with appraisal firms provide for
on-the-job training of specified numbers of
State and county employees, and the State
Tax Commissioner, in a 1961 report to the
legislature, urged the prompt appropriation
of funds for proper maintenance.

The Problem of Built-in Inequities

A disconcerting feature of assessment ra-
tio studies and reappraisal programs is the
amount of long-cstablished inequity in as-
sessrnent that may be brought to light.
Some classes of property may have been
paying much more, or much less, than their
proportionate shares of the tax and a like
distortion may be found within individual
classes of property. When the indicated

56

adjustments are made, incvitably there is a
corresponding redistribution of the tax load,
along with divergent effects on capital
values. I material noneniformity is shown
to exist among major classes of property, its
correction may produce a sufficiently large
shift in the tax burden to incommode the
local economy.

Such conditions are bound to arise in
many jurisdictions and have become con-
spicuous particularly where there has been
a great divergence between the assessment
levels for State assessed and locally assessed
property. In Oregon, for example, it was
found that railroad and ether public utility
property was being assessed at twice the
level of locally assessed property. There
the State Tax Commission was able to
invoke an administrative solution by making
a gradual approach to enforcement of the
law that avoided the harshness of abrupt
compliance. The assessment level for util-
ity property was reduced by stages over a
period of 10 years to bring it into conformity
with the local level of assessment. There
is no ready and uniform solution for this
kind of perplexing problem in moving
toward uniformity of assessment, but it no
longer can be concealed and ignored.

Full Value Versus Fractional Assessment

Full value assessment, a legal requirement
in the great majority of States, is invariably
a legal fiction, and an increasing number of
States are undertaking to wipe out this gross
violation of the law through underassess-
ment by setting some fraction of full value
as the legal standard. The contention is
that the level of assessment is of no conse-
quence s0 long as all property in a taxing
district is assessed uniformly at the same
level. This position would be valid (exeept
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for certain collateral inequities noted later)
if all assessing were done competently; but
in actual practice there is a tendency for
nonuniformity to increase when property is
assessed at low fractions of full value.

The Census Burcan's 1957 assessment-
sales ratio study of nonfarm houses con-
tained data that seemed to affirm this tend-
ency. The following figures, placing all of
the selected arcas in the study in four groups
according to their median assessment ratio
and showing the median area index of in-
equality, indicate a progressive increase in
inequality as the assessment level declines.™

Miedian arienirmend rafo for

Index of inegmaliey
morlerm Aoursr [ percent) i

mediam area

BT B 8 R R A b P IR S R 1 iy
MOt MY BED
ot 3>9_____ o _____ 21
40. 0 or mare_ e 22D

It is easy for both the assessors and the
taxpayers to be less alert to inequality when
the assessment level is a low fraction of full
value. A deviation from the norm in hun-
dreds of dollars in a low-level assessment
may attract less notice than a deviation in
thousands of dollars in a high-level assess-
ment, although the former may be more
inequitable on a percentage basiz. Sinee
there is no point in increasing the hazards of
the assessing process, a reasonably high Hoor
is a worthwhile consideration in legalizing
fractional assessment.

LONG-RANGE REQUIREMENTS

No State can hope for much rehabilita-
tion of the property tax through spasmodic
efforts. Ridding this tax institution of all
of its outwom but cherished rites and rituals
will take persistence and time. Stressed in

™ Taxable Property Falues in ke Undfed Seales, op oif.,
tahle 17.

this chapter is the need for a State adminis-
trative agency to use the best techniques for
gathering and analyzing the facts about
property tax administration and for apply-
ing the findings to assessment supervision
and taxpayer education. Instead of com-
prising a few underpaid, undistinguizhed
jobholders, such an agency must be staffed
with competent, resourceful people who
command respect and can get the ready
cooperation of able local property tax ad-
ministrators, and it must have adequate re-
sources anc authn-ril}r.

Even the best of such agencies, however,
can do little more than a routine job unless
it has the understanding support of the gov-
ernor and the cooperation of the legislature
that created it. Long-term progress, in fact,
will depend fully as much on the legislature
as on the administration. Considering both
the complexity and importance of the prop-
erty tax, its investigation and study ought to
be a continning assignment for the legisla-
tive council and one of its subcornmitiees
or for a joint interim committee, The de-
velopment of bencficial liaison arrange-
ments between the administrative and pol-
icy making groups will be no problem if
both groups are aiming intelligently and
sincerely for the same goal.

The concept of a skilled SUPETVISOIY
agency carrving on rescarch, providing
technical aid, applying sanctions judi-
ciously as needed, and thereby producing a
universally competent system of assessment
administration is somewhat on the sanguine
side, Such methods and procedures are a
good way to begin the job and can be relied
on to produce worthwhile results, but also
they are bound to disclose basic obstacles to
fully satisfactory progress. It will become
obvious that there are laws which nced
changing, that there are assessing responsi-
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bilities which need shifting, and that there
are some features of the established assess-
ment organization and personnel that fail w
fit any plan of efficient, modem tax admuan-

istration. A readiness to recognize and find
sound correctives for such deficiencies un-
derlies the long-range requirements for a
StrONE Property tax.



Chapter 6
ELIMINATING UNDERASSESSMENT

Full value assessmnent versus fractional
assessment is not the issue under considera-
tion here. About one-third of the States, as
shown in chapter 4, legally authorize frac-
tional assessment for all or part of their tax-
able property. Underassessment means
assessment at a level clearly below that re-
quired by law.’

Policymaking is a legislative function,
When assessors change the laws in their con-
duct of the assessment process or State reg-
ulatory agencies “equalize™ assessments at a
level which is remote from the constitu-
tional or statutory requirement, there is ad-
ministrative usurpation of legislative power.
This administrative recasting of legislative
policy, as has been shown, can and often
does have widely detrimental effects.  Some
of it has been forced by the legislature's ab-
dication of its responsibilitics, but to give
permanence to such conditions would do
viglence to constitutional principles,

FEASIBILITY OF FIXED-LEVEL
ASSESSMENT

Technically, if the assessors are compe-
tent and adequately equipped and are al-
lowed a reasomable range of tolerance, the
maintenance of a specified level of assess-
ment is feasible, Regardless of whether
property is assessed for taxation at full
value, at some uniform fraction of full value
set by statute, or at some unauthorized frac-
tion set by the assessor, the process must

"The rewerse of this relaticonhip, overassessment, was

&i e in the depression of the 153Fs but has had no
widespread significance for many year,

start with an appraisal of the full value of
the property, which is its market value. In
all instances the task of the assessor, unless
he is just guessing or copying the preceding
roll year after year, is the same. He must
find the market value of the property. It
then can be assessed for taxation at that
value or any fraction thereof,

The technical feasibility of this objective
must be qualified, as noted, by allowance for
a reasonable range of tolerance. Precision
as to the level of assessment is no more at-
tainable than precise uniformity of assess-
ment. Market values must be approxi-
mated in many instances and, additionally,
they undergo constant change of cyclical as

well as secular character. Not all these
changes, moreover, are uniform within a
community; some occur variously in differ-
ent sections as these sections improve or de-
teriprate, A complete reassessment each
yvear may not be feasible or desirable : but if
the checking of significant changes is a con-
tinuous process and adjustment for secular
trend is made every few years, assessing can
achieve what Tax Commissioner Thomas
A, Byme calls “a conservative full value
rather than a precise reflection of the
market level in any year.” ?

"Thomas A. Byreme, "Full Value Asiemments in Prac-
tice: Heamony for Underasseament,” la Matlonal Tax
Association, Praceedings of ke Fiftp-Firal Anwoal Confor=
ence on Tavation, 1958, p. 426, Mr. Byrae, Tax Cammis-
siorer of Milwaukee and an sutstanding assessment expert,
alter reviewing the reasoms for underassessment, Incleding
the widely varying quality af assessment admindstration,
concludes “that a full valus sssemment everpwhers and
on each asscsment date i a sesult which & actually onats

tainable. The best we can hoge lor would be 2 periodic
approximation."
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Need for Clear Legal Definftion

The assessor must have the guidance, in
working for a reasonable approximation of
the legal basis of assessment, of a clear,
usable legal definition of full value—one
that aveids forcing him to become an eco-
nomic forecaster and restrains his “precau-
tionary rcgard for inflation tendencies.”
The asscssor should not have to contend
with such equivocal statutory instructions
as: (relating to real property) “The term
full cash wvalue . .
value less an allowance for inflation, if in
fact inflation exists,” and (relating to cer-
tain personal property} “The term full cash
value as used in this subsection shall mean
current value without any allowance for
inflation."” *

Troubles caused by fuzzy definitions of
value may be illustrated by what happened
in Oregon. After launching its compre-
hensive reappraisal program in 1951, the
State Tax Commission soon found that the
statutory definition of true value, as con-
strued by the courts, was a serious impedi-
ment to doing a sound job. According to
statute, “True cash value of all property,
real and personal, means the amount the
property would sell for in the ordinary
course of buziness, under normal conditions
in accordance with rules and regulations
promulgated by the State tax commission.”
The State Supreme Court ruled that under
the “normal conditions" provision, deter-
mination of the true cash value of real prop-
erty required adjustment of market value to
a “constant value which levels the effects
of depressions and booms™ (Appeal of
Kliks, 153 Or. 669.) This put the Tax
Commission into the forecasting business,
precluded a firm standard of assessment for

. shall mean current

"Tox Lawa of Marsland, art. 81, sec. 14, subsec. {b].
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real property and, because the ruling had
been extended only to some classes of per-
sonalty, prevented complete equalization
between realty and personalty.  In 1955 the
legislature changed the definition to provide
that true cash value shall be “market value
as of the assessment date,”

FEASIBILITY VERSUS
PRACTICABILITY

Notwithstanding the technical feasibility
of reasonable conformity with the law, no-
where on a statewide basis, so far as can be
ascertained, does the level of assessed valua-
tion approach a legal basis that has been
long established.* For this discrepancy
both the assessors and the State govermn-
ments are responsible.  Professionally well-
qualified assessors have tended to concen-
trate their efforts on meeting the legal
requirement of uniformity and to give much
less attention to the level of assessment at
which they achieve uniformity. Many as-
sessors, however, have ignored the law for
less professional reasons.  Underassessment
was less eontroversial, more pleasing to the
taxpayers; or it enabled the assessor to serve
as a self-constituted budget officer in low-
ering a community’s taxing and borrowing
power; or it had interarea competitive ad-
vantages; or it was a convenient way of
obscuring mistakes. In postwar years the
gap between law and practice has widened
as, in Byrne's words, “the market has liter-
ally run away from assessors”™ while they
kept their eyes glued too long to 1940
values.

YA comparisen of the levely of aseument of locally
asawised real property in the scveral States in 19610, as
desermined by the assessment-sales ratio itudy cosducted
by the Censon Boreau, with the legal basds of asseaiment
discloses that anly in Oregon, which had juse established
a new requirement, was there a closs approximation of

actual ard legal ratios. [See Tawable Property Faluer,
1562 Census of Governmments, vol. IT, table 13.)
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A large share of the responsibility for this
conspicuous breakdown in law enforcement
belongs to the State governments. Quite
obviously they have failed to enforce the law,
but their culpability goes deeper than this
because of their adoption of pelicies that
have made the law virtually unenforceable.
By their use of assessed valuation as a base
for various regulatory purposes, they have
placed a premium on underassessment.”

Property owners are convinced that an
increase in their assessed valuations means
an increase in their tax burdens, and bene-
ficiaries of partial tax exemption know that
such an increase means lower benefits.
Thus public resistance to increases in assess-
ment levels intimidates assessors and ties the
hands of even the most scrupulous State tax
administrators. Such increases stir popular
resentment much more readily than inequi-
ties in local assessment rolls.  According to
a well-decumented statement of an author-
ity who has studied this issue intensively:

Undoubtediy the most impressive factor blacking
compliance with the constitutional full value man-
date is the paralyzing fear that any decision to raise
depressed local asessment levels to full value would
meet with overwhelming public opposition.®

In a number of States the State agency
responsible for property tax regulation has
the legal power to order local property tax
administrators to raise assessments to the
legal level, and in recent years some States
have strengthened these agencies; but even
the most competent have been baffled by

*Alzo, as discussed in ch. 3, the property tax laws of
some Staies are so inequitable that their stnct emforoe-
ment would work injustice.

*F. Johm Shannon, The Comfict Betmern Law and
Admininrative Practice in Faloetion of Propesty for Taz-
alion a Kenfusky, Univerity of Eentucky, Dureau of
Business Research, 1957, p. 61,  Ancther important factor
s the assessor's well-founded fear that an average nssess-
ment at 100 percent of Full value would produce rumenous
amessments in excess of full valae,

the wide gap between the assessment level
and the legal base, the derangements that
would be caused by disturbing the status
quo, and the political unfeasibility of closing
the gap and have resorted to compromise
equalization policies that mitigate some of
the ills of, but do not eliminate, underassess-
meTit.

ALTERNATIVES FOR BREMEDIAL
ACTION

The States have a choice among three
possible courses of action to eliminate under-
assessment. {1} They can provide for effec-
tive enforcement of existing law. (2) They
can change the law to conform more nearly
to prevailing practice and then concentrate
on effective enforcement. (3) They can
abolish fixed assessment levels and abandon
the use of assessed valuation for ancillary
FPUTIOTER.

Least likely to succeed is the first of the
three alternatives when the legal and actual
lewvels are far apart. Theoretically, it might
be initiated in a very simple manner by the
State tax commission's exercise of its au-
thority to compel the adjustment of all
assessments to the legal basis,  Actually, this
would be a good way to start a political
revolution. Leadership that could induce
the legislature to make all of the essential
supporting legal adjustments and convince
a rebellious public that the policy was de-
sirable would be almost a miracle.

The second alternative has a better
chance of acceptance, It requires less basic
adjustments and is easier to sell to the tax-
payers since the changed legal assessment
level bears a closer resemblance to existing
local levels. If the groundwerk for this
adjustment has been laid by State super-
vised reappraisals in all assessment areas
where they were needed and by the develop-
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ment of competent and adequate State
supcrvision of local assessing, the actual
adoption of the plan is facilitated and sim-
plificd. In any event, adoption of such a
program, unless it is virteally forced by court
action, will depend on strong administrative
leadership, cooperation by the legislature,
active support by civic groups and loeal
governments, and an effective program of
education for the public. The effort is not
worth undertaking, moreover, unless it in-
cludes adoption of satisfactory mecans to
enforce the new law.

Varying versions of this plan have been
adopted recently by a few States.  Oregon,
Arkansas, and New Jersey provide good ex-
amples. In Oregon, the way had been
smoothed by a statewide reappraisal pro-
gram in progress since 1951, Prior to 1933
all taxable property was required to be as-
sessed at true cash value; then, because of
general disregard of this standard, the legs-
lature changed the law to permut each
assessor, with the concurrence of the county
board of equalization, to determine the ratio
to be uzsed. The requirements, noted in the
preceding chapter, for verifying and pub-
licizing the ratios seem to have worked fairly
well; but in 1959 the legislature set a statu-
tory level of 25 percent of true cash value to
become effective in 1961 except for a few
counties still undergoing reappraisal and for
counties assessing at higher levels which
they did not want to reduce. In 1957 the
county ratios had ranged from 48 to 22 with
a median of 30, but for the 1962 tax vear the
State verified ratios were at 25 percent for
all but three counties—one electing to main-
tain its higher ratio and two still under re-
appraisal.’

"Orepon State Tax Commissbon, Bullefin, July, 15962,
m 8. Each county assessor, as previously noted, is re-
quired o determine his bevel of assessment annually by an
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The broad program to rchabilitate prop-
erty tax administration initiated by the leg-
islature of the State of Arkansas in 1955
included the requirement that all property
should be assessed at 20 percent of actual
value, creation of an asesment coordina-
tion division, provision for regular ratio
studies to check performance, and stimula-
tion of local compliance by provision that
if, by 1957, any county's assessed valuation
level was below 90 percent of the estab-
lished standard (i.c., below 18 percent) the
county would lose a proportionate share of
its State aid. While there was temporary
postponement of sanctions, one county was
penalized in 1960 and there was rapid im-
provement in the uniformity of assessment
levels as disclosed by the ratio studies.
Prior to initiation of the program the inter-
arca range in the level of assessment was
from under 10 percent to over 20 percent.
In 1961 the range was from 16 to 22 per-
cent, with only four counties below 1B per-
cent.  Three of these were raised to the re-
gquired level within the short period allowed
for adjustment.”

In New Jersey the courts forced abolition
of underassessment, thereby aiding the long
efforts of the proponents of property tax re-
form. In 1957 the Supreme Court of New
Jersey declared that the legal standard of
assessment would be enforeed by the courts
at the suit of any taxpayer, and so long as
the standard set by statute is 100 percent
assessment ratio study. The State Tax Commissian, i it
finds the ratio bascd an itk awn studics deviating more
than 10 peréent [rom that af the siscsar, = reguared 16
mubistitute e rakis) i the assessor podls @ oratio varying as
much as 30 percent from determinations by the county
baard of equalization or State Tax Commdission he is lakls
to prosecution and removal from office.  In the wiew of
some cxpert observers in Ohregen, the county asscmaor =
likely to produce more uniform assesing and more reliable
ratio stadics if he i1 not required s comply with & fixed

lewel of asstm=nent,
* For details of e program n Arkandsa, see vol, 2,
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of real value the courts would mandate that
standard; but the court permitted post-
ponement of compliance to give the legis-
lature time to change the hasis of assess-
ment if it wished to do so. In 1960 the
State legislature provided, for taxes due in
1962 (later postponcd to 1965), that each
county board of taxation could set the level,
in multiples of 10 but not less than 20 per-
cent, at which all real property is to be as-
sessed, with 50 percent to be the level if a
county fails to set the ratio,™

THE PREFERRED ALTERNATIVE

A third and, all things considered, the
most satisfactory means of abalishing under-
assessment is (1) to purge assessed valua-
tions of all uses cxcept that of serving as a
tax base, and (2} to eliminate all constitu-
tional and statutory requirements for fixed
levels of asscssment; but only in conjunc-
tion with the requirement that a well quali-
fied and equipped State administrative
agency make a reliable determination an-
nually of the average level of assessment
and the market value of taxable property
in each of the State's assessment districts.
The market value, thus determined, would
be used as a measurement base, doing away
with the vagaries of fractional assessment
for this purpose; the State determined
average level of amesment for each dis-
trict would show the taxpayer what the
level of assessment for his property should
be and give him a firm basis for appealing
from an inequitable assessment; and data
also would be available to control the dis-
tribution of equalizing State grants and to
equalize tax rates of taxing districts served
by more than one assessrment district,

* Swifr v, Middiefewn Township, 23 N.J. 580

™ Gee vol. 2 for other featwres of thés property tax
legixlation.

Administrative .-‘!-u:fz.':mtages

Under this arrangement, just one basie
legal requircment is imposed on the as-
scssor—he must obtain reasonable intra-
area uniformity in his asscssing, He is
freed from the legal responsibility of achiev-
ing uniformity at some fixed level specified
by constitution or statute, and, because tax-
ing and borrowing power are no longer con-
trolled by assessed valuations, he is freed
from pressure to hold down the assessment
level.  This plan, however, needs one quali-
fication, Because assessing has a tendency
to become progressively less uniform at low
fractions of full value, it would be wise to
set a minimum level.  State enforcement of
this minimum poses no difficult problems.

Broadening the reliance on the statistical
measurement studies produced by State su-
pervisory agencics would put pressure on
these agencies to produce more reliable
studies, which, in turn, should contribute to
more scientific property tax administration,
Also, State supervision of local asscssment,
freed largely from concern as to assessment
levels, would be able to concentrate mare
on producing greater interclass and intra-
class assessment uniformity.

Aid for the Taxpayer

Fractional assessment, legal or illegal, is
confusing to the taxpayer. He compares
tax rates that lack comparability, and quite
commonly has little readily available means
of knowing, to say nothing of proving,
whether his assessment is reasonably equit-
able. Full-value assessment would remove
some of this confusion ; but since it does not
appear to be practicable, the State has a re-
sponsibility for removing as much mystery
as possible from fractional assessment,

The means here advocated for eliminat-
ing underassessment would be unsatisfac-
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tory without full, clear disclosure for the
taxpayer. The State's statistical determi-
nations as they affect each taxing district
should have prompt and wide publicity, in
readily understandable form and with clari-
fving explanation. Among the more obvi-
ously required data would be comparisons
of market values and assessed values, not
only for taxable property as a whele but by
major classes of property. Removing the
mystery from such factors would be painful
in =ome jurisdictions, but in the long run it
could remove a considerable amount of tax-
payer injustice,

For the protection of the taxpaver, the
State determined or verified ratio of as-
sessed to market value should be made
legally available to him as a basis for pro-
testing and contesting an asscssment which
he belicves to be ineguitable.  Oregon not
only has made such statutory provision, as
noted earlier, but has set up a small claims
division of a new tax court to aid the small
property taxpayer. In New York, a statu-
tory amendment of 1961 permits the State
determined “equalization rate” [which is
on a full-value basis) to be introduced as
evidence in Judicial proceedings to review
an assessment.”’

Full Value as a Measurement Base

The trrationality of using assessed valu-
ation as a measurement base has been eme-
pha.‘n'z:‘.'d m chapter 4. If a State govern-
ment believes that local governments should
be limited in the amount of their taxing and
borrowing, its limiting action should be
based on careful consideration of their fis-
cal capacities and the extent to which they
may draw safely on these capacities. If
taxable property values are to be used in

o Bee vol. 2.

o4

evaluating fiscal ability, then [ull value,
rather than a tricky and elastic assessed-
valuation vardstick or an equalized value
that does not represent full value, is the true
index of such ability. It measures the en-
tirety of this entity, not just a variable frac-
tion of it, and provides a clear concept of
fiscal ability as the basis for studving and
imposing rational limitations.™ Likewise, if
partial tax exemptions to homeowners,
veterans or other beneficiaries of this type
of legislative largess are to be based on dol-
lar amounts of property value, they should
be in dollars of full value, rather than of
assessed value, so that the legislature can
make a clear determination of the size of
its munificence.”

All such regulation and dispensation
should be placed on a full-value basis, re-
gardless of whether, or how, underassess-
ment is abolished, This change, when it can
be effected by statutory means, would re-
quire the State legislatures to review all
existing formulas imvolving assessed valua-
tion and to recast them so that they have a
rational relation to full value. Omne of the
immediate advantages of the change, in fact,
would be the pressure placed on legislatures
to study and regenerate tax limit and debt
limit formulas that no longer reflect legsla-

Y This is not intended as an endorsement of the 19sdi-
tianal method of limiting taxing and bormowing by liszal
gavernments, bet as o recommendation that, i it is used,
the wee shaild net be unintentionally moddled. For the
wirwa of this Commision, e Advisory Commissions on
Intergovernmental Relations, State Conabituiional end
Statutory Restriclinm: om Loval Goweramend Debf, Sep=
tember 191, and State Connifutional ard Sratulory Re-
rrichpas on Local Taring Powers, October 1962,

= Ay asgesgors would be subject o pressare to compen-
sate for this provision by below-average assesiment of prar-
tially exempt property, enforeement of the proavislan wouwld
require special State sapervision. A ware simple alterma-
tive might be a rebate in fixed dollar amount on the bene-
ficiaries’ tax bills, o dewice under consideration in New
Jerser.
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tive intent and do a disservice to local gov-
ernment. When constitutional provisions
are involved the obstacles to change are
mare formidable but still worth overcom-
ing—including, if possible, the removal of
such details from the constitution.

The use of full value as a measurement
base i3 being demonstrated effectively in
New York and Wisconsin, where local as-
sessing continues at varyving fractions of full
value. [ts use as a base for debt limitation
was authorized by statute in 1961 in Pennsyl-
vania, which provides extensive local option
as to the level of assessment, but was de-
clared unconstitutional, A plan in Illincis
to use full value as a base for tax and debt
limitation, however, has fallen short of its
pmpme.“

Local assessment levels in New York,
legally required to be at full value, still
range from under 30 to over 6 percent of
full value; but these variations have no ef-
fect on the legal taxing and borrowing pow-
ers of local governments.  In early postwar
years, when the State constitution still re-
stricted borrowing and taxing by local gov-
ernments to specified percentages of their

¥ Connecticut should be noted an having climinated
underassessment by permidtting  local asessors to el
the levels of assessment, but without safeguarding
this grant of authority by establishing a fall-value
measmrament base for regulatory parposes.  The leghilatare
adopted this undesirable policy after & raling by the Con-
necticut Supreme Coart in 1957 (Tagrabam Ca, v, Qity
of Brinted, 144 Conn. 374) that undernssesment wad 0m-
pledely invalid amd contrary to the express prowvidbon aof
ke Sgate statwies. The court said chat whes asssices
followesd such a palicy “they indirectly assume a rode which
righilully Is not thelm to play.” A eax sady commisian,
reparting in 195%, propesed a8 Aexibde compromise
arrangement, replacement of the former statutory fequire-
ment of asscssment af 100 percent of fair markes value
with an ascisment level of B5 percent representing the
upper range of exiiting proctice with a sone of tolerance
of 10 percent up or down within which thers would be
no basis for appeals against assessmests.  (Repore .
Properdy Taxer in Conneeticue, 1859, pp. 66-70, T4-81.)

assessed valuations, the effect of underassess-
ment was an erratic and planless determi-
nation of such powers that threatened the
ahility of some local governments to func-
tion and brought outcries for more State
aid. In 1949 and 1931 the constitution
was amended to base the limitations of tax-
ing and borrowing power on the full value
of taxable property. [A 5-vear moving
average of full values, rather than that for
a single year, is used as the base.} In the
debt limit amendment small reductions
were made in the controlling percentages to
hring them into what was deemed good con-
formity with the full-value hase. A special
State agency was established to provide reli-
able full-value data by means of regular
assessment ratio studies."

One of the established functions of the
property tax division of the Wisconsin De-
partment of Taxation is the annual deter-
mination of the full value of taxable prop-
erty in all taxing districts of the State.
Operating through six district offices and
with a trained field staff, the division is able
to do an efficient job by supplementing its
assessment ratio studies with continuous
ficld appraisal work, These State full-
value figures have increazingly numerous
statutory uses—more than B0 according to
a tabulation through 1961 by the depart-
ment.  In addition to exceptionally varied
applications for which State equalized as-
sessmments are invaluable, they serve as the
bases for most statutory tax limitation and
constitutional and statutory debt limitation.

To recapitulate, one of the truly impor-
tant prerequisites for strengthening  the
property tax is to disassociate assessed valu-

¥ 8ew val 2 for the arganimiion ard operation of this
agency, the State Board of Equalization and Assessment.
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ation from all functions except service as a
tax base. It is essential, for one thing, to
get rid of primitive concepts of budget con-
trol that conjure with assessed valuations
and tax rates, and place emphasis on budg-
eting and financial planning that make
judicious use and apportionment of a com-
munity's basic fiscal ability, one good meas-
ure of which is the full value of taxable

property. It is essential, for another thing,
to divest property tax administrators of
their illegal power to dictate local ceilings
for taxing and borrowing and confine them
to their proper function of deing a compe-
tent job of tax administration.™

" Bee Adwisory Commission an Intergovernmental Rela-

tions, Srate Conrlatuiional and Stadutory Renrictions sn
Focol Taring Pouwrs, Cotober 1962,



Chapter 7

THE PLACE OF THE PROPERTY TAX IN THE STATE-LOCAL
REVENUE SYSTEM

OF the $18.0 billion of property tax reve-
nues in 1961 nearly $17.4 billion went to the
local governments and only $0.6 billion or
3.5 percent to the State governments; but
this huge revenue item was of as much con-
cern to State governments as if all of it were
their own money. Each State and its local-
ities share in one governing job and must
draw from the same aggregate of resources
to pay the costs,  Since the State creates the
local governments and determines their
share of the governing role, it must see to it
that their financial resources match their
responsibilities. To the extent that sufficient
revenue is not raised locally the State must
provide it—or rely on the Federal Govern-
ment to provide it.

The property taxes of local governments
in 1961 represented 87.7 percent of local tax
revenue, virtually the same proportion that
prevailed through the 19505, The bulk
of the remainder was accounted for by the
sales, gross receipts, and income taxes that
some of the larger municipalities are using
successfully as partial replacements for the
property tax. These replacement sources,
however, arc identical with the major
sources on which the States rely actually or
potentially for the bulk of their tax revenue.
To the extent that they are used locally they
are not available to the State governments.
While the local governments are using most
of the property taxes, dipping into the major
nonproperty tax sources that form the base
of the State level tax structures, and draw-
ing on various kinds of minor local tax and

nontax revenue, they are depending on the
upper levels of government for a substantial
portion of their general revenue needs—
about 30 percent in 1961,

No lessening of the pressure for more
State-local revenue is in prospect.  State and
local government responsibilities are bound
to continue their growth as a rising and in-
creasingly urban population requires more
and higher-type services. The State gov-
ernments face a dual demand that peints to
higher rates for their sales, gross receipts,
and income taxes, or the need for adopting
such taxes if they do not already have
them—a demand for more State purpose
revenue and a demand for more fiscal aid to
local governments. Inevitably the property
tax, a broadly productive tax that is exclu-
svely In the realm of State-loeal TOVETT-
ment, will have to carry its share of the load.

INTERSTATE VARIATIONS IN USE
OF THE PROPERTY TAX

On a nationwide basis the property tax,
although it has declined in relative impor-
tance over the years, continues to be the
largest single source in the State-local tax
system. It accounted for 46.3 percent of all
State-local tax revenue in 1961 and had not
deviated much from thizs relationship for
several years.' This national figure, how-

1 The figare was at its low of 446 pereent in 1956 and
1957, and was 463 pereent in 1950, having declimed Trom
454 peroent in 19446, 56,7 percent in 1940 and a prede-

presmion 77.F percent in 1927, ([Data from TS, Barean
of ihe Census.)
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ever, conceals vast differences among the
States in property tax policy. In the indi-
vidual States property tax revenues in 1961
ranged from 13 to 70 percent of total tax

STRENGTHENING THE FROFERTY TAX

revenues, with the percentages for only 14
of the States concentrated in the 40-50
percent range. The distribution was as
follows: ®

Under 20 20 o 20.9 30 1o 309 A0 1o 499 50 o 59.9 &0 and over
percent percent percent peroent peroent
Hawaii, ... 127 | Alabama... 20,8 | Gecogia. ... 3.4 | Florida .. .. #0. 6 | Morth Kangms ... 80,4
Dakota... 50,8
Delaware. .. 2.7 | Kentucky .. 31.1 | Marvland .. 42.2 | Maime...... 51.1 NL"*'HI-I“"P-
| shim, .., &2, 8
South Car- Washington, 31.5 | Vermaont. .. 44 6 | Ohio. .. ... 3. % | New Jor-
alina. . ... 23.0 | Oklaboma.. 322 | Mew York. . 44.7 | Wyoming... 52,6 Y., ... 61,2
Lovisiana .. 230 | Termessoe .. 32,7 | Arizona. ... 454 | IlEnois, . ... 548 2 | Nobraska,, 70,5
CAlaska. . ... 4.4 | Pennayl- Misouri.. .. 46 1 | Wisansin. . 531
| Mew vamia. ... 3.0 | Uiah, ... . 468§ | Minnesota, . 55,1
hfrxice .. 26.4 | Mevada. ... 357 | Rhedc Inciara, ., 55,3
Marth Virgimia. ... 3.7 Island . .. 47.5 | Connecticist, 56, 4
Carclies . ZB,. 3 | Idabo. . ... 47.7 | Montana,,. 57.0
Mississippd . 2R, 4 Oregon, ... 48.2 | Towa, .. ... 57.4
Arkansas. .. 20,7 Texas, ... .. 4.7 | Sowth
VWent Calesads, 43. 0 Dakets .. 57.7
Virginia. . 29,0 Calilcenia. . 49,7 | Masachu-
Michigan, .. 49.7 eRks, ., B9
BNumbser all
SlaEs, 1 1a ] 14 13 4

The States have impelling reasons, as can
be seen, for a new look at the property tax.
Their views as to its proper role in their
overall tax systems are sure to vary, but
none of them can afford to disregard its po-
tential value for the demanding years
ahead. Those States that place substan-
tial dependence en the property tax can
increase its reliability by raising the quality
of its administration. The few States that
have not found it necessary to put much
dependence on this tax can turn to 1t for
a better-balanced revenue systemn. Those
States that have permitted it to decline to
a minor position through pressure or neglect,
or have reduced its productivity through
maladministration, or fear to put more reli-
ance on it because its management is defec-
tive, have weakened their financial outlook.
The States now undertaking remedial ac-
tion are showing foresight, because con-
structive changes in the management and
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use of the tax arc not effected overnight and
smooth adjustment ¢an avoid harsh emer-
gency measures at some later date.

THE PROPERTY TAX AND LOCAL
SELF-GOVEBRNMENT

Ome factor that should be kept in view
in determining the future position of the
property tax is its close alignment with the
outlook for local self-government. It is the
only major tax adaptable to local use gen-
erally, regardless of the size and nature of
the local jurisdiction. Aside from being
a good revenue producer it has the depend-
ability and adjustability that local govern-
ments need.  The required revenue yield
can be obtained from year to year with a
convenient range of flexibility and a satis-
factory degree of precision, and the collect-
ability of most classes of property taxes is

"5, Burean of the Census, Governmaméal Firancer
in JAGL.
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assured by an enforceable lien on the prop-
erty. These virtues are vitiated mn prac-
tice, however, if highly restrictive tax rate
limits combine with deep underassessment
to relegate the property tax to an inflex-
ibly mineor role in local government finance
and inferior assessment administration stul-
tifies the tax’s reputation.

In at least a few States the spleen against
the property tax has been so intense as to
generate constantly increasing fiscal aid to
local governments regardless of whether the
lecal fiscal effort is adequate, or to deprive
them of the opportunity to develop sound
budgeting and capital financing policies.
That inept and inequitable property assess-
ment should be a barrier to reasonable de-
pendence on the property tax, as it is in
NUMErous communities, is a reflection on the
State governments that have permitted such
a condition to continue, Determination of
the property tax base is strictly an adminis-
trative function demanding technical com-
petence. The State itself could provide
this service uniformly and efficiently on a
statewide basis without encreaching on local
prerogatives to determine fiscal policy and
make financial plans.

An increasing recognition by tax study
commissions and State legislatures that
neglect and underuse of the property tax
have been detrimental to both local and
State governments is an encouraging devel-
opment. The following are representative
conclusions:

In Alabama, which has been depending
on the property tax for only one-fifth of its
State-local tax revenues, a tax study com-
mission reported in 1957 "

In summary, many of the considerable pressures

"Report of the Committee on the Revision of State

Tax Laws, Current Tax Problemys in Alabema, Montgpom-
ery, L3537, pp. 1314,

on the legislature to increase State appropriations
are a direct result of the comparable low tax effort
made by the local governmenis of Alabama. Con-
versely, the preemption of the most productive
sources of revenue by the State, together with vir-
tual neglect of the property tax, has left localities,
particularly cities, with limited revenue resources.
The trend has clearly been toward a highly central-
tped revenue systesn the results, in part, have been
low lewels of services at the municipal level, and a
heavy reliance on the several taxes administered at
the State level . . . The comparative decline of
the tax in Alabama may be attributed to constitu-
ticnal rate limitations, mumercus exemptions, and
fauliy assesament administration,

In South Carolina, where the property
tax also is a relatively minor revenue factor,
Prof. G. H. Aull, a tax economist who has
made a number of notable studies of the
property tax in the State, has characterized
the State's property tax system as being “in
a state of utter disgrace” and has declared:*

Becauwse of the breakdown in this important
source of local revenue the State has poured a sub-
stantial amount of other tax revenue into an attempt
to shore up the structure of local government. In
choming this course (rather than forcing a mod-
ernizing of property tax laws), the State has neg-
lected other important functions and weakened its
own financial posiion without at the same time
making any permanent contribution to the cause
of local self government.

A tax study commission in Washington,
reporting in 1958 on how to close the im-
pending gap between éxpenditure needs and
the yield of the existing revenue system, said,
among other things:*

Fundamental to the concept of strong, effective
bocal government i the proposition that the service

responsibilities of local government should be bal-
anced by fiscal i:.;.pnr_il:!.' to mamntain them at the

2 H Aull, Ne, 7 in a series of articles on “What's
Behind South Caroling Finamcial Trouhles” Anderron
Independend, Januery, 1959,

*Beport of the Tas Advisory Council of the State of
Washington, Firamciag Stats and Local Gopermmend in
Warkington, Olympia, 1958, pp. 17-18
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level decived by the local taxpayers. This = of the
wsgenee of Local EE]EaHﬁl.-Erﬂl.'ﬁL':lit. Failure tn insure
this principle in Washington by o history of ases-
ments below the level required by the State const-
tution and statutes has resulted in the need for in-
creased State grants and shared revenues, and has
contributed heavily to the shilt of responsibilitics
from local governiment o the State . . . A sigorows
effort must be made do relabidilale the properly
fex, lo make ©f mare n.-;:n'J'u'I':-Ig' among froperky
owmers, and af the same Hime make B more respan-
sive te the repenwe meads of the pareews wnils of
local sovernment . . .

In West Virginia, where the State govern-
ment is supervising a statewide revaluation
of taxable property, a tax study commission
concluded in 1960 “that the property tax
should be called upon to bear more of the
increasing costs of local government and the
public schools,” and recommended “the
furtherance of the statewide property reval-
uation program as rapidly as possible as a
means of eliminating or reducing the in-
equities of property assessment and making
more mency available on the local level for
public schools, county and municipal gov-
ernments,”

MORE REVENUE THROUGH
BETTER ASSESSMENT
ADMINISTRATION

More dependence can be placed on the
property tax when assessment administra-
tion meets high standards, L.e., when all tax-
able property is on the tax roll, all property
is assessed uniformly in relation to market
value, and the assessment level has not been
allowed to deteriorate. In fact, the estab-
lishment of these conditions where they have
not prevailed in the past may increase the
productivity of the tax without increasing
the burden of the taxpayers who have been
paying their fair share of the total,

* Final report of State Tax Stwdy Commission, Wen Fir
ginta Taxes, Charleston, 1960, pp. 12-11.
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In the great majority of States there prob-
ably is little taxable real property that is
escaping assessmnent.  Even in recent years,
however, searching reappraisals in some
States have discovered considerable areas of
land and numerous improvements that were
not on the asesment rolls, and have found
many assessing offices that were not
equipped with adequate maps and other
guides that would prevent such omissions.

In many of the 46 States that tax some or
all kinds of personal property there would
appear to be large amounts of such property
that have been eluding the assessor entirely
or have been assessed very nommnally.”
Personal property has been losing ground
relatively as a tax base; it represented only
15.9 percent of all locally assessed property
in the United States in 1961, compared with
174 percent in 1956.° Undoubtedly there
is a sizeable revenue potential in personal

"The persenal property tax an motar vehicles is a good
cuample af a potentislly lmpestant source of revenue
which is not as prodactive as it dhould be En aome Siates.
A simple remedy @5 to make the mgistration af the vehicle
contingent on payment of the tax,  In Tezas, where diffi-
caltpra in lewying and enforcing this tax have mads it
unproductive except im a few taxing districes, a shady
commaissiom has propeed amesdment of the State const-
tation to prrmit apeeial ereatment of motor vehicle taxa-
tiom and emactment of fegislation providing that (1) the
State Tax Board establizh market walaes for sl makes and
melels of reglvierable vehicles, (2] the tax rate be sor
usifarmly at §1.50 per $100 of market value, (33 the jax
ke eolleceed at ihe time a vehicks is registered, and (4
the proceeds b= distribued by county treasurers in adcard-
ance with a prescribed farmula.  This dax, it is estimated,
wauld vicld abawt 852 millisn o year for loral government
purpodes, emost of i representing new moncy. | Texas
Commisian an State and Local Tax Policy, Summary
Repart Moo &, Auastin, August 1952,

115 Bureas of the Cemsus, Properiy Tax Aceeiments
in ke [Tnited Seotes (Preliminary Repart Mo, 4, 1062
Censas of Goverpments, Aot 15962 ard Tavable Frop-
eriy Values in the Dnited Stater, (F257 Cenrur of Gorern-
mamby, Wal. V), 1559, p. 5. This recent decline, in the
ogrimian of some tax adminisrators, reflects an equaliting
dowsword adjustment in the level of ameament of Busi-
mea pepsonalty, which in earlier postwar years had been
msscssed at a higher bewel than realty in pumesous jarks-
diciions.
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property taxes that is awaiting develop-
ment; but, as emphasized in chapter 3, the
tax must be worthy of enforcement, the tax
law must be made administrable, and the
administrative provisions must be adequate.

The derogatory mythology that has been
built arpund the property tax in many parts
of the country is partly a product of mal-
administration. Raising the quality of ad-
ministration of the tax to that of other major
taxes may not make the taxpaver enjoy
paying the tax, but he is much more likely
to pay it without resentment if he has assur-
ance that assessments are reasonably uni-
form, that all taxable property is sharing
proportionately in the burden, and that the
tax holds a ::arefu]l}r considered position in
a well-balanced State-local revenue system.
Establishment of competent professional
tax administration, regular publicizing of
reliable data on the level and quality of
assessment, and facilitation of appeal of
assessments by the taxpayer are the impor-
tant keys to maintaining the productivity of
the property tax in areas where it is in sub-
stantial use and to increased dependence on
it in areas of subnormal use.

STATE USE OF THE FROFERTY TAX

Thirty-seven States, according to the
Census Bureau, still levy some kind of State
property tax that produces at least $1 mil-
lion annually.® The aggregate of such taxes
in 1962, however, was only $640 million or
3.1 percent of total State tax revenue; in
many of the States the amount levied is rela-

* Five ptated levy no State propenty tax—Alazks, Fawabi,
Cidaboma, Rhode ldand, and Tenncwes; For cight other
States the Cemsus Bureau reported property tax revemus
in 1962 ranging from 32,000 to $595,000-=Arkansas, Cone
mectiout, Delaware, Massachus=its, Oregon, South Dakoda,
Vermaont, West Virginia, (1.5, Bureau of the Census,
GCompendium of Siale Govermmend Financer 1= [962,
198%, p. 11}

tively negligible; and over one-half of the
total amount comprises special property
taxes rather than general property taxes."

The general property tax, which supplicd
about half of all State tax revenue in 1902,
has been abandoned largely or entirely for
State use by State after State. In 1932 it
still accounted for 22 percent of all State tax
revenue, but by 1942 the proportion had
dropped to 3.5 percent and in 1962 it was
only 1.3 percent. Of the 27 States that still
levy a State general property tax, only a few
place much dependence on it.  Im 1962 it
accounted for 28.6 percent of State tax reve-
nue in Nebraska, 18.0 percent in Wyoming
and 13.3 percent in Arizona. In five States
it provided between 5 and 10 percent and in
seven other States between 3 and 5 percent.
The amounts and percentages for the 27
States in 1962 are shown in the table on the
following page.

Frior to 1930 six States had given up the
general property tax for State purposcs, in-
fluenced largely by the theory that it was
desirable to separate State and local revenue
sources and the belief that this pelicy would
discourage competitive underassessment,”
The 1930's brought sweeping replacement
of State gencral property taxes by new
sources of State revenue and a dozen States
withdrew entirely or almost entirely from
the tax." In some instances this policy was

* The special property taxes include sach leersn a1 Cali-
formia’s in liew tax om motor wehicles {representing most
of the Swate's special property tases of 136 million in
196%), a large part of which goes o local poversments;
Waihingion's motor vehicle and aircraft sxciie bax, &l
mostly for loral governments; Wiicornsin's Stabe tax on
public oufiites; spd Staie taxes on mtangibles in Flor-
idn, Kenticky, Michizn, North Carolima, Oam, Virginia,
and several other States.

U Califernin, Delaware, MNew York, MNorth Carolina,
Pemrsvivania, and Virginia,

" Florida, Illinois, Michigan, NMew Hampahies, Ohis,
Oklahoma, Oregon, Rhode Islard, South Carolies, Soath

Dakota, Vermont, West Virginia. Mumeroas otber States
gharply reduced its use in this pericd,
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State General Property Taxer, 19621 In Amotnts and Percentages of Total State Tax Revenue

Sanae Bdilliom Prroent || Stabe Millicn Perornt
dollars | alallars
|
|
Mrlwracia 270 Z8.0 i Laussiana, .., ., F16. 0 3 3
"."|"E'\-I|r|:'|i|:'|l:; ..................... T4 redr f Colorada, ... .., b i 1 2.0
MEIDONE . . oo mm 24 H 13. 3 Washinpion, : o e 11.7 2.2
Manrana ; &1 6 || MiussmEppi, 4,2 2.1
[ B e R T Dalut s ([ & H lenws, ... . 39 1.4
Mew Moot .. .. ..o0 0 ieniieae. [ Ay T || Missciary . H S . : 5 4 i.4
Minnesota. ... .co v ine i 3.7 5.0 Wik e, s R i 3,9 o. 8
Alabama. . 1 14. % L] hhiss ! 57 [LRE]
DRI, S i e e | 1.2 4.5 || Kestucky.. ..., 1.6 0.5
TREBILE o e e T e 4l & 4.3 Soath Carclina 1.2 05
Movardn . ., .o ivven i inmrn e e a2 4.1 {rearpia 1. 4 w3
March Dakega, ... ... .,...,,.. 25 | 3.9 || Truliana 0,7 o2
M.ir:.‘i.lml. RIEFER I v T e 14. & 1.7 Wamt Wirgdnia. ... o3 [ |
Fasiss......,. 7.8 i 4 | I |
1 i

I Feam U5, Buresi of the Coensas, felail of Nirte Tar Callectianr i 162, Mowember 1962, (Data am P|'r|i|.'|||'r|]1':|l-:l In

adddizion w thess 27 Stats, Mains levies a 1ax on it usorganieed sreas ancd Now York & court seemogrraphers’ fax, accounging
i 19462 les 1.8 el amd 0,3 percent, reapoetively, iof Seare gax reveoucs,

dirccted primarily to helping hard-pressed
local governments; but depression condi-
tions gave property tax relief great popular
appeal and some States combined abandon-
ment of the tax for State purposes with in-
creased restrictions on its local use, In the
late 19440's, when the States were still en-
joying their war-generated affluence, five
more States—Arkansas, Connecticut, Mas-
sachusctts, New Jersey, and Tennessee—
withdrew from the tax. Texas adopted a
constitutional amendment in 1948 {effec-
tive in 1951) prohibiting State use of the
tax for general purpaoses, though continuing
its use for confederate pensions and part of
the State aid for schoals. Maine withdrew
from the tax |except in unorganized areas)
in 1951, but authorized local governments
to continue levying the State rate for local
purposes, Neither of the two newest States
levies a general property tax, Alaska having
dizcontinued its use for territorial purposes
in 1953 and Hawaii having dedicated it to
local use in 1911,

State general property taxes are used
mainly for the hnancing of State govern-
ment but some of the proceeds are di-
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rected to local purposes, mastly public
schools. An analysis by MeGehee H.
Spears of the U.S. Department of Agricul-
ture indicated that the total of such taxes in
1957 was distributed 31 percent for the
State general funds, 24 percent for public
schools, 18 percent for other education, 15
percent for debt service, and 12 percent for
various earmarked purposes.” An inde-
terminate portion of the tax going to the
aeneral funds is directed to local aid; Mis-
souri, for example, has been allocating one-
third to counties for the support of schools.
Public schools have been receiving all of the
State tax in Utah, around four-fifths of it
in Texas and Wyoming, and smaller por-
tions in several other States, A dozen States
use the State tax to pay principal and in-
terest on some or most of their general pur-
pose debt.  Maryland uses its tax entirely
tor this purpose, and Iowa and Ohio, which
previously had abandoned the tax, re-
adopted it to service veterans’ bonus bonds,
Some States, among them [llinois, New Jer-

®ULS, Department of Agrcultune, Agriultursl Re-
warch Service, The General Propirty Tax m Slate Fi-
fdners, April 19640, pp. 11-13,
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sey, and Oregon, while they do not levy gen-
eral property taxes for debt, spectfically pro-
vide for standby support from such taxes
for this purpose.

THE CASE FOR A STATE GENERAL
PROPERTY TAX

The abandonment of the State general
property tax by nearly one-half of the States
and the contraction of its use for State pur-
poses to a minimal level by most of the
others have relinquished to local govern-
ments a major tax that all of them can
wse; but the results have disclosed fallacies
in the theory of separation of State and
local sources of revenue.

Administratively, the withdrawal of the
States from the general property tax has
had some detrimental effects. It removed
the most obvious need for statewide equali-
zation of asscssments, tended to make State
supervision of local assessing even more per-
functory than it had been, and ebscured the
need for joint State-local responsibility for
conducting, coordinating, and standardiz-
ing assessment administration. Some legis-
latures have been reluctant to appropriate
monecy for the State’s share of administer-
ing a tax that produced little or no State
revenue, [t must be said, however, that in
a number of caszes State responsibilities had
been o badly met that there was little room
for deterioration, and in some States such
detrimental effects as did develop are being
overcome by constructive State action, The
necessity for statewide equalization of as-
sessments for collateral purposes has been
emphasized by the widespread development
of equalizing school aid programs, and the
more alert legislatures are realizing that
skilled State participation in local property

tax administration can strengthen the tax
and lessen the need for State aid from other
TEVETINE SOUTOEE,

A main defect of the separation of
sources policy that assigns the general prop-
erty tax to be levied by local governments
for their basic support is the failure of the
distribution of taxable property in a State to
coordinate with the distribution of popula-
tion and the cost of local government. The
inequity is intensified in many States by the
highly subdivided local government struc-
ture, Two residential suburbs, for example,
may have equal governmental needs, but
the taxable property per capita in one may
be vastly higher than in the other. A huge
industry may enrich the taxing power of the
taxing district which it dominates while its
employees inhabit an adjoining district
whose taxable property comprises mainly
their modest dwellings. Among rural areas
there is a similar lack of such coordination.
Some well-to-do communitics have been
able, by incorporating as local governments,
to insulate themselves from payment of a
proportionate share of the property taxes
levied in the State,

An increasing local awareness of this un-
coordinated situation, particularly among
small suburban communities, has induced
local protectionist planning and zoning pal-
icies that are a hindranee to sound metro-
politan area planning, The fractionalized
character of the local government structure
in metropolitan areas is in itself a deterrent
to land usc planning for the well-balanced
economic development of such arcas; but
when the planning and zoning in each small
community seck to produce a local economie
balance that will hold down tax rates, i.e.,
are more or less dominated by local fiscal
considerations, the important area wide
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objectives are additionally thwarted., In
proposing a partial solution for this prob-
lem through the levy of a State property
tax for local apportiocnment, Lynn A, Stiles
has obscrved that “The whole idea of ‘eco-
nomic balance’ in s0 narrow a context is
absurd. Amnd if the tax structure is a force
animating the drive for balance of this sort,
then elearly something needs o be done
about the tax system.” ™

How to moderate the incgualitics in local
property tax burdens that arise because of
the varying local relationships between fis-
cal ability and public service needs is one of
the really perplexing problems in State-
local fiscal relations. By eliminating ab-
normally high tax rate arcas at one extreme
and opportunitics for tax shelter in low tax
rate areas at the other extreme, there would
be fewer local communities facing the alter-
natives of deficient public services or exces-
give tax burdens, more flexibility for well-
planncd metropolitan arca development,
and the potential for a larger overall contri-
hution from the general property tax to
State-local revenues without injustice 1o any
locality.,

Expanding the jurisdiction of taxing dis-
tricts has an equalizing cffect. Some equali-
zation is accomplished by the consolidation
of school districts, and a few States pro-
vide for an equalining county school tax to
help support local school districts.  Some
consideration has been given to the creation
of metropolitan area taxing districes for
equalizing as well as revenue producing
purposcs, and there are a few large multi-
county metropolitan districts with property

“Lhyne A. Sriles, “A New Bole for the Staie Properzy
Tax," i Reremoe Administration, 1959, Proceedings of
the Tuwenty-Seventh Adnnual Coxference, National Ascoci-
atizn of Tay Admirintratars, Federatbon of Tax Adminis-
trators, Chicage, 1952, p. 11.
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taxing powers that illustrate this effect.™
The ultimate in this equalizing development
would be a statewide taxing district; i.e, a
state property tax could be levied at a uni-
form rate for local use, to be distributed in
such manner as to help equalize the cost of
providing locally adrministered public serv-
ices that should meet minimum standards
on a statewide hasis,

Various means of using this device are
worth consideration. State assessed public
utility property might be taxed by the State
at the statewide average rate in licu of lo-
cally imposed taxes, as is done in Michigan
and Wisconsin, with the proceeds distrib-
uted locally on some equitable formula.
The States might take over the assessment
of all industrial property, which has a no-
tably uneven local distribution, and follow
the tax procedure suggested for utility prop-
crty. A great majority of the States pur-
port to follow the equivalent of this device
for public schools, but by means that are
less satisfactory than the actual levy of a
State property tax.

The nced for equalization of the local
property tax effort has been recognized in-
creasingly by the States in the area of public
school financing by their adoption of school
foundation programs. The theoretical in-
tent of such programs is to sct a minirmum
standard for local school expenditure per
pupil, require a uniform tax effort in all dis-
tricts by the application of a specified tax
rate to the equalized valuation, provide for
State aid, uswally from some nonproperty
tax source, to supply the difference between
the local tax yield and the standard require-
ment, and leave it to each district to raise

"The largest illustration is the Meotropaolitan Water
DHscrict of Southern Califormia, serving victually the entire
south coastal basin, which s supported pastially by the
geeeral property tax
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additional revenue if it wishes to conduct a
more costly program,

What scems in theory to be a workable
device for statewide equalization of a major
portion of local property taxes turns out in
practice to be defective in its operation in
some States and usually is not only distorted
[rom its equalizing purpose but is submerged
in a ecumbersome hocus pocus of school aid
formulas that are completely unintelligible
to the general public,  In a number of States
the mandated local tax rates are still based
on unequalized or defectively equalized local
assessed valuations, thus encouraging com-
petitive underassessment.  Where there is
State equalization of assessments the basis
in most instances is a fraction of full value
which understates fiscal ability, and the
laborious and costly task of equalization is
directed primarily to interarea equalization,
including equalization of assessing mistakes,
rather than to improving the quality of local
assessment.

Equalization of property tax effort is
vitiated when wealthy school districts can
meet the foundation standard by levying less
than the mandated rate or are guaranteed
specified amounts of State aid regardless of
their high fiscal ability.” Prof. H. Thomas

* Roger A. Freeman, in his stady of public school finan-
cimg, states that "Because of the great diversity of formu-

James of Stanford University, in advocating
a State property tax instead of mandated
local rates, has observed that although “The
mandated rates for local contribution to the
foundation program were designed initially
as an equalizing device, and are still so
treated in serious legislative discussions . . .
Manipulation of the rate in the several
States today has little at all to do with equal-
ization, but a great deal to do with shifting
the incidence of school costs from property
taxes to sales or income taxes or both,™ "
The same authority indicates that in the
equalizing grants:

. we had the lush, green jungle of bureaucracy
in full d.em'clnpmnnl‘, with ratios mnnEnp; ra.mpnnt,
qualifving rates entwining with average daily mem-
bership and average daily attendance, and the feet
of the umwary are constantly being caught up in
little tendrils of pupil-teacher ratios, exemption pro-
visions, administrative leeway, and prandfather
clauses 1®

las it is almost impossible to compate nationally what
share of all State aid payments is actually applied ta equal-
ieation. But it szems likely that not more than one-thind
equalizes, and it could very well be less" (Taxer for rhe
Seheali, The Institute for Social Scdence Research, Wash-
ingtom, 1960, po 344.]

WH. Thomas James, “Implicatiors of School Ald Ap-
portionment Metkods for Tax Adminizirators,” Revemes
Admiminiration, 960, Proceedings of the Toenty-Eighth
Annual Conference, Natiomal Arreciation of Tar ddmin-
irirators, Federation of Tax Administrators, Chicagn,
p: &

® fbid., p. 53.
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Chapter 8
THE LIMITS OF PROPERTY TAX PHILANTHROPY

In the admirably succinet words of one
perturbed civic organization, “The clamor
for tax exemption unfolds somewhat like a
contagious dizease, One specific exemp-
tion in itself may appear quite harmless,
However, going back to the turn of the cen-
tury, one exemption leads to another until
today, including intangibles, more property
has been taken from the tax base than now
remains,” '

This expression of concern over the de-
creasing generalness of the general prop-
erty tax is well justified by the erosion of the
property tax base that has occurred over
the past half eentury or more and continues
to occur. Total figures for tax exempt
property are available only in a limited num-
ber of States, and these figures admittedly
are only approximations; but quite obvi-
ously there is an enormoug difference be-
tween the total value of all property in the
United States and the value of property that
actually is taxed. With a total asesed
value of taxable property of less than $2,000
per capita, and an assessed value of taxable
personal property of only 8315 per capita, in
1961, the tax base for local general prop-
erty taxation bears little resemblance to the
Nation's afluence in property values. As
compared with an  estimated national
wealth of $1,682.1 billion in 1958 (a figure
that does not include intangibles), the ag-
gregate of locally taxable assessed valuation
was $333.7 billion in 1961 [inclusive of in-

! League af Wisconsin Municipalities, Readingr on the
Wicrenmin drisrimend Proceds, wal. 1, 1961, p. 4.
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tangibles).” Because of fractional assess-
ment, the contrast is less extreme than these
figures appear to indicate, but still great,

EXEMPTION POLICIES

Pmpert}-' tax exemptions have become so
varied, and differ so greatly among the
States, as to defy any simple classification.
In a broad sense, they cover the exclusion of
entire major classes of property, as when a
State exclodes all intangible personalty, or
even all personalty, from the tax base. In
many States there are exemptions of certain
subclasses of major classes of property, as
when a State taxes only certain kinds of in-
tangibles, or excludes household goods and
personal effects, or restricts the taxation of
tangible personal property to business per-
sonalty. Many exemptions step down to
sub-subclasses of property, as in the instance
of restricting the taxation of houschold
goods te houschold luxuries, or exempting
growing crops, or poultry not more than 6
months of age and not kept for reproductive
purpases.

Thete are, also, ramifying special exemp-
tions, applying variously within classes of
taxable real or personal property or both,
that are conditioned on such factors as the
identity of the owner or the nature of the
owner's use of the property. Under this

'"Egimate of natiomal wealth by Mationasl Bureau af
Feonemic Besearch: data For taxable assessed waluations
from 1.5, Buresu of Cesua, Property Taer Asesiimenti
im the Tnited Stated, ap, 2f,
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type there are, in addition to the traditional
exemptions for public property and the
property of religious, educational and char-
itable organizations, special exemptions for
homestead owners, veterans, aged, widows,
orphans and the blind, and eéven more spe-
cial exemptions such as those for individual
industrial plants, the property of chambers
of commerce and labor unions, “carnival or-
ganizations conducted as civic enterprises
for the public welfare” (in Louisiana }, and
(in Rhode Island)} the property to the ex-
tent of $10,000 of the president and profes-
sors of Brown University® Emphasizing
further the infinite variety of exemptions,
some may be temporary rather than per-
manent and some may be partial rather
than complete, either through exemption up
to a specified limit or through taxation at
special low rates.

Underlying this still proliferous conglom-
eration of property tax exemptions there has
been an arresting diversity of motives and
purposes, actual and ostensible.  Ower the
years there has been a considerable replace-
ment of taxes on some classes of property
by alternative forms of taxation, mainly for
economic or administrative reasons. For
example, income taxes have replaced prop-
erty taxes on intangibles and severance taxes
have been substituted extensively for prop-
erty taxes on forests and minerals. The un-
administrable or inequitable character of
taxes on some classes of personal property
has been the avowed reason for the exclu-
sion of such property from the property tax
base, but in some instances the more nearly
genuine reason has been strong taxpayer

*These are a few examples of hundreds of miscellansous
exempeland, many mere of which were clied by M. Slade
Eendrick In “Propesty Tax Exemptions ard Exemption
Policies,” Mational Tax Association, Proseedings of the
Fifty-First Amnwal Conferemee on Taxotion, 1958, pp.
8408,

group pressure or reluctance to provide the
quality of administration required, A
formidable and growing assortment of ex-
emptions represents indirect subsidies to
various types of private institutions and
organizations and various kinds of business
enterprise. Some exemptions may best be
designated as donations and awards, notably
those exemptions for veterans that are not
related to disability but are solely in recogni-
tion of public service.

The goal of tax justice, with redistribution
of the property tax burden to give more rec-
ognition to unequal ability to pay, has had
some part in the development of property
tax exemptions; but too often what has
seemed to mean more justice for one group
has imposed injustice on other groups, or
what has been adopted under the guise of
tax justice has been merely the successful
importunity of some politically influential
pressure group, or the exemption has been
merely the legislator-politician’s means of
purchasing popular favor at what seemed
to be without cost to the State. In any
event, as one searching study of the problem
concluded :

The use of property tax exemptions for redistrib-
uting the burden is hindered by the difficulty of
knowing where the burden lies and where it will
Lie after the change is made. Although this diffi-
culty is common to all taxes, it is especially im-
portant for the property tax because of the size and
universality of the burden

RESTRICTING EXEMPTIONS

The seemingly endless process of narrow-
ing the property tax base has progressed so
far, and in such diverse directions, as to
necessitate some forthright determination
not only of where it should stop but how
much of it should be repealed. Step by step,

* Twentisth Century Fund, Inc., Facing the Taz Prob-

lawss, 1937, p. 2006,
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exemptions place heavier burdens on those
still required to pay, or reduce the responsi-
bility of local governments by inducing them
to depend increasingly on fiscal aid. No
brief commentary can atterapt to deal with
all the legal, administrative, economic,
social, and political pros and eons of prop-
erty tax cxemption; thus attention s re-
stricted here to certain types of exemptions
whose use may be seriously questioned or at
least needs more careful control.”

The kinds of exemptions that should be
curtailed or abolished include: (1} exemp-
tions that foster inequity and special privi-
lege: (2) exemptions which are weiled
subsidies to private interests that would be
difficult to justify as frank State budget ap-
propriations; (3} exemptions which are an
ill-chasen and defective method of granting
subsidies and awards and recognizing needs
that may in themselves have been justifi-
able: {4) exemptions which unnecessarily
and heedlessly complicate the tax system and
add to the difficulty and expense of its ad-
ministration.

HOMESTEAD EXEMPTIONS

One of the durable by-products of the
1930’s depression was homestead exemp-
tion, a benevolent device whereby owner-
occupicrs of dwellings and farms in a con-
siderable number of States were freed from
payment of all or part of the property tax
that ordinarily would have been applicable
to their holdings.® The encouragement of

" The need for halting exempticns clearly doss not apply
to modificatsons of the tax base that are esential to the
development of an administrable fax systemn, s discussed
inch 8

“The we af tax exempion 1w subsldize the small or
gpecially handlcapped homeowner was not a new palicy.
South Daketa and Wiscorsin had experimented tempo-
rarily with homestead exemption after World War [
Morth Daketa bad exempted all structures andl improve-
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home ownership was the ostensible justifica-
tion for fostering this special privilege, but a
more impelling influence was the condition
of emergency under which many home-
owners were threatened with loss of prop-
erty through inability to pay their taxes.
The remedy seemed to assume depression
as a permanent circumstance.

Homestead tax exemptions or tax prefer-
ences, applicable with varying quahfications
to owner-occupied dwellings and farms,
were considered by around 30 State legis-
latures and adopted by 14 States in the
1930°s. A few other States have made
limited special applications of the deviee,
The exemption procedure is to [ree home-
stecad real property from  payment of
some or all taxes on up to a specithed amount
of assessed valuation. Eleven States provide
excmptions,” Iowa uses a tax credit,” and
Minnesota (which also uses an exemption )
and West Virginia have classified systems

mienis o farms im 1919 ; Arzona and Nevada bad long-
starding property exemptions for widows; ard there hael
been & pumher of small head-of-Tamily exemplions awch
ar MNew Mexico's exemption of 8200 on real and persanal
property,  The practical «ffect of this exemption in MNew
Mexico has been 13 climiaate the tax on housebold goods.
According to the New Mexico State Tax Commdssion,
“The amesment of housckald goods in New Mexico s a
farce. The practice id wideipread of valuing and nssessing
hoasehold goods at 200, This ameuant & then wiped out
by granting of the head-of-family exemption of $200."
The Commimion mggeited, &8 a practical method of tax
simplification, elimination af katk the exemption and the
taxing of ordinary houschald property. [ Tawendy-Ferse
Bigmnial Report, 1956, pp. 16-17.)

" These States arc, with the amounts of exempt assessed
valaations: up to $1,000—0klshoma; o 32,000—Ala-
bama, Arkanias, Georgla, Lowisiana; to §3.000—Texax;
ta $4,000 [full volue)—Minnesotn; to $3,000—Florida,
Misstuippi. In Hawaii the exemption applies to the fiest
B1500 ples part of the oexe $35,5000  Im Sooth Dakota
the exempticn i primarily an acreage exemption.

®Toswes bBog a Bomestead tax credit plan upder which
preperty taxes of up to B62.50 annuwally (25 mils per
dollar on wp to $2,9M0 of assessed value) ore met from
the State homestead tax credit fund, the qualified local
taxpayers receiving a credit of the amount on their tax
bills.
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that provide partial exemption for home-
steads” Two States, Michigan and New
Mexico, voted down homestead exemptions
by referendum in the 1230 and Neorth
Carolina and Utah have never adopted
enabling legislation for authorzing consti-
tutional amendments of 1936,

The exemptions range from 31,000 in
Oklahoma to 5,000 in Florida and Missis-
sippi.  In several of the States the exemp-
tion has an acreage limitation, usually 160
acres for farms and one-half acre or one acre
for dwellings. The exemptions vary also as
to the taxes affected. In three States (Flor-
ida, Hawaii, and Oklahoma) they apply to
taxes levied by all governments, while in
five States (Alabama, Arkansas, Minnesota,
South Dakota, and Texas) they apply only
to State taxes. Since Arkansas has repealed
its State property tax and South Dakota
does not regularly levy such a tax, their
homestead exemptions are no longer signifi-
cant. In Georgia, Louisiana, and Missis-
sippi the exemptions apply to all or most
taxes except those of municipalities. (In
Louisiana, however, they apply to New
Orleans. )

For the six States in which local taxation
of property is involved, the Census Bureau
has reported an aggregate assessed valua-
tion of homestead exempt property of $6.8
billion in 1961. The exemption covered
44.5 percent of locally assessed real property

* In Minnesotn, whers 13 elasses of property are subject
to varying rates of asessment ranging from 5 to 50 percent
of "full and true value'" the sssessment ratio on the first
$4,000 of wuch value is reduced from 3304 10 20 peroent
an cwnar-oecupied rural realty and from 40 to 23 percent
on cwnar-occupied urban real estate. Im West Virginia
the exempiban is accomplished by the State"s classéfieation
of maximum tax rates under its constitutional tex Jimdts-
tion amendment. Owier-oooupied resbdencss and farma
eccapicd and cultivated by their owners er bona fide
tenanis sre subject 1o o maximem tax rate of $1 per 100
of assessed waluation ns compared with maximim rFates
of $1.50 and §2 for other real property,

“in Mississippi and over 30 percent in three

other States.”™ In 1956, the aggregate for
five States exclusive of Hawaii, which ac-
counted for $181 million in 1961, had been
£4.3 billion.

Effects of Homestead Exemption

The policy of homestead exemption in-
volves a substantial amount of injustice. It
starts out by awarding a special bonus to one
class of property in the form of an increase in
its capital value and then provides a continu-
ing subsidy to this class at the expense of the
tenant and business classes. Rented prop-
erties occupied by low income families help
to pay the taxes from which homeowners—
all homeowners, not just small home-
owners—are freed, and business interests
suffer hardship unless they are able to shift
the tax increases to their customers and
clients.

Since all of the States assess property at
some fraction of full value, moreover, the
value of homestead exemption is much
greater than the law appears to indicate.
On the basis of 2 20 percent assessment ratio
in Mississippi, for example, a $3,000 exemp-
tion actually would give tax exemption to a
$25,000 dwelling.”* A recent reexamination
of homestead exemption in Florida revealed
that on the basis of 1959 assessment ratios
the $5,000 homestead exemption was the
actual exemption in only one county, which
was assessing at full value, but that in the

¥ The amounts of these homestead exempilons and their
relation io the total assessed walee of locally asesed real
property in 1961 were {amounts in millions of dellsrs):
Florida, $4,213 {320 percent) ; Cecrgia, $838 (35,7 per-
cent) ; Hawaii, $181 (8.9 percent) ; Loudsiana, $765 (34,7
percent) ) Missinippi, $370 (4.5 percent) ; Oklahoms,
$41B (251 percent). (Figares based on 175, Bureau of
the Census, Progariy Tax diseeemanis in the United Seates,
op, i)

U The Gensus Bureau found the medisn assessment Fails
for nemfarm heases in 25 selected aress in Missbsippd is
1556 to ba 20 percent.
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other countics the cxemption actually
ranged upward to nearly $20,000 of market
value, ™

In those States where homestead exemp-
tion applies to local taxes the impact on
local government of a much narrowed tax
base can be very disturbing, Since the op-
portunity to curtail services and facilities
usually is limited, it becomes necessary to
redistribute much of the property tax load
to nonexempt property, develop other
sources of revenue, and resort to improvised
and usually expensive methods of limited-
obligation borrowing. The severity of the
impact, moreover, is very uneven for dif-
ferent types of communitics. A modest-
type residential community or rural county
with small farms of limited value would suf-
fer more than a commercial center with a
large nonexempt valuation. While home-
stead exemptions comprised 31.5 percent of
total assessments in Florida in 1958, the
range among the countics was from 12.7 to
52.2 percent.™

Three States safeguard their local gov-
ernments from the damaging financial effect
of homestead exemption, lowa by treating
the exemption as a tax credit paid from
State funds and Louisiana and Mississippi
by reimbursement for the loss of taxes. Un-
der these arrangements the discriminatory
subsidy remains, but its cost is met from
various statewide sources of revenue,

Homestead exemption no doubt has of-
fered some stimulus to home ownership, but
other stimuli that are not unjust and not
disruptive of local government have been
available and home ownership has been able
to make good progress in the States that
have shunned this policy. It represents a

¥ Wylie Kilpatrick, “Homestead Exemption Feexam-
ined" in Municipal Finance, February 1960, . 116
W Ihid.

type of exemption that because of its in-
equitable discrimination has little or no
justification, should not be permitted to ex-
pand in some new and more ingratiating
form, and should be discontinued, prefer-
ably by stages, to avoid too harsh an adjust-
ment for its benehciaries.

SUBSIDY EXEMPTIONS TO
INDUSTRY

About a third of the States, mainly in the
South and New England, authorize, or have
authorized at one time or another, the grant-
ing of property tax exemptions to new in-
dustries or industrial plants, usually for 5 or
10 year periods. The purpose of such ex-
emptions is to influence plant location and
to serve as an instrument of interstate in-
dustrial competition.

The immediate effect of such subsidies
15 to beneht the recipient; however,
they also harm competitors, place a burden
on the taxpayers who have to carry the tax
from which the beneficiary has been freed,
and promote interstate tax warfare that en-
dangers the development of fair and ade-
quate tax systems generally. There is some
doubt, moreover, that there is sufficient
long-term benefit to the economy of the
State to justify the cost imposed on the tax-
payers and the possible hardship to non-
subsidized industry. A thorough inwvesti-
gation of industrial tax exemption in
Louisiana, where the program is State ad-
ministered and there are good central ree-
ords, developed the conclusion that:

(1) tax exemption as a device for inducing new
industrial expansion which would not otherwise
occur has produced meager results in Lowigiana,
{2} the cost of the program in terms of lost revenue

is out of Prnpﬁ-r!l:inn to the direct resulis obtained;
{3} the 10-year industrial tax exemplion program
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for new industry in Louisiana should be reevalu-
ated.™

Authorizing local governments to grant
industrizl tax exemptions is unsound policy.
Some communities may succeed in using the
device for their local benefit, others may
find only expensive disappointment; but in
either event local decisions take no account
of their possible detrimental effect on other
communities in the State. In any event,
substantial industries, capable of making
a lasting contribution to the economy of
g State, are less interested in a temporary
property tax handout than in the existence
of a well-balanced, equitably-administered
State-local tax system and of good local
public services maintained at reasonable
cost,

Having the same economic effect of bene-
fiting one group at the expense of other
groups are subsidy exemptions or preferen-
tial taxes for entire industrics. They may
reflect a belief that a particular industry
needs this stimulus, or stem mainly from
a dominant influence in the legislature.
Quite notably, many States grant various
exemptions to personal property used in
agriculture. The machinery, equipment,
merchandise on hand and in process and
other productive tangible personalty em-
ploved in agriculture are singled out for

* William D. Ross, " Tax Concessions and Their Effect,"
in Mational Tax Association, Proceedings of Fiftdeth Am-
Aual Conference om Tazatiom, 1957, p. 221, The study
covered 509 exemptions granted in 1946<30 Involving new
investment of 355 million. On the baais of Information
received from B0 percent of the firra invedved, Deas Roas
determined that without the exemption Louwlsisns would
have failed to obtain orly about £25 millios of this new
inveptment. He found the resulting anmual los in tax
revenue ta be §3.1 million, or a total of §51 million for
the exempilan perdod, souming Be change in tax rates,
According to the hiespdal report of the Loubdans Tax
Commission for 1960-61, the value of exempt manufac-
turleg plints under 10-year contract was estimated at
§2,024,063,618,

full or partial exemption much more ex-
tensively than is the tangible personalty of
manufacturing, and often so eclectically as
to complicate the work of the assessor."

The classification of property for taxa-
tion and its exemption from taxation in the
interest of greater tax justice are praise-
worthy objectives, but the bewildering di-
versity in the exemption and classification of
agricultural personalty among the States
suggests that in some States they represent
piecemeal accretions that are poorly
planned subsidies to agriculture, may some-
times favor one kind of agriculture at the
expense of another, may discriminate
against other types of industry, and may un-
duly and unnecessarily complicate tax
administration.

VETERANS' EXEMPTIONS

Some kind of property tax exemption for
veterans is now provided by constitution or
statute in about 32 States, though the cate-
gories and conditions are infinitely varied.™
All of the States have residence require-
ments, although they are far from uniform.
Typically, exemptions are contingent,
among other things, upon honorable dis-
charge from service in specified wars and
campaigns, of which, for example, Cali-
fornia lists 29 in its statutes. Exemptions
based solely on service are granted to all
veterans in 10 States and to veterans of
wars prior to World War I in 5 others; but

®Far & concise, factual study of the taxation of mgri-
cultural personalty, reference should be made to Harvey
Bhapira, Texation of Tongible Personsl Property Ueed in
Agrizulture, Farm Ecenpmics Dhvision, Econombe Ressarch
Service, 115 Department of Agricultare, 1962,

" For excellent factual asd analytical summaries see:
Jeha @ Behrens, “"Froperty Tax Exempticns for Vets
erany,” In Muricipel Finance, February 1980, pp 122-129,
amd McCGehee H. Speass, "Veterans' Froperty Tax Exemp-
tions,” in Natisnal Tax Joursnal, June 1958, pp. 129-157,
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in 6 of these States, only if the value of the
veteran’s property (and in Idaho his in-
come ) does not exceed specified amounts.
The majority of these States also provide
larger exemptions based on disability, and
the other States provide exemptions entirely
on this basis, again with the qualification in
several instances that the value of the vet-
eran’s property not exceed a specified
amount. Ten States in all have such prop-
erty qualifications, with ceilings ranging
from $3,600 to $2,000. Somec provide a
rising scale of exemptions depending on the
degree of disability and several States grant
exemptions only to the severely disabled.”

In over one-half the States the exemption
applies to all classes of property, in most of
the others to the veteran's homestead or
homestead and personal property, and in
Oklahoma (which has a general homestead
exemption) to $200 of personal property
only. The general scale of exemptions
baged only on service ranges in flat amounts
from $500 to $3,000 of assessed valuation,
though Iowa varies the amount between
these extremes for different wars and cam-
paigns. Disability-based exemptions run as
high as $10,000 for severe or total disability
in several States and to the full value of the
homestead in a few States. With few ex-
ceptions exemptions extend to tax levies by
all governments. In the one instance in
which the exemption applies only to State
taxes, Arkansas, the State has abandoned
the property tax for State purposes.

Most exemptions extend over the life of

¥ This summary overlocks the many special ascange-
meats in individual States, For example, in Vermost
there iy full homestead exempiion for veterans of wars
prior to Werld War I and a $2,000 homestead nmpﬁ-un
for weberaca f later wars who are 50 percent or more dis-
abled, while in Mew York a $5,000 exemption, whick dos
oot apply to school taxes, is extended caly o real estoie

purchased by the veleran with pesslon, insurance, and
other government benefita,
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the veteran, quite commonly are extended
to his widow and minor children, and some-
times to his father or widowed mother,
Wyoming, however, has taken the position
that exemptions based solely on service are a
form of bonus and should be limited in dol-
lar amount. It amended the law in 1955
to limit the tax exemption to $800 but con-
tinued the exemption of up to $2,000 for
disabled veterans. Louisiana’s exemptions
for veterans of World Wars I and IT and the
Korean War also are for limited periods.
The national amount of veterans’ exemp-
tions is not known, as some States do not col-
lect and report the data or do not report
data separately for different kinds of ex-
emptions; but 15 States reported to the Cen-
sus Bureau a total of 82,6 billion in 1961, a
figure which appears to represent the bulk
of the national total. This amount is 24
percent higher than the closely comparable
total of $2.1 billion reported to the Census
Bureau for 1957. All States reporting in
both years showed increases during the in-
terval with the exception of Wyoming,
which experienced a decrease from $17 mil-
lion to $11 million,
The Defects of Veterans' Exemptions

Property tax exemption is the wrong way
to finance veterans’ continuing bonus and
disability payments. This method, to be
sure, is merely an expansion of traditional
procedure and, politically, is a rather pain-
less way of making big annual expenditures
since it can be done without budgeting and
without accounting; but these doubtfully
favorable features are offzet by some clearly
unfavorable features.

If these benefits to veterans are socially
desirable they should not be contingent on
property ownership. Under the present
dispensation the propertyless veteran gets
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nothing and the veteran whose sole taxable
possession is an old automobile worth $300
does not fare nearly as well as his more
affluent comrade.

Since most exemptions are in terms of
assessed value they have an indeterminate
value that varies from time to time and from
place to place within individual States when
there are underassessment and a lack of
interarea equalization. IE, for example, a
veteran's property is assessed at its full value
of $16,000 his $2,000 exemption saves him
one-cighth of the tax, but if the property is
assessed at $4,000 his saving is one-half of
the tax. Veterans' exemptions, like home-
stead exemptions, gemerate pressure for
underassessment, particularly when there is
a property value ceiling on eligibility.

The method of paying for this annual
obligation is inequitable in that the cost is
placed on the property tax bills of the own-
ers of nonexempt property wunevenly.
Studies have shown that the impact on some
taxing districts 15 much heavier than on
others.™ A few States have recognized this
defect by making some reimbursement to
their local governments.

Finally, local property tax administration,
which at best is a highly demanding job, has
imposed on it extraneous and eomplicating
responsibilitics. The assessor has to check
the eligibility of veterans and their heirs,
which often means not only the service
record but such factors as the degree of dis-

¥ & report o5 velerans’ tax exemption to the California
State Legislature in 1958 disclosed that the ratio of the
tatal value of veterans’ exemptions to the total State as-
segsed valumibon im 1956 was 4.0 percent, but ranged [rom
@ low of D43 percent to a kigh of 6.5 percent among the
. Sixte’s 38 countics.  Also, the number of persons to whom
exempticns were granted ranged among the counties from
265 o 10,12 percent of ihe popalstion, (Swebcommittes
on Veterans Tax Exemption, The Californias Felerani Tax
hzemplion, 1550, pp. 44=45.)

ability and possible disqualification through
excess property ownership, and the compli-
cations continue through the record keep-
ing, collection, and accounting procedures,

All of the foregoing defects could be
eliminated by replacing the granting of ben-
efits to veterans through tax exemption with
a State administered benefit program based
on merit and need instead of property own-
ership, and financed by general State rev-
enues or by the levy of a State property
tax. Use of the latter financing method
would give official recognition to the pres-
ent de facto use of property taxes for this
purpose and divest it of its gross inequities.

INSTITUTTONAL EXEMPTIONS

The property tax exemptions for non-
profit religious, charitable, and educational
institutions are so well guarded by ancient
tradition as to be almost impervious to
question, The theoretical justifications for
these classes of exemptions are equally tra-
ditional. In the instance of educational,
health, and welfare institutions there is the
assumption that they are performing public
services which otherwise the government
would be required to undertake, or are
advancing cultural and social causes that
the government should wish to encourage.
Because of the separation of church and
State, exemptions for religious institutions
require a somewhat different justification—
that such institutions foster morality and
thus promote the welfare of the State
The right to some of these exemptions is
safeguarded in many State constitutions,

Ower the yvears the kinds of organizations
that are affected with a public interest, or
have been able to persuade State legisla-
tures that they have this status, and there-
fore have received exemption from paying
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property taxes, have been steadily expand-
ing. [Itseems to have become progressively
easier for almost any organization that en-
gages in some activity of social or cultural
significance to make the tax-free list—and
once on the list its subsidy tends to be
permanent. The categories of organiza-
tions whose real and personal property is
now exempt either in all States or a con-
siderable number include: (1) religious,
including affiliated organizations; (2) edu-
cational and cultural; (3) health and wel-
fare; (4) fratemnal and benevolent; (5)
business and professional, such as cham-
bers of commerce, bar associations, medical
associations, farmers' organizations, and la-
bor unions; and (6) veterans’ organizations,
Such exemptions may be restricted to prop-
erty employed directly in nonprofit activ-
ities, or they may be extended also to
property earning income for these activities,

This, in effect, adds up to a large, con-
cealed povernment subsidy for numerous
classes of nonprofit institutions and ergani-
zations ranging down from those whose
services clearly are of a public natre to
those whose activities may be socially de-
sirable but also may be intermingled with
professional and business intercsts or even
subsidiary to such interests. No nation-
wide data are available, however, on the
value of these indirect subsidies, The con-
stitutions of a few States and the laws of
a number of others require that such ex-
empt property be listed and assessed, but
the tax commissions and tax departments
of only a few States compile, evaluate and
publish these significant figures. In Cali-
fornia, which publishes elearly informative
data, the assessed value of exempt institu-
tional property in 1961 was equal to 2
percent of the assessed value of taxable
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property.” In New Jerscy, which pub-
lishes exemption data for each taxing dis-
trict, the aggregate approached 8 percent
of the net taxable valuation in 1961. In
Connecticut, John F, Tarrant, research di-
rector of the State Tax Department, esti-
mated in 1961 that the $1.7 billion total
of all exempt property represented an an-
nual revenue loss to the municipalitics of
$62.5 million or nearly $25 per capita,
about 30 percent of which represented insti-
tutional exemptions.™

There is little opposition to povernment
aid for private, nonprofit institutions clearly
affected with a public interest, but there has
long been a strong feeling that instirutional
tax cxemption has been carried beyond its
basic purpose and has been abused, and also
some fecling that tax exemption is an unde-
sirable method of providing such aid. The
method may be questioned for three reasons.
The exemptions must be absorbed not by a
statewide tax base but by individual local
tax bases. The impact tends to be very un-
equal and in some instanees a community
must bear the exemption for an institution
that serves a much wider area. Second,
the State legislature may feel unduly benev-
olent when it can make a generous contribu-
tion to some worthy private cause without
any obvious cost to the State. The legisla-
tors might be more discriminating if the gift
had to appear in the budget. Third, the
legislature actually is imposing forced con-

® The annual reports of the Califarnia Scace Board af
Equalization shéw, for exch county, ihe number amd as-
seaied value of cach of the lollowing classes of exempt
property: veterans, chorch, college, ichooks below college
grade, hospitals, other seelfare. Im 1961 the aggregacs
for the State equaled 5 percent of the assessed value of
taxable properiy: lor individuoal countes the rangs ‘was
from 0.8 1o B.2 percent.

™ From an unpublished papee, Exempitonr—Eraron of
the Froperty Tav Base, presented at ke Forryseventh An-

oual Conference of the Governmental Besearch Associa-
Eign, Sept, I5, 1961, Hartlord, Conin.
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tributions on the taxpayers of the State's
communities without their consent and out-
side local budgetary processes. As a joint
committee of the New York State Legisla-
ture expressed it some years ago:

Tax exemption doss give a subsidy, but the trou-
ble is that it 15 & blind subsidy, controlled by acc
dent. And it is, morcover, & compulsory subsidy
which cannot be reviewed and fixed by those whe
pay it as sound Anance demands.

Outright government grants, as an alter-
native to waivers of property taxes, have
often been urged for institutions whose serv-
ices clearly are of a public nature, together
with abolition of exemptions for crganiza-
tions for which grants could not be justified.
This policy would avoid the inequity im-
posed on some local communities by the
present system and would replace hidden
subsidies by accountable public appropria-
tions. Opponents of this change, however,
argue that a system of grants would subject
some institutions to governmental regulation
and pressure from which they should be free.
Prof. M. Slade Kendrick, in a cogent ex-
position of this point of view, said:

.« exemption from taxation 5 the only way
that the government can help the institutions con-
cerned without making them bose their independ-
ence of action. A subsidy of a university or church
wioild be & matter of public record, for an expendi-
ture would have been made. On the other hand,
the value of an exemption i concealed. But for
the purposes thereby served, the very merit of an
exernption lies In s hidden nature, No money &
paid out of the treasury, no loss of revenue is come-
puted, and ne competition between institutions is
engendered in the State legislature or the city coun-
gil, The government simply refraims from taxation.
As a result, each institution is helped, is on the same
footing as the others, and B under no presure to
change its operations.

" Daoted in New York State Constitational Conwention
Cammittes, 1938, Proddeme Relaéing fo Texzation and Fi-

nance, Albany, 1958, p, 225,
= b, Slade Kendrick, op. odf., p. 88,

Although the use of grants may be unde-
sirable in some instances, there is no good
reason why the validity of each type of n-
stitutional exemption should not be subject
to the test of whether it would justify a con-
tinuing grant—in other words, would it be a
wise permanent expenditure. State legis-
latures and the public, however, are un-
likely to consider seriously so strict a
criterion unless they have far more carefully
analyzed data regarding the magnitude
and effect of this creeping tax base erosion
than are now available to them in the great
majority of States.

A forthright solution of the institutional
tax exemption problem—and one that has
been proposed in more than one State con-
stitutional convention—would be to do
away with such excmptions entirely. This
proposal has had limited support thus far;
but, as one apprehensive commentator has
warned, if the States are unable to control
the exemption flood “the only alternatives
we will have open to us are either to abolish
the tax or eliminate exemptions, and I
rather think we will have to do the latter.”

TAX EXEMFTION FOR THE AGED

An emerging category of property tax
exemption that promises to call for decisions
in numerous State legislatures is tax exemp-
tion for elderly property owners. Adopted
in a few States and under discussion in
others, the propesal has sentimental appeal,
can be a persuasive addition to political
campaign promises, and offers an ingratiat-
INg mMeans of lightening the financial prob-
lems of that portion of elderly citizens that
owns homes.

Tax concessions or credits for the aged

= William 0, Winter, “Tax Exemption of Instliutbonal
Properry,” in Munigipal Finames, February 1960, p. 146,
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are familiar features of the Federal income
tax and of some State income taxes, but they
appear in the property tax systems of only
four States, Massachusetts has long had an
exemption of up to $2,000 of assessed valua-
tion on homes occupied by widows, by
minors whose fathers are deceased, and by
persons over 70 yvears of age who have owned
and occupied the property for at least 10
years, and Maine, an exemption of up to
$3,500 for the property of aged, infirm, or
indigent persons. Both Indiana and New
Jersey recently have adopted property ex-
emptions for the aged that are contingent
on a means test. An alternative plan where-
by, at the option of a homeowner over 63,
property taxes could be deferred until death
or sale of the property was proposed by the
Interim Tax Study Committee of _the
Oregon State Legislature in 1958,

Indiana’s old age property tax exemption
law, adopted in 1957 and amended in 1961,
permits an exemption of $1,000 of assessed
valuation on real property owned and occu-
pied by residents aged 65 or more, provided
the total annual income of the applicant and
spouse does not exceed 32,250, the value of
the property does not exceed 35,000, and the
applicant receives no other exemption from
the property tax. In filing the required ap-
plication with the county auditor, the ap-
plicant must submit, among other things,
copies of gross income tax returns for both
hushand and wife. The State’s new require-
ment that real property must be assessed at
33% percent of full value gives some indi-
cation of the value of the exemption.

The New Jersey constitution was
amended in 1960 to provide an exemption

™ Beveral other States have exemptions related to dis-
ahifity or subsistence. At least 11 States provide exempe
tiors for the blind, only 4 of which have mears tests. At

beast five States provide excmptions for widows and three
for orphani,
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of not to exceed $800 of assessed valuation
for real estate owned and occupied as a resi-
dence by New Jersey citizens over 65 years
of age, domiciled in the State for not less
than 3 years, and having income not in ex-
cess of $5,000 per year. Because of issues
not clarified in the amendment and the en-
abling act of 1961, the State attorney gen-
cral has ruled that the $3,000 income limita-
tion of a claimant does not apply to the
income of his or her spouse, and that a
person receiving the 3500 veterans' exemp-
tion is not eligible to receive the exemption
for the aged as well.™

Some aged home owners undoubtedly
present a special welfare problem, but that
property tax exemption is the best solution
is questionable. The contraction of the
property tax base, some of it unjustifiable,
that already has occurred should be a warn-
ing against impulsive decisions and failure
to weigh alternatives. If this method of
subsidy for the property-owning aged is
chosen, it should at least (1) have an ac-
curately defined rather than a nebulous
value; (2) be easily administrable; {3) be
as equitable as possible for those who have
to pay for it; and (4) be clearly identified as
a cost of government. The recently
adopted exemption systems fail to meet
these specifications.

All of these factors are attainable. (1)
Basing the exemption on market value, as
systematically determined by a State agency,
permits a uniform and accurate definition
and application of legislative policy as to the
gize of the exemption. {2) The local prop-
erty tax administrators have enough to do
without being made welfare investigators,
A uniform exemption without a means test,
following Federal and State income tax

B Annual Repore af the Dhvision of Taxatien, 1961,
p. 20
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policy, provides good flexibility of benefits
in two ways— the smaller the homeowner,
the larger iz the exempt peércentage of his
tax bill; the larger the homeowner, the more
he must contribute toward paying other ex-
emptions. (3 and 4) The proponents of
this method of subsidy have been following
a policy which, in effect, holds that it should
be paid from property taxes, but that it
should be concealed and the inequitable dis-
tribution of the cost disregarded. Owver-
looked, perhaps unwittingly, is the heavier
impact of the resulting shift in tax burden
on the taxpayers of poor residential com-
munities and on communities that happen
to have above-average percentages of cli-
gible elderly homeowners. To avoid this
concealment and inequity, the State should
reimburse each local taxing district for the
tax loss represented by the exempt property.

FRITTERING AWAY THE TAX BASE

“It seems to be part of our national psy-
chological heritage,” observes Dr. Mabel
Walker, “to consider property tax exemp-
tion as an ideal means of promoting worth-
while enterprises, dispensing charitable aid,
furthering social reforms, or showing esteem
and gratitude. There is little or no recog-
nition of the fact that many of these objec-
tives could be more effectively, more eco-
nomically, and more equitably achieved
through a direct and visible subsidy.” **

The questions and criticisms raised in the
foregoing discussion of property tax exemp-
~ *Mabel Walker, "Land Ute and Locsl Finance,” fn

Tax Pelicy, XMIX {July-Aagust-Soptember, 1962), pp.
S=10,

tions are not concerned with the exclusion
and classification that may be necessary to
produce a manageable and reasonably equi-
table property tax system. They are di-
rected to the percnnial give-away system
that iz confusing tax administration, fritter-
ing away the tax base, and unequally bur-
dening local governments by yielding to
special pressure groups, by shifting the tax
burden without due regard for equity and
justice, by the reckless misuse of exemptions
for purposes which, while they may be de-
sirable, could be better accomplished by
other means, and by the piling up of con-
cealed subsidies with little regard to their
mounting cost -and - its effect on the local
governments and the narrowing group of
full-time taxpayers.

Local public officers responsible for the
financial welfare of their governments, State
administrators charged with the supervision
of local finance, and trained observers con-
cerned with the role of the property tax as it
affects both State and local government are
perplexed and disturbed by the endless in-
roads on the property tax base, One dis-
tinguished tax economist concluded a very
discerning evaluation of the growth of prop-
erty tax exemption with a waming that
should be well heeded by the makers of
State-local fiscal policy: ™

It seems quite possible that the new sources of
revenue needed so desperately by some local ay-
thorities are not to be found in new taxes or in-
creased Btate ald; rather, they will be found in more
equitable asessroents and In restoring to the asses-
ment rolls sommee of those categories of property now
subiject to reduced levies or none at all,

® Mabel Mewcomer, “The Growth of Properiy Tax
Exemptions,™ National Tax fournsl, June 1953-, p 128
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Chapter 9
ORGANIZATION FOR EFFECTIVE ASSESSMENT ADMINISTRATION

Good assessment administration, which is
fundamental to a good property tax sys-
tem, is nonexistent in many areas.  For this
reason the property tax is sometimes called
the most incfficiently administered tax in
the United States. It would be more ac-
curate to say, however, that it has the most
uneven quality of administration, for the
results range from very satisfactory in some
asscasment districts to unbelievably poor in
others. Good administration is demon-
strably feasible but too often it fails to ma-
terialize,

Thiz is a condition which no State can
afford to tolerate. Since the State has cre-
ated the tax and has placed reliance on it as
one of the main components of the State-
local revenue system, it has the responsi-
bility for assuring a uniformly high quality
of property tax administration throughout
the State, There is too much urgency for
salvaging this vital financial resource of
State-local government to permit vested in-
terests and local home rule traditions to
stand in the way. Actually, there can be no
better contribution to genuine local home
rule than the assurance of a sound, equitable
property tax base for every comrnunity.

Basically, each State faces a formidable
administrative problem—a problem mainly
of organization and personnel. The assess-
ment of property for taxation is a technical
administrative function which can be per-
formed competently only by well-trained
specialists using all of the appropriate ad-
ministrative techniques. Entrusting this

job to a nonprofessional is like assuming that
almost any reasonably intelligent citizen can
audit a municipality’s accounts, handle its
engineering, or administer its public health.
Part of the soluticn, therefore, involves the
successful professionalization of the assess-
ment function on a statewide basis. Equally
important is the development of an admin-
istrative organization within which the pro-
fessional staff can work effectively and
which permits efficient statewide coordina-
tion and supervision.

The solution of the organization problem
means different things to different States.
In a few it involves merely refining or per-
fecting the existing setup. In a number of
others the problem is mainly that of elimi-
nating certain weak features of an other-
wise reasonably satisfactory system. In
many States, however, all or most of the
principles of gpood organization are lacking,
or are recognized so nominally as to be vir-
tually nonexistent, leaving nothing short of
a drastic revamping of existing arrange-
ments as the way out. Suitable answers to
the problem also will vary among the States,
depending on such factors as the existing
structure of government and pattern of au-
thority, nature and distribution of taxable
resources, homogeneity or heterogeneity of
the economy, and distribution of the popu-
lation. Three possible methods of adminis-
tration call for consideration:

1. Complete centralization of property tax

Z. Complete centralization of assessment admin-
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itration with tax collection and enforcement han-
dled kocally,

3. Well coordinated joint State-Jocal administras
tion,

CENTRALIZED PROPERTY TAX
ADMINISTEATION

Under a system of centralized property
tax administration a central State agency
assesses all property, bills and eollects the
taxes, and disburses the proceeds of all
locally levied taxcs to the respective local
governments. There is no interference
with local budget policy. Each local gov-
ernment levies the amount of property
taxes that it wishes, within such limits, if
any, as may be prescribed by law; the State
merely provides professional services for
administering the tax. This arrangement
is a less than radical innovation as the State
merely undertakes what some large coun-
ties have long been doing.

The State of Hawaii has such a system
in successful operation, developed over its
years as a territory. The property tax, re-
stricted to real property, is used only by
local governments but is administered by
the State’s comprehensive Department of
Taxation, which is headed by an appointive
director of taxation, Assessing is handled
by one of the Department’s major divisions,
the real property assessment division; but,
for economy and efficiency, the collection
division {which is in charge of all of the
Department’s collections and aceounting )
provides electronic data processing that
includes, for property tax administration,
preparation of assessment lists, notices, tax
rolls and bills, ete., and programing and
processing for statistical and research proj-
ects.

For a detailed analysis of the organization
and methods of this centralized operation,
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reference should be made to volume 2; but
it may be noted that the assessment divi-
sion is professionally staffed under eivil
service jurisdiction, has an active technical
services and research section, has employed
technical consultants from time to time and
made sound use of their recommendations,
does good quality assessing, and has been
improving the professional quality of its
work, and through district offices under
central supervision is able to maintain
reasonably uniform assessment standards
throughout a difficult jurisdiction that in-
cludes eight principal populated islands.
The convenience and protection of the local
taxpayers are served by these district offices,
by a board of review of local residents in
cach county appointed by the Governor,
and by a tax appeal court. Although
Hawaii does not use the property tax for
State purposes, the State legislature rec-
ognizes its importance in the overall revenue
system by adequate financing of itz admin-
istration. No charge is made to local gov-
emnments for this service,

The Case For and Against State Adminis-
tration

Competently conducted central adminis-
tration of the property tax offers a number
of advantages,

1. It permits the complete professionali-
zation of assessment administration. This
would not better the high professional
standards that already exist in some local
assessing districts in numerous States, but
would extend them on a statewide basis. It
enables the flexible use of specialists wher-
ever needed, thus eliminating the present
handicap of local districts unable to afford
large and diversified staffs. It makes the
job of asscssor an attractive career profes-
sion through opportunity for advancement.
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2. It provides a direct, uncomplicated
method of assuring a satisfactory degree of
equity in assessment among classes and with-
in classes of property throughout the State
through the use of an integrated profes-
sional staff fellowing uniform methods and
procedures under central direction, rein-
forced by continwous valuation research that
the scale of such an operation would both
demand and facilitate. It combats discrim-
ination and abolishes the interlocal eco-
nomic warfare of competitive underassess-
ment.*

3. It eliminates automatically the con-
fusion and economic inconvenience caused
by the varying levels of assessment among a
State’s assessing districts and also does away
with the present costly need for supenmpos-
ing on the established organization for as-
sessment administration, State agencies for
equalization and for providing a medicum
of training for unskilled local assessors,

4. It provides a simple solution for the
problems of assessment caused by properties
that lie in more than one local assessing
district, are migratory in character, or re-
quire data for their appraisal that are not
recadily available to local assessors. Central
assessment of some of these classes of prop-
erty has already provided a partial solution,
but too often without coordination of State
and local assessing standards,

3. Centralization for the preparation of
asseszment and tax rolls, tax bills, ete., mail-
ing, record keeping and accounting can ob-
tain for the entire State the economy, ac-
curacy and speed of electronic data process-
ing facilities that are now available only to
large local districts.

! For enlightening comment on local tax wars see Mabel
Walker, "Local Tax Competition Within Metropalitan
Areas” Tar Poliey, XXV (July 1958) amd *Land Use and
Local Finasce," op, &L, pp. 4243,

There are, however, a number of possible
disadvantages, actual and conjectural, that
must be considered. To the extent that they
cannot be overcome they need to be meas-
ured against the magnitude of the antici-

pated advantages.
1. Centralization might inconvenience
many taxpayers. This defect can be avoid-

ed by maintaining distriet offices, deputizing
local finance officers as collection agents,
and making provision for meaningful ob-
servance of the taxpayer’s right to be heard.

2. Central assessment means loss of the
local assessor with his personal contacts and
presumed intimate knowledge of local con-
ditions. The case for the truly skilled local
assessor is strong, but in many areas he does
not exist. Furthermore, the professicnal
staff of the central agency would use the
same methods and tools that the local pro-
fessional employs and, with the support of
central valuation rescarch and a more com-
prehensive view of varying community con-
ditions, might be in a better position to make
comparative judgments. It is worth noting
that when local assessing districts undertake
comprehensive reassessments they usually
employ cutside professional appraisal firms.

3. There is danger that the central
agency would become unwieldy, financially
wasteful, time serving, and politically domi-
nated. This is like saying that a State gov-
ernment 15 not competent to govern; and,
without guestion, any State government to
which such a statement applies would be a
poor candidate for this function. There are
too many well organized, professionally
staffed, skillfully directed State administra-
tive agencies among the States, however, to
justify any sweeping assumption of such
danger. The kinds of organization and con-
trol that safeguard the integrity of these
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agencies would be applicable to centralized
property tax administration.

4, The disociation of central assessment
administration from the local taxing dis-
triets might result in irresponsiveness to the
needs of individual local governments.
This would be quite probable if the cen-
tral asscssing agency were permitted the
extralegal dictation of local taxing and bor-
rowing power that is now tolerated for lo-
cal assessors and State regulatory agencics
that set and equalize levels of assessment
without regard to law., The sole function
of the central assessment agency should be
to appraise all taxable property without
discrimination at its market value. The
imposition of safeguarding controls that
would assure such performance within a
reascnable range of tolerance is entirely
feasible,  This uniform determination of
taxable values throughout the State would
go far in freeing assessing from its disturb-
ing policy aspects and making it the purely
administrative function that it should be.
Regulation of local finanee and concern for
local fiscal needs would then rest clearly
where they belong—with the State

legislature.

Potentially, central administration of the
property tax is a superior method of over-
coming the weaknesses that beset the man-
agement of this function. No State would
be justified in abandoning its traditional
organization and adopting a system of State
administration, however, unless it had the
prevequisites for establishing and maintain-
ing a clearly superior system—one that at
least met the high standards attained by
the minority of local assessing districts in the
United States with outstanding records of
performance.  This would rule out States
with archaic governments suffering from a

lack of well integrated fiscal organization
04

and diffusion of administrative contral. On
the other hand, for any State with a back-
ground of competent administration, espe-
cially fiscal administration, responsible
central executive authority and respected
leadership, there should be little question
of ability to handle the undertaking
successfully.

CENTRAL ASSESSMENT
ADMINISTRATION

Under fully centralized assessment ad-
ministration a State agency lists and ap-
praises all taxable property and certifies the
valuations to local officials. Using this
State determined tax base, the local officials
prepare the tax rolls and bill and collect the
taxes. This clear-cut division of functions
rakes property assessment exclusively the
responsibility of cne central agency instead
of leaving it variously divided between State
and local agencies as it is now in most States.
While this arrangement falls well shore of
the complete centralization of property tax
administration discussed above, it docs make
the State directly responsible for adminis-
tering the most vital, and presently most un-
satisfactorily handled, feature of the admin-
istrative process for this tax.

A State could assume this single function
more readily than the overall administration
of the tax. Most States already are engaged

. insome central assessment, a few States have

gone quite far in this direction, and some
States have, additionally, strong nuclei for
the required administrative organization in
their professionally staffed agencies for the
supervision of local assessment. The prob-
lems of transition would require some in-
genuity to work out, but they should not in-
valve the displacement of any competent
local assessors as the new central agencies
would need the services of these people.
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Central assessment, the pros and cons of
which have been considered in the forego-
ing discussion of complete central admin-
istration, is a more simple and direct method
of obtaining the statewide asscssment stand-
ards that are needed than the movement
for better State supervision and equaliza-
tion that is now being promoted energeti-
cally by several States; but it has the policy
handicap of being a more uncompromising
departure from traditional ways of doing
things.

The outlook as to actual need, however,
calls at least for the expansion of central
assessment.  The dispersion of industry into
scattered small communities, for example,
demands assessing techniques that the local
assessors do not possess, and the fiscal abil-
ity to employ competent personal property
appraisers as well as real property apprais-
ers on local staffs is limited to large assess-
ing districts. Thus central assessment may
develop by accretion, particularly if State
supervisory agencies are strengthened and
gain the confidence and esteem of the pub-
lic. It may be that some combination of
central assessment and supervised local as-
sessment will provide a reasonably adequate
solution of the assessment problem in some
States,

Local assessment districts that are large
enough to maintain staffs professionally
equipped to appraise all classes of taxable
real and personal property and have well-
established records for high-quality assess-
ment would be understandably skeptical of
any proposal that they relinquish the func-
tion to a central agency unless they were
convinced of its clear advantages for them
as well as for the State as a whole. Since
the existence of such districts is assurance
that high-quality assessment is feasible,
their cooperation might help more than

their elimination in reaching statewide ob-
jectives,  As shown in chapter 4, however,
they are disappointingly few in number,
the Census Bureau having found that in
1956 enly slightly more than one-fifth of the
395 local assessing areas of 50,000 popula-
tion and more surveyed were assessing even
the relatively simple classification of single-
family dwellings with a reasonable degree
of uniformity. (The 1962 Censuz of Gov-
emments indicates some improvement on
this score.  See chapter 4, footnote 3.)

There are some States which could make
the transition to central assessment, and
even to full central administration of the
property tax, with much more facility than
others. Among them are the relatively
small, compact States and the States that al-
ready have been moving in this direction
through increasingly competent State su-
pervision of local assessing.  In those States
where local assessing is preponderantly an
inequitable muddle, a commonsense course
would be to scrap the local systemn, instead
of engaging in long and costly efforts to
salvage it, and proceed directly to a system
of central assessment or complete cen-
tral administration. That there are such
States—perhaps as many as one-third of
the total—became dismayingly evident in
the Census Bureau’s assessment-sales ratio
stuchies of 1957 and 1962."

Well-sponsored proposals for the adop-
tion of complete central assessment have
been made in several States in recent years,
notably in California, New Mexico, Rhode
Island, and Wisconsin. In California one
proposal came from city officials. At the
1546 conference of the League of California
Cities a resolution was adopted calling for an
amendment to the State constitution which

¥ Beech. 4,
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would transfer to a State agency having ju-
risdiction only over tax matters, the respan-
sibility for assessing all property subject to
ad valorem taxation. According to a senate
interim committee, “This proposal aroused
strong opposition among county assessors
and wvarious business groups. No such
amendment was submitted to the electorate,
but public attention was focused on the in-
equality of property tax assesments . . "7
In its 1958 report the New Mexico State
Tax Commission declared: *

Al assessing authority should be vested in one
body or department whether it be the tax comenis-
sion or any other agency established for that pur-
poge, with the idea of standardization of assessments
and a more practical approach to achieve equaliza-
tion than the present method of having 32 assessing
officers at the local level.

A Rhode Island State fiscal study com-
mission, reporting in 1959, recommended
that the State take over full administration
of the property tax." In Wisconsin, the

* Beport of the Senate Interien Committes on State and
Local Taxation, Sicte and Local Taxes dn Califoraiar A4
Cemparative Analypris, April 1951,

* Twenty-Fecond Fiennisl Report, 1958, p. 68,

" In a recent study of State-bocal fscal relations i Fhods
Tufane by the Iesiitute of Public Administraticm far a State
commission created 1o stady this and other fiscal problems,
the Institute secommerdsd complete centralization al
praperty tax adminiitration “in a single 3tate agency pro-
fessiomally organized and equipped for the job® It wasin-
dicated that the Seate, becaase of ity excellent administra-
tive arpanization, “ess in & good position™ to provide such
an agency, [he Coemmbaion, after review of the Insti-
tute's fndings, recommended to the Gowvernor and the
lepmdature “that the State take over the assessment and
administratian of the property tax, to improve its fairneis
and workabdlity.™

“Thiz centralming pn;]uﬂ.il Ii made," ke Instliuee said,
“Tn aplte of the abilhy of Providence and the larger ofker
units o do o good-quality, low-cost job because it is be-
Geved to have advantages for them a9 well as for the
munitipalities that are foo small to afford sckentific prap=
erty thx admisistradon.” Of special pertinence because
of the Sraie’s satic economy waa the cited advantage that
*The establishment of a uniformly high quality of assess-
ment, and & uniform level of assessment, throughoat the
State would aid in the attraction of additional busirsess and

2%

Metropolitan Study Commission of Mil-
waukee, in a study of property tax adminis-
tration, concluded among other things, in a
1958 report: *

Since asessment of property is a highly skilled
technical matter in which uniformity of procedure
B very important, the committee feels that a uni-
form approach cannot be obtained without central-
ized administration. Because of the importance of
the property tax statewise, complete centralization
ultimately in the property division cannot be
avoided . L .

Any system of central assessment admin-
istration would need safeguards against its
deviation from the objective administrative
standards preseribed by law. The best pro-
tection would rest in the character and con-
trol of the State agency entrusted with this
function—considerations that are discussed
in the following chapter. Additicnally,
publicity and audit are protective devices
that can be peculiarly effective in assuring
continuity for uniformly high standards of
central assessment.  The law should require
the annual publication, in a form clearly un-
derstandable by the taxpayers, of the results
of asessment ratio studies by the assessing
agency, disclosing the degree of ascsment
equality obtained within elasses and among
classes of taxable property.” It should re-
quire, also, periodic independent audits of
the central agency’s performance and the
agency’s own reports of its performance by
qualified statisticians.

indusiry to the State™ (Specisl Comminion o Appraiss
the Finamcial Operatians of the Siate Government and ibe
Matter af Seate-Loeal Fimancial Relations, $rofe-Local
Relations dn Metropolitan Rbode Irlamd, 1955, wol. II,
pp. 371=580, 460.)

*Dunted in Samuel B, Stewart, “Can We Make the
Property Tax & Mars Effective Flacal Instrumesc?” [n
Maticnal Tax Associatbon, Proceedingr of ke FiffhpFirn
Anrusl Coaferense on Tazation, 1258, p. 456,

" The feasibility and uses of such studies have been dis-
cuseed in ch. 6.
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JOINT STATE-LOCAL
ADMINISTRATION

Joint State-local administzation of the
property tax had its origins over 100 years
ago when the States, in addition to provid-
ing for local, and sometimes county, boards
of review, began setting up ex officio State
boards of equalization to equalize assess-
ments among local assessment districts for
State tax purposes. This arrangement
spread to most of the States and in the 1870's
and 1880 many of the States moved further
into property tax administration by cen-
tralizing the assessment of railroad prop-
erty under the boards of equalization or new-
ly created boards of assessment, also mostly
ex officio.  Before long there was a begin-
ning of State assessment of the property of
other types of public service enterprises.
These developments appear to have aug-
mented State property tax revenue some-
what, but without eontributing much to the
quality of assessment administration.

Before the close of the 19th century the
State tax commission began to emerge as an
improved type of State agency for bolstering
administration of the property tax, still the
main source of State revenue. These agen-
cies were headed by full-time commissioners,
usually appointed, and in addition to the
function of assessment equalization they
generally were given some authority over
local assessment administration. Usually
they took over the functions of the earlier
ex officio boards; but in some instances the
latter continued to operate, particularly
when they had constitutional status, thus
dividing State administrative responsibility
for the property tax.

Ower the past 50 years the States’ ar-
rangements for their share in the adminis-
tration of the property tax have been

influenced by the gradual modemization of
State fiscal administration and the replace-
ment of the property tax by other taxes
for State purposes.  The present State orga-
nization for tax administration ranges from
a considerable diffusion of responsibility in
some States through tax commissions with
expanded jursdiction in many others to a
number of intcgrated tax departments
headed by single appointive commissioners
or directors. Property tax administration,
once the main reason for creating tax com-
missions, is now overshadowed by the man-
agement of the other taxes that supply the
bulk of State revenue; but it still finds a
prominent position in the administrative
structures of some States and receives some
recognition in most of the others,

Undoubtedly the decline in State use of
the property tax lessened the States' feeling
of responsibility for improving its adminis-
tration, but all States except Delaware,
Pennsylvania, and Hawaii {where the tax is
State administered) designate some agency
to supervise local property tax administra-
tion. With belated recognition that the
State governments still have a vital stake n
uniform and reliable property assessment,
there is underway, moreover, a rather wide-
spread movement to strengthen these agen-
cieg, or even Lo create new ones, and in some
States there has been recent extension of
central assessing.

Where to locate property tax supervision
and central assessment in a State’s organi-
zation for fiscal administration is a question
that has had a diversity of answers, depend-
ing-largely on-such factors as the degree of
streamlining that the overall organization
has received, the extent to which traditional
organizational features have survived, and
the degree of impertance that a State at-
taches to its property tax responsibilitics.
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Most commonly these functions are located
in a division or related divisions under a tax
commission or its equivalent {usually ap-
pointive but with a few exceptions) or un-
der a tax commissioner or director of
revenue {also usually appointed ) who eom-
monly heads a more or less unified tax de-
partment. Illustrating the extreme range
in types of organization, Maryland has cre-
ated a separate State Department of Assess-
ments and Taxation concerned exclusively
with the property tax, while in New Jersey
property taxes are the responsibility of cer-
tain burcaus in a division of taxation within
a broad department of the treasury.
Among other types of supervisory agencies
arc appointive and elective boards of equal-
ization, branches of local government divi-
sions, an ex officio board of assessment
(North Carolina) and State comptrollers
(Florida and Texas).!

There is a wide range in the legal pewers
of these State supervisory agencies, and ex-
perience has shown the need for adequate
and clearly defined powers; but the accom-
plishments of the various agencies have
been influenced fully as much by the size of
the supporting appropriations, the quality
of encouragement given by the legislature
and the Governor, and the competence and
energy of the personnel.

In view of the continuance of mediocre
to poor assessing in wide sections of the
Mation, there clearly is something wrong
with the century-old systemn under which the
States have tried to bring about competent,
uniforin assessment through some form of

"Data en the methods of organization in numenous
Seates are given in wol. 2. A good sumeary i prosided
in Marilyn 5. Koplik, Froparly Tar Anetotienl m dke
Uimited Stmies, preliminary repert (mimee.), New YWork
State Board of Egqualization and Asessment, 1561, pp.
-5,

a8

joint administration. It may be that State
supervision ean never be made to work well
and that complete central asscasment is the
only satisfactory answer,

Differences in the nature of the State
agency's responsibility under the two sys-
tems are a factor to be considered. A well-
trained professional assessing staff has a feel-
ing of full responsibility for the quality of a
product that it produces directly, because
any defects are a clear reflection on its pro-
fessional eompetence. When the staff's
main function iz supervision, however, the
urge for a quality product is not guite so
pressing because the product is identified
with another agency. The supervisory
agency may work conscientiously on valu-
ation research, provision of aids and advice
and correcting mistakes, and yet feel reluc-
tance to go all the way in tough cracking
down on local incompetence. Sooner or
later it may become resigned to a policy of
self-preservation by not stirring up trouble,

There are several reasons, however, why
joint State-local administration need not be
a futile method of trying to obtain a satis-
factory quality of assessment. For one
thing, many States have never tried it ex-
cept in a perfunctory or half-hearted man-
ner. The professional and financial re-
gources devoted to this purpose have been
reasonably adequate in only a few States
and, more often than not, have been con-
splcuously inadequate.  Itisclear, also, that
the States have been trying to regulate sys-
tems which in many instaneces are organized
and staffed so defectively as to be unregu-
latable. Finally, the system is working suffi-
ciently well in several States to indicate that,
given appropriate organization, methods,
and paolicies, it can be reazonably successful.
These prerequisites are reviewed in the fol-
lowing chapter.



Chapter 10
JOINT STATE-LOCAL PROPERTY TAX ADMINISTRATION

Most of the recent efforts to improve the
quality of property assessment have concen-
trated on making the system of joint State-
local administration work better, and a few
of the States have progressed far enough to
show that it can be made to produce reason-
ably satisfactory results. To knit this two-
level system  into a  well-coordinated,
smoothly functioning organization is a major
undertaking, but it appears to be feasible
if a State is willing to recognize the pre-
requisites and follow them with a good de-
gree of fidelity. The resulting operation,
however, will be more complicated and dif-
ficult to manage than a system of complete
central assessment.

The objective, stated simply, is efficient,
impartial administration of a tax that is un-
usually difficult to administer. It has
nothing to do with tax policy and cannot af-
ford to make much concession to tradition.
Any program for this purpose, if it is to jus-
tify the effort and expense, must move un-
compromisingly to produce primary assess-
ing of all taxable property with a reason-
able degree of uniformity.

No State can hope to achieve this goal
unless it has a program that meets substan-
tially the following rather obvious require-
ments for good administrative management :

1. A well-coordinated State-local admin-
istrative organization with a central direct-
ing authority.

This means: {a) at the State level, a
single agency professionally organized and
equipped for the job, with adequate powers

of supervision and regulation clearly defined
by law; (b} at the local level, assessment
districts so organized and staffed as 1o make
competent local assessing feasible and the
sctup cfficiently regulatable; and (e) suffi-
cient integration of the two levels to facili
tate good teamwork.

2. A complctely professionalized assess-
ment personnel, with compensation and op-
portunity for advancement adequate to at-
tract and held well-qualified people,

3. A workable, efficient apportionment of
assessment responsibilities between the two
tevels, with careful coordination of assess-
ment standards and procedures,

The setup in a few States approximates
some or all of these requiremnents, but in a
great many States the arrangements for as-
sessment administration that would emerge
from application of all three requirements
would not bear much resemblance to what
they now have. In=zome States, in fact, the
departure from tradition would be almost
as drastic as conversion to full central
assessment,

While the issue under consideration is
that of how to improve the generally pre-
vailing two-level system for administering
the property tax, the situation is compli-
cated in some of the minority of States that
have local instead of county assessing by the
entry of a third layer of government—the
county. While the traditional town or
township government and assessment orga-
nization carried westward into the eentral
States, the county becaine an important unit
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of government outside of New England and
in several States became an agency for as-
sessment  equalization and  supervision.
While this county role long tended to be
rather perfunctory, and in some cases re-
maing 50 to a considerable extent, the recent
trend is either to make it a more active
force or to shift actual assessing responsi-
bilities to the county. The latter is by far
the sounder development in administrative
organization.’

GEOGRAPHICAL ORGANIZATION
OF LOCAL ASSESSMENT
DISTRICTS

Most of the assessment of property for
taxation in the United States is done onigi-
nally by local officers operating in many
thousands of local assessment districts.
The geographical organization of these dis-
tricts creates a more or less serious problem
for many of the States. Each district
should be large enough to serve as an effi-
cient unit in a State’s assesement system—
a dependable local agency equipped to do
a sound professional job and thus amenable
to State supervision. The following mini-
mum standards for such districts, formu-
lated some years ago by a committee of the
National Association of Assessing Officers,
have lost none of their pertinence.

The political subdivision serving as an assessment
district sheuld have suffcient resources to afford
adequate assessment machinery, and ghould provids
an assessment task large enough to realize the econ-
omies of large-scale operations and to warrant the
employment of one full-time assessor and at least
o full-time assistane®

' For repireimntative wersioes of theie developments, jee,
in vol, 2, loaws, Karsns, Michigan, Nebeaakn, New Jersey,
Pennsylvania, and South Dakois.

! Matsonal Association of Assesing Officers, Arressmend
Orgamization and Ferrennel, Chicago, 1941, p. 51
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A look at the prevailing patterns of geo-
graphic organization of local assessment
districts in the individual States discloses
that in a few States little reorganization
would be necessary to comply with this
minimum standard, that in several others
the changes required would not be great,
but that in a considerable number the pres-
ent arganization is completely untenable on
a statewide basis for competent primary
assessment and successful supervision.

Local assessment districts are of two types,
primary and overlapping. Primary dis-
tricts comprise the basic system in each of
48 States, covering the entire State areas
contiguously. [(Hawaii has central assess-
ment and in Alaska property taxation is
limited to the minor portion of the State's
area included in municipalities and local
school districts.) These districts assess for
county and State purposes and also for
many overlapping and underlying local
governments. In 14 States the law requires
or permits overlapping assessment districts,
enabling some classes of local governments
to do their own assessing instead of using the
valuations of the primary districts and thus
duplicating portions of the local assessment
Process.

Eliminating Overlapping Districts

The overlapping assessment districts, ap-
parently several thousand in number, may
be used optionally or may be mandatory, as
in the instance of a Florida constitutional
requirement that all cities and incorporated
towns (subject to some exceptions) “make
their own assessments for municipal pur-
poses’’ although the counties comprise the
primary assessment districts. Such districts
represent a waste of money in their dupli-
cation of personnel and facilities, are con-
fusing to the taxpayer, and should be abol-
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ished. In Texas, for example, where there
are 254 county primary assessment districts
covering the State, the law authorizes or
mandates to serve as overlapping districts all
municipalities, some classes of school dis-
tricts, and many classes of special districts,
and there are upward of 1,500 such districts
in actual operation. As one Texas study
commission noted, “It is not unique for a
property owner to be taxed by as many as
seven governments, with almost as many dif-
ferent levels of assessment.” *

In defense of the continuance of overlap-
ping assessment districts, some municipal-
ities cite the need for protecting themszelves
against deep underassessment by primary
county districts when the State restrictions
on local taxing and borrowing power are
geared to assessed valuation, or they claim
need for protection against inferior county
asscssment.

The first obstacle is readily removable by
adoption of the device, recommended in
chapter 6, of basing borrowing and taxing
restrictions on State determined market
value rather than assessed value, In Cali-
fornia, where municipalities have the option
of doing their own assessing as overlapping
assessment districts or wsing the valuations
determined by the county primary districts,
recent adoption of a modified version of this
remedy is designed to encourage use of
county assessing by the small number of
municipalities that have not already taken
such action because of its great convenicnce
and economy.® Competent State supervi-

¥ Quoted in Texns Comminion on State and Local Tax
Policy, Property Taxatisn and Local Revemwer, 1961, p, 3,

*Linder a law enacted in 1961 “any statuwtory tax rate
limitatbon o which a general-law cloy o sebject is awto-
matically increised, when the city transfers in assament
and collection functioss to the county, in whatever pro-
pertion the assesed value of praperty on which city taxes

were extended exceeded the pssessesd valiss of that prop-
erty far cosnty tax purposes in the luse year for which the

sion of local assessing will remove the sec-
ond obstacle.

Renovating Primary District Organization

Primary assessment districts, probably up-
ward of 18,000 in number, are exclusively
county districts in 28 states, including most
of the western and southern States and a few
central and eastern States. They comprise
various local governments within counties
in 12 States, including the New England
States and Indiana, Michigan, New Jersey,
New York (excluding Nassau County),
North Dakota, and Wisconsin. In eight
States there are various mixed arrange-
ments, such as counties and cities, or coun-
ties in some areas and municipalities in other
areas; these States are Illinois, Iowa, Minne-
sota, Missouri, Pennsylvania, South Caro-
lina, South Dakota, and Virginia.®

The number of primary assessing districts
in individual States ranges from 3 in Dela-
ware to over 1,000 in each of 8 States; but
the part-time township assessor is somewhat
less pervasive than in former years” The

sity collocted 88 own property taxes,”  {California Stats
Beard al Equalization, Amnual Repord, 1966-61, p 17.)

" Zee Koplik, op. sit, pp. 90-52, for a recent tabulation,
bry Sintes, of the patterns of primary and oveslapping local
assesirnent disirico.

*These Staves are Mlimols, Indiana, Mickigan, Minne-
sta, Mew York, Morth Daketa, Pesmaylvania, and
Wiscansin,

When a State bhas a very large numnber af local asess-
ment districts, the great majority of which ate too small
to papport [ull-time professional appraisers and adequate
equipment, the State actually is perpetuating a defective
local gdmindstrative structure that does ot lend icself to
effective supervision. As an Indiana tax study commission
recenily declared, "The board of tax commisioners does
not have the staff mwor the funds with which to supervise
seesging in 009 towrships, and st the same tirse to re-
view the bodget of every unit of bocal government in
Indiana; serve at the apex of the State’s property tax ap-
pellate gyitem, saecis ane-eighth of the ol property tax
valuation i Indlana aed perform the chores associnred
with these responsibilitien’ (Indiaon Ceommismicn on
State Tax and Financing Policy, Current Srudier of Ine
diana Tax Policy, 1961, p. 38.)
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largest recent change has occurred in the
four States of Towa, Kansas, Nebragka, and
South Dakota, which together have ac-
counted for the elimination of well over
7,000 primary districts. Some progress in
this direction has been made by Illinois,
Michigan, and Minnesota,

Under the “County Assessor Act” of 1947,
Towa reduced the number of its local assess-
ment districts from around 2,500 to 120, and
replaced its elective, largely part-time local
assessors with appointive, full-time assessors
selected on the basis of qualifying examina-
ticns. The act ereated the office of assessor
in each of the State’s 39 counties and in cach
city of more than 125,000 population {Des
Mouines only ), and made it optional for other
cities of 10,000 population and more to pro-
vide by ordinance for assessore, An arrest-
ing feature of the new plan, designed to
lessen opposition to-the change and to give
all of the taxing units in each new assessment
district a voice in guiding district policy, was
prevision for an ex officio conference board
in each district with authority to appoint an
examining board to screen certified appli-
cants for the position of assessor, appoint the
assessor, appoint a local board of review, de-
termine the personnel and facility require-
ments of the assessor’s office, set the com-
pensation of the assessor, his staff, and the
review board, and make and adopt the dis-
trict’s annual budgets.”

In Nebraska, assessing was done by some
2,000 precinct aseswsors prior to 1947, but
in that year this office was abolished and the
duties transferred to county assessors in the
State's 93 counties, Because of the numer-
ous counties with small pepulations, this did
not entirely clear the way for the use of full-
time assessors, and provision was made that

! For more details of thls plas see val. 2, Towo
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in counties of less than 6,300 population the
people could vote to abolish the office of
county assessor and combine the duties with
those of some other county office.  Owver half
of the 30 counties in this class in 1950 took
advantage of this provision. Kansas for-
merly had over 1,600 township and munici-
pal primary assessing distriets, but in 1955
the State legislature transferred the power
of assessment to county assessors. Lhe
county is now the basic unit of assessment,
but the actual assessing Is done largely by
township and municipal deputy assessors
appointed by the county assessors.”

Action by the South Dakota legislature
in 1957 did not eliminate completely the
township assessor system, but it provided
the means by which, under the supervision
of an able and energetic State Commissioner
of Revenue, the quality of assessing in the
State could be revolutionized, —This action
created a county assessor system, with each
of the 64 organized counties required to
have a full-time directing assessor desig-
nated as director of equalization. While
the law permitted retention of local asses-
sors, 37 counties have abolished the office
entirely and a number of others have done
so except for eities.  Summarizing the sit-
ation in 1960, Commissioner Gillis =aid,
“We now have 230 assessors in the State,
110 of whom are full-time eareer men. Be-
fore we had 1,800 asessors, only 17 of
whom were full-time employees.™ *

The problem of the small county district.
There are still many thousands of small pri-
mary assessment districts (and also many
small overlapping districts} operating un-

“See vol, 2 for data on these chamges in Kansas and
Febraska.

*Epace D, Gillis in Assecememt A dmimistraiion, 1960,
Twenzy-Sinth International Conference on Assessment Add-

minkiraiion, Internaifioral Asmociation of Asnesiag Of-
ficers, Chicago, 1961, p. 1.
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der part-time assessors, part-time boards of
assessors, or single assessors who lack the
skills and equipment to do a competent
professional job. If the county were used
as the organizational basis for all assessment
districts the national total of districts would
be reduced to a small fraction of the present
number. In New York, for example, the
number would be reduced from over 1,500
to 58 (treating New York City as a unit).
Because of the large number of small coun-
ties in some States, however, the problems
of geographic organization would still not
be fully solved. Many county districts
would be too small to maintain a full-time
assessor, a full-time assistant, and a central
office properly equipped with well main-
tained tax maps and other assessing tools—
a minimum setup for efficient operation and
SUpervision.

The existence of a small-county problem
depends not only on size but on the complex-
ity of a State’s property tax system and the
degree of heterogeneity of a county's tax-
able property. The minimum assessment
setup assumed above would be inadequate if
the range and importance of taxable per-
sonal property required an assessor trained
in personal property appraisal or if a county
contained complex industrial and commer-
cial realty that could be valued only by spe-
cialists. The problem of population size
alone, however, varies widely from State to
State. TIllustrating from the States with
countywide primary districts, none of Mary-
land's 24 counties has a population of less
than 15,000 and only 3 of Ohio’s 88 counties
are in this classification; but of Oregon’s 36
counties, 10 range downward in population
from 9,430 to 2446; of Kentucky's 120
counties, 69 are under 15,000 population
and 33 under 10,000; and if Texas could get
rid of its host of overlapping districts it

would still have its 254 primary county dis-
tricts, of which over 100 are under 10,000
population and 48 under 5,000.

One means of coping with the problem of
the small county district when it becomes a
considerable obstacle to statewide assessing
efficiency is to increase the scope of central
assessment to include types of real property
requiring specialized appraisal and difficult
types of personal property, and to provide
small districts with mere State technical aid
than normally would be required. This
may be illustrated by the program which has
been evolving in Oregon.® Central assess-
ment or appraisal has been extended to tum-
ber and large industries, and although the
State has not taken over personal property
assessment, the State Tax Commission is re-
guired to audit annually 25 percent of all
taxable inventory accounts in each eounty
with the cost shared equally by the State and
county, The Commission makes formal
agreements with individual counties to per-
form special services at county expense, such
as keeping tax maps up-to-date when the
county is too small to employ a full-time
draftsman. It also makes such agreements
to appraise industrial plants when the
county is too small to employ a full-time in-
dustrial appraiser, with the cost divided
equally up to a limit set by the legislature
and bome entirely by the county above that
limit.

One possible alternative is for two or more
county assessment districts to employ jointly
a professional assessor. This has been tried
to a limited extent in Oregen, though with-
out conclusively demonstrated success.

A more efficient and economical method
of solving this problem is the creation of
regional assessment districts through con-

¥ Dretails of the program are given in wal. 2.
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solidation of small county districts.  This
procedure s familiar and widely accepted as
desirable in the instance of school districts,
and if the public can be given a better under-
standing of the technical nature and re-
quirements of  high-quality assessment
administration it should be possible to de-
velop support for the creation of territorial
jurisdictions that would make such admin-
istration feasible.” For local control of a
multicounty unit that would give represen-
tation to the components, a suitable device
wanild be an expansion of lowa’s plan, noted
above, for ex officio conference boards,

PROFESSIONALIZING ASSESSMENT
ADMINISTRATION

Local governments are accustomed to
employing trained accountants, engincers,
health officers, social workers, and school
teachers, but they seem willing to elect as
assessor any resident citizen who is old
encugh to vote and does not have a eriminal
record, and pay him less than the school jan-
itor, Very fortunately this s not the uni-
versal procedure, but it is sufficiently wide-
spread to explain in part why assessing is
mediocre to poor in many areas.

How Assewsars Are Selected

The great majority of assessors in the
United States are elected to office, for terms
ranging from 1 to 6 years. Two Vears 1%
the most commeon length of term, the 1-year
term being used in some instances for part-
time township assessors and the 6-year
peried to produce overlapping terms for
saome boards of assessors.  The various stat-
utery qualifications for office rarely include
any of a professional nature, but in Ken-

" In Minnesola & law enacted in 1939 auihorizes mwo of
mers units b3 hire an assenor jointly.
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tucky no person can have his name placed
on the ballot as candidate for the office of
county tax commissioner [assessor), or be
appointed to the office, unless he holds a
certificate issued by the State Department
of Revenue showing that he has been exam-
ined by it and is qualified for the office.
The examination must be both written and
an

All primary district assessors arc ap-
pointed in the States of Delaware, Georgia,
North Carolina, Iowa, and Maryland, with
special provisions in the last two States to
asure selection of well-qualified persons.
In at least 15 other States some primary
district assessors are appointed, though many
of the positions thus flled are not tied in
with a merit system. They include a lim-
ited number of county assessors, but are
mainly local assessors in municipalities with
home rule charters or with statutory author-
ization to place the position on an appoint-
ive basis. Some amessors hold office in an
ex officio capacity, In Ohio the elected
county auditor is the county assessor, and
in several States small assessment districts
combine the position of assessor with other
positions.”

A number of cities and large counties
has been able to professionalize assessing
very successfully through good personnel
management and others could do so if they
wished, For many of the thousands of
small assessment districts some degree of
professionalization has been accomplished
through the work of State supervisory agen-
cies in publishing manuals and other guides,
conducting conferences and inservice train-
ing courses, often in conjunction with col-

U Kentucky Revized Stotwber, ch, 133, sec, 500, Bee,
also, motes on Kentwchy in val. 2.

W Fpr a weelul tabulagon of daga om the selection of
aszepsoss wen Koplik, op, e, pp 24100,
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leges and  universities, and providing
various kinds of technical ald, and also by
the assessors themselves through their State
and regional associations and their top orga-
nization, the Intermational Association of
Asseszing  Officers.  These undertakings,
reviewed in the next chapter, are highly
usclul; but they always will carry a consid-
erable degree of futility until the organiza-
tion and staffing of all assessment districts
creatc a truc potential for professional
performance.

Staffing a Standard Assessment Depark-
ment

Given a statewide pattern of local assess-
ment districts that meets the geographical
standards discussed above, there are the
problems of administrative organization and
staffing. The assessment agency may be a
department or bureau in the administra-
tive structure of an existing government or
it may be an autonomous agency of a re-
gicnal assessment district.  The internal
organization will range from very simple in
small agencies to fairly complex in large
agencies.  Heading the agency is the asses-
sor. Under him, in an agency of minimal
size, are at least one or two real property
appraisers, a personal property appraiser
and a small clerical staff. As agencies rise
in the scale of size and complexity of the
assessment problem, there is need not only
for more appraisers but for appraisers with
specialized skills. (This takes no account
of the draftemen, statisticians, computer
operators, and other techmical and clerical
aid that the operation ealls for.) Also, as
agencies rise in size the chief responsibility
of the assessor shifts from property apprais-
al to administration, in which he must have
competence fortified by a broad under-
standing of the assessment function,

Regardless of the size of the agency, the
assessor and his appraisal staff must be pro-
fessionally qualified for their responsibili-
ties. To assure such qualification on a
statewide basis the following principles and
procedures are proposed.*

1. Al taxable property in the Stafe
should be appraised for taxation only by
appraisers certified as to qualificalions on
the basis of examinalion by a public agency
authorized to perform this funclion.

The equitable appraisal of property for

taxation requires professional training and
skill. For the practice of this profession
there should be qualifying training and cer-
tification, as there are for other professions,
for the protection of the public. Iowa re-
gquires qualifying examinations for all asses-
sors and deputy assessors.  Oregon enacted
a law mm 1955 providing that only cer-
tified appraisers may appraise real property,
and Kentucky, as previously noted, requires
certification by the State Department of
Revenue before a person can become a can-
didate for the elective office of county as-
SESS0T.
2. All amessors should be appointed to
office, but unth eligibility for appointment
based on Stale cerlification as to gqualifica-
toms,

Appointment of the assessor does not as-
sure competent performance any more than
it does for other key administrative posi-
tions, and there are many capable elective
assessors; but when appointment is limited
to persons with certified professional quali-
fications there is more assurance of employ-
ing a person with the required technical and

Y Miost of theae proposals have had streng sponsosship
in the past, very notably seeme years ago by a Commaries
on Assessment Organimation and Persornel of the National
Associntion of Assessing Officers.  [See Assesrmanit Orgami-
radion and Prreonnal, of. £el., e 133-11050)
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administrative skills than if the decision is
left to the voters. Popular election 13 not
the best way to choose an officer to fill a
technical adiministrative position.  Some
elected assessors acquire skill in office, build
up professional reputations, and succeed in
being reelected for term after term; but
running for reelection steals time from the
work of assessing, and when the turnover in
office is frequent a eommunity is likely to ex-
perience a succession of incumbents each
learning his job at publie expense.

The appointive assessor, although he does
not have to run for election, may be no less
subject than the elective assessor to pressure
group opposition to equitable assessing.
‘Thus his success must depend in part on the
backing of alert State supervision and on the
support of the people through their election
to office of policymaking officials who want
uniformity of assessment.

3. There should be no requirement of
prior residence in the assesrment district for
appointment to the office of amessor.

The appointing authorities must be as free
to search widely for a suitable person as they
would be in employing a school superintend-
ént or a city manager.  The requircment of
local residence severely limits the choice of
possible candidates, may preclude any suit-
able choice, and is a serious handicap to de-
velopment of the profession of assessor by
preventing advancement from one district
to larger and better positions in other dis-
tricts. Insetting up a plan for requiring the
appointment of certified assessors and pro-
viding for their certification that was in
most respects admirable, lowa made the one
fatal mistake of including a district residence
requirement.  Particularly because of the
State’s numerous small county assessment

106

districts, it has not been feasible to set as
high standards or create as attractive pro-
motional incentives as would have been pos-
sible without this restriction,

4. Assessors shouwld be appointed by the
ehief executives or executive boards of local
governments when assessment districls are
coextensive with such governments, and by
the legally constituted governing agencies of
multicounty districts.

In Marvland, which has come closer to
centralizing assessing than any State except
Hawaii, the director of the State Depart-
ment of Assesments and Taxation appoints
the county Supervisors of Assessrnent from
lists of five nominees, usually persons who
have come up through the ranks, submitted
by the county executive authorities. In this
compact State, with its 23 counties and one
independent ecity, a total of 24 assessment
supervisors, and well-coordinated assess-
ment administration, this plan of State ap-
pointment appears to work well. The
possible desirability of a policy of State
appointment is worth consideration by
other States; but local executive appoint-
ment, restricted to State certified candi-
dates, has some special advantages. It rep-
resents less departure from local tradition,
puts more pressure on the local administra-
tion to support the assessor's work, and pro-
vides a better chance of obtaining an officer
who will fit harmoniously into the lecal ad-
ministrative organization. The State super-
visory agency should be equipped two
encourage consultation on local appoint-
ments and to give sound advice,

Aszeszors should be appointed for indefi-
nite, rather than fixed, terms and should be
subject to removal for good cause, including
incompetence, by the appointing authori-
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tiez” They should have the protection,
however, of being entitled to a elear state-
ment of the grounds for removal and, upon
request, a public hearing.

3. The State agency authorized to super-
vise property tax administration should be
empowered [o establish the professional
gqualifications of assessors and appraisers and
certify candidales as to their fitness for em-
ployment on the basis of examinations given
by it or of examindalions m!i.i‘fﬂ-ctﬂfy Lo it
given by a State or local persomnel agency.

Mo persan would be permitted to hold the
office of assessor or to appraise property for
taxation who was not thus certified, and the
State agency should be empowered to revoke
certification for good and sufficient cause."

This arrangement, without interfering
with the efficient functioning of established
local personnel departments and merit sys-
tems in large assessment districts, would set
uniform statewide standards for assessors
and all classes of appraisers and provide
statewide oppertunity for professional em-
ployment and advancement at both State
and local levels for qualified personnel.

6. The State supervisory agency should
be empowered to prescribe and enforce min-
imum professional staffing requirements in
all local assessment districts, and alro fo con-
tract with local districts for the provision of
part-time technical personnel,

These provisions arc highly important,
gsince a good-guality assessment operation
requires not only professional personnel but
adequate personnel for the job, in both

—

" Same opinlon favers fixed terms  Iowa prescribes
Geyear terms for its appointive asssssors but permits their
remuval by the conferenos boards that appoimt them for
“mimonduct, nonfeasanpos, malfeasance, er midfeasance,™
aubhiect to a publie hearing if sequested by the swmmar,

HEee woll 2 for methods of State certification of
assessors and deputy appraizers in Iowa and Marvland,
and of real property appraisers in Chregon.

number and kinds of appraisers. The ap-
praisal of personal property, for example,
calls for skills that are different from those
needed for the appraizal of real property,
and complex types of real property demand
the attention of specialized appraisal engin-
eers. The policymaking officials in many
local assessment districts may not be well
informed as to the requirements or may be
influenced by false concepts of economy.

In Oregon, where assessing is on a county-
wide basis but a number of the counties are
small in population, the legislature has
undertaken to meet the minimum personnel
problem by requiring each county to pro-
vide the assessor with the full-time services
of one certified appraiser for each $30 mil-
lion or fraction thereof of the true cash value
of locally assessed property, and by authoriz-
ing the State Tax Commission to enter into
formal agreements with counties to provide
part-time technical and industrial appraizal
services when the work does not justify full-
time local employment.

7. To avoid obstruction to the local re-
cruitment and retention of competent pro-
fesstonal personnel, the State legidatures
should not set, or place limits on, salaries
paid certified local assessors and apprais-
ﬂf.fu“

Professionalizing the amesing function
means more than making positions appoint-
ive and requiring qualifying examinations
and certification. The work itself is suffi-
ciently challenging to intcrest persons of
ability; but to be able to recruit and hold
such people it must be made professonally
attractive by paying assessors and appraisers
as much as they would receive in other pub-

T A few States make constructive use of mindmem fig-
wrek.  Im Oregen, for example, the salaries pald certified
asiensors and appraisers shall not be Jess than those sppli.
cable ta State appraisal personnel of similar dassificasian,
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lic and private business for work requiring
similar amounts of training and competence,
and by providing clear opportunity for ad-
vancement in compensation and responsi-
bility. The inevitable alternative is the
downgrading of qualifications to admit me-
diocre types for whom the available jobs still
have appeal, and a constant turnover in
employment that is extremnely wasteful ™

THE STATE SUPERVISORY AGENCY

The State supervisory agency is the key
to achieving statewide coordination of as-
sessment administration at a high-quality
level and a sufficient integration of policy
and procedure to make the property tax
serve statewide as one clearly defined major
tax instead of variegated local versions of a
tax.

As has been emphasized in the discussion
of local assessment district organization and
staffing, the State level component of this
joint administrative operation has to func-
tion with a large amount of futility and
waste motion unless its local relationships
are with a reasonably efficient local organi-

= What cansiitutes an adequate scale of salarbes i bound
ta vary congiderably in differemt sections al the counery.
For pierposes of illustration, two actual schedules are sum-
marieed heee for Siotes that rank relatiwely high in the
qualiey of asessing, one for local and the other for State
p-tli.::ﬂht:'. In Maryland, the legislature extablished a
srale of apnoal salaries for Jocal assessary for which the
Sate will provide &0 percent reimburserment ; it places oo
restrictions on payment of higher salaries bt makes ne
reimbursement for the excess, The fgares lor 1963 are
{in part): assesors' aids (Eneesships), $4,302-34,610;
asiessors, §4,790-55.950; senlor mspeszors, $35,350-36 658,
ausimtant superviors (large counties), $8375-58,276; su-
pervisors  {chiel assessors), =mallest counties, 25070
47,464, largest counties, 30,320-512,745, In Calllorria,
the 195% scale for State percante] [convered from re-
parted menthly sslaries) waa (im part): junior property
apprabees, §5 280-56,1 170 ; auistant real property appraiser,
$4, 74958 [96; associate real property appraiser, $8, 1596
£9,548; senior real property appraiser, £5.052-512,096;
principal property appraiser, $11,520-513, 952,
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zational setup and with assessors well
trained for their jobs. Even under less than
satisfactory local conditions a well-consti-
tuted State supervisory agency can accoms-
plish enough to justify its continued strong
support; but there should be no illusions
about its ability to produce equitable assess-
ing on a statewide basis without correction
of local weaknesses in the overall adminis-
trative structure.

Thoroughly professionalized local assess-
ment administration, well supervised by a
central State agency, helps areas that al-
ready have scientific assessment as well as
those areas that are enjoying this advantage
for the first time. For the trained assessor
heading a large, efficicntly administered lo-
cal assessment district, this is not just a boon
to the bucolic hinterland but an aid to his
own work that calls for his strong support.
Statewide professionalization of property
appraisal helps to solve his recruiting prob-
lem, statewide maintenance of sound assess-
ment standards eases hizs job of forthright
enforcement of asscssment law, and the
State-local relationship becomes a truly pro-
fessional one, dealing with technical prob-
lems of mutual concern.

Functions of the Stale Agency

Before considering the place of this agen-
cy in the State’s administrative structure,
some note should be taken of the adminis-
trative functions that belong in the agency’s
jurisdiction and determine the agency's
character and importance.

First, there is the broad and vital func-
tion of supervision of local assessment ad-
ministration. Supervision is an inade-
quately descriptive term for this function
because it ranges from giving advice, in-
terpreting the tax law, issuing rules and
regulations, and providing various profes-
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sional and technical services, through
checking assessment performance by statis-
tical studies and field investigation, enfore-
ing assessment standards, and even suspend-
ing or removing assessors from office.  Some
of these features are considered in the fol-
lowing chapter.

Second, in 40 States some property sub-
ject to local general property taxation is
State assessed. Most commonly this in-
cludes the operating property of railroads
and other public utilities, discussed in chap-
ter 13, but in a dogzen States one or
another of several other types of property
arc centrally assessed.” An extension of
this policy could solve a number of perplex-
ing assessment problems,

Equalization, a third function, has to do
primarily with ironing out or compensating
for differences in assessment level among a
State's local assessment districts; but in a
broad sense it concerns, also, obtaining uni-
formity of assessment among classes of prop-
erty, including State assessed and locally
assessed property.

Valuation research, concerned with de-
veloping better assessment standards, meth-
ods and tools, is an indispensable fourth
function that reinforces the foregoing func-
tions.

The conduct of these four related funec-
tions should be the work of one well-inte-
grated agency responsible for the State's

¥ These include mainly: mining property ef this pEa-
ceeds of mines in Arizona, New Mexico, Montana, Nevada,
Utah, #sd Wyoming; textile and other manafacturing
property bn Bouth Carcling; distilled spirits in Keatucky
and Mandand; cil and gas contractons’ equipment in Mew
Mexleo; tangible personalty of corparations in Maryland;
tangible persemaley wsed in butiees in Ohio [a joint States
local eperaton ) ; capital stock of certain domestic corpe-
rations ln Tllinoix ; bark stock im Mevada and BNew Mexico.

Faor details for 1961 me 0.5, Borean al the Census,
Asserred Valuer for Property Taxation, Preliminary Report
Ma. 5, 1962 Census of Governments, 1962, whle 1

gshare of property tax administration,
What relation this agency might have to
the quasi-judicial function of hearing assess-
ment appeals that is now handled by State
review or appeal boards in many States is
considered in chapter 12.

State supervision of assessment adminis-
tration is, to be sure, only one of several fea-
tures of State supervision of property tax
administration; but it is by far the most
complex and difficult feature and needs the
integration and emphasis that are indicated
here, The billing and collection of taxes
and enforcement of tax liens, although they
involve different techniques, are related fea-
tures whose supervision falls properly
within the jurisdiction of this agency.
Place in the State Administrative Structure

This agency should rank sufficiently high
in the echelons of State administration to
mark its key position in the administration
of what is the largest single source of tax
revenue in many States. It needs more
“status” than any single local organization
for assecssment administration in the State.
The agency should be headed by a career
administrator of recognized professional
ability and knowledge of the property tax
and its administration, who, in a State that
has professionalized its system of assessment
administration, may have moved upward
through that system.

The function of this agency is revenue ad-
ministration; therefore the agency should
be identified with the State’s organization
for revenue administration. If a State's
tax administration is coordinated in a cen-
tral tax department, the agency should be
a major division in that department. This
has such notable advantages as supervision
and support by a high-ranking, mfluential
department head responsible for the effi-

109



THE ROLE OF THE STATES [N STRENGTHENING THE FPROFERTYT TAX

cient overall functioning of the department;
the convenience and cconomy deriving
from access to such general facilities of the
deparr.meut as legal, research, and clerical
services and data processing equipment;
and organizational recognition that the
property tax is an integral part of the State's
tax structure. If a State’s organization for
tax administration is diffused, the property
tax agency should be given due prominence
as a separate department or bureau.

Given this type of organizational setup,
professionally staffed and directed, its long-
range success will be very dependent on the
support it receives from the Governor and
the legislature.™ Unless the Governor ap-
points highly capable directors of revenue
or tax commissioners who appreciate the
significance of the agency’s responsibilities,
and unless the legislature, through its tax
committees and research facilities, keeps an
eye on the agency’s performance and needs,
the effort to produce effective joint State-
local assessment administration is likely to
prove disappointing.
Boards of Review

In the foregoing summary of structure for
effective joint State-local assessment admin-
istration, there has been no reference to the
hierarchy of boards of review, boards of tax
appeals, and boards of equalization which in
most States comprise part of the adminis-
trative paraphemalia for performing the

® This pssumes that the Governat hag dtrong exvecntive

powers, inchuding the power te appolng top tax adminis-
irators.
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aggessment function. Dependence is placed
on a simple, well-coordinated adminisera-
tive organization to provide complete, uni-
form asscssment, namely, on a system of
local-level assessment districts, well orga-
nized geographically and staffed profes-
sionally to produce the required product,
and a State level supervisory agency, well
staffed with technicians, to provide produc-
tion rules, aid and guidance in production,
inspection of the work, advice on how to im-
prove it, and authority to require ad justment
when necessary.

There is no place in this organization for
boards of part-time inspectors participating
in the supervisory process, which is what
these administrative boards are when they
aet on their own motion to correct mistakes
and make adjustments in behalf of uniform-
ity through so-called “review™ and “egquali-
zation." For this purpose these agencies are
redundant, complicate the State agency's
supervisory duties, diffuse responsibility, and
contribute nothing in the way of superior
knowledge and skill. The State agency
should perform this function directly as
part of a continuous process of supervision.

When these review and appeal boards act
in a quasi-judicial capacity to hear tax-
payer complaints, they serve the essential
function of recognizing the taxpayers’ right
to a hearing under due process of law.
Whether they provide the taxpayer with the
protection that he needs, or there are better
means of accomplishing this purpose, are
matters which are considered in chapter 12.



Chapter 11
CENTRAL ASSESSMENT SUPERVISION AND SERVICES

The last chapter considered the position
of a central supervisory agency in a well-
organized system of joint State-local assess-
ment administration and identified the
agency's four basic functions related to
asessing— (1) supervision, (2) ecentral
assessment, (3) equalization, and (4] re-
search. This chapter deals wtih the nature
of these responsibilities, more particularly
with the broadly inclusive features of super-
vision of local asscssment administration.

Even if a State has a geographically effi-
cient local assessment district organization,
with each district adequately staffed with
professional personnel, the key to uniformity
of assessment on a statewide basis is a cap-
able central supervisory agency with all ap-
propriate powers and facilities.  Just as in
the instance of any private business corpora-
tion with decentralized operations, there
must be skillful coordination to obtain uni-
formly good results. In most States these
underlying organizational and professional
prerequisites are either lacking or only par-
tially developed; but regardless of prevailing
conditions each State needs a strong central
agency that will do the best it can adminis-
tratively with what it has to work with, and
also will be able to plan ways and means of
improving the existing setup and advise with
the legislative and executive authorities in
securing their adoption.

Most of the States, as previously noted,
have a State agency or designated State of-
ficial responsible for at least s=ome degree of
supervision of local assessment administra-
tion, and in many States the statutory pow-
ers of supervision are rather demanding and

extensive, A reading of the statutes, how-
ever, gives little clue to the scope and effec-
tiveness of the actual supervisory operations
in the various States. There are State agen-
cies that have comprehensive statutory pow-
ers and use them well, State agencies whose
reluctance to engage in energetic supervi-
sion is bolstered by the ambiguity of their
legal powers, State agencies whose compe-
tence and prestige give them strong influ-
ence despite their limited legal authority,
and State agencies whose powers are broad
but their performance perfunctory.' In
many cases the failure of the State regula-
tory agencies to use the powers at their dis-
posal stems largely from the failure of the
legislature to make adequate appropria-
tions,

There is more pertinence, therefore, in
discussing the essentials of central super-
vision and the means which the States are
employing to meet them than in enumerat-
mg the legal powers of the various State
agencies, A review of these essentials will
indicate the scope and nature of the legal
powers which the supervisory agencies
should have, the functions which they should
be required specifically to perform, and the
means of enforcement which should be at
their disposal.

Y Bome supervisary powers have lain dormant so long
that amy effort to wee them aroases great hostility. When,
far example, Praf, Haden became Alabama Commissioner
of Bevenae in 1959 he said that of the 45 taxes adminis-
tered through his department the property tax was being
administered further from the law than asy other tax,
When he trizd to use his statutory avthority te cnforce the
law the legislatare threatened to repeal his enforcement
powers.  (Ses Rebert Ho Aland, "Ad Vaborem Property

Tazetion: Egualization by Injunction,'” in Alsbama Law
Rewiew, val. XIV, No, 2 (Spring 1962), p. 401
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SUPERVISION OF ASSESSMENT
ADMINISTRATION

Doing a competent, comprehensive job of
central supervision of local assessing is one
of the most intricate and demanding under-
takings in State administration. The cen-
tral staff necessarily includes various ap-
praizal and statistical specialists and, since
the central agency serves to complement a
widely decentralized assessing operation,
work in the central office needs supplement-
ing by extensive field work and contacts
with local assessors. The function calls for
continuity of action rather than spasmodic
efforts, and it costs much more to perform
it well than most States have been willing
tospend, The relationship between the cen-
tral agency and the local agencies needs to
emphasize professional cooperation to pro-
duce uniform primary assessing, rather than
ex post facto action to compensate for
bungling assessing efforts. Quite obviously
the operation can be less expensive and
more successful if it does not have to cope
with unwieldy local organization and un-
skilled local personnel,

The multifold supervisory activities of a
well-qualified central agency may be classi-
fied as: (1) factfinding and analysis, (2]
provision of assessment tools and equipment,
(3) provision of professional and technical
services, (4) assessor training and erienta-
tion, and (3) enforcement of standards.

Factfinding and Analysis

Assessment supervision requires systemat-
ic factfinding as a basis for intelligent opera-
tions. MNo assessment problems can be
solved unless the central agency knows what
the problems are and where they are. This
function invelves careful field inspection,
with epportunity to discuss problems with
individual local assessors; but in support of
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the entire supervisory operation there must
be a steady inflow and analysis of basic sta-
tistical data.

The central agency should be empowered
to require assessors and other local tax offi-
cers to report such data in such form and
content as it prescribes, and it should make
certain that the reporting is sufficiently
classified and detailed to provide the infor-
mation it needs for adequate supervision
and study. For example, the supervisory
agency is seriously handicapped, the asses-
sors cannot function competently, and the
public is inadequately informed, if the local
assessment records cannot produce readily
a meaningful breakdown of assessed valua-
tions by classes of property.  When such in-
formation has to be accumulated periodi-
cally through laberious rescarch projects,
instead of flowing readily from uniformly
and properly designed local record systems,
supervision operates under a chronic handi-
cap.’

Measuring the guality of assessing, As
discussed in chapter 5, State supervisory
agencics now have readily at their disposal
the means for continuous and systematic
evaluation of the quality of assessing in each
local assessment district.' The develop-

* The Morth Carolina Department of Tax Fesearch em-
phasized this point in its excellent biennial report of 1960
when it explaimed that: “The assemment dafta incleded
here were tabulated from the county annoal repores . . .
Many counties fail to sapply much valuable information,
ard for this reazon some of the tables are incomplete . . .
An attempt was made to show separately residential, com-
mercial, and indwstrial real property for each county . .
Some counties reparted the classes af properey accuracely,
bt most counties did sot separate 1he above classes of
properiy. By checking the town reports, the township
reports, and the returns for the wiility companies, plus the
industrial directary, it was possible to get wome ressanable
witimates on the types of prapesty for the counties that
cenitted soene of the details in their coenty reports. It is
the fisst time the data Bave been checked o carefully on
classes of properiv.”  (State of North Carolina, Sraéinier

of Taxation, 1960, p. 306, )
! See pp. $8-50.
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ment of scientific sampling and data proc-
essing has facilitated asscssment ratio studies
to determine the average level of assess-
ment, the degree of uniformity with which
cach major class and subclass of real and
personal property is assessed, and the de-
gree of assessment uniformity that exists
among the several classes.  Such studies, as
previously noted, are in widespread use to
determine average levels of assessment, but
their potential for measuring and improv-
ing assessment quality remains undeveloped
in the great majority of States.

By means of this indispensable supervi-
sory tool weak spots can be identified for
study and correction, progress can be
measured, and taxpayers can be kept re-
liably informed of how equitably, or in-
equitably, they are treated. The value of
this tool depends, it must be emphasized,
on careful adherence to sound statistical
procedures; but useful qualitative data on
the assessment of major classes of real
property can be developed by relatively
simple methods. Refinements and  ex-
panded coverage can be undertaken from
time to time as dictated by experience and
need.*

This qualitative assessment ratio analysis
provides the central agency with valuable
information, but it must influence the work
of the local asscssors in order to achieve its
purpose of improving assessing. In Ore-
gon, as has been noted, every local assessor
is required by law to make an annual assess-
ment ratio study in acecordance with the
State supervisory agency's specifications,
and local findings are checked by that
agency's own studies. In South Dakota,

* Ay noted earlier, these sampling studies maoy be buased
on werified, bomsa Bde sales, on sales supplemented by
independent appraials when actual sales are not sufi-

ciently representative of certain clanes of prapenty, or en-
tirely on independent appraisals.

where the central agency has made real
estate assessment-sales ratio studies annu-
ally since 19538 and published the findings,
with medians, frequency distributions, and
indexes of inequality, by counties, for urban
and rural property, State Commissioner of
Revenue Bruce D. Gillis has stated that
when the assessor has a part in the collection
of the data and the analysis “he will also be
more inclined to do something about the
inequities.” *  Commissioner Gillis has ob-
served, respecting the effect of these
studies:*

Inservice training has made the ratio shody a prac-
tical tool which the assessor would not release. He
oo lomeer regards it as a theory which might hawve
merit for deliberations of equalization boards with-
out possessing any practical wtiliey, The boards, for
their part, now realize o o greater extent how im-
portant it is that assessors understand and believe
in the concept of equalization and the rmotual wse of
ratio study. It is comforting for us to note how the
upgrading of assessors and boards becomes a concur-
rent phenomenon.

For competent local assessors with ade-
quate resources, assessment ratio analysis is
a familiar statistical tool; ® but most State

*Seate of South Daketa, Department of Reverue, Divi-
wion af Taxation, Fourth Annuad Repert of the Raal Eilata
Asserrmeni Seles Ratio Srudy, 1961, p. 2.

* Bruce D, Giillis, in Inicrnationsl Asociation of Assess-
ing Oificess, Awriment Adneisidration, [960, of. i,
- B2,

T For example, in a discunion of how o maintain the
uniform assesment of real property, following & compre-
hensive revaluation, without a compledr annual reap-
praisal, Richard &. Chandler, assessor of real property in
Richmond, Va., cites a1 his dependahle statisticnl alds &
pin sales map, analvsis of rental changes, maintenance of
index cards and sales book covering every sale cach year,
in which “inequitable assesemenm atick our liks sore
thumbs,” and annual computation from e data of an
index of assessment inequaelity, On the pin ales map (a
device imitiated in Arington Cownty, Vo), esth year
there i placed a colored pin for each sale of real propesty,
with the colar differunt far cack 10 points difference in
mssemment-ailes ratioee  “Frosm thin map appraisers can
spot points that appear to mesd immediate attestion.”
{H. A. Chandler, "Market Valoe and Equity Every Year ™
in Aggeermant Admindstradeon, 1960, op. cit., e 63=71.)

113



THE ROLE OF THE STATES IN STRAENGTHENING THE FROFERTY TAX

agencies still have to deal with many asses-
sors who must be trained and assisted in
the use of such techniques.  Even with the
statewide development of efficient local
assessment district organization and per-
sonnel, the scientific conduct and analysis
of assessment ratio studies on a statewide
basis will continue to be needed for the
advancement of uniform primary assess-
ment.  To repeat a previous recommenda-
tion, State supervisory agencies should be
adequately financed and staffed for this pur-
pose and be required to conduct such studies
annually and publish the findings as to aver-
age level and degree of uniformity of assess-
ment in all assessment districts,

For purposes of ready cvaluation and
comparison of results, establishment of min-
imum assessment standards, and informing
the public, a simple index of asecssment in-
cquality is needed to reflect the findings of
assessment ratio studies.  Serving well as
such an index is the coefficient of dispersion
used by the US. Census Bureau in evalu-
ating the findings of its assessment-sales
ratio studies and by numerous State and
local assessing experts.  This measures, for
the class of property under consideration,
the extent of deviation of individual assess-
ment ratios from the median ratio for the
area. The procedure may be shown by the
following simple illustration in which the
sample comprises seven parccls of real
property. In this illustration the index of
inequality is found to be 15, which diseloses
relatively high-quality assessing.

The lower the index the more uniform are
the assessments. How low the index should
be 1o indicate good quality assessment must
be determined by actual performance in
assessment districts known to be well-orga-
nized, staffed and equipped and by the
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Zaler Arserred radio Jram
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30, 000 £9, 300 i 9
20; 000 T, 20 3 4
22, 00 8, 360 ig 2
18, 000 T, 200 40 L]
15, Q04 iy, TR 4 &
5, 4, 230 47 7
10, D 5, 400 54 14
Ll

Median amessment ratin, 40, Average deviation, £24-7 =8,
Coelficient of dispersion, §+80=15 percent (Index of
imsgaality ).

opinions of assessment experts. Since nei-
ther sales nor appraisals can be perfect
measures of market value there will al-
ways be some dispersion; but there is
considerable support for the view that an
index of 20 marks acceptable and attain-
able assessing and some opinion that with
today's approved techniques an assessor
should be able to achieve an index of 15 or
better. There is little disagreement that
an index as high as 30 is so indicative of in-
equitable asesment as to call for drastic re-
form in assessment administration." The
Census Bureau's 1961 ratio study found
some improvement: out of 1356 selected
areas [all but about 100 the same as those
surveyed in 1936), the index was 20 or
better in almost one-third of the distriets and
was in cxcess of 30 in slightly less than two-
fifths of the districts. (U.S. Bureau of the
Census, Taxable Properly Values, 1962
Census of Governments, vol. IT, 1963.)

Provision of Tools and Equipment

There arc certain basic tools and facilities
which a local assessor must have to be effi-
ciently in business. State supervision is a
futile procedure unless it sees to it that this
equipment is provided and maintained.
Part of it only the State supervisory agency

" The Censut Bureag, in 16 natonsdde aisewsment-gales
ratic mudy covering 1,268 sebected local assessment dise
trects in 1956, found that the index for single-family houses
was 20 or better in only ane-Efth of the districts, and was
in excesd of 30 in nearly one-half of the districts.
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can supply satisfactorily and therefore
should be required to do so; part of it the
State agency should be empowered to re-
quire the local governments to provide. 1f
a local assessment district lacks the resources
to furnish the necessary facilities and an
asgessor competent to use them, there is
clear evidence that the district has no good
excuse for existence.

Tax maps and record systems. One
of the serious deficiencies in local assessing
tools disclosed by the numerous State super-
vised revaluation programs initiated in re-
cent years has been the widespread lack of
accurate tax maps and orderly, informative
record systems.” A tax map is a large-scale
map divided into sections for convenient use,
which delineates all of the owned parcels of
land in an assessment district and shows
their dimensions and areas, along with such
other pertinent data as may be desired.  Ap-
plied to it is a parcel numbering or index
system to simplify parcel descriptions and
reference to them. Refinements in the use
of acrial surveys have facilitated and re-
duced the expense of developing accurate
maps. Maps must be kept up-to-date to re-
flect changes through subdivision or other
causes. [hrough his set of tax maps the
assessor can make sure that he has all the
real property in his district on the assessment
roll and is able to identify clearly the loca-
tion, size and shape of all the parcels he must

*In very many bocal assessing divericts the deficiescia
are of an even more rudimentary pature, ncluding lack
of office space, steel fles, iypewriters, and sdding ma-
chimes. A revealing survey im one Swmte deseribes the re-
pources amd equipment of “the average anesor in the
average county” as follews:

“The ‘average” county smsemmar receives a zalary of §2,400
a year out of which he must defray any travel experss
tnewrred and pay for any clerical smlitance received ., |
He Bas no office or field help. . ., . The assessor has &
single amall room assigned to him in the courthouse.  This

roone i usually previded with a table or desk and one or
two shelves for Geld bocks but ne sther equipment. He

appraise.” Such maps, moreover, have
proved to be widely useful for other agencies
of government, including planning and pub-
lic works, and for private business interests.

At least a dozen States have recently come-
pleted or are currently engaged in State
sponsored mapping programs, some of them
in conjunction with revaluation programs,
designed to equip all local assessment dis-
tricts with tax maps, and several other
States provide technical aid for local pro-
jects. Unless a district is large enough to
justify development of its own staff for the
job, it must employ outside professional serv-
ice or obtain technical aid from the State.
Maryland’s recently completed statewide
mapping program was conducted, at State
expense, by a mapping section of the State
supervisory agency. West Virginia is ex-
pediting statewide revaluation, including
mapping, by contracting directly with pri-
vate firms to do the work under State su-
pervision and mecting 90 percent of the

expense.  In Oregon, the central ageney’s
mapping section is approaching completion
of a mapping project as part of a coopera-

may share a typewriter or adding machine with some other
alficial, The caoly record maintained is an alphabeibcally
arranged rall for each civil district and each munickpality,
ssually referred to as “ficld books', Entrics arc in long-
hand, very often in pencil.  Property identifcation s by
"bounds’,

") the & months which this ‘average’ assessor devabes
to his efficial duties, about kalf is spent in Geldwork, The
proccs of extahlishing values is entirely subjective; thers
is B pEetense that asseszed valuations have any particular
relatioehip to current market valoes. Omnee the value af
& property i established it is apt to remain fxed for o
generation, regardless of changes in assesning pememnel ar
changes in the real estate market.”  {Cecil Margan, Prog-
erty Asseremamt Admuimintration in Tennsiies, ]055-56,
Beport to the County Tax Asmeisment Subcommites of
the Legmlative Council Commitize, 1956 (p. 19.)

¥ Far a step-bystep description of the preparation of
tax maaps se2 E. Do Ballard, Kentucky Department af
Bevenue, “Preparation of Tax Mape™ in International
Ameciation of Asessing Officers, dseriment Adnininrg-
Hon, I960, op, it pp. 136150,
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tive State-county revaluation program, the
cost of which is shared equally. Utah has
assured standard tax maps for all counties
by making State fiscal aid for this purpose
contingent on State approval of local map-
ping programs. New Jersey is advancing a
mandatory program under which, if a local
unit does not install maps within a specified
time, the State provides them at the local
unit’s expense.  California’s supervisory
agency conducts a contract mapping pro-
gram. Among other States providing vari-
ous forms of technical and financial aid for
mappmg are Colorade, Kentucky, Virginia,
and Washington.

According to a recent study, the assess-
ment laws of 32 States authorize or require
the preparation and use of tax maps, 33
States report that some or all primary assess-
ing districts have tax maps, and B States
report that all primary districts are thus
equipped.” In some States where tax maps
are mandatory, however, the requirement
s not enforced, and in two or three of the
States that report statewide coverage some
of the mapping fails to meet minimum
standards,"

In view of the basic importance of this
assessing tool, every State should require the
acquisition and maintenance of tax maps
meeting specified standards by all local as-
sessment districts and make it a duty of the
State supervisory agency either to install
standard maps or to approve mapping plans
and supervise map production, and, follow-
ing completion, to assure that all maps are
kept current.

9 Marilyn 5 Roplik, Property Ter dueummi o the
LUrniced Stales, ap. il pp. 37-67.

® In Lowitiana, for example, a check of 58 parishes in
1560 discloscd shat the tax maps in fewer than ome-thind
met ar came chose 1o meeting adequate standards, | Public
Affairs Hesearch Couscil of Lowisiana, Tne, Louitiens
Property Tax, vol. 1, Batos Rouge, 1960, p. 459.]
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Without a well-devised record system the
assessor i3 almost certain to do a blunder-
ing, incompetent job. Such a system dic-
tates the kinds of informatien that must be
uniformly available for accurate property
apprasal afid production of the asessment
roll, and provides for the orderly classifica-
tion and filing of data in such manner as to
make them readily and conveniently avail-
able for all necessary uses. For example,
in the assessment of real property a basic
requirement is an appraisal card for each
parcel, filed geographically to facilitate
checking with tax maps, which contains vir-
tually all the recordable information neces-
sary for appraisal of the property. Among
the supplements to this file would be an
ownership record file, the names, with ad-
dresses, listed alphabetically and cross-
referenced to the appraisal card file
Antiquated types of assessment roll books
need to be replaced by the most efficient
system that the volume of work facilitates
and justifics,. The assessment of personal
property calls for the use of well-devised
personal property reporting forms, calling
for cost data rather than nebulous “value"
data, and for suitable recording and filing
arrangements. The character and scope of
the record system will be influenced by such
features as the size and nature of the dis-
trict, the classes of property taxed, and the
degree of mechanization that is feasible in
data processing, but the basic requirements
are applicable to all districts.

The development of standard record sys-
terns is facilitated by State prescription or
approval of well-devised assessment and tax
forms for local use.” One of the very use-

® The great majority al States have some kind of form-
prescription requirement.  According to the Koplik stady
(op, eit, p. 58], 21 States presceibe certain forma ond 19
States furniih as well as prescribe forma.
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ful functions that a State supervisory
agency should be required to perform is that
of devising, prescribing, supplying, and re-
quiring the use of basic types of forms.
The legal authorization needs to be in broad
terms rather than detailed specifications,
however, to avoid a freezing in of proce-
dures that may become obsolete. State-
wide uniformity in prescribed forms has ad-
vantages that make it desirable to the extent
that it is eficiently applicable ; but the State
agency necds flexibility to approve alterna-
tive arrangements that more satisfactorily
serve the needs of any district or group of
districts.

Data processing facilities. The extent to
which an assessment district can mechanize
its operations by installing data processing
equipment is dependent on its size, with elec-
tronic computers within reach of only the
largest districts; but it should be feasible for
many districts to enjoy the advantages of
automation in the processing of assessment
rolls, tax rolls and tax bills through the joint
use of equipment or the use of privately
operated service bureaus. An increasing
number of districts are using service center
facilities, and at least one intercounty group
of assessors and treasurers, in the State of
Washington, has been working on a plan for
cooperative electronic data processing ;™ but
few State supervisory agencies have taken
the initiative in exploring the merits of these
procedures and the ways and means of mak-
ing joint use of equipment available, such
as rental of a State’s own installed system.™

* fee Rickard C, Waits, “A Flan for Consclidased Elec-
iroric Data Processing,' s Intermavional Asseeiation of
Ampessing Officers, Assermment Adminisbration, J963, op.
cit., pp. 4345,

® The Cregon State Tax Commistion recently began ex-
ploring actively the feasthility and coats of ahiernative data
processng procedures a8 o basis for pessible recommenda-

ton of & standardized electronic or machine record system
for counties throughout the State. Ore county has data

The States clearly have a responsibility for
safeguarding and guiding this development.

Manuals and guides. In carrying out its
responsibility to  produce uniformity in
assessment administration in accordance
with carefully determined standards, a State
supervisory agency is under the necessity of
preparing and issuing manuals and other
publications for the guidance of local asses-
sors. The publications issued variously by
State agencies are of five general classes:
(1) handbooks of laws, rules and regula-
tions, (2) appraisal manuals, (3] special
manuals and studies, (4) cost and price
schedules, and (35) news and reference
bulletins. The central agencies in a major-
ity of the States issue some kind of publica-
tion designed to aid local assessors; but not
many of them, desirable as it may be, pro-
duce all of the five types noted.

Of very practical importance is an
assessors’ handbook, revised or supple-
mented after each legislative session, con-
taining rules, regulations, and interpreta-
tions related to each provision of the
property tax and assessment laws. Ap-
praisal manuals are technical textbooks
giving standard methods and procedures for
appraising the various classes of property.
Separate manuals may be issued for the
appraisal of urban realty, rural realty, and
personal property. Manuals require fre-
guent supplements to reflect such changing
factors as unit construction costs and also
need periodic revision.  These manuals are
useful for training appraisers as well as for
statewide coordination of the work of asses-
mmm,m counties are trying the we of
servioe center equipment, and by agrecment with anather

county the Commission bes made a test installation, nt i
expenss, of data processing card procedure for appraisal |
records and county assessment and tax rolls, inwvalving
cooperative use of machines oow wed by the Comminion
in processing income tax records.
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sors. Standard appraisal manuals, with sup-
plemental services, are available from pri-
vate sources, and some States designate a
specific manual or system for statewide use;
but numerous State supervisors prefer to de-
velop their own manuals in order to have
them conform to the particular property
and tax conditions in the State and to the
particular needs and capabilities of the local
assessors.  In some instances an outside ap-
praisal firm is retained to prepare a manual,
an arrangement that should have the close
collaboration of the State agency’s own staff.
A State prepared manual tends to receive
better understanding and acceptance when
there has been consultation in its prepara-
tion with outstanding local assessors,
Special problems of assessment adminis-
tration, such as the appraisal of difficult
types of property, handling property ex-
emptions, office organization, and the like,
call for special studies and reports from time
to time when the issue is one of widespread
concern to local assessors. To illustrate,
California’s supervisory agency, which is a
leader in this type of scrvice, in fiscal 1959
60 issued, reissued, or prepared for issuance
14 different manuals or special reports on
such diverse topics as “Appraisal of Indus-
trial Plants,” “Assessors’ Office Manage-
ment and Organization” “Timber
Appraisal Manual,” and “Duties of Assessor
at Equalization Hearings.” As a further
means of securing statewide uniformity in
appraisal, some State agencics compile and
publish eost data schedules annually, such
as unit cost data on various types of con-
struction, prices of new machinery and
equipment and other classes of personalty,
and market data for livestock. Finally, in
order to keep assessors currently informed
about new developments of professional in-
terest, useful new books and articles, avail-
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ability of new assessing tools, and the like,
several State tax departments or supervisory
agencies publish monthly bulletins or news-
letters.

Professional and Technical Services

The professional and technical services
to local assessors that can be provided by a
well-equipped central ageney can go far in
statewide standardization of assessing if the
central agency has efficiently constituted
local organizations to work with, and can
offset some of the incapacity of less well-con-
stituted local organizations. These services
range from answering inquiries and giving
general assistance and advice to helping
with difficult assessment problems, their
general character pointing up the kinds of
powers, policics, and facilities that are
needed.

In line with the authority posscssed by
most supervisory agencies to advise and in-
struct assessors respecting their duties, the
most obvious forms of service include such
things as answering oral and written in-
quiries, conferring on problems, issuing
instructions and guides of the types noted
above, and preparing approved lists of re-
appraisal and mapping consultants, Many
inquiries involve interpretation of the tax
law, A few State agencies are authorized
to construe the law, but ordinarily some
member of the agency staff or legal section
of the tax department advises on questions
covered by authoritative opinion, and un-
usual questions are referred to the attorney
general.”  Supervisory agencies in about
onec-half of the States hold annual confer-

* To pass on serious problems, Kentocky has & property
tax policy committes of five members, incloding the Come
mimtioner of Kewvenue, an assistant attorney general, the
directar of the rescarch staff of the Department of Reve-
nue, the dircetor of the property tax division, and the
director’s leet deguty.,
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ences of assessors to discuss problems and in
a few States conduct regional meetings.

Competent supervision of local assess-
ment, however, cannot be maintained solely
from the central office, even with the aid of
periodic conferences. The central agency
needs to know, first hand, the conditions in
each local assessment district that have
been pointed up in a general way by its as-
sessment ratio studies, and the particular
opportunities for providing aid, while many
assessors need on-the-spot advice on such
matters as office organization and equip-
ment, personnel problems, and special prob-
lems of assessment.  Thus one of the essen-
tials for a central agency is an adequate and
capable field staff, including experienced as-
sessors who have a broad knowledge of as-
sessment administration as well as ability to
instruct and win confidence. In States of
any comsiderable area, the use of district
offices has the advantage of placing con-
sultation centers within more easy reach of
assessors, enabling field supervisors to be-
come more familiar with their areas of re-
sponsibility, reducing travel expense, and
minimizing the itinerant character of field
positions that tends to make themn unattrac-
tive for career employment.

Good examples of well-planned field op-
erations include the following. Wisconsin,
traditionally an exponent of field supervi-
sion, recently increased the number of its
district offices from four to six, bringing the
most remote assessor within 120 miles of a
State office. California’s supervisory agency
maintains general field services and, as de-
scribed in volume 2, has conducted uniquely
valuable local surveys in all primary as-
sessment districts.  In Kentucky, with its
120 counties, the central agency provides
field service through 12 districts, with a ficld-
man in charge of each who calls on county

assessors, advises with them on problems,
explains and encourages usc of tocls sup-
plied by the agency, and may do some actual
appraisal for the assessors.  These fieldmen,
without charge to the county, do a great
deal of special work, such as appraisal of
factories in rural areas, and also appraise
real estate for State inheritance tax pur-
poses and for State purchase of real prop-
erty for other than highway purposes.

In Colorado, where a recently invigorated
central agency is working to preserve the
gains of statewide revaluation, the long dis-
tances and numerous large counties with
sparse populations have prompted the de-
velopment of an “asessor-consultant” sys-
temn, with consultant assessors from the cen-
tral staff located strategically around the
State, each serving five to eight counties
which have similar economies and problems
and working with the county assessors in
such ways as are needed. Hollis A, Swert,
director of appraisals and equalization for
the Colorade Tax Commission, has indi-
cated as the two main problems in develop-
ing this system, the difficulty in coordinating
a scattered field staff and in obtaining per-
sonnel with sufficiently broad training to
cope with a diversity of technical problems.”

The great majority of local assessment
districts are too small to be able to include
on their staffs technical specialists for ap-
praisal of the various complex types of
property they may have to cope with. Al-
ternative solutions of this problem are for
the State to take over the assessment of all
such property or to provide a reservoir of
special talent en the State supervisory staff
from which a local district can draw as
needed. The latter solution is provided,

¥ oee H. A Swett, "Techmical Assstancs to Local As-
sessors,” in International Amocation ol Asmessing Officers,
Arnesrment Admimiéredon, [962, pp. 102-107.
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more or less, by a number of States in their
techmical aid programs. Several States
furnish special appraisal aid rather infor-
mally in conjunction with field supervision,
as noted in the instance of Kentucky and
Colorado. In some States local districts
may contract with the State agencies for
special appraisal and other services, In
several Seates the State agency appraises
certain classes of property and recommends
values for local adoption, and in a few
States the central ageney itself makes com-
prehensive reappraisals periodically as a
basis for local assessment.  In other words
the de jure central assessing done by the
States 15 supplemented by a considerable
amount of de facto central assessing.
Most of these technical aid programs are
described in volume 2, but a few illustra-
tions will indicate something of the various
policies and procedures.  In Wyoming,
where more than hall the State’s property
valuation is centrally assessed, the State
supervisory agency also regularly appraises
all major industrial plants and wvarious
other structures, classifies land, and makes
recommendations of value per acre for each
class of land and of values for livestock that
commonly are accepted by local assessors.
The Minnesota agency makes a small ap-
praisal staff available to work with asses-
sors in appraising industrial, farm, and other
special types of properties, The Mew
Hampshire agency is anthorized to aid local
units, on request, in working on problems
ranging from difficult appraisals to com-
plete reappraisals, with the State to be reim-
bursed at cost. The California agency
contracts for mapping and timber ap-
praisal services at cost, while the Kentucky
and Oregon agencies contract with coun-
ties for reappraisal services on a cost-sharing
basis. The Oregon agency, as part of its
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maintenance program following revalua-
tion, contracts with counties to appraise
major industrial property and keep tax
maps up-to-date, while Maryland's central
agency maintains all maps. Utah main-
tains a continuing State reappraisal on a
J-year cycle, mainly at State expense, of all
real property, and is giving increasing at-
tention to personal property.

The provision of a large part of this State
technical aid is contingent on local requests
for specific State services, to be given free,
on some cost-sharing basis, or at cost.  Tllus-
trating the perverse home-rule influence
that tends, in many States, to inhibit effec-
tive statewide supervision of an administra-
tive function of statewide concemn is the
systern of State assessing aid adopted in
Massachusetts in 1955, For many years the
general laws authorized the Commissioner
of Corporations and Taxation to require of
town assessors such action “as will tend to
produce uniformity throughout the Com-
monwealth in valuation and assessments;”
but as in numerous other States with laws
granting similar powers, uniformity failed
to develop, The legislation of 1955 pro-
vided for the creation of a State assessment
systern and . 1956 a burcau of local assess-
ment was set up to administer the State sys-
tem. The system provides State supervision
of the methods of property valuation, estab-
lishment of standard requirements for assess-
ing officers; special aid by expert appraisers,
periodic surveys with recommendations for
correcting weak spots, complete supervision
of revaluation programs, and other services.
The notable advantages of the Statc sys-
tern, however, are available only to the cities
and towns that vote to join it. There is a
modest annual charge for service and any
local unit can vote to withdraw from the
systern if it so wishes, Of the State’s 351
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cities and towns, 58 had joined by the end of
1962.

A limitation that appears to be common
to most of the professional and technical aid
programs is the inadequacy of their facilities,
Either the authorized staff is too small, or
the established salary schedule is too low
to permit recruiting and retaining enough
gualified technicians to keep up with local
requests for assistance. It may be that legis-
latures are reluctant to provide adequate
support because the programs represent so
extensively a makeshift system—of doing
work for local officials who lack the techni-
cal qualifications for their jobs, and of try-
ing to provide on-the-job training for
persons who should have had profes-
sional qualifications before induction to
office. While a constructive altermative
is the cfficiently professionalized, coor-
dinated, and directed system of joint
Statc-local administration outlined in chap-
ter 10, this is not a goal that can be reached
overnight. In the meantime there is urg-
ency to make the best possible use of
temporizing arrangements, particularly to
give some degree of permanence to the gaing
from the many costly revaluation programs
completed or in progress.

Trammng and Orienting of Assessors

Pre-entry and inservice training have be-
come increasingly useful procedures over the
years to build up satisfactory personnel in
the various career professions in public
administration. Unfortunately the assess-
ment of property for taxation has not
been widely established as a carecr pro-
fession. Nevertheless, training programs
for assessors and their appraisal staffs have
long had some attention in a few States
and in recent vears have had increas-
ingly widespread development. The gen-

erally prevailing organizational and
personnel setup for assessment administra-
tion dictates to a large extent the character
of the training problem, the nature and
limitations of the programs, and the share
that the State supervisory agencies should
have in their conduct.

A small minority of assessment districts
in the United States are sufficiently large
and well staffed to provide for their own
training needs, including intermships for new
recruits and inservice training through su-
pervision, staff conferences, organized study
programs, and inducements to pursue ad-
vanced professional school training.™ As
assessment districts decrease in size, how-
ever, their facilities for systematic training
tend progressively to diminish, and the great
majority of districts are unequipped for this
necessary  function, particularly  because
very many of them are one-assessor or one-
assessor and one-assistant districts where the
assessor himself has had little or no profes-
gional training. To some extent this defi-
ciency is being overceme by training pro-
grams promoted or developed variously by
the assessors’ and appraisers’ own profes-
sional organizations, State leagues of munic-
ipalities, college and university schools and
institutes of government, and State super-
VISOTY agencics, often  with cmperative
sponsorship,

¥ The L Angebes County Assesmor's Department con-
ducts an outtanding program of this type for carefully
selected callege graduates wha wish wo wrain for the posi-
tion of apprasser. The erainses, 10 e 20 in clases stare-
ing twice cach year and extending for a full year, are geen
clazmroom instracticn in the theory of appralsing, (ollowed
by supervescd Aeld agaignmenits combined with further in-
struction. They receive monthly ratings and must pass &
series of four examinations., They receive cofmpensation
during the training pericd and oafl peaitices are held apen
Tor ghiem, [Sen Gerald W, Hillu_-r, "th’.l"l.lil’illg and Train=
ing Appratess™, in Arrenors Nemsletter, International
Agsociation of Assessing Officers, Chicago, bMay 1962.)
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When and if the States professionalize the
assessrnent function, there will be a state-
wide demand for pre-entry and intermnship
training. There would not be much point
in establishing professional qualifications
for all assessors and appraisers, in fact, un-
less there were enough persons available
who met these qualifications.  As the Maine
Burean of Taxation said in its 1958 report,
“If assessment organization is modernized
to the point where technically qualified as-
sessors are required, obviously there must be
some source from which such persons can
be recruited.”  As a step in this direction the
bureau undertonk a limited traming pro-
gram “for personnel who might be expected
to remain with the bureau for 1 or 2 years
and who thereafter might be available to
fill vacancies in the local assessing field.”

Desirably, the cducational equipment of
an appraiser should include, in addition to
the broad background of a college educa-
tion, a year's internship, with specialized in-
struction, supervised field assignments, and
periodic examinations, which should earry
maintenance pay and good assurance of a
career position upon successful completion
of traimng. As part of any program for
statewide professionalization of assessment,
the State supervisory agency should coop-
erate with educational institutions in plan-
ning and conducting pre-entry courses of
study, and, in cooperation with loeal assess-
ors, it should plan and participate in intern-
ship training programs.

Inservice training. Inservice training,
the present foeus of attention, has a dual
objective. On the one hand, it tries to
ground newly elected assessors in the rudi-
ments of their duties, and because of the
tumover in elected officers it must continue
thiz elementary procedure in endless and
wasteful repetition.  On the other hand, it
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seckz to perform the true function of in-
service training by advancing the profes-
sional capabilities of the personnel who
have tenure or some approximation thereof
by appeintment or repeated reelection.

There is no satisfactory substitute for the
continuous inservice training, much of it in-
formal, provided by competent, well-
equipped  State  supervisory  agencies
through provision of manuals, guides, and
other assessing tools along with personal in-
struction in their use by means of field serv-
ice and regional conferences and schools,
collaboration of technical staffs in solving
difficuit assessment problemns, guidance in
measuring and analyzing assessing results,
and broadening the local assessor's range of
professional equipment by acquainting him
with the best technical reference material
and the wealth of aid available in the publi-
cations and services in numerous Federal
and State government departments and
agencies and in the State colleges and uni-
versities,

Valuably supplementing such training,
and sometimes atiempting to meet needs
that weak State supervisory agencies have
failed to satisfy, are the types of formal in-
service training which have been develop-
ing rapidly in recent years. In about one-
half the States 3-to-6-day assessors’ schools
are held annually at which specialists
present papers on technical and legal prob-
lems of assessment, seminars are conducted,
and particular appraisal techniques are
demonstrated. These schools usually are
joint undertakings of the State supervisory
agency, a college or university, and the State
association of assessing officers, and quite
commonly they use the facilities of the col-
lege or university campus. The chief spon-
sor may be the State agency, under legal
requirement or authorization, but in a few
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instances the agency is merely a participant.
Several universities are coopérating in in-
service training through the conduct of ex-
tension courses, correspondence courses, and
advanced seminars. The value of well-
conducted programs of these types appears
sufficient to justify awthorization by all
States of their sponsorship and encourage-
ment by the State supervisory agencies, with
reasonable financial provision for the pur-
pose, as well as authorization for local as-
sessment districts to defray the basic par-
ticipation expenses of assessors and other
qualified personnel,

While maost of these inservice programs
necessarily begin with rather elementary
goals of instruction, which to some extent
they must continue to adhere to,” some of
them have helped to generate a demand for
more advanced training. Georgia has
divided its school into three sections—hbasic,
general, and technical. In Virginia, the
school sponsored jointly by the university
and the State association of assessing offi-
cers has developed a S-year course divided
into five parts, the last three for the more
advanced personnel. In the annual school
held at the University of Minnesota a writ-
ten examination was initiated in 1960, with
a plan to designate as senior assessor any
assessor who passed three annual tests. The
university also instituted a special, 2-week
seminar limited to 30 assessors.  In Oregon,
the requirement that all real property must

* Bepresentative individeal State programs are sum-
marized im vol, 2,

® In Kansas, where ssessors are electsd for 2-pear terms,
the Btate manzges to inersduce a degree of progresson in
this elementary instruction. In slectiom years, the Sgate
Property Valuation Department, shortly after the election,
conducts a scheal for all newly elected seunty dlerks (who
in roosf instances are the nssessora] on the detailed work
af their office, In off-election years the departmest holda
a schoal for all courty aseisors on amessment and taxation

probless.

be assessed by appraisers with State certi-
fied qualifications has permitted increasing
sophistication of the program for the annual
appraizal school conducted jointly by the
State Tax Commission and Oregon State
University and brought requests from the
certified appraisers’ newly formed associa-
tion for eredit-earrying university courses in
property appramsal.

Frofessional self-advancement. In the
gradual emergence of scientific assessing by
trained assessors which has been in progress
since the turn of the century, the assessors
themselves have had an influential role.  As-
sessors in some of the municipalities that
began modernization of their fiscal adminis-
tration in the early 1900° contributed im-
portantly to the development of systematic
methods of appraizal,  Outstanding assess-
ment operations in some localities have set
patterns for wider progress, and the devel-
opment of assessors’ professional organiza-
tions has produced collaboration in the
study and improvement of assessing stand-
ards.

Fnllnwing the dtvelopmmt in several
States of assessors” organizations, a National
Association of Assessing Officers was formed
in 1934 with headquarters in Chicago, its
name changed in 1959 to International Asso-
ciation of Assessing Officers. Presently it
has a2 membership of over 3,000 and serves
affiliated associations of assessing officers in
32 States, Puerto Rico, Philippines, and 7
Canadian provinces. Through 1962 the
association had conducted 28 annual con-
ferences whose published proceedings con-
tain valuable reference material on all as-
pects of the assessment process; through is
headquarters staff it provides research and
information services for members and aids
State associations In their programs; its
study committees have produced important
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technical monographs; and it awards the
designation Certified Assessment Evaluator
(CAE) to asesing officers who meet
searching prescribed tests, held by 116 mem-
bers at the end of 1962 Some of the
State associations are professionally strong,
have considerable legislative influence, carry
on study programs, and cooperate with the
State supervisory agencies and universities
in the development of inservice training and
preparation of appraisal manuals. A few
of them have developed their own systems
and titles of certification for technically
qualified members.

In the early vears of the IAAQ a distin-
guished committee of the asociation, under
the chairmanship of James W, Martin and
with the editorial and research work done
by Ronald B. Welch, produced a report on
assessment organization and personnel, pub-
lished in 1941, which continues as the defin-
itive work on this subject. Notable among
the recommendations are those involving
the role of State governments in assessment
administration. In brief summary, they
took the stand that: (1) In numerous States
the assessment district pattern is a major
obstacle to improved assessment adminis-
tration and needs specified lines of correc-
tion. (2) Overlapping assessment districts
can be eliminated if the States remove the
causes, all of them dispensable, for their
continuance. (3) Numerous types of
property do not lend themselves well to local
assessment and should be centrally assessed.
(4) Professional qualifications for assessors
should be established and candidates exam-
ined and certified. (5} “The State tax de-
partment, or some similar agency, should
supervise local assessors whether or not the

B In Marvland, a recipient of this award astomatically
FeCEived an kncreads in aabiry,
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State imposes a property tax for its own
mpmn-"|1
Enforcement of Astessment Standards

Thus far consideration has been given to
a State agency's responsibilities for fact-
finding and analysis as a means of knowing
the problem, for providing or helping to
provide certain assessing tools, for supplying
professional and technical services, and for
aiding in the training and orientation of
assessors. All of these activities are di-
rected to the attainment of good quality
assessing, but the ageney's supervisory au-
thority, and facilities for its exercise, should
extend to investigation of complaints, con-
tinuous search for substandard assessing and
its causes, and power to correct mistakes,
issue orders and enforee compliance.

While the supervisory agency’s most de-
sirable and constructive means of inducing
satisfactory performance are competent aid,
advice and cooperation, the agency should
have adequate legal power to issue and en-
force orders. Good supervision under these
conditions excludes dictatorial methods but
includes the courage to take drastic reme-
dial action when necessary. The issuance
or orders and imposition of penalties are a
last resort when suggestions and recommen-
dations have gone unheeded.

In keeping with its administrative super-
visory functions, the State agency should
have specific regulatory powers respecting
the quality of assessing, among them the
following :

To isswe rules and regulations for assessment
administration.

To require the observance of local office and per-
sonnel standards determined by the legislature, such

as the installation and maintenance of tax maps and
record systems and employment of a preseribed

quota of property appraisers,
To order or inatitute reassessment of (a) individ-
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ual parcels or items of property, (b) individual
classes of property, (c) all property in an assessment
district.

To order or institute equalization of average as-
semment levels when, although there is reasonable
uniformity of amesment within individual classe,
there i a lack of uniformity among classes of prop-
erty or among the various sections of a district,

To order or institute the assessment of omitted
property.  If all local districts have good tax maps
and appraisal records, little action will be required
for real property; but there may be an abundant
opportunity to discover and require the assessment
of personal property.

To require correction of errors in the clasifica-
tion and exempton of property, and of clerical
mistakes,

Most of these items represent responsi-
bilities that are now given to some State
agencics, and some of them, I‘Eﬂpﬂ-mibi]itim
that are now conferred, under various con-
ditions, on local and county review boards.
All need to be clearly the responsibility of
the State agency in the first instance, and
to be recognized as an integral part of assess-
ment administration.

If persuasion fails to obtain compliance
with its orders, the State supervisory agency
must have adequate powers of enforcement.
Recourse to the courts is onc possible line
of action. According to the prescribed pro-
cedure in Oregon, for example, if it appears
to the State Tax Commission that an assessor
has failed to comply with the law or the
Commission’s related rules, the Commission
after a hearing of the facts, may issue its
order directing compliance. [f the assessor
fails to comply with the order within 10 days
the Commission may apply to a judge of the
circuit court of the county in which the as-
sessor holds office for an order, returnable
within 5 days, to compel him to comply or to
show cause why he should not be compelled
to do s0. Any order issued by the judge is
final.

Penalizing financially the local govern-
ment involved has been tried in a few States.
In Arkansaz, a portion of a county's State
aid is withheld if the county assessor fails to
assess at the prescribed level, a provision
which appears to have aided materially in
inducing compliance. Since 1935, West
Virginia has had a system of penalties, re-
vised from time to time, for counties failing
to raise assessments to the prescribed level,
and also has made noncompliance by county
assessors (and county courts serving as
boards of equalization) grounds for pro-
ceedings for removal from office.™

In several States the State supervisory
agency may remove a local assessor from of -
fice for such causes as neglect of duty and
failure to comply with the tax law, subject
to providing him a hearing, and in close to
one-half the States the supervisory agencies
may institute removal proceedings {with re-
moval usually by court order but in a few
States by the governor). In most of these
States the assessors are mainly clected offi-
cers, not subject to much local administra-
tive cantrel. Thus these State removal pow-
ers would seem to offer considerable
protection to the taxpayers, but in fact they
are very rarely used.  Under Maryland's ef-
fective arrangements, the State Department
of Assessments and Taxation appoints all
county supervisors of assessments and exam-
ines and certifics assessors for local appoint-
ment, and may remove supervisors and as-
sessors at any time for “incompetency or
other causes.”

While assessors usually are locally elected
or appointed officers, their duty is admin-
istration of a State assessment law, and they
are, or should be, under the careful super-
vision of a State administrative agency.

B For detaili af theie provisiors in Arkorsns ond West
Virginia see vol. 2,
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This agency lacks the full authority and
ability to act with simple efficiency that it
needs to carry out its responsibilities unless
it has the power to remove from office, after
a hearing, any assessor who wilfully disre-
gards the agency's orders—and would dis-
close its incompetence if it failed to use such
authority in situations where its use was
clearly demanded. Under the setup for ef-
fective joint State-local assessment adminis-
tration outlined in chapter 10, the inclusion
of such authority would be required, as well
as authority for the State agency to with-
draw as well as grant certifications of com-
petency to assessing officers,

As an alternative to placing great reli-
ance on penalties, which State supervisory
agencies have shown reluctance to use and
legislatures have tended to ameliorate if the
agencies did attempt to use them, a State
may be able to improve local assessment ad-
ministration by the use of a well-devised
systemn of incentive aid. Such a system
might provide, for example, for the partial
reimbursement of the expenses of any as-
sessment district that met approved equip-
ment, personnel and assessment perform-
ance standards. Several States use
inducement aid in more or less limited ways,
sometimes mainly to overcome local resst-
ance to State sponsored assessment reform.

Identifying and assuring salisfactory as-
sessment.  Probably the surest remedy for
local weak spots in assessing, for a State that
1% seriouly intent on establishing and main-
taining good assessment standards on a
statewide basiz, is for the legislature to set
specifically the low boundary of assessment
performance that it will tolerate and require
that any district whose assessing falls below
this level for more than a specified period of
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grace shall have its assessment administra-
tion taken over and conducted by the State
agency at the district’s expense,

The efficacy of this plan depends on a
specific mandate to the State agency from
the legislature, including the spelling out of
criteria to guide that agency’s action. Leg-
islative action necessarily would be based on
thorough study, analysis, and testing, with
the aid of the supervisory agency and other
consultants, of the standard of assessing
that is clearly feasible of attainment
throughout the State. The take-over sig-
nal might be, for example, a combination
of (1) failure to maintain adequate tax
maps and record systems, (2) failure to
meet minimum personnel requirements, and
(3) assessments disclosing an index of in-
equality clearly in excess of a specified min-
imum level of toleration.

CENTRAL ASSESSMENT OF
PROPERTY

In the great majority of States some prop-
erty s centrally assessed. This includes
property in 40 States subject to the general
property tax, mainly railroad and other
public utility property, whose asscssment
problems are reviewed in chapter 13,
but in a dozen States includes wvarious
other types of real and personal property,
as summarized in chapter 10. In many
States some classes of intangible personal
property are centrally assessed for special
property taxation at low rates, What con-
stitutes an efficient, clearly identified appor-
tionment of assessment responsibility be-
tween State and local agencies, with equi-
table treatment of the taxpayers, is one of
the major considerations in any comprehen-
sive effort to strengthen assessment adminis-
tration.
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This division of assessment responsibility
does pose some difficult problems, among
them how to equalize State and local assess-
ment of property subject to the general
property tax and how to draw the line
clearly between State assessed and locally
assessed property. The equalization prob-
lem iz more likely to be solved, or is in a
better position to be solved, if central assess-
ment is one of the functions of a single State
supervisory agency fully responsible for the
State’s share in administering the property
tax, rather than a function of separate agen-
cies. The appraisal specialists performing
this function are then under the direction
and guidance of an agency director respon-
sible for coordinating the entire State-local
assessment operation, and they can draw
from, and contribute to, the agency's valua-
tion research. This unification of State
general property tax responsibilities (as
well as special property tax responsibilities
when administratively justified) in a single
agency does not preclude that agency's use
of the technical skills of other agencies and
departments.  Asan alternative to expand-
ing its staff of specialists, the agency may
find it more economical and more quality-
producing to rely, for example, on the office
of forestry for timber appraisal, or on a
department of conservation for the ap-
praizal of minerals; but eoordination is lost
if these are independent operations,

Any blurring of the allocation of assessing
jurisdiction contributes to administrative
confusion and may cither confuse the tax-
payer or give him opportunities for evasive
tactics. “The problem is particularly
acute,” according to one authority, “where
it is clearly to the interest of the taxpayer
to have his property assessed by one of the
two agencies because of differences either

A E

in assessment policies or in tax rates
One of the most conspicuous complications
arises in the fragmenting of responsibility
for the amessment of property of public
service enterprises.  The allocation may be
on the basis of size, distinction between op-
erating and nonoperating property, distine-
tion between real and personal property or
between kinds of real property, and the like,
often tending to inerease the cost of assess-
ing and chances for defective or omitted
assessments and the cost and complexity of
taxpayer compliance. The pelicy in some
States of State appraisal of certain types of
property with recommendations for local
assessment offers another opportunity for
clarifying simplification by giving the State
the assessing authority for such property.
This does not rule out, however, the desira-
bility of some cooperative assessing, with
the State agency setting values and the local
agencics deoing the listing and enumeration.

Criteria for Apportioning the Asressment
Funciion

The guiding principles as to what prop-
erty should be State assessed and what
property locally assessed necessarily are in-
fluenced by the character of a State's local
asscssment district organization and facili-
ties, If numerous districts are small and de-
ficient in resources, a need for broad State
assessing  authority 15 indicated merely
because of local incompetence to assess
other than relatively simple classes of prop-
erty. On the other hand, if a State has re-
vamped its assessment district organization
to facilitate efficient joint State-local assess-
ment, the division of responsibility could be
determined by such constructive considera-
tions as how to obtain good-quality results in

*= Magional Assncistion of Asstsing Officors, dsrernment
Organization and Persomnel, op. i, p, 108,
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the most economical way and which agency
level is in a better position to discover and
value the various classes of property.

Some vears ago a committec of the Inter-
national Association of Assessing Officers
recaommended sound basic criteria, which
have lost none of their cogency, for deter-
mining what property should be assessed by
State agencies. They are summarized here
because of their applicability to present
conditions,™

1. All property of a type which customarily lies
in more than one local assessment district and which
is more equitably or easily asessed as a unit than as
a series of geographically isolated parts.

This eriterien applies primarily to public
service enterprises and, it will be noted,
makes no distinction within a type for indi-
vidual properties that happen to be located
within a single district. 5State assessment
of all such propertics of a given type avoids
duplication of specialized appraisal staffs.

2. Property of a migratory character which is
constantly moving in and out of a State.

Invalved in this classification are not only
properties engaged in interstate transporia-
tion, such as commercial aircraft, but often
roadbuilding machinery and other construe-
tion equipment. The problem of deciding
tax situs tends to be onc that local districts
are poorly situated and equipped to handle.

3. Properties which are inventoried by State or
Federal regulatory agencies,

Included in this classification would be
some intangible personalty, some classes of
tangible personalty,”™ and special classes of
publicly regulated property which a State
agency is in a better position to discover and

B Ascerrment Qrrganization and Perioanel, op. @b, pp.
111-1186.
® For outstanding examples of central assessment of per-

sonal preperty s the commentary on Ohio and Maryland
im vol. X
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value because of its ready access to relevant
data in the State tax department and vari-
ous State regulatory agencies, and access to
such Federal aids as income tax returns and
some of the records of regulatory agencies.
4. Propertics which are found in relatively small

numbers in all or several local assessment districts,
which are of considerable value, and which can be

effectively apprabsed only by highly trained persons.

Included in this classification are such
properties as public utilities, mines, oil and
gas wells, minerals, timber and the like, all
requiring appraisal by specialists. The
volume of such work in most local districts
does not justify maintaining a specialized
staff, but a State agency can maintain such
a staff economically for statewide use and
also draw on the technical knowledge and
services of other State agencies.  Also, the
spread of industry into scattered small com-
munitics has created a problem for which
the best solution may be central assessment.

3. Highly standardized properties the value of
which is little affected by location, provided Seate
agency facilities for discovery are not inferior to
those of local assessors,

This class includes intangibles and such
other property as motor vehieles and whis-
key stored in bonded warehouses {centrally
assessed in Kentucky and Maryland}. With
values that are virtually uniform throughout
a State, the State agency readily can estab-
lish valuation schedules, thus aveoiding du-
plication of effort by local agencies and
assuring statewide uniformity of assessment.

6. Properties whose tax situs is commaonly altered,
or thought to be altered, with the purpose of mini-
mizing taxes levied on them.

Thiz recommendation by the committee
was directed mainly against negotiated as-
sessment bargains and interlocal economic
warfare through competitive underassess-
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ment, not uncommon practices in the in-
stances of intangibles and the property of
industrial plants.

EQUALIZATION

The State’s share of the administrative
process of equalization, regardless of how
broadly or narrowly this function is defined,
is properly one of the major responsibilities
of the central supervisory agency. The term
“equalization” applies to three more or less
distinct procedures in assessment adminis-
tration."

First, it is applicd to important features of
the procedure for obtaining uniformity of
assessment of locally assessed property
within an individual assessment district,
namely, equalizing or putting on a uniform
basis the average levels of asscssment of the
different classes of property, and in the vari-
ous areas, of the district. In the plan of
joint State-local administration under dis-
cussion, accomplishment of such cqualiza-
tion is, in the first instance, the responsibility
of the local assessor, reinforced by the State
agency's responsibility for supervision, as
described above, and for isuance of equal-
ization orders when necessary.

Second, as a special aspect of the first pro-
cedure, equalization also is the process of
equalizing, or producing uniformity in, the
levels of assessment of State assessed and
locally assessed property. The purpose of
this procedure, as in the instance of intra-
district equalization of locally assessed prop-
erty, is to help assure that all taxpayers in
a taxing district will be taxed uniformly in

® For thorough discusson and amalysis of Staie equali-
zatiocn methods and procedures tee Matiomal Tax Associa-
tiom, “Repart of the Committes ém State Equalization of
Local Property Tax Adsemsmoenta,” Proceedingi . . . 1958,
pp- 316365,

relation to the value of their property.
Some of the problems of this phase of equal-
ization are discussed in chapter 13.

Third, equalization is the term applied
to the process of obtaining uniformity, or
compensating for the lack of it, in the aver-
age levels of assessment among assessment
districts throughout a State. Forseveral im-
portant reasons, as discussed in chapter 4, it
is cgsential to produce statewide uniformity
by some kind of adjustment of these varia-
tions,. When a taxing district depends on
more than one assessment district for de-
termining its tax base, interdistrict equali-
zation of the assessment level is needed to
provide a fair distribution of the tax bur-
den. Such a district might be the State 1t-
self, a large school or special district, or,
when the assessing is done by municipalities
and townships, a county. Where this last
condition prevails, the equalizing function
usually iz handled by county boards of
equalization, a type of organization that
would no longer be needed under the or-
ganizational setup advocated in this study.
In the many collateral uses of assessed valu-
ation for regulatory and measurement pur-
poscs, statewide equalization is necessary
for equity and reliability.

One possible method of statewide inter-
district equalization is for the State super-
visory agency regularly to determine the de-
viation of the assessment level in each
district from the prescribed standard and
require conforming adjustments. Another
method, described and advocated in chap-
ter 6, is to permit all local districts to assess
at the levels of their choice, subject to a
minimum that is set as high as is feasible,
with the State agency, on the basis of its
regularly recurrent ratio studies, making
equalizing statistical adjustments. Under
what is called variable-ratio equalization,
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the tax rates or the assessed valuations in the
various parts of a taxing district served by
different assessment districts would be ad-
justed to account for assessment differences
and there would be similar compensating
statewide adjustments in the formula for
the distribution of school aid. State-
determined market value, rather than the
assessed value, of taxable property would be
used as the base for such purposes as setting
tax rate and debt limits and the grant of
partial tax exemptions.

VALUATION RESEARCH

No State supervisory agency would be
able to perform the functions and provide
the services indicated as necessary for lead-
ership in obtaining good quality assessing
and advancing assessment standards with-
out constant study and research. Only by
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painstaking scientific determination of facts
can there be any reliable basis for effective
supervision and equalization and for check-
ing systematically on the progress made in
the quality of assessing.
Improving assessment methods and stand-
ards, recognizing and solving difficult prob-
lems of assessment, and coping with new
problems as they arise depend on continu-
ing valuation research. The professional
morale of the entire State-local appraisal
organization can be bolstered by the judi-
cious attention given to such study and its
practical application. Thus no agency is
fully equipped for its job unless it has a
competent rescarch unit to provide the
scientific facts needed by the supervisory
staff and the local assessors in their work,
and to study the special problems that end-
lessly emerge even for the most experienced
practitioners in this difficult field of taxation.



Chapter 12
REMEDIES FOR THE TAXPAYER

Following the familiar adage that an
ounce of prevention is worth a pound of
cure, this study has emphasized that con-
centration on equitable primary assessment
is the taxpayer's best protection.  The tax-
payver is entitled to an efficacious means of
redressing  inequitics, however, and the
availability of cffective remedies, in itself,
will stimulate the assessor to produce a
quality of work that he can defend.

Under the equal protection and due
process provisions of the Federal and State
constitutions the property taxpayer is en-
titled to fair treatment in the apportion-
ment of the tax burden and to a reasonable
opportunity to be heard if he belicves that
there is error or inequity in his assessment;
but protection under these rights is chimeri-
cal if the burden of proving his case is oo
onerous and the tribunal to which he must
appeal is not well-constituted for the pur-
pose. The small taxpayer, in particular,
is helpless if he has no simple, inexpensive,
and dependable recourse.  While the pro-
vision of remedies has a long history, the
States are only beginning to find any that
are truly effectual.

The demand for remedies dates back al-
most to the beginnings of the property tax.
For example, dissatisfaction with the work
of the town assessors in New York produced
a petition to the Governor of the Colonial
Assembly in 1692 requesting :

. « that there may be a certain method for the
equal and proportionable assessing of subsidies, We
doe pray his Exell. would appoint Commissioners in
!ﬂ.l.'h TﬂPﬂC‘L‘i'ﬁ'E EDIJ:I'I:t:ll' EI:II |J'.H_E' m;l;:ing I:Ilil AT Eﬂl;i-

mite of their Estages that for the future there may
not be such uncertainties !

From such origins there has developed a
widespread hierachy of administrative
boards of review and equalization, agencies
to which taxpayers can appeal for correc-
tion of mistakes and elimination of inequi-
ties in the assessment rolls as prepared by
the assessors,  Administrative boards of this
type, authorized to hear and pass on the
protests of taxpayers, and quite commenly
to take some remedial action on their own
motion, are adjuncts of most of the local
assessment districts in most States and thus
arc many thousands in number. In a ma-
jority of the States, there also are State
boards of review., Appeal to the courts
from assessments or from the decisions of
administrative review boards offers the tax-
payer another avenue of redress.  For the
protection of the taxpayer the development
of review and appeal machinery is truly pro-
digious; the only drawback is that most of
it does not work very well.

Giving the taxpayer the protection to
which he iz entitled depends primarily on
the solution of two major problems. The
first is how to provide a really effective sys-
tem of review, with an organization and
procedure that are readily available to and
usable by the small taxpayer as well as the
large taxpayer, and that functions with
assuring competence.

Second, even the most efficiently or-

' Chuoted in F. 1, Bilwell, Tezation in Mo York State,
1. B. Lyon Co, Albany, 15918, pp. 12-15,
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gamzed system of review agencies, unless
there is a clear, meaningful groundwork of
legal principles and standards on which 1t
can base its procedures and rulings, will
have to operate in a chronic blur of uncer-
tainty. If, for example, the law requires
the assessment of property at full value but
the assessor’s figures appear to range around
25 percent of full value, does the review
board give redress only to property over-
assessed according to the legal standard or
does it compound the illegal practice of the
assessor by its own illegal action in reducing
the assessed valuation of property assessed
at 50 percent of full value? In the event
that assessments in an area follow no dis-
cernible common level but range, say, from
10 percent to over 100 percent of full value,
which is a far from rare situation, against
what base does the agency rule on a taxpay-
er's complaint? Perfecting the organization
of review agencies is rather fruitless, there-
fore, without clarifying the guiding stand-
ards for agency action.

ADMINISTRATIVE REVIEW
AGENCIES

The process of assessment review is con-
cerned with passing judgment on the assess-
ments of individual properties and may be
either an administrative or a judicial proe-
esz, the former of which is considered here.
There is no uniformity of organization for
administrative review among the States, or
even within many States, and the titles of
some agencies are misleading as to function.

Local Review Agencies

Typically, there is some kind of local ad-
ministrative review agency for each local as-
sessment district ; but in several States where
primary assessing is at the municipal and
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township level the review agency is at the
county level or there are such agencies at
both levels, and in a few States some or all
local assessing districts are not provided
with local review agencies. These agencies
are mainly indeperdent organizations, but
in a number of instances the primary local
assessment agency is also the local review
agency.

Local administrative review agencies
commaonly are boards of three or five mem-
bers, though there is a scattering of consider-
ably larger boards. Membership generally
represents part-time service on boards that
convene for temporary periods annually and
compensation usually is on a modest per
diem basis. There are limited exceptions,
however, in which service is more extensive
or even full-time and annual salaries are
paid.

Membership on these boards very com-
monly is ex officio, comprising the elective
city council, town board of trustees, or
county COMMIssionNers or SUpervisors, or some
combination of other local or county officers,
including, in some instances, the assessor.
In a few States the members of some or all
boards are elected by the people for terms
ranging from 1 to 4 years. Inseveral States
the members of some boards, or some mem-
bers of boards, or the members of all boards
are appointed—variously by the mayor, the
county commission, the county court, an ex
officio board, or, in a few States by the Gov-
ernor or other State officer,”

The qualifications for members of local
boards of review are mainly those that are
general for local elective officers, namely,

*In Alabama, by the Commistorer of Revenwe with the
approval of the Governor, from local lise of mominess ) in
Mew Jerey, by the Govermor with consent of the senate;
in Oklahoma, one member of each threemember board
by thie State Tax Commedssion.
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they must be residents and electors, Several
States require them to be owners of real
property, occasionally there is a long-term
residence requirement, some laws have such
discriminating qualifications as “intelligent
dizcreet householders,” occasionally ex offi-
cio members include a local finance officer,
clerk, or other official presumed to have spe-
cial qualifications, and some boards must
have a bipartisan membership; but rarely
are there any specified professional qualifi-
cations. Ameng the few efforts to correct
this weakness on a statewide basis is Iowa’'s
plan of ex officio county and city conference
boards with responsibility for appointing not
only the assessors but the boards of review,
which must include in their membership of
three or five a licensed real estate broker, a
registered architect or experienced builder,
and, in county jurisdictions, a farmer®
With the purpose of trying to make the exist-
ing local review system work, some State
supervisory agencies are empowered to su-
pervise the local boards of review. The Ore-
gon State Tax Commission, for example,
issues a manual for county boards of review,
assists themn in various ways, and conducts
a l-day school annuoally for board members.
Interstate, and even intrastate, variations
in the jurisdiction of local boards of review
preclude more than a rough generalization
of their responsibilities. The agency may
be authorized to perform any or all of the
following functions: correct clerical errors
in the asessment roll; correct errors in the
excmption or classification of property; add
omitted propertics to the roll, after giving
the taxpayer due notice and epportunity for
a hearing; lower individual assessments;
"gee vol, 3, Towa. For sn account of the operations of
the board of review in Dwa Mofnes, & precursor of the
State program, see B. T, Harrison, “Assenment Review

ini Dz Moinee,” in Aranment ddminisiration, 1967, op.
éel.; piE 136-1610,

raise individual assessments, after due notice
and opportunity for a hearing. In these
matters the agency may be authorized to
act on its own motion or enly on appeal.
When it acts on its own motion it is, in ef-
fect, performing a supervisory function.
When it acts on appeal it is serving in a
quasi-judicial capacity.

The preponderance of local boards of re-
view are not well constituted to protect the
taxpayer ; like the elective assessor, they rep-
resent largely a rudimentary administrative
carry-over from the last century. The state-
ment that “moest local review procedure is
farcical” * is echoed in varying degree in
numerous tax surveys and tax study com-
mission reports. The predominating mem-
bership of these boards is ex officio, compris-
ing persons elected to other offices which are
their principal responsibility, and they are

“%. J. Shulz and C. L. Hasrisa, American Public Fi-
aznge, Tth Edition, Prentice-Hall, Ine, 1960, p. 387,

"Far euample, "The extent of the activity and of the
efectivensss of local boards of review varies cosalderably.
In soane cases, the meeting is a mere formality, Typical
procedure &t such & meeting is to spend a few minies
waiting for complaining taxpayers to appear, them =gn
the asscsmment books and adjourn, Other boards make
guite a mumber of changes . . . The lack of familiarity
of moat review board members with assesment procedures
and the natural reluctance of an electsd bosrd o arcuse
oppusition by making changes Joad many boards fo do
litsle ar mothing . . . Ar least one eounky Rssessor inswred
that the boards have some familiarity with the asckment
list by reading it aloud ac the board meeting.” (Hepord of
the Gowernor's Mingeiota Tar Study Cemmittes, 19585,
p. 161.]

Ameng the findings of o swrvey of ex officio county
boards of review i Waikingon ig 1954 were: that "Gros
distortions in properly aecsments are undergoing Lintle
or no substantive correction by the county boards of equal-
izatiom™ . . . The beards “have, in effect, abdicated their
function of assessment equalization’ . , , the beards in
the countles where “assessment insqualities tend to be the
greatest, are, in general, doing the least . . . b0 Corfmect
discriminatory amessments™ . . . They “have shown listle
or no interest in ascertaining the existing levels of asseas
ment'’ and ‘‘tend t0 act without rellable informaticn . . "
[ Jaznes K. Hall, “Ascmonent Equalizaticn in Washing-
ton™ dm Natiomal Ter [owrnal, December 1556, p. 323}
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not likely to have been elected because of
any special qualifications for this part-time
review funetion.  There is no assuranee that
directly elected members are any better
qualified professionally for the job. Typi-
cally, the local review board member does
not have readily available the basic informa-
tion that he needs to make sound decisions.
State Review Agencies

In over half the States there are State
administrative agencies with authority to
review property assesments.  Most com-
maonly this ageney is the State tax commis-
sion, with power to act as an appeal agency
as well as an assessing and supervisory
agency. A 1958 survey of State administra-
tive tax review agencics found 11 States with
boards of tax appeal set up independently
of the State revenue departments for the
exclusive purpose of passing on tax com-
plaints, but not all of them concemed
with property tax appeals' The sep-
aratc State administrative review agen-
cies dealing with property tax appeals in-
clude, notably, the Massachusetts Appellate
Tax Board, the Maryland Tax Court, and
the New Jersey Division of Tax Appeals.
Kansas created a State Board of Tax Ap-
peals in 1957 but has since added to its re-
view funetion an equalization function, in-
cluding the power to order complete reap-
praisals in local assessment districts,  Ohio's
State Board of Tax Appeals, set up in 1939
as an autonomous board nominally within
the Department of Taxation, was given not
only quasi-judicial functions but also the re-
sponsibility for supervising the local assess-
ment of real property.”

The Massachusetts Appellate Tax Board
appears to be meeting well the qualities

* Federation of Tax Admiristrators, State ddmitinre-

tize Tax Review, Chicago, 1958,
* For further commentary on these agencies ses vol, 2,
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of independence and impartiality to be de-
sired in a State administrative board of tax
appeals. Appeals from local assessments
may be taken to the county commissioners
or directly to the Board, the latter course
being followed universally, and appeals
from the Board lie to the supreme judicial
court of the Commonwealth. Created in
1937 as an improved successor to a long-
evolving line of State review agencies, the
Board comprises five members, no more
than three of one party, serving full-time,
appointed for 6-year overlapping terms by
the Governor with the advice and consent of
the Governor's Council. This State ad-
mifistrative afency for review on appeal
serves both large and small taxpayers effec-
tively and economically, The entry fee is
quite nominal, $2 for a small homeowner,
and the taxpayer nced not be represented
by counsel.  Both formal and informal pro-
cedures are provided, the latter a ready,
inexpensive procedure for the small tax-
payer in which he waives any right of ap-
peal to the supreme judicial eourt execept
on questions of law. Appeals on assessed
valuations of $25,000 and less are heard and
decided by a single member; appeals from
$25,000 to $50,000 are heard by a single
member and may be decided by him if there
is prior written agreement by the appellant;
larger appeals may be heard by one or more
members but decisions are by the full
Board.”

In 1959 Maryland created two new State
agencies to conduct separately the admin-
istrative and appellate functions formerly
performed by the State Tax Commission—
a Department of Assessments and Taxation

"For a good analytical review al thiz plas, sec John
Tiase, Jr., "The Experience of Massachusees,'” in Mattomal
Asscciation of Tax Administrators, Reremns Admindstra-
tion, 1958, Chicago, pp. I0-41.
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to administer and supervise the administra-
tion of the property tax and a tax court to
hear tax appeals. The Maryland Tax
Court, while patterned after the District of
Columbia Tax Court and the model State
Tax Court Act sponsored by the American
Bar Association, is an administrative agency
for constitutional reasons. The Court con-
sists of five judges, appointed by the Gov-
ernor for G-year terms, one judge to be a resi-
dent of Baltimore, one of the Eastern Shore,
one of the Western Shore counties, and two
at-large, with no more than three of the same
party and each a taxpayer and qualified
voter of the State. At least two judges
must be members of the State bar, one of
whom the Governor designates as chief
- Judge”

The Court, a majority of the members
constituting a quorum, has its principal
office in Baltimore but is directed to sit for
hearings in each of the county seats as nee-
essary. Appeals, which are initiated by
written petition, are not permitted until the
appellant haz exhausted his local remedies,
Proceedings before the court are de novo;
the Court is authorized to adopt its own
reasonable rules of procedure ; and it is not
bound by the technical rules of evidence.
Any person may appear and act for him-
self and attorneys admitted 1o practice be-
fore the Maryland Court of Appeals are
authorized to practice before the Court.
The Court “is empowered to assess anew,
classify anew, abate, modify, change or alter
any valuation, assessment, classification, tax
or final order appealed from . . .* Any
party to a proceeding may appeal from the
Court's final order to the circuit court of any
county or the Baltimore City Court where
the property involved is located.

*Tar Laws of Marplond, art, 81, seea, 284331,

JUDICIAL REVIEW

Not only has administrative review [ailed
widely to give the taxpayer satisfactory pro-
tection, but the State courts rather gener-
ally have not provided effective judicial
relief to taxpayers aggrieved by inequi-
table assessment.  The remedial procedures
available in the courts not only have been
glow and uncertain but they have been ac-
cessible only to persons of means, A begin-
ning has been made, however, in reducing
these handicaps,

Taxpayer protests concentrate mainly
along two lines of complaint, overassess-
ment and unequal assessment; but for a
number of years the generally prevailing
underassessment has tended to center atten-
tion on the latter. In contending against
unequal assessment the taxpayer has two
legal bases of reliance. The State law re-
quires uniformity of assessment, at least
within classes of property, and the Four-
teenth Amendment of the U.S, Constitu-
tion requires equal protection of the law.

The scope of judicial review granted by
the State courts in contentions involving
overassessment and unequal assezsment has
varied widely among the States. In an in-
cisive summary of the appeal machimery in
property taxation, Jerome Hellerstein has
placed the courts of the several States in
three broad groupings in this respect.™
First, are the courts which restrict judicial
review sharply to gtuations where the action

* Jerome R. Hellerstein, “The Appeal Machinery in
Property Taxation,” in Mational Tax Association, Froceed=
irgs of the Fifrp-Firn Ananual Conferemce on Taxation,
1958, pp. $31-441.

Referemes shoald be made alie g disiireent OFpariza-
tign and Perronmel, of efr, pp. 265-287, for a forthright
analysis of judicial rewiew whick places the State cowrts
in rwo groups, those which review assessments for legality
alone and thoss which review assessments both for begaliey
and for accuracy.
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of the assessor has been fraudulent, arbi-
trary or capricious, or so unreasonable as to
be tantamount to {raud, ie., “constructive
fraud.” Second, are the courts that take a
middle ground, reviewing only questions of
law and not questions of fact, though the
line of demarcation is itself a matter of un-
certainty that raises legal issues. Third, are
the courts in a number of States which, al-
though recognizing that the burden of proof
is with the taxpayer, exercise far broader
reviewing functions, ie., “the court ap-
proaches the valuation problem essentially
as it would any other justiciable issue, to
hear the evidence and make a judgment as
to valuation, giving the assessor the benefit
of a rebuttable presumption of the correct-
ness of his assessment.” These variations
are influenced, obviously, by the statutory
provisions and status of administrative re-
view in the several States.

The Equal Protection Clause

Traditionally, some State courts have held
that the taxpaver's remedy for inequality in
his assessment is to institute action to obtain
an Increase in the assessments of all other
taxpayers to the level of his assessment.
The U.S. Supreme Court, frequently pass-
ing on issues involving the relation of the
“equal protection” clause to questions of
property assessment, long ago took the posi-
tion that such rulings deny the taxpayer any
remedyat all. In 1923, in the famous Sioux
City Bridge Company case,” the Court
ruled that the taxpayer's right is to have his
assessment reduced to the percentage of
true value at which others are taxed, on the
principle that “where it is impossible to se-
cure both the standard of the true wvalue,
and the uniformity and equality required by

B ficux City Bridge Cempany v. Daekola Cousty, Ne
braska, 260 U5 441 (15923).
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law, the latter requirement is to be pre-
ferred as the just and ultimate purpose of
the law.”

For years this doctrine went unheeded by
many State courts, but in 1946 it was given
new prominence by a similar decision in a
suit by Doris Duke Cromwell to obtain rec-
tification of a glaringly unequal assess-
ment.” The courts of New Jersey had long
held that the taxpayer’s remedy, when he
was assessed unequally but at below the
State's required full-value level, was to se-
cure the raising of other assessments to the
level of his assessment.  The Supreme Court
said that the constitutional requirement “is
not satisfied if a State doecs not itself re-
move the discrimination but imposes on him
against whom the discrimination has been
directed the burden of sceking an upward
revision of the taxes of the other members
of the class.”"” This decision had special in-
terest as the precursor of a series of State
court decisions that have been revelutioniz-
ing assessment procedure in New Jersey.

“As a result of these Supreme Court de-
cisions,” one commentator notes, “the State
courts generally have recognized-—albeit
with startling exceptions—that the 14th
amendment forbids intentionally unequal
assessment as between properties of the same
class and entitles a taxpayer who has proved
such diseriminatien to a reduction to the
level at which comparable parcels have been
assessed.” ™ This represents only limited
progress.  Unintentional unequal assess-
ment can be just as damaging to the tax-
payer as the intentional variety, but the
courts require more than “mere crrors of
judgment™ to support a claim of discrimina-

B Township of Hillsborough v. Cromeeell, 326 T8 620
{1946) .

= “Inequality in Property Tax Ascuments: New Cures

for an Old 1" Harpard Law Resdew, Noter, May 1962,
p. 1376,
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tion. Proving discrimination, furthermore,
is an undertaking generally beyond the
reach of the average taxpayer. By-and-
large, the State courts have done litte to
effectuate for the taxpayer his legal right to
asscmsment uniformity, but in very recent
years the courts of a few States have lowered
some of the barriers to remedial action,

Avenues of Judicial Relief

Taxpayer action to compel the reassess-
ment of all property in an assessment dis-
trict in accordance with the law is a very
potent remedy; but it is very expensive,
rarely used, and rarely successful. In two
recent such cases, however, the failure of
assessing officers to comply with the law re-
ceived severe condemnation by the highest
State courts. In Swilz v. Township of
Middletown," where the plaintiff contended
that her property was assessed far above the
prevailing average level of 15 percent and
sought a mandamus order to compel the
assessment of all property in the township
at full value as required by law, the New
Jersey Supreme Court, in what Professor
Hellerstein has called “one of the most mo-
mentous decisions in the property tax field
in modern times,” ** held that the manda-
mus order should be issued and declared
that the legal standard of assessment would
be enforced at the suit of any taxpayer, and
s0 long as the standard set by statute re-
mained at full value the courts would man-
date that standard, Because assessing
throughout the entire State was involved,
the Court delayed enforcement of the decree
to give the legislature and the assessors time
to make adjustments,

The caze of Bettigole v. Assessors of

WRIN.J. 580 (1957).
% Hellerstein, ap. cit., g 449,

Springficld ' was a broad action in 1961
dealing with interclass inequality. While
the Massachusetts eonstitution requires uni-
formity of assessment and the statutes re-
quire that this uniformity be achieved at
“fair cash value,” the assessors of the city of
Springhicld had set up six classes of real
property and assessed them at various ratios
of full value, This practice was contested
by a group of property owners in the higher
assessment range and the supreme judicial
court of Massachusetts declared the plan
invalid and enjoined collection of the entire
tax levy.

While both the Switz and Bettigole cases
demonstrate the efficacy of such sweeping
means of remedying district-wide inequities
that are virtually impossible to cure by mndi-
vidual private suits, they also disclose the un-
availability of such action to the average
taxpayer and the potentially disruptive side-
effects of the remedy. In both cases the
plaintiffs required substantial financial re-
sources with which to press their claims {the
Bettigole decision followed two unsuccessful
suits ), and in both cases there was the haz-
ard that the essential operations of local gov-
ernment might be disturbed by the deci-
sions. In the Swilz case this danger was
avoided by the court's deferment of enforce-
ment of its order, and in the Bettigole case
the court required assurance that the city
had available the assessment data and faci-
lities for quickly preparing new tax bills.”
Both cases, moreover, emphasize the need
for a quality of State administrative super-
vision of assessing that will obviate depend-
ence on such drastic judicial action.

In ruling on individual private suits seek-
ing relief from assessments that are dis-

H1TAMNE, 2d 10 JID61).
™ For comment on these limitaticns see Farpard Lo
Rewiew, op. cit., pp. 1300-1581, 13861587,
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criminatory although below the legal stand-
ard of asscssment, many State courts have
been slow to grant relief in the absence of
fraud or constructive fraud; but in the past
few years the courts of several States have
moved toward effectuating for the property
owner the principle of the Sioux City Bridge
Company and Hillsborough decisions™
For example, in 1954 the New Jersey Su-
preme Court, in the Baldunin Construction
Company case,” held that under the consti-
tutional provisions the taxpayers were en-
titled to a reduction of their assessments to
the general level. In Hamm v, State,” the
Minnesota Supreme Court in 1959 not only
reversed the half-century-old decision in
State v. Cudahy Packing Co.™ that refused
relief to property assessed at market value
when property of the same class was assessed
far lower, but apparently held that a tax-
payer assessed at the class average could
contest the validity of his assessment when
some property of the same class was assessed
at much lower percentages.

Proving inequality. The taxpayer, in
contending that he is unequally assessed, has
the burden of proving that his property is
asseszed at a higher ratio than that applied
to property generally in the assessment dis-
trict. Unless the State has taken steps to
facilitate such determination he is faced
with an onerous, expensive, and sometimes
impassible task, In addition to proving the
value of his own property, he may have to
make appraisals of a large number of other
properties in order to show the relationship
between his own assessment ratio and the

W Lo Chardes F. Conlan, “Judicial Views on Tax Ad-
ministeaticn,” Hestern Politizal ﬂ,:l.lﬂ:n:.!'_'r. VI (March
1963}, pp. 5=13, for a discussion on this development.

* Baidadn Conrtruction Co. w. Eitex Coundy Beard of
Taeation, 16 N.J. 329, 108 A. Id 506 [1954).

=05 MW, 2d 649 {Minn. 195359,

®108 Minn. 419, 115 N.W. 643, 103% {1908},
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average assessment ratio for other proper-
ties of similar type.™

The protesting taxpayer has less of a prob-
lem when there is a generally prevailing
level of assessment for his class of property,
and his property is assessed at a much higher
level; but he faces a quandary when the
generality of assessments, instead of ap-
proaching a common level, range so widely
as to disclose a hit-and-miss variety of local
assessing, Under this condition, which is
not unusual, the court might be willing to
consider a comparison with the average, if
the plaintiff can prove what the average iz,
or it might hold that there had been no spe-
cial discrimination against the plaintiff.

A few courts have recognized and simpli-
fied the problem of the plaintiff when there
iz no common level of assessment, In 1958,
the Pennsylvania Supreme Court, in In re
Brooks Building,™ accepted as proof of in-
equality the valuations of a few comparable
buildings with assessment ratios far below
that of the plaintifi‘s property, with the ob-
servation that:

. it would be wnjust and ndiculous to hold
that since there was no fixed ratio of assessed value
generally throughout the district, plaintff failed

to prove a lack or violation of uniformity which the
Constitution reguires.™

For more clear-cut relief to the taxpayer
under these obscure conditions, the New
Jersey Supreme Court, continuing a line of
helpful decisions, in 1961 sanctioned a

BT} the property s al o gpecial tvpe the taxpayer may,
in soeme States, knd hims=if thwared by inabillity to find
comparable properties for appraisal. In one recent JTowa
caze, for example, a farm machinery manufastoring con-
cern that owned a small ares plant conteited the St
ment of the plant's machinery, hut was depded reliel bes
e thers was ao dimilar property in the counry for coms
pariscn.  Deere Manufacturieg Co. v. Erviner, 247 Lowa
LE64, W 2d 537 [1956).

=591 Pa. %4, 137 A_2d 273 {1958).

™ For comment on this and related Pennsylvania casca
eee Marpard Law Rewirw, op. cit., pp. 1384-1385.
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method which seems worthy of adoption
generally. In the Kents case,™ the owners
of three parcels of improved real estate in
Atlantic City, where no common level of
asscssment existed and sales disclosed ratios
for various classes of property ranging from
two percent to 129 percent, sought to prove
discrimination by introducing in evidence
the city’s average asscssment ratio as deter-
mined by the State for the purpose of inter-
area equalization. The Supreme Court,
reversing the decision of the State divison
of tax appeals, granted the relief sought.
The Court noted that “since the individual
assessments vary within a wide range,” the
average ratio was not an ideal instrument;
but ohserved that “Mathematical perfection
in taxation is unobtainable, and hence relief
should not be denied merely because the
result lacks absolute precision.”

The Court emphasized that a way must
be found to grant relief from unequal assess-
ment “upon an appropriate basis requiring
the individual taxpayer to prove no more
than sensibly can be expected of him;" de-
clared that “It would be a sad reflection
upon the judiciary and indeed upon all gov-
ermment if the rights of a taxpayer were to
be diminished in proportion to the violence
of the assault npon them;” and held that:

Where, as here, the record of sales indicates
there is no common level for all or any class of real
property and the assesors disavew any effort to
achieve one, the average ratio should be deemed
sufficient evidence of the level to which reduction
should be granted in the absence of circumstances
indicating that the average should be modified for
that purposs,®

With due regard for the courage and in-

=In re Appeals of Kenrs, 5¢ M. J. 21 {01961).

® For an acnfe commentary on dhe Kenf case see Wik
liamm Kingeley, "The Eents Case—A& FErmedy for Assess-
ment Insguality,” in Neow Jarsry Musicipalitier, February
1961, pp. 8.

genuity of those State courts that have
pioneered in more meaningful remedies for
the property taxpayer, and for the indis-
pensability of the appellate courts in pass-
ing on issues of property tax law, it scems
unfortunate to have the whole State court
system, often at the expense of elogging and
delays, drawn into endless assessment con-
troversies because of the extensive fatuity of
primary assessment administration and de-
fective provisions for administrative review.
Also, as Hellerstein has pointed out in a
forthright analysis of the review machin-
ery,” when they do engage in broad review
of assessments:

.+ « The courts are therehy performing a func-
tion in which they are generally not adeguately
trained; judges are not experis in asssssing prop-
erty. The judicial precedure, with the inherent
lirnitation: in the ¢ane '|:|:|r s hq.a.l.'.i.ng af tﬂﬁmu-:rl:,r
of conflicting experts and the restrictive effects of
rules of evidence, & not well adapted to producing
the best astemment results. Moreover, court pro-
ceedings——with lawyers and experts fees, filing fees,
and records and brefs—are expensive, and as a
practical matter, ordinarily open only to large or
affluent taxpayers, the consequence is that the larger
taxpayer is given through court relief preferential
adwantage over the average taxpayer.

EFFECTUATING THE REMEDIES

The foregoing summary of administra-
tive and judicial review and appeal ma-
chinery discloses widespread shortcomings
and delusion in the remedies available to
aggrieved property taxpayers, but also gives
some indication of how the flaws in the ma-
chinery can be corrected. The provision of
depmdable retmedies, rtadil}' available to
all taxpayers, is feasible if the States are
willing to follow four drastic lines of action,
narmely, to:

* Hellerstein, ap. ., pp. 438—43%
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1. Develop a competent, effective review
Fl_lrfr.ﬂll

2. Facilitate the wse of this system by
small taxpayers.

3. Provide the taxpayers with clearly us-
able means of proving inequality.

4. Safeguard such measures from bog-
ging down in futility by providing adminis-
trable tax laws and efficient assessment
administration.

Creating Competent Review Systems

So long as asessment administration re-
mains a joint State-local undertaking there
is need for a two-level review system: agen-
cies at the local level competent to deal
fairly and expeditiously with routine and
less abstruse problems—and thus screen out
readily resolved issues that should not be
permitted to encumber the work of the
upper-level agency—and an independent,
impartial, professionally well-qualified ap-
peal agency at the State level. Appeals
from this agency to the appellate courts of
the State would be limited to matters com-
monly referred to as problems of law. One
essential in the creation of such a system is
to avoid its encroachment on the adminis-
trative authority that is properly that of the
assessors and the State supervisory agency.

Local boards of review. The illusion of
permanence that surrounds traditional po-
litical institutions tends to pervade most
present systemns of local review boards.
They are something indigenous that may be
tinkered with but not discarded. Many
States will face some difficulty, therefore,
in the necessary task of clearing out all of
the local review machinery that does not
work, interferes with competent asses-
sors and impedes the function of State
SUpETVIsion.

Inherent in the general run of local

1440

boards of review is an element of absurd-
ity. The picture may be that of an un-
skilled part-time board correcting the
mistakes of an untrained part-time assessor,
i.e., of the halt leading the blind; it may be
that of a political board protecting a politi-
cal assessor against uncasy taxpayers; or it
may be that of the hazards faced by the
proficient assessor in defending the prod-
uct of his systematic appraisals against the
opinions of a professionally unqualified
and often pelitically minded board that
lacks basic information and comprehen-
sion of assessment standards. The protec-
tion given the taxpayer by thesc agencies
is limited at best and negligible more often
than not.

With joint State-local assessment admin-
istration organized along the lines proposed
in this report, the creation of a simple, effec-
tive review system would become quite feas-
ible. A State’s assessment organization
would comprise a limited number of profes-
sionally staffed county and multicounty
assessment districts and a central supervisory
agency. Under this setup the local review
agency might well be the assessment agency
itself. This arrangement would give the
taxpayer a legally safeguarded opportunity
to present his case before a body that was
better informed abeut taxable values in the
local district than most outside boards could
hope to be. By this means, a procedure,
sometimes designated as the provision of
a grievance period, that already exists in
law or practice in numerous jurisdictions,
would become the local component of the
review pProcess.

This arrangement may be criticized for
its provision of a hearing before an agency
seeking to defend its own performance
rather than before a separate agency; but
it has certain special advantages and is safe-
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guarded by the right of appeal to an inde-
pendent State review agency. Review by
the local assessing agency, after the assess-
ment roll is open for inspection, provides a
direct, simple means of correcting ad-
ministrative errors, taking care of minor
misunderstandings and adjustments, and
dealing with general types of assessment
protests that a competent local assessing
organization is in a better position to han-
dle expeditiously and knowledgeably than
an outside agency. Also, it should be em-
phasized, using the assessing agency to ini-
tiate the review process at the local level
makes available the services of a full-time
professional organization for a temporary
function in a way that is not feasible for
separate boards of review except in very
large jurisdictions.

The taxpayer would be entitled to protest
his assessment on grounds of overvaluation,
unequal valuation, and illegal wvaluation
procedure.  He or his agent would initiate
the proceedings by filing, between specified
dates, an application for review on a form
provided by the assessment agency. The
application would specify whether a hear-
ing was desired. To reduce the number of
nuisance-type applications for a hearing, a
filing fee of at least $2 should be required,
With the application, the taxpayer should
be required to present in writing, for study
by the reviewing officers, a reasonably eom-
plete summary of the reasons for the pro-
test. The hearing should be before one or
more members of the professional staff of
the agency, not including, however, the
appraiser who assessed the particular prop-
erty under review—a restriction designed
to produce a more detached evaluation of
the protest. The procedure should be in-
formal and the taxpayer should be entitled
to appear for himself, with professional aid

if he wishes, or to be represented by his
agent.™ Under this procedure, it is casy
for even the smallest taxpayer to obtain a
hearing before a professionally qualified
tribunal, and if he is dissatisfied with the
ruling he can appeal to the State review
agency. While the local assezsment de-
partment, acting as a review agency, is not
likely to be any more zealous to reduce as-
sessments than are the typical ex officio re-
view agencies which alse represent local
governments, it is bound to be influenced by
the fact that it may be required to defend
its rulings before the State review AgCnCy.

Omnly when there has been a suitable
reorganization and professionalization of
local assessment districts in a State is the
foregoing arrangement feasible. Under
generally prevailing conditions reliance
would continue to be placed on separate
boards of review as the local components of
a State’s review system. That scattered
communitics in some of the States have been
able to develop boards of review of some
competence suggests that such boards have
a greater potential for taxpayer protection
than they usually demonstrate. Realization
of this potential, however, would seem to de-
pend, first, on having jurisdictions of suffi-
cient size and resources to support a well-
equipped board. Where the township
pattern of assessment districts still prevails
the review board usually would need to be
on a countywide basis, and the very many
eounties that are too small to support pro-
fessional assessing also are too small to sup-
port a good review operation. In the sec-

" The tawpayer may fnd it dessrabile ta ume the srvices
of an attorney, an appraiser, an economise, & realtor, ar
same other specialise; thus the procedure should net dis-
criminate 41 to the tpe of bona fide professional repre-
sertation permiteed, [t mary be possible, however, to place
administrative sestrictions on abuses by profesional ossess.
mient-reducers.
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ond place, it would be necessary to replace
ex officio and elective boards by boards ap-
pointed under some system that would as-
sure selection of well-qualified members,
posing a problem that has never been widely
solved. In the third place, a review agency,
in order to have some background of tech-
nical information to enable it to cope with
its dutics, needs the continuing full-time
services of at least one professional adviser,
a requirement that is difficult to meet be-
causc of the temporary or seasonal nature
of the review function unless the district is
large,

In any event, when assessment supervision
is vested properly in a State supervisory
agency, the local boards of review should
serve exclusively as quasi-judicial boedies.
When they, too, are made supervisory agen-
cies there 15 grﬂu.tll:iwdrlc for confusion and
diffusion of responsibility. The State
agency should be able to supervise local as-
sessing directly, rather than in conflict with
or acting through mtermediate agencies of
usually indifferent qualifications and spo-
radic concern with the problem.

Independent State review apencies. Re-
view at the local Ievel can dispose of the
more readily adjustable grievances of the
taxpayers, but this screening out process
leaves unresolved issues that emphasize the
need for an impartial, tax-sophisticated
State review agency to which the taxpayers
can appeal from the rulings of local review
agencies and the assessments and some
classes of decisions of the State supervisory
agency, and find a speedy, inexpensive
means of resolving their assessment contro-
versies™

= Such an agercy would serve well, slie, to hear appeals
af assewars from rulings of separate bocal review boards
and pass on certain tax grievances of other local govern-
ment officers.
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Such a remedy is not provided by appeal
to the ordinary courts of the State, and it
also is not provided by appeal to tax com-
missions, directors of revenue, and other
agencies whose jurisdiction is confused by
responsibility for passing judgment on the
product of their own assessment and super-
VISOrY functions. As John Dane has com-
mented, in evaluating the Massachusetts
Appellate Tax Board, “No single man or
group of men can be expected to be a tax
collector and protector of the State's revenue
for nine-tenths of the time and an impartial
judge for the other one-tenth.” *  What is
needed is an agency scparate and distinct
from the State tax department and outside
the regular State judicial system, concen-
trating on tax questions and performing ex-
clusively an appellate function.

Iilus-trar_lng the type of State review
agency that is advocated here are the Mas-
sachusetts Appellate Tax Board, described
briefly above, and the quite similar instru-
mentalities envisaged in the model State
Tax Court Act developed by the American
Bar Association and made available in 1957.
Maryland, as has been noted, created a
State tax court in 1959 and Oregon followed
with provision for a tax eourt that became
operative in 1962.% The last two AEnCies
are too new to permit evaluation of their
work, but the Massachusetts Board has had
a sufficiently successful operating record

® John Dane, op, e, B 40,

M Hawaii was a pionecr in this Beld, havieg established
a tax appeal court in 1932, The court consist of thres
members appainted by the Governor for overlapping 4-vear
terier, one of whom must be a lawyer and be designated
ai judge of the coort. The court’s jurisdiction, as well xn
that of the four county review boards, extends to appeals
from all State administered tazes, which ipclsde propersty
taxes. A taxpayer may sppeal b assearsent wo the board
of rewiew or directly 1o the tax court; both the faxpayer
and the sisssar may appeal from the decisions of the board
of review bo the tax court; and appeals may be taken by
pitker from the tax court to the Supreme Court.
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over a period of years to give the State tax
court concept more than theoretical attrac-
tion. Whether these tribunals for tax ap-
peals should be called boards or courts
probably is not of great moment so long as
they have the necessary attributes, but the
use of the term “court” may help to distin-
guish them in the minds of taxpayers from
the various uninspiring boards long associ-
ated with the property tax.

These agencies arc authorized to pass on
appeals not only from valuations for ad
valorem taxation but from assessments for
State collected taxes. The members, vary-
ing in number with the size of the State and
prospective case load, typically would be
appointed by the Governor, on the basis of
their qualifications for dealing impartially
and skillfully with tax problems, to serve
full-time for relatively long, overlapping
terms of office.  The model State Tax Court
Act calls for five judges, appointed for 9-
year overlapping terms, but three would
suffice for some States and a few States
might need only one. The court would sit
at various places throughout the State for
the convenience of the taxpayers, with au-
thority for a single judge to hear small, un-
complicated cases providing flexibility for
this purpose.

Appeals to the court or board would be on
the basis of written application and would
involve no more than nominal court costs.
The proceedings would be de novo, the
rules of procedure would be more simple
than those of the ordinary courts,”™ and the
objective would be expeditious adjudica-

= The rubea af proceduse in the model Geate Tax Coart
Act resemible those of the Unied States Taw Court, tech-
nically an sdministrative body as an independent agency
of the executive branch and not a part of the Federal
court system, and thus able to follow mmpler procedure

which kopefully would afferd the taxpayer a speedier and
more econamical remedy.

tion, with the court empowered to affirm,
decrease, increase, or cancel assessments, or-
der rebates, and the like. The taxpayer
could appear without a lawyer if he so
wished. Decisions of the agency normally
would be final as to the facts, and appeals on
questions of law desirably should be on the
basis of the record to the highest State court.

The Massachusetts board conforms more
closely to these general specifications than
do the Maryland and Oregon Tax Courts.
Maryland followed the basic principles
where legally feasible; but under its consti-
tution the only way in which it could estab-
lish a tax court was to make it an adminis-
trative agency, which, in turn, because it
was not a constitutional court, precluded
appeals from it to the highest State court.
It should be noted, in view of Maryland's
limitation, that appeals from the Massachu-
setts Appellate Tax Board, New Jersey Divi-
sion of Tax Appeals, and Ohio Board of
Tax Appeals lie directly to the highest court.
The Tax Court created in 1961 by the Ore-
gon legislature to handle the appeals of
property and other taxpayers is designed to
free the State's regular cireuit courts from
concern with technical tax questions, be-
come increasingly expert in the area of tax-
ation, and be of special benefit to small
taxpayers. Appeals from decisions of the
court may be taken to the State Supreme
Court. Departing from the concept of ap-
pointive judges, the Oregon tax court con-
sists of a single judge popularly elected on
a nonpartizan basis for a 6-year term, with
the State Supreme Court authorized to ap-
point judges pro tempore as needed.

The creation of good machinery for tax
appeals is an important and necessary step
in effectuating remedies, but even the best
machinery for this purpose will not function
well unless it is operated by a highly quali-
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fied personnel. The type of State review
agency recommended here has a vast poten-
tial for protecting property owners against
inequitable assessment, but only if the
agency iz given due prominence in the gov-
ernmental organization and staffed with
people of great integrity and courage and
unquestioned experience and ability in the
ficld of property valuation.

Aid for the Small Taxpayer

The small property owner is a help-
less victim of inequitable assessment unless
he has available a simpler remedy than that
of hiring a lawyer, incurring substantial
other expense, and facing formal proceed-
ings before a court or even the less formal
ordinary proceedings before an appeal board
or tax court. “'Insome respects,” as Heller-
stein says, “the single most important prob-
lem in our entire property tax system, in
terms of equality among taxpayers and the
dissatisfaction of our citizenry with our tax
system, is that of providing an informal, in-
expensive and impartial forum, where the
ordinary eitizen can have his day in court,
without formality, lawyers, delay, or the
paraphernalia of a judicial proceeding.” **

A small claims division, or a small claims
procedure, in the independent State review
agency whose adoption is advocated above
can go far in providing the remedy which
the small taxpayer now lacks. Both the
Massachusetts Appellate Tax Board and the
Oregon Tax Court have such provisions, the
former long demonstrated by actual use as
having much practical value and the latter
still to be tested.

Asindicated in the earlier summary of the
Massachusetts Appellate Tax Board, two
types of appeal may be filed—one under

= Hellersteln, op. <it., p. 454

144

formal procedure and the other under infor-
mal procedure. Under the latter, designed
to provide a minimum of delay and expense
for the small property owner, the appellant
waives any right of appeal to the supreme
judicial court except on questions of law
raised by the pleadings.

The Oregon Tax Court law provides for
a small claims division, utilizing the regu-
lar tax court judge or judges. The divi-
sion’s jurisdiction in the property tax field
applies to real property having a true value,
as determined by a board of equalization,
of no more than $25,000. The appellant
pays a filing fee of $1.50 and may appear
on his own behalf or may have legal or other
professional aid. The procedure is informal
but all testimony must be given under oath.
The court may hold hearings in any county
scat. Once the taxpayer elects this pro-
cedure he may not revoke the election and
has no further right to appeal or bring suit
on the izssue for the particular tax year. The
decision does not set a legal precedent, ap-
plies only to the year in question, and may
not be appealed.

The Means for Proving Inequalily

Even when an aggrieved taxpayer has
ready access to an impartial, competent
tribunal with a simple, inexpensive proce-
dure for reviewing his assessment, he still
faces a serious obstacle to obtaining relief
unless he has a ready means of proving in-
equality when assessments generally in his
assessment district are at some undefined
level below the legal standard or follow a
wide and wandering range. The decision of
the New Jersey Supreme Court in the Kents
case in 1961, permitting the use of the State
determined average asscssment ratio as a
basis for adjusting the plaintiffs’ assessment,
focused attention on the potential value of
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assessment ratio studies in helping the tax-
paver to prove discrimination.

Such ratios have been gaining some rec-
ognition in the courts and boards of review
of several States, but in only a very few
States have they received general accept-
ance as presumptive evidence of an existing
average level of assessment on which tax-
payers could rely in contesting their assess-
ments. The Oregon legislature enacted a
law in 1935 providing that a property
owner, in petitioning a board of equalization
or the State Tax Commission for a reduction
of hiz assessment, has to show only that his
property is assessed at a higher ratio than
the average ratio determined annually by
the county assessor and checked by the State
tax commission by means of ratio studies.™
In New York, under a law enacted in
1961," the State established ratio for the as-
semment roll containing the assesment
under judicial review may be introduced as
evidence on the issue of whether the assess-
ment is unequal.

The use of State determined assessment
ratios to aid taxpayers in appealing their
assessments was endorsed strongly by a
study committee of the National Tax Asso-
ciation reporting in 1958." The committes,
noting the average taxpayer's otherwise im-
possible task of proving inequality, declared
that:

If, however, the official asesment ratio findings
of the State research agency were published, and if
they were given some force in law, the taxpayer
would be provided with the kind of machinery he

™ Laws Belating to Apesement and Taxation, 300.410,
See, also, vol. 2, Oregon.

¥ Real Property Tax Law, sec. 7TH{5) as amended by
ch. 942, Law af 1561,

" UReport of the Committee on State Equalization of
Local Propersty Tax Assessmnents," National Tax Assccia-
tiom, Proceedings, [958, ap. &, pp. 393334,

deserves to have. He would be relieved of the ridic.
ubous necesity of determining his own facts for the
presentation of protest, and the property tax would
be relieved of what has, historically, been one of its
heaviest burdens,

The committee considered various ob-
jections to the publication of assessment ra-
tios and their use for this purpose, but in-
sisted that “the taxpayer must be provided
with more than a technical opportunity to
object” and that it “cannot condone any
frustration of the constitutional guarantee of
due process, whether this frustration is
overt or whether it takes the disguised
form of requiring impossible proofs of the
litigant.”

The regular production and publication
of asscssment ratio studies, with statutory
authorization of their use by taxpayers as
evidence in appeals on issues of assessment
inequality, are steps that no State can afford
not to take if it is seriously intent on
strengthening the property tax. A State
should be warned, however, that they pro-
vide a double-barreled remedy—more
equity for the taxpayer but also more
grounds for discontent with the prevailing
quality of assessment administration.

Before adoption of this policy a State
should be well aware of the responsibilities
and problems that it creates and be pre-
pared to cope with them. For one thing,
a State’s assessment ratio studies will re-
quire development under sound statistical
methods and procedures that will permit
them to stand up under the scrutiny of
property Owners, assessors, review boards,
courts, and their technical advisers, It is
doubtful that these standards are being met
presently by the ratio studies of more than a
handful of States. Also, there are statistical
problems to be solved and refinements to be

worked out because of the numerous classes
of property that would be involved in the
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protective use of the average ratios. It is
obvious, too, that sound standards not only
must be established but must be consistently
maintained. Another issue that would call
for resolution, in order to avoid misunder-
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standing and misuse of this protective tool,
is the degree of inequality that would con-
stitute evidence of discrimination, ie.,
determination of the reasonable range of
tolerance.



Chapter 13

CENTRAL ASSESSMENT OF RAILROAD AND OTHER PUBLIC UTILITY
PROPERTY

I. VALUATION AND ALLOCATION UNDER THE UNIT RULE

Among the problems of property taxation
one of the most controversial and perplex-
ing is that of administering the ad valorem
tax on railroads and other public utilities.
One solution would be to replace this com-
plicated method of utility taxation with a
more readily administrable tax in lieu of
the property tax; but as one tax adminis-
trator recently remarked, “We probably
will continue to tax utilities under property
tax laws and constitutions requiring such
taxes for a long time; therefore, efforts
should be made to improve the cfficiency
and equity of the tax,” *

Railroads and other public utilities are
subject variously to local general property
taxes in the great majority of States; a few
States, however, apply special property tax
rates to some or all classes of utilitics or
exempt them completely from property
taxes in favor of other forms of taxation.
Since the majority of local assessment dis-
tricts are too small to employ appraisal spe-
cialists, and since the property of major
utilities may extend not only into several as-
sessment districts but into more than one
State, the advantages of central assessment
of this class of property are obvious; and in
most of the States in which public utility
property is taxed ad valorem, some or most
major utility property is centrally assessed.
Under this arrangement a State usually ap-
praises each utility as a unit, appertions a

*E. L. Maynard, “FProperty Taxation af Eleciric and

G Utilities,” in Proceedings, Mathonal Tax Assceiation,
1959, p. 250,

part of the value to itself if the utility is in-
terstate in character, and allocates the value
within the State among the local taxing
units in which the property is located.

While central asessment of public utili-
ties has notable advantages, actual and po-
tential, it also has major problems. There
is, for one thing, a considerable range
among the States in the quality of assess-
ment of such property. In the instance of
interstate utilities, a tendency exists for
States to allocate to themselves fractions of
value that add to more than 100 percent of
total wvalue. Equitable intrastate alloca-
tion of centrally determined valuations to
the local taxing units exists more in theory
than in fact, and equalization of State and
local assessment levels is considerably less
than successful in numerous States. This
chapter deals bricfly with these problems
and their possible solutions.”

*No recent comprehemive comparstive iedy of Sate
laws on the taxation of public wtility property has been
made.  Heowever, a good Stabe-by-State summary af the
apesaing authorities for public utility preperty in 1957 b
given in Taxable Froperiy Faiues in the United States, op.
efl, pp. 3=t A defniled tahle showing major trpes of
watikities, their nssessment and tawation on Jan. 1, 1953, may
ke found in Apprairel of Ralroad end Qiker Public LR
iy Proparty for Ad Valorem Tax Puspones, National Asso-
ciaticen al Tax Adsminlierater, Comsmintes an Unit Valus
ation | Federation of Tax Adeministrators: Chicaga 1954),
app. A-1 (herealter eated an “NATA Commivies cn Unit
Valuation Repart™). See alw the diseusion In ch, IIT
of Carrler Tawation, House Diocument 160, 79th Com-
gress, Dot Semion (1942). A tabulation of 193 showing
aswrmment organization For wtility amd rafrosd property
appears in Final Report of the Jofad Falerim Comerillas
en Arétrmeent FProetiees fo the California Lepinlatwre

(1239), app. E, pp. 28-112 J{hereafter cited as “'Califor-
nia Committee on Assessment Practices 1955 Report™ ).
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GENERAL CONSIDERATIONS

The basic objective in the appraisal of
public utility property for ad valorem tax-
ation is the same as in the appraisal of other
property for this purpose—hAnding the mar-
ket value. ‘The objective is entirely feas-
ible; but because utility property differs in
some respects from other classes of property,
the methods that must be used to achieve
the objective also differ.

Appraisal Under the Unit Rule

The unitary method eommeonly used in
the central assessment of utilities recognizes
that a utility is an integrated enterprise, and
that its market value is not a summation of
the values of its various physical compo-
nents but its value as a whole as a going
concern.  As one appraisal expert ex-
plains the essence of a unit appraisal, “. . |
separate appraisals of the rolling stock,
right-of-way, ties, rails, bridges, and other
structures of a railroad will net produce
the value of the railroad as a common car-
rier of goods and services. Its value as a
common carrier is derived largely from the
particular way in which the rolling stock,
ties, rails, and other things required to
make it a going concern are put together
into an operating unit capable of rendering
transportation services.” * The same prin-
ciple applies to other types of utilities.
What a gas transmission system, for exam-
ple, would =cll for in the market cannot be
determined by getting aggregate figures for
the value of right-of-way and scrap value
of pipe in the several assessment districts
through which it runs.*

Y M, Chapman in California Commiltes om A
mant Practizes 1959 Repord, op, cie, p. 230,

* Central pssesslag evelved from offorts of the States in
the last half of ke 1%k cemtury to reach and tax the

“going-concern' valoe of raflrosds, Ag that time valuss
based on stock and debt value ar earnings were generally
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Under the unit rule, the central agency
finds the valuation of a utility enterprise in
its entirety, regardless of whether it oper-
ates in more than one local assessment dis-
trict or more than one State. If it iz an
interstate enterprise, the agency must then
determine the portion of the total valuation
that is applicable to that part of the property
located in its own State. If the central
assessment under the unit rule is for pur-
poses of local taxation, the valuation within
the State of any utility located in more than
one assessment district must be apportioned
to such districts.

While a few States still cling to the
local assessment of railroads, and a larger
number to the local assessment of various
other major utilities, it is evident that the
local assessor faces considerable futility in
trying to appraise a small segment of a large,
integrated enterprise.  Ordinarily he must
use the so-called fractional method of valu-
ation—"a valuation of one of the parts with-
out reference to the value of the whole,” ®
and if he tries to employ some element of the
unitary method he is likely to encounter
trouble.* Conceivably, each local assessor

higher than values based om cost factoms. See, for ex-
ample, facts in Afchiren, Topeba & £F, Ry Ca w
Swilivan, 173 Fed. 436 (C.C.A. Bab 190%), The right of
the States to tax “going-concers" value measared by either
or both stock and debt walee or capitalieed sarmings was
sustained im & seriza of U5, Supreme Court cases com-
memting with the State Railroad Ter cases, 92 U5, 575
(1ETS). A few other casss in the sries ane: Pirteburgh,
G, & S Lo Ry, Ca, v, Backus, 154 115, 421 (1394);
Cleveland, Cen., Chicapo & S5 L. Ry, Oo. v Backms, 154
1.5 439 I:lﬂg'd_l; and Adamy Expreir Co, ¥, Mhio, 165
L5 194 (18096].

*MNATA Commitbes on Unit Valuation, op. ct., p. 2.

* For example, in am cld and leading Mew York case
an radpasd wvaluaton, Prople sx rel, Delomore, Lacks-
wanns & B, B8R Co v Clapp, 152 N.Y, 490, 494455,
46 M.E. 842 [1897), the court, in rejecting & town's rail-
road track assessment based on capitalized earnings allo-
cated per mile al track, zaid: “Bat to ascertain the valus
al & bew miles af radlraad in a country town wpon a com-
ple= theary based upen the incame ar rentals of two hun-
dred miles in this Stae of & iniricate railroad system
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could apply the unit rule, appraising the
utility as a whole by use of the most appro-
priate evidences of value and allocating to
his district a fair portion of the total value;
but in practice the duplication of effort
would be enormously wasteful (assuming
that local assessment districts could afford
the necessary facilities), and the conflict of
results would produce utter confusion.

What Utility Property Should Be Centrally
Assessed?

While most of the States in which public
utility property is taxed ad valorem pro-
vide for some central assessment of public
utility property, there is no uniformity of
policy among States, or within States, as
to what utilities, or what property of utili-
ties, should be centrally assessed. Ior ex-
ample, a State may follow one policy for
railroads, another policy for telephone and
telegraph companies, and still other policies
for electric and gas companics. Again, with
respect to a given type of utility, one State
may provide for the central assessment of
all property; another State, of all operating
property; another State, of all property of
companies operating in more than one
assessment district; another State, of all
operating property of such companies; and
still other States, of only the personal prop-
erty, or other specified segments of the prop-
erty, of such utilitics. This is merely an
oversimplified llustration of what nation-
ally is a virtually unclassifiable situation.’

exfending into other States is impracticable, and, if per-
mmitted, would, in mamy cases, Tesult in injustice.” How-
ever, see Borton Gar Co. v, Adsserrors of Borton, 334 Mass,
59, 137 M.E. 34 462 (1956], in which earnings were
comiderod in amsessing certain property locaeed in Bosion
of & gas company cperating bn 19 pther loealities ns well,

TZee citations In footnote 2; zlso, ses comparisos of
methods for railroads, pipelines, motor carriers, airlines
and water carriery in Sydmey L. Miller, “The Taxstion of
Transportation Faslities," Proceedings, Naticnal Taz As-
sociation, 1554, pp. TA-101,

Observance of a few basic principles re-
garding the most suitable jurisdiction for the
assessment of utilities on which there is
rather general agreement among the author-
ities would rationalize the arrangements for
central assessment of utilities in many States,
These principles may be summarized as
follows:

1. Central assessment should be extended
to all of the property used in the business of
all classes of utilities which commaonly are
located in more than one local assessrnent
district and which are more readily and
equitably assessed on a unitary basis.”

What should constitute the unit for ap-
praisal purposes needs clear determination.
According to C. M. Chapman, “Funda-
mentally the unit should include all property
used in the business, whether owned or not.
It should exclude all property owned but not
used in the utility business.” *  The conclu-
sion seems unanimous that the unit should
include all property used in the business.'

*The MATA Committee on Uslt Valuation lists foar
factors favoring central susesment: (1) relatively large
proportions of movable property; (2] operation over o
wide territory; [3) t:unp.'rn:it]' of the appramal task: {4}
regulation by a Sate agency.  (NATA Committes on Uaid
Valwatten Reporr, op. of., pp. [0=11.}

" Chapman, ap. i, p. 234,

* James W, Martin, Taxation of Pullic Service Corporas
Homs in Firpiziz, Research Report of the Virginia Public
Service Tazx Study Comanittes, Hichmond, 1947, p. 82;
NATA Comrmeitier on Unit . Falwation Repart, op. cily
P 17-32; Jobin Anstle Groncuskl, Palusrios of Railraads
for Ad Falerem Tas Purpodes, Doctoss] Disertation
Series, Pub, Mo, 14,701, University Microfiles {Ann
Arhor, Mich., 15955), pp. 2331 ; Broley E. Teavia, “A Sur-
vey of State Asessment of Property,” Lepinlatier Coumedl
Report o the Colorade Graeral A rremibly: Public Leilay
Asserrmants, Resarch Report Ne. 33, 1958, p. 43, (Here-
after cited as “"Colorado Legislative Council Report™.)
Sen alsa, older discuicen bn Procerdings, Wational Tax
Amaciation, 1958, James W. Marts, "Application of Tnit
Railroad Assessment Basis Where Subsidiary Lines, Lensed
Line, apd Trackage Rights Are Iovolved," pp. 174=178;
George W. Mitchell, “Use va, Cwmership as a Baris for
Taxation,” pp. 284-282; Geerge O, Tunpell, “Use
COrwnerhip 20 a Basds for Taxatlen,” pp. 318-322,
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Borderline questions arise, however, aver
such items as trackage rights of railroads
and, for all utilities, property jointly oper-
ated by more than one utility and property
of subsidiaries. With respect to the inclusion
or exclusion of nonoperating property
owned by utilities there is less unanimity,
since either course may pose special prob-
lems;™ but when the property involved is
similar to the types of property commonly
assessed locally the case is strong for its local
assessment.'”

2. When central assessment is extended to
some utilities of a given type, it should be
extended to all utilities of that type, includ-
ing those whose property lies in a single local
assessment jurisdiction. Failure to do this
results in wasteful duplication of specialized
appraisal facilities and tends to deny uni-,
form treatment for all utilities of the same
type.

3. Central assessment should be extended
to utilities which commenly are located
within single local assessment districts when
they lend themselves well to the unit Tule of
appraisal and when the central agency is in

* The chief reascn for inclasion s the diliculty of moas-
wring the portion of sock and debt value sttributable w
nonopersting property.  The principal resson against in-
elisslon is the problem of interstate allotation of a mystem
value which [ncludes nonoperating property located in
other Staies, This property s and should be taxable only
in the gitus State. Gromouski conclades that the abjections
outweigh the advantages in the case of railroads. Gro-
mowski, #fp. cif., p. 37, The tonclusion of the NATA
Committee is not clear. NATA Commiliee om 'mid Fal-
ualion Réport, of, e, pp, 20-21,

For a summary of government units assesing nonopers
ating property of atilitics, showing the lack of amformmity,
inn oal. 12 of table in app. E, California Commitier or
Assermnent Praciices 1959 Reporl, ep. eff., pp. 98-10T,

W As stated, e.g., by the NATA Committee: “there ik a
strong case for assigning nonoperating property fo local
asgessment jurisdiction so that it will be assessed under the
paolicies applicable to like properties in different owner-
ships." NATA Commidter on Unit Folwation Repord,
ep. e, pe L1
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a better position than the local agencies to
assemble assesment information.”

4, The law should be so clear in its allo-
cation of jurisdiction between State and
local assessment agencies as to avoid any
misunderstanding by the assessors and any
confusion or opportunity for evasion for the
taxpayers. When only the operating prop-
erty of utilities is centrally assessed, the
central agency should provide local assessors
annually with identifying descriptions of the
nonoperating property in their respective
jurisdictions.
ﬂrgdﬂimﬁr:?n and Procedure

Central assessment of major utilities un-
der the unit rule is the most suitable method
of assessment administration for this class
of property, but it can be very unsatisfactory
in practice unless the organization, proce-
dures, and policies are designed to produce
competent and equitable resules.

Competent central assessment requires a
suitable administrative organization and
staff. As emphasized in chapter 11, this
function should be performed by a section or
division of a single State supervisory agency
responsible for the State’s share in adminis-
tering the property tax, rather than by a
separate agency. It needs to be under the
general direction and guidance of an agency

“ For example, in his survey of State assemment of
propecty in Californis, G, M. Chapman recommended that
privately owned water wiilities and regulated air carriers
be placed under the asewment jorisdiction of the State,
the farmer, alibosgh located mainly within single coun-
ties, because the central agency was in a better pusiben
to assemble assewment information, and the later, becanse
“county assmssare may be able o cover ground property
but flaght equipment pescbhically defien local sisemment.”
On ke other hand, he recommended that jurisdiction to
assess pipelines, flames, canals, ditches ard aqueducts not
ertirely within the limits of any one county be reswrmed
to the counties Because “the nature of these propertics ia
such that the unst rule of appraisl cacmat be amployed,™
[Califormia Commitdes on Apwermant Fracbices 1959
Repert, pp. 20-500)
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director responsible for coordinating the
entirc  State-local assessment operation.
The technical staff must be adequate in
specialized training, experience, and size to
handle the specific functions to be per-
formed, and it must be equipped with the
working tools it needs. All too often the
central agency’s budget is deficient {or both
of these requirements,™

A second essential is a carefully drafted
State law setting out the basic procedures
and standards to be used by the central
agency in cach stage of its valuation and
allocation functions. The law must provide
clear guidance, but it should not be so de-
tailed and rigid as to prevent the central
agency from exercising the discretion and

4 Lee discassion of State agencies and staffs in NATA
Committes on Unit Valeaticn, op. cit., pp. 9-12, and app.
A—d showing the namber of official and staf members
of the variows State agencies, A tax administrator, Rob-
ert H. Allphin, discasses the problem of keeping a come=
petent staff in “Railroad Tax Problems,” Proceedingd, Nas
tional Tax Asociation, 1954, pp. 73-T77. Noge, won, the
firding of the Colorads Laglilative Councll Comanditos o8
Aassemment Metheds, which had becn asigned the tak
of studying public wtiliey aseuments in 1939; “The vasi-
ous evreds af amiiglen of commssion of the Tax Commdis-
stan relerred 1o above are partly a result of the fact that
the Commision bas no saff assigned to gathering and
analyring data and making imvestigations wpon which ihe
Commirion may base is wvalue jodgments.  Assistance
it needed also in checking data concemning the walue af
nom-operating property and pRoperly  oflherwiee  based
which must be deduwcted from unbtary appraizals, and is
checking data upon which Interstate allecation of values
and intrastate apportiomment of ascaments are made,™
Colgrado Legiclative Councll Report, op, cit.,, pp. ix, X.
The tax represesmeative of & Califernda public wtlity has
commended the work dons by the State’s Valvation Divi-
tion as follows: “The process by which public wtilities
are valwed has rexched a highly developed state,  Although
there are still imparase dilerenées of opinion with res
spect o specific issues in the waluation peoccss, it eems
fair to say that it is commonly recognized that the hasie
agproach is & walid one and that the technical aspects are
aa scientifically conducted as pessible”  Leslie E. Car-
bert, “Praperty Tax Adminiseratton and Public Utilities,”
Mansperiant't Seake in Taox Admininrerion, Tax Institate,
Inc. (Princeton, M.J. 1961), p. 150.

judgment required.” Many of the statutes
controlling public utility assessments were
enacted years ago before the technical as-
pects of asesing under the unit rule were
as developed as they are today, and the laws
of some States provide precise formulas of
valuation and allocation which the admin-
istrator must follow regardless of the distor-
tion which may result."

The Major Steps Under the Unit Method

Under the unit method of asessing the
property of railroads and other public util-
ities, there are four major steps to be con-
sidered: (1) finding the market value of
cach public utility enterprise as a whole;
(2) if the utility enterprise is interstate in
character, determination by the assessing
State of its share of the total value {inter-
state allocation of system value) ; (3) if the
property is locally taxed, as in most instances
it is, apportiocnment of the intrastate value
among the local assessment districts and
taxing units in which the property of the
utility is located {intrastate allocation) ; and
{4) equalization of the public utility assess-
ment with assessments of other taxable
property in the local assessing districts,

In the instance of intrastate utilities and
utilities subject to property taxation only at
the State level, not all of these steps are in-
volved ; but to the extent they are applicable
they are important and present complex
problems. All of the applicable steps must

= hes, for example, the model law proposed for Vie
ginia by James W. Martin, Tarafion of Public Service
Corporaiionr in Firginia, of. it app. B, p. 119, Many
af the provisions in this model law were incorporated in
the mecemtly enacted Eentucky statute governing public
utiliey properey tamation (Kentucky Rev. Stats, 5S134,
120-[56. 180, aa amended by ch, [86, art. 11, Kentacky
Laws of 1960).

"iCalerade statates specifying methods for interssate
and intrasaie allocation are dllustestive of this, See dis-
cussion and recommendations of Brodey E, Travia, Colos
rad'e Legintatior Council Reporf, op. cit., pp. 5=6, 70,
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be administered well if the final assessments
are to be equitable both for the public util-
ities and the other taxpayers. For example,
a central agency might do a thoroughly com-
petent job of valuation and yet stultify the
final results by seriously defective allocation
or cqualization. The following brief dis-
cussion of the techniques involved in these
four steps or procedures can do no more than
touch the highlights in indicating those areas
in which States may improve the adminis-
tration of ad valorem taxes on public utility
property.

Significant work has been done in the last
decade to improve the assessment procedure
for public utility property under the unit
rule. As the references in this chapter dis-
close, State tax administrators and their pro-
fessional organizations and legislative study
committees and their professional consul-
tants have made important contributions.

VALUATION OF THE PUBLIC
UTILITY SYSTEM

In appraising public utility property for
taxation, the assessor has the same goal as
in appraising common property—finding
the market value. Since public utilities
rarcly are bought and sold, he must use
other evidences of value than sales; but such
procedure is not unique as it must be ap-
plied to various other classes of property.
In being regulated enterprises, however,
public utilities are measurably different
from ordinary business enterprises, though
in ways that vary among classes of utilities.
Some utilities are free, or relatively free,
from competition ; but when their earnings
are limited to a fair return on historieal cost,
the cost of duplicating the existing property
after a long period of inflation provides lit-
tle evidence of their market value. In the
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instance of railroads, the competitive ele-
ment is 50 controlling that authority to cam
a fair retumn is illusory and a large amount
of economic obsolescence may exist. Under
such eonditions, historical cost or reproduc-
tion cost provide even less evidence of pres-
ent market value.

Some of the distinctions between utility
enterprises and ordinary business enter-
prises are far from ahsolute—electric and
gas utilitics, for example, may compete with
each other or have potential public compe-
tition, and railroads have no monopoly on
economic obsolescence; but the fact that
utilities are highly regulated enterprises has
some part in determining the appropriate
procedures for finding their market value.

Three types of value evidence will gen-
erally be available for consideration by the
appraiser: (1) cost—original or reproduc-
tion; (2) capitalization of earnings; (3)
stock and debt value™ There 15 a fourth
which seemingly has been “the most influ-
ential of evidences” in too many States,
This is the last or prior year's assessment,
which may have nothing to do with market
value.™

Opinions have differed and still differ

" These are not the enly evideness of value, The ap-
praiser ideally should envitage the bharghining protcsa
which would sccur between a seller and buyer of ghe en-
tire operating unit, and consider also such additiomal fas-
fors as the population and industrial trends of the amca,
the competitive position, quality of present management,
ete. NATA Commidice on Uan Falwalion, of. éil., i 2,

® Commentimg in 1939 on railroad asesmment, one
amtharsty paid: “Thers are still cther Staves where the
cisrpent adeedament B determined by taking last vear's
pessment and odding or sebiracting oet additions or
retirements. The assessor of ope of such Ssates very
frankly stated that he proceeded on the ssumpeion thas
someone in the distant past had feund the valoe of the
fallroed and char this wvalue determination became kit
guidepost. For many of this type of asscean, she logie
back of ‘last year's asscsiment’ remades & deep dark
secret.” 0. M. Chapman, "Property Taxation of Rail-
road Properties,” Proceedings, Mathonal Tax Aswciation,
1959, p. 252,
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considerably as to the relative merits of the
three evidences as measures of market value.
The result has been that today the profes-
sional appraiser advocates reliance on more
than one, each serving as a check on, or test
of, some aspect of the other and thereby
indicating to the appraiser those evidences
which should be given the greatest consid-
eration." The suggestion of one authority
is appropriate here:

It seerns clear that, regardless of how desirable
it wonld bl:- dal hawve a :‘Iz:lda[d [du'muh. [l:lr :If.ri.'u']hg
the value of a railroad, the problems invelved in val-
uation are not conducive to solution by rigid mech-
anistic procedures. This does not mean that the
assessor should assess a given railroad from year to
vear solely on the basis of a "judgment” evaluation
of the evidences. * * #* Valyation on a purely
judgment basis can too easily degenerate into sheer
guesswork or placing too heavy reliance on “'last
year's assessment,”

It is suggested here that the assesor can avoid
the pitdfalls of both the standard formula and judg-
mient approaches by treating each railroad operating
in his taxing jurisdiction as a separate assesument
problem, A careful and detailed analysis for cach
rail earrier of all relevant data * * * can form the
basis of the assestor's judgment as to the reliability
of the primary value evidences as indicators of mar-
ket value for the particular railroad under study.
On the basis of his investigations the assessor can
devise a separate valuation formula for each rail-
road, with its components weighted o as to best re-
flect market value in each specific situation, ®

That some States apply a standard for-
mula has at least been evident in the case of
railroad valuations.™

*See paper of . Blair Hutsan, “Weighting the Evi-
dences of Valoe in the Dewermination of a Syetem Value,™
presented at 1958 Western States Association of Tax Ad-
minizirators Conference.

® Gronoushi, ep. cit,, pp. 249-250

¥ Recent cases showing thot this bhas been the practies
for same railroad assessments are: 51, Louis-San Eran. Ry
Co. w, Arkanrar Public Serpigce Commirsion, 227 Ark, 1066,
04 EW. 2d 297 (1987) [one-third reproduction cost,
omye-third capitalized earnings, cne-third plock and debe
walue ) ; Chicage, Burlingron & Q. K. Ca. v, Dape. of
Revenue, 161 ME, 2 838 (L 1859) (same as Arkas-

A description of each clement reveals the
comparative weaknesses and strengths.

Cost (Original or Reproduction} Less
Depreciation

One of the most hotly debated issues in
the valuation field is whether cost elements
should ever be uged, and, if so, when and to
what degree,

The precise definition of eriginal (or his-
torical ) and reproduction cost which would
be given by economists 15 not of much value
in the taxation field, for the staffs of tax
agencies are usually unable to make inde-
pendent estimates of these costs. Thus
these two terms, for practical reasons, are
often used by the appraiser in the sense de-
fined by the regulatory agencies, which
prescribe the manner in which utility and
railroad books are kept or which have made
cost estimates for rate base purposes.

Original or historical cost.  The usual
meaning of original [or historical) cost for
tax purposes is the cost incurred when the
property was first acquired for public utility
purposes,™

The rate base of regulated clectric, gas,
telephone and water companies is today
generally predicated on original {or histori-
cal) cost less depreciation. When this is
the case, the theory for using original cost
for the tax valuation is that the cost figure
becomes a measure of the possible earning
sas); Chicago, Burfington & (. R. Co. v, Stats Bd., 170
Dok, 77, 100 MW, Id 855 (1960) (one-third investment
cost, one-third eapitabioed eatalags, ooe-third steck asd
debet valee). A simdlar tendency was shewn by scveral
Federal courts.  The se-called 40-40-20 Rule (40 percent
expitalied earniegd, A0 pereeat itock and dobe valee sod
20 peroent reproduction oot lew depreciation] was an-
nounced in Northera Pacifle Ry. Co, v. Adamr Comnty, 1
F. Supp. 163 (ED. Wash. 1932) and used with slight
varintions in Werdern Linign Telagraph Co. v Wilrox, BS
F. 24 352 (C.CA, Bth 1936) and Grand Trunk Wedern
R. Cs, v, Brawn, 32 F, Supp, 784 [E.D, Mich. 1940,

= Hee discusmion on delinition, NATA Commitlnd on
Lrmit Falostion Report; op. it pp. 50=54.
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capacity of the enterprise since it is the
measure of the amount upon which the util-
ity may expect to earn the rate of return
considered reasonmable by the regulatory
agency. Two assumptions must be made
if original cost [or rate base) is to be com-
pletely relevant to market value: (1) the
rate of return adopted by the regulatory
body must be one that a purchaser would
consider reasonable, and (2) the prospects
are that the utility will eam the amount esti-
mated by the regulatory body.

One commentator, after pointing out that
in inflationary times more often than not
there is a continual deterioration in the
carning position of utilities not fully allowed
for in the rate, submits that historical cost
tends, at present, to mark the top of the
range within which market value is to be
found.™

The cost figure as used for the rate base
should in all cases be adjusted before being
usedd for tax valuation, Taxable property
not in the base (such as construction work
in progress ) must be added and nontaxable
property excluded, Sometimes the depre-
ciation reserve permitted by the regulatory
agency is not accepiable for tax purposes.™

In some States, original cost [sometimes
called “investment cost”) i considered as
an element in valuing railroads.  The orig-
inal cost used is not theoretically an origi-
nal cost (that is, the cost incurred when
first acquired for railroad purposes), but
an original cost valuation made by the Inter-
gtate Commerce Commission.™ The com-
mittee on Unit Valuation of the National
"= Hutson, op. it.

W 8ee State Tar Commicsion v. Comsumer's Heating
Co., 795 F. 2d BT (Oregon, [953] which shows an im-
stance in which differest depreciations wern wied for taxa-
tion and rate base,

®iH what this consisgs @ set oul in deeald] in NATA

Comimiitee om Uil Valwation Report, ap, &, pp. H-54;
Cromnouskl, op, off,, pp 200-304.

154

Association of Tax Administrators in 1954
was clearly of the opinion that original cost
offers little help in determining the market
value of railroads [original cost is not used
to estimate the rate base, and the conditions
of the railroad industry would indicate that
market value of carrer investment is less
than original enst).™ On the other hand,
Oregon, a State which usually has a good
reason for using an clement, uses L.C.C.
original cost less depreciation, with an addi-
tional consideration for obsolescence to-
gether with camings and stock and debt,
where available, on the theory that, by hav-
ing a property factor, some stability in rail-
road assessments is contributed,™
Reproduction cost less depreciation. The
hue and cry agamnst using or giving much
weight to reproduction cost less deprecia-
tion—the cost of duplicating system prop-
erty at current price levels—in valuing rail-
road property has been growing in intensity
in the last few decades,™ A usual reason

B NATA Coremitter on [ndf Folustion Report, ap. el
84, Cf, hewever Gromeuski, ap. 2, pp, 209-211,

D, M. Fisher, “What's Behind “Unlity” ¥Valuations™
Oregan State Tax Commisston Review (1959) po 15
See also Chisapo, Burlington & Qwiney K. Co. v. Stake
Board and cases following it, 170 Meb. 77, 101 MW, 2d
B56 [1960) showimg that Mebraska gives one-third weight
to investment less depreciation. A summary of indeses
af value appearing in app. 12, Califernia Committes on
Asgecrmaent Practices 1959 Raporf, ap. ot po 279, lists
eight States as wsing depreciated historical cost for rails
roads.

"™ Recent discussioas are: 1.5, Congress, Senate Come
mittes on Imberstate ard Forelgn Commerce, Nodional
Tramipartation Felizy, Preliminary Draft of Repore, Spe-
cial Swsdy Growp on Transportation Policies js the Tnited
Staves, B7th Cong., Ist Seaa, Washington: 1961, pp. 456,
470481 rhercafier referred to as “Doyle Report™)
NATA Commzttes om [Fact Faluating Repart, np, 6., pp.
S50 Grompuski, af. 2o, ppo 218232 O M, Chapman,
Catifornis Committee on Areaimend Practices 15559 R
port, ap. cif., pp. 249-23; Broley E. Travis, Colorado
Legintative Couwncil Report, ap. gt pp. 538-62; James
W. Martin, “Mamhalling the Evidener of the Valoc of
Public Uriliey Praperty,” Procrsdengs, Natwnal Tax As-
socintion, 1953, po 101, amd “Obsclescence amd the Ase
semyment of Public Service Properties,” Procerdings, MNa-
tomal Tax Assoclatsor, 19680, p. 410,
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given is that the economic conditions pre-
vailing today in the railroad industry are
such that large portions of railroad prop-
erty would not be reproduced and that this
gross under-utilization results in tremen-
dous amounts of economic obsolescence
which are almost impossible to measure as
such.” A practical reason, at least so far
as railroads are concerned, is that a repro-
duction costs value is today substantially
higher than values based on earnings or
stocks and debt.™ Another reason given is
that the reproduction cost usually used for
railroads is derived from the data com-
piled by the Interstate Commerce Com-
mission under the Valuation Act of 1913.%

= Tamnes W. Martin was recently of the epinion that, in
wiew of the present economic obsclestemor al rail prop=
erty ard of wariations in extent of clisolcecente among
paull apseeena, use of cost date (1) teods i nearly all cases
o overatate rallroad values, and [2) produacss encrmous
diserimlnation among individual rafl systems.  {“Ohac-
lescones and the Assessment of Public Service Propertics,”
op, ek, p 418.]

¥ The Davle Repoart actually siates: "Despite the in-
ferior guality of cost a8 evidence of walue one of the
reasone iF remaine in use b that eest B useslly a kigher
figure for railmasds than turrent cash value and the temp=
fation 1o use cost fguwres on railreads B wometimes influs
emced by & desire to justify 8 higher full walae which
will in turn appear o preduce a lower eguslized sisess-
ment ratic”  (ople Report, o i, pp. $56-437,) HRe-
production cost ess depreciation values recently ued in
some States are much higher, Some compariicns taken
froan recent casey are:

{1) Chicage, Burbington & . K. Co. v. Depd. of Rers-
mee, 161 N.E. 2d 838 (IIL 1959 ;: Valae based on average
of:

Miilicm
Capitalized earnings iy 5152
Stock and debt 125
Reproduction cost lem depreciation. 298

(2) 5t. Lowir-Sam Fram. Ry Co. v, Arkanrar Pulblis
Serpice Commirnion, 227 Ark. 1066, 304 5W. 2d 2497
{1957) 1 Value based on average of:

Million
Capitalized earndiE e e e e - B27R
Beock amd debi. e m - - M

Heproduction codt less depresiation.. oe.. 483
= The cost to & Seate of moking each year an estimate

of the cost of reproducing raflroad property would be
enormoasi “Any method available is less expensive than

A reproduction cost estimated in this
way, the critics say, is to some extent
unreliable  Another related criticism
made against relying on a reproduction cost
estimate is that it is very subjective, and in
the opinion of one administrator: “It must
be viewed with much less confidence than
is accorded historical cost less depreci-
ation.” **

The vice, however, apparently is not so
much the use of a reproduction cost element
based on I.C.C. data, but the use of it with-
out allowing for economic obsolescence,
which the I.C.C, apparently does not re-
flect in its data, The conclusion, for in-
stance, of the NATA Committes was that

reproduction cost should be included in the
family of value evidences in determining
the market value of railroad property but
that extreme carce should be used where
there is obviously a large amount of obso-
lescence, since there is no precise way of
measuring it,*

Some States, notably California, no long-

the reproduction cost appraisal."  James W. Martin,
Tozation of Public Service Corporations in Virginia, op.
ef., p ). Apparenily several Sgates do make their own
gitimates.  Carrier Tawation, ep. oi., p. L TH

®NATA Committee on Unit Falwation Report, ap. cit.,
pp. 54=535; James W. Martin, ap. cir, p. 40, who aaid with
respect o the DO.C. valuation project, “that undereak-
ing has been confidentially refesred ta by partcipants as
“too ineccurate to be used for any purpess’.”  More dis-
turbing to O, M, Chapman was the fact that the saf
of the LC.C, Bamau of Accounts has recently been dras-
teally reduced “with the resalt that the data being proce
eiied at the present time cannot be considered as authentic
a3 it wap a decade ago” O, M. Chapman, Califoraia
Camrmidipee on Adcesman! Practices 1959 Repost, op. ot
p. 253, Sec alse eriticism by court of price iedexing
which ip uied for LO.C. valuations. Meobile & R, Ca,
V. Schnipper, 31 F, 3d 5087, 592 (DOED. 1L 1929).

® Huton, op, eff. At lesst one State [Colorado) elims
inates this objectlon by wisg undepreciated book cost as
its estieate of reproduction ceat loss deprreciation.  Broley
Travis, Colorada Leginative Council Repart, op. ot PP
57-54.

B NATA Comneitter on Umit Faluatisn Riepart, ap eld.,
PR 57-534,
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er use a cost element at all in valuing rail-
roads. Others (at least Michigan, Oregon,
and Wisconsin] use some element of cost,
primarily to accord stability, but usually
after making an allowance for economic ob-
solescence.®  Many other States appear to
be not enly using a reproduction cost with-
out economic depreciation, but also giving
considerable weight to this cost.™ The use
of reproduction cost without giving a sig-
nificant allowanee for economic obso-
lescence for valuing railroads has long been
sustained in the courts, both Federal and
State, and currently courts continue to sus-
tain the use on the basis of the established
precedents. However, in the light of the
present condition of many railreads, the con-
tinued use by many States without any re-
gard for obsolescence only casts suspicion
on the unit method of assessment, and in-
creases the possibility of Federal interfer-
ence for policy reasons (i.e., maintenance of
a sound rail transportation system ).

Capitalization of Earnings
Capitalization of earnings is the one evi-

dence of value upon which most States mak-
ing unit assessments rely heavily in valuing

® Mickigan measures obsclescence by & iraffic density
formula on a Sfatc basiz only, Grooocuaski, op, 6f, pp.
I2B-270, Wiscontin adjuis repraductlon ccat for chso-
lescence oo a syitem baps by comparing earnings and
eficienty testr of Wikconsin carriers with such ests of
standard carriers {sclected carriers with excellent enrnings
recorde), 5. M. Chapman, wha describes the Wisoonsin
methed, says: “Even with thi type of adjustment, the
Wiscondin aothorities recognize that it is far inferior as &
valid evidence of valoe than the other two evidences,™
Californis Committer on Assrrrment Pracicess Report, af.
cit., . 351

® Ome-third welght for a reproduction cost, wnadjasted
for economic ohsoleacence, which was given in the Tllinais
and Arkansas cases cited in footnote 21, kardly stems jasti-
fied ewen H the purpess @i to give dabiliey and prevent
Auctuations whick can occur in & pailread’s market value
cver a very shore pericd of dme.
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practically every utility system."” The rea-
son is partially a practical onc—reliable
earnings informaticn is available for almost
every regulated utility, But more import-
tant, the relevancy of capitalized earnings
to market value cannot be disputed—"the
result of the perfect (but impossible ) capi-
talized earnings computation is market
value.,” ™ The theory is that a property is
worth what it will earn; the problem be-
comes onc of translating anticipated future
income into present capital value, This in-
volves foreseeing future monetary returns
and evaluating the extent to which possible
purchasers would place a value on future
refurns.

The trouble with this approach to value
is its subjectivity. One tax administrator
concludes that: “Because of its basic im-
portance it certainly deserves great consid-
eration, but because of the many possibili-
ties for geing astray in its cemputation, it
should be treated circumspectly.” "™ The
subjectivity becomes more apparent with a
description of how a capitalized earnings
value is computed and of determinations
necessary [or the computations.

To estimate what a purchaser would pay
for future income, some figure representing
anticipated future income is divided by the
interest rate a prospective purchaser wants
to carn on his money. Thus, first the antici-

¥ A recent summary shows at least 73 States use this
index of value for railroads, 1% States for electric, gas and
telephane wtilities. California Committes on Arrerment
Fractiees 1959 Reparr, op. eif., app. 12, p, 279,

" Hirtgon, of. cif,

= Hutsom, op. cit. Greorge W_ Mitchell is in agreement
when he says: “Geperally, earnings capitalization is back-
ward leaking, the rater af capitalization are far too infre.
quently medited and diversified, Tn practies, it 15 2 valua-
tion process that temds to hecome kighly subfeetive o
arbitrary.™ “Siock and Debt Valuations.™ Repenue Ad-
minidratisn—J 967, p. 61, Conference of MNational Ao
ciation of Tax Administrators [Federation of Tox Admin-
istrators, Ghicago, 15961 ).



CENTRAL ASSESSMENT OF RAILROAD AND OTHER FUBLIC UTILITY FROFERTT

pated income which is to be capitalized must
be selected, and second, the capitalization or
interest rate a purchaser would require must
be found.

Income base. The income base should
ideally be the anticipated future income.
The start, however, must be today's income
derived from the property being ap-
praised—normally, income from cperating
property. This is usually obtainable from
utility and railroad accounts kept in ac-
cordance with the accounting procedures of
regulatory agencies. Adjustments will ord-
inarily have to be made so that the net in-
come reasonably reflects the net results of
operation. The degree to which this can
be done depends to some extent on the num-
ber and training of the staff. There was
until very recently little disagreement on
most of the adjustments which should be
made, as for example, on the treatment of
taxes (other than income taxes) and de-
preciation.”  James W. Martin, however,
is of the opinion that operating revenues
{gross receipts) can often be used for the
mcome base either as a supplement to or in
lieu of the use of net figures.”

“The wiual adjustments are described in NATA Com-
wmatter on Umil Faluation Repord, ap. eif,, pp. 25-27,
apps, B, B—11, and Groneuskd, op, i, pp, 8068 [rail-
reads anlvl, The committes as well s athers recommend
that depreciaticn pot be deducted from income bat thar
remaining life be estimated and & percentage derived
Iren & ainking fard annuity table be added ko the capitals
ization rate. Broley E. Travie, Colorade Lepinative Couns
el Repord, op, cib, p. 48; © M Chapman, Califormias
Commilted on Aeeermment Praclicer 1955 Report, op. cil.,
e 239; Ronald B, Welch, “Refinements in the Capitali=
zation-al-Earnings Approsch to Valvation of Public Util=
ity Properiies™ FProcerdings, National Tax Association,
1955, p. 1030, Welch would also not deduct property
taxes fram the base, would add a property tax factor 1o
ithie rape.

 James W. Martin, "Deriving & Capltalizaticn Rate hy
Stattical Anabysis: A Progress Report,” Proceedings, Na-
tanal Tax Associaton, 1953, pp. 426427, and “Ohso=
bescence and the Avsaimnent of Public Service Properties,”
op. e, po 416, Is the lase arscle, weatben m 1960, ke

For some years, whether income taxes
should be deducted has been debated at

length by the theorists.® The argument
against deduction is that the amount of tax

paid by a particular utility depends on vari-
ations in ownership, capitalization and ac-

counting policies of the regulatory agency,
none of which are relevant to the basic value
of the underlying asscts of the utility,* On
the other hand, many are of the opinion that
income taxes should be deducted, or, if not,
an income tax component should be added
to the basic capitalization rate; in no event
should income before taxes be capitalized, as
is being done in at least one State, unless
the compenent is added.* California, for
instance, has been adding a component to
the rate sinee 1953, However. most States
at present do not have an adequate staff to
make the involved calculations that are re-
quired under the California formula.*
Even when the California formula cannot
be used, adjustments should be made so that

cancluded that under recent conditions in the railroad in-
dustry, the wse of gross receipis i more relighle than net
railway operating income sither with or without income
mEea.

@ Bpe, for example, lack of pgresment among commitbes
membiers, NATA Commidler om [Fnid Faluation Report,
ap, cit,, pp. 27-28. See sl app. B-12 showing the effect
capital strocture of o wility can have on ncoms taees.

# Gronouskl discusses in detadl reasons why met income
after tawes of railrands B not as indicator of earning pe-
eential.  Groscaiki, ep, e, pp, BB-79,

“The Arkassas Supreme Court spproved the use of net
aperating income before deductlon of Incoms taxes cap-
italiped at 6 pereene in S8 Leuit-San Fran, fp. Go, w
Arkanes: Publiz Service Com,, 127 Ark, 1066, 304 5W, I
270, 901-302 1957, saving, amaong ather t11.ir|;p: “De-
duction of income fax is pot an aid in determining ‘Cap-
italized Earmings Value' becawse the invested capital has
made an earming regardless of the income tax rate™
Reasoms why income taxes should be deducted if a coms
ponent 5 not added are puccincily stated and illustrased
by G M. Chapman, Californds Comndides on Aireiiment
Practices [958 Report, op. cil., pp. 128=200,

= The formula wsed by California is sef cut in app. I,
Califermia Committer on Arerrrmemt Procticer 1859 He-
pexl, op, eif, pp. ITE-2T77.

“ fhid, @ 240,
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the income tax accruals for a given year re-
flect the actual tax liability against operat-
ing income for that year.”

The court cases decided over the last 50
years indicate that in general most States
have been averaging the yearly income of
the utility for a period of prior years, usu-
ally 3 or 5, to arrive at the income base
which will be capitalized.” The assigned
reason is to level peaks and valleys, but, as
C. M. Chapman has remarked, “there is
no magic in a 3-or S-year average.” " The
current viewpoint is that the number of
years which should be used iz a matter of
judgment and can vary among utilities or
types of utilities, and that generally a short-
term average is more likely to reflect a
realistic forecast than a long one™ It
has further been recommended that where
a J-year average 1% tmpln}rﬁd, the earlier
years be given less weight than the later.,™
Some factors considered to be determina-
tive of the number of years which should be
used are: the history of the earnings fluctu-
ations of the particular utility or type of
utility, whether the industry is rapidly

* Frocedures for making these adjustments for railronds
may be found in Croroeski, of. it pp. 83-80 and ¥ATA
Compeilter on UMmid Faluation Report, ap. eil,, apps. B-0—
B-i1.

¥ The pummary of asesment methods in other Sfates
appearing n app. 12 o 0. M. Chapman's Califoraic Re-
port, 1259 {p, 279} shows that at least 19 Staves ae that
time waed & Jyear average for railrosds and 12 Seascs
used & S-pear average for electris, gas, and telephone
utilitica,

* M. Chapman, “Property Taxation of Railrosd
Property,™ ap, off., p 252

=NATA Committee on Dlait Faluation, ap, cil., pp
23-23. Imn Oregon, the starting point is the actual return
of the eperating plant for the year immediately preceding
the tax year but the rate iy based on & projected antici-
pated fafure Income, See explanatan, Dean Ella, "Prab-
lems in the Use of Stock and Debt and Income Factars
in the Assessment of Telephone and Electric Tltilities,"
Proceedings, Mational Taz Amodation, 1960, p. 3900

BNATA Commitier on Unit Faluation Beport, o, qit.,
e 25, COroncuski dess nod entirely agres.  Gronouski, o,
elt,, p- 54,
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growing and changing economic conditions
and price levels.”

Derivation of basic capitalization rate.
The most difficult thing to determine in
capitalizing earnings is the basic rate of
capitalization. Within the last 10 years
some research on objective methods for as-
certaining the rate has been done. The
results of this work sugpest that methods can
be developed to establish capitalization rates
which are neither “manufactured cut of thin
air,” ™ nor roughly calculated on the basis
of a “pure” interest rate combined with an
estimated risk rate™ More important,
however, the studies demonstrate that the
rate for the various utility industries is not
necessarily the 6 percent rate traditionally
used by most central-assessing States.™

¥ Thus, in the electric, gas, and telephone induseries,
which are mapidly ipcresiag theie plant, o l-year figuere
is recarmmendod as mose represemtative of future ncome
prospects, “unless the carnings of prios years are adjusied
upward to reflect increrse in uwillity plant™ Chapmen,
Califormia Commities on Aweirment Prociices [959 Ra-
port, op, e, po 298, O Ellis, ep. eit. Too, im-
mediately [ollowing World War I, litde reliance could
be placed om wartime earnings of rallroads  Grooowskl,
o it . A9

® Ranald B, Welch, “Relinements in the Caplealizatfor-
of-Earnings Appreach 1o Valestien of Public Udlity
Froperties™ Procesdings, Matioral Tax Asociation, 1955,
p- 106 Welch deseribed the “ehim aie™ & "the raw mabe-
rinl out of which capitalization rates arc commenly
fabricated.™

8 The “pure" interest Fate i winally assmed to be the
market yield on U5, Governoment securitics, Desn Ellis
wad of the opinicn in 1960 that the rate on Goverament
securities mo longer represented pure indesesd.  Elli, ap,
eif., p. 393,

® The parmmary appearing in Catifornag Comredies an
Arrersment Practicer 1959 Report (po 2780 shewd that &
& pereent rate wan waed by 17 oot of 2% Siaces for railroads,
by 1% oigt of 10 Spates for electric and telephone com-
panies, amd by 15 cut of 18 Siaies for gas companics,
Bex comment of O M. Chapman, ibid,, p. 290; YAl teo
often a central amesming ngency will employ o 6 percent
basic rate witkowt any consideration & to how it has been
determined. ® ¥ @ Probably the more likely reason is the
fact thnt ihe sesewing agency has conmistently followed tha
practice of using & percent as its capitalization rate with-
out any thought as 4o i origin.”  The Hlineds Supreme
Court criticized this practice in Chicage, Burlingten &
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The rates found in each of the studies
were based on a comparison of earnings with
the market value of securities for the vari-
ous types of utilities and transportation com-
panies. Two different approaches were
used. Under one, the total income available
for all securities was compared with the
total market value of the securitics. Thus,
in one of the first of these studies, James C.
Kenady compared the income available for
fixed charges {including income from non-
operating property) of 15 railroads from
1948 through 1952 to the market value of
the securitics of those railroads for these
years." Thesame approach was used in the
study undertaken by the Bureau of Business
Research, University of Kentucky, under the
supervision of James W. Martin.,” Rates
were found for nine classes of public service
corporations by comparing total eamnings
and total market value, Instead of basing
the rate for each class on net income avail-
able for fixed charges (as Kenady had
done ), three rates based on different income
concepts were found for each class. The
earnings for the numerators were (a} net

Q.. Co. v. Dept. of Rew,, 161 M.E. 2 838 (Il 1535).
The State agency defended s use of § percent on the
ground that this rate had bess wuniformly applied to all
railroads for 26 years during pericds of depremion and
inflatbars, The court, alter stating that it wan "troubled
by the inadequacy of this explanatos™ (p. B48), re-
manded the procesdings to the State agency for the
determination of a proper rate,

¥ James C. Kenady, “A Falr Rate for Capltalizagion of
Earnings," Pracesdings, Matlonal Tax Association, 1953,
p. #17. The average rate of capimlization produced was
821 percent, which Mr. Kenady thought ioo low berause
“ihe noncperating Income b mose certaln, has lew of the
risk facter than the mrictly operating income "

"'The Brar resulis, together with & saommery of ihe
migthad, were published In 1954 James W. Martls, "New
Evidence on Toax Valuation of Public S8ervice Property-
Capitalization of Earnings,” Netema! Tax Journal, val
WII, pp. 305-318. Many other articles have appeared, the
meoat recent of which, James W. Martin, “Ohsolescence
amd the Assessment of Pablic Service Froperties,” of. cif.
(1960 ], contains the fimdings regarding radlmoads based on
1955, 19356 and 1557 data.

operating income, (b) net operating income
plus income taxes, and (c) gross receipts
from the utility or railroad business. The
denominator in each case was security mar-
ket value.” The reliability of each rate was
tested statistically, and weights were sug-
gested for a composite average capitalized
earnings.

Under the other approach, a separate
rate is computed for each of the various
types of securities, and these rates are com-
bined to obtain an overall rate. The study
of the National Association of Tax Adminis-
trators, for the most part done by John A,
Gronouski, employed this method in find-
ing a rate for railroads and for electrie util-
ities.""  Security market values for the year
1951 and income data for the years 1949-51
of 36 railroads and 108 electric utilities were
used.” Criticism of this study has con-
centrated primarily on the assumptions
made and procedures followed in computing
the common stock rate,™  This rate was not
a simple earnings available for dividends/
market value of common stock ratio] it was
an adjusted rate termed a “dividend rate
of eapitalization™— a ratio of dividends to
that part of common stock price depend-
ent upon dividends—derived by use of a
statistical device. It was assumed that the

® For ewample, the three rotes for railroady based on
1952 datn and the years immedintely preceding were (&)
6.7 percent, (b) 11.2 percent and {c) 62 pereent.

®=In 1954, ihe resuly were published s ch. B and apg,
Cof AT A Commirtee om Urnir Feluation Reporl, op, ei.
A mare detailed wversios of the work appears in Joba AL
Cropmakls docternl dissertatian, "Valuatian af Raflraads
for Ad Valorem Tax Purposes,”™ ap. o0, p. 93,

= The average rates found seere 5.93 for radlroads and
462 for elactric companie.

4 3, Blair Hutson, “Objectivity in the Desivatton of a
Rate af Capitalimation,” paper presented ak 1958 Cone
ference of Mational Asoclation of Tax Adminitratons;
Ferry B. Allen, "Derivation of o Rate of Capitalizsticn
for Ad Valoremm Tax Purposss-Public Utiliti=s™ paper
presented ta 1960 Cenforente of MNational Association of
Tax Administrators; Dean Ellis, o, oo,
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ordinary buyer of commeon stock, when ap-
praising a security, gives far greater weight
to dividends than to retained earnings.
However, several erities question whether
this assumption is still valid." Probably be-
cause of the controversial treatment of the
common stock rate, the NATA method has
apparently not been used by any tax admin-
istrator.™

Since the publication of these three
studies, a progress report on research based
in part on these studies by the staff of the
valuation division of the Oregon State Tax
Commission has been presented by Denald
M. Fisher.," The Oregon Tax Commission
has used three separate methods to develop
vearly rates since 1951 for five industry
claszes (electric, gas, telephone, airlines,
and railroads). Two of these methods—
the NATA method and the Kenady meth-
od—have been described.  The third meth-
od, called “costs of capital” method, was de-
veloped by the Commission.  This method
employs the NATA approach—a rate is
found for each type of security of the capi-
tal structure for each company in the class.
But unlike the NATA method, the rate for
the common stock is derived from the ratio
of annual per share earnings to the market
price for the stock. Furthermore, the rate
for each type of security is weighted accord-
ing to the market value of the type rather
than according to the capitalized value of
income attributable to each type, as is done
under the NATA method. Donald Fisher
believes that of the three methods the “cost
of capital” method produces the superior
result.® The advantage over the Kenady

® Allen, op. it Ellds, o o5,

“EBi%, op, 1,

* Donald M. Fisher, “Copitalization Rates for Centrally
Assessed Companies,' paper presented at 29th Conference,

Mationn! Asmocintion of Taw Administratars, June 15961,
= Thid.. p 6 of mimeographed copy.
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method, he says, is that the breakdown of
the capital structure into segments tells
more about what is being done, which “is
necessary if we are to understand the deri-
vation of the statistical results, or be able to
recognize the pitfalls and opportenities that
exist for judging their relative merits and
reliability,” The notable difference be-
tween the NATA method and the “cost of
capital” method is the omission of a divi-
dend rate of capitalization for common
stock. ‘The report also stresses that the gen-
eral approach advocated differs in two re-
spects from the NATA approach: first, evi-
dence of rates is sought from long-term
trends rather than from the particular com-
putation for a single vear, and second, com-
parable procedures for each industry class
were followed with the aim of obtaining re-
liable data on risk differences between in-
dustrics,™

The report concludes that the statistics
clearly show different industries to be en-
titled to different capitalization rates, but
that judgment as well as statistical tools are
needed for the development of a capitaliza-
tion rate.

The four described studies develop a cap-
italization rate for major classes of utilities
rather than a different capitalization rate for
each company within each class. This cap-
italization rate should be applied to the in-

= The pattern reflected by the rates derfved [rom esch
of the three methedi [Kensdy, WATA and oot of capieal ]
for the vears 1931 through 19389 do indecd show marked
differences  amemg  induitres.  The  S-pear avETARES
{1955-30) wens:

Kenady | NATA | Cost of

capital

L T 5 1 5.0 5.4
| e B B P g & 5. : 5. B
Tefephne  _, .., .... 5 4 £ 6]
e e sl &7 & 1
Rablreads . .. ........ 7.2 54 7.5
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come base derived for cach company. Itis
most important, however, that the income
concepts used, on the ene hand, for the cap-
italization rate and, on the other hand, for
the income base, be the same. For example,
if gross receipts are used as the income base,
as Martin recommends in some cases, the
capitalization rate should have been derived
from the ratio of gros receipts to market
valuc of securities,

The studies of capitalization rates devel-
oped rates for classes, not individual com-
panies. It is generally recognized that rates
for individual companies are preferable.”

Stock and Debt Value

Under the stock and delw method of valu-
ation, the market value of the securities
listed on the liability side of the balance
sheet is ascertained. The theory is that since
total assets on a balance sheet equal total
liahilities, the market value of the liabilities
is the market value of properties represented
on the asset side of the sheet.

Although the stock and debt value ap-
proach was the first utilized by the States
in making unit assessments,™ today it is not
as generally used as the capitalized earnings
approach.™ The principal reason for the
more limited use of stock and debt value is
the absence of a market for the securities of
some utilities, e.g., where a utility is whelly
owned by another corporation or where a

* Chapman, Califernia Committer on Arratiment Prae-
dices 1S5S Reporr, op. ot p, 86; Ells, ep. eir; Travis,
Codorads Lepidativr Councl Reporl, op. ot p. 52

"Sen early Federal cases, State Railroad Tax Cases,
92 ULE 578 (1873} ; Plusbusgh, ©. €. & & L. K. Ca, v
Baekui, 154 U5, 421 (1884} ; Cleveland, £ . & £i. L
f. Co, v. Backur, 154 T1.5, 439 (1534).

®= The susnmary of sssessment methods In ether States
appearing in app. 12, California Committas on Asidn-
raend Praciices T959, op, o, p 279, shows 20 Siates used
piock and debt for raflraads and 14 States used it for elee-
tric, gas, and telephone otilites while 23 wed capitalized
earnangs for radlroads and 19 for the other willities,

substantial part of its securities is closely
held."

To find a stock and debt value, the ap-
praiser first prices each type of security, i.e.,
the stocks and bonds, by using market quo-
tations. There has been considerable con-
troversy over the time which should be
chasen for ascertaining the prices of the
securities, A summary published in 1959
shows that 13 States used a 5-year average,
3 used 3 years, 8 used 1 year and 2 used 1
day.”™ The traditional reason for using 3
or 5 years is, as with earnings to be capital-
ized, to level out ups and downs which do
not represent real changes in value. The
current view, however, favors a much
shorter period, at most 1 year, on the
grounds that the current market prices
reflect the present value judgments of inves-
tors, which is the aim of the valuation, and
that the capital structure of most utilities
changes over a lenger period of time.'™

T The NATA Committee on Unit Valuation concluded
that stock and debt value was appropriate arly for [arger
class T Lipe railroads and a relatively few of the larger
utilities which serve beavily populated arems. NATA
Comemitier on Unit Falwation Repord, op. cif, po 37
George W. Mitchell (who believes that steck and deb
is e be preferred over capitalized earmings) suggested re-
cently the pessibility of constructing market quotations
for ungueted wcurities fram the known faces af samilarly
eircumgianced properties by wsing elsctronde equipment
eapable of handling large numbera of variables. "Stock
and Dbt Valustions,” of. 6if, po 61 He alwo says that
the greatest deterrent bo wse of stock and debe wvalee is
that it appears oo low for railroads and too high for many
othes witlities [p. 623,

™ See fondmone 64,

PNATA Committes on Usie Valuation, o, cit., pp
I0-59; Elly, ep efr. {who distusses the uninformed in-
vested [n tediay's market); Chapeman, Colifornia Com-
milter or Arreireend Pracidess 1955, op. sit, pp. 244-245;
Travls, Colerads Lepiiative Councd] Report (19584, op,
cit., pp. 34-53; Gronoushi, “Refinements in the Use of the
Stock and Debt Approack te Value™ FProceedings, Na-
ticnal Tax Asscciation, 1955, pp. BE-50 (ke sugzests a
G-mopaths period ), Even as late as 1947, Jamss W, Marstin
was af the opinfon that a pericd of arcund 5 yean s
usually appropriate. Taretiom of Public Serpica Car-
poradiensin Firginig, op, o, p. 4.
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Even 1 day—"spot” prices on assesment
day—has been advoecated on the ground
that objectivity, which the advocate be-
lieves is one of the virtues of the stock-and-
debt approach, is lessened by averaging
over any period.”

Stocks and debt represent long term lia-
bilities. But short term obligations also ap-
pear as a liability on the balance sheet.
For years, in the courts and on the rostrum,
the question was debated whether current
and deferred liabilities should be included.
Today, apparently the resistance I:P_y' utilities
to their inclusion in the value is lessening.™

The value of all the securities of the util-
ity, including short-term obligations, repre-
sents the value of all the assets belonging to
the utility. Some of these assets are ex-
empt from taxation, or, if taxable, are not
taxable as part of the unit.  The most diffi-
eult administrative task is the elimination
of value attributable to these assets from the
stock and debt value which will be used.
The major deduction is nonoperating prop-
erty. Two methods may be used to value
this property for exclusion, neither of

™, Blabr Hutson, "Weighting the Evidences of Valee
in the Determination of a System Walue,” ap, eft,  Gro-
nouski deubis the advisability of using 1 day becaice af
possibile influence of specalatars, ep. cit, p. B9, Ina letter
af June 10, 1963, to ACIR, Mr, Huton said, however,

“I hawe been extremely bothered by the recent high aales
prices of utility common stocks. . . . when the appraiser
finds equity capital commanding a smaller rate of retarn
than bond rates, as he sometimes does, he is shaken. He
fezla the stock buyer mizt be buying something only very
distantly related to the carning power and the value of
the uiility property.”

AT A Commidies o Uil Falwation Report, op. ¢l
P 393-42; Martin, Tavation of Publie Service Lo pora-
tiomi ir Virginia, op. eib, po 44, Gronouski, op, g, p. 80
Carrier Taration, op, cit,, p. 106, Ellis, op, oil., states
im 1960 that for 2 years no wtility had gquestioned the
validity of the inclusion of short torm liabilltdes in Oregos,
Ellis glan discusses whether incore ax reserve accounts
of same wtilities [partscularly electrical) for deferred in-
come taxes resulting from “fast write-offs™ under special
income wtax provisions is debt” He cancliudes it shoald
b treated as debi.
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which iz considered completely satisfac-
tory.” Under one, an independent ap-
praisal may be made of the nonoperating
property by using other evidences (such as
capitalized eamings and cost). Under the
other, a part of the stock and debt value is
allocated to nonoperating property by the
ratio of net income from nonoperating to
the total net income for the utility,™

Stock and debt value, like other evidence,
has its strong and weak points. The over-
whelming consensus of opinion is that
where market quotations can be established
for most of the capital structure, and where
the exclusions which must be made from the
value are small, stock and debt value is an
acceptable evidence of value and is more
objective than capitalized earnings. Some
of its other virtues are that it represents the
collective judgment of market analysts and
of those who “stake their money on their
predictions” ™ of the prospective future
earnings of the utility rather than repre-
senting the judgment of one appraiser; that
it eliminates many analytical decisions
necessitated in finding a capitalized eam-
ings value (Le., general prospects of the
economy, of the particular industry, and of
the particular utility, the problems involved
in finding a capitalization rate, and capi-
talization before or after income taxes);™

™ See dipcusion, NATA Commilter om Unif Faluation
Reporl, op, ed., pp. 42=44.

" The lateer method assumes that parchasers of secu-
rities give efqual weight to operative and nonoperative ins
come and that they base their purchase price on carmingi.
Travis, “Appraisal al Public Tlility Properey,' op il
C. M. Chapman mentions & third method which is some-
thmes used : the acceptance without guestion of values k-
mitied by the uiility, which are uszally book values. The
impropriety af this is abviges, Chapman, Comments on
paper af Gronouskl, ep. eif., loodnote 61, Proceedings, Na-
tional Tax Associatiom, 1955, p. 121.

T Careler Tazation, ep. cit., p. 105

M George W. Mitchell, "Stock and Debt Valaatians,'
of. eil., pp. B1-&2.



CEMNTHAL ABSESZMENT OF BAILRQAD AND OTHER PURBLIC UTILITY FROPERETY

and finally, that it takes into account “my-
riads of external factors that determine as-
set values,” including the important sub-
jective one of “what people think.” ™

Shortcomings often brought up are that
it cannot be used for all utilities, that it
gometimes reflects influences which have
nothing to do with value (speculation, un-
informed investors, interest and dividend
policies), that market prices ignore the
value of control,” and that netting out the
value of nonoperating property makes the
value as subjective as capitalized earnings.

The overall opinion of those cited, who
for the most part are tax administrators, is
that a stock and debt value, where avail-
able, is an eszential element of value. At
least one author thinks that “the absolute
levels of railroad and utility valuations
should be at, or trending toward the stock
and debt value™ "™ The general view is
that it is one of the more objective measures
of value available for use and that the weight
given this evidence should depend upon the
evaluation made of this value and of the
data upon which it is founded, together with
its relative validity as compared to all the
other evidences of value,

Evaluating the Evidences

As noted carlier, there is no standard for-
mula for determining the market value of
a railroad er other public utility system.
The various direct evidences of value which

TNATA Commitres o Dinit Faluadion Report, ap, eil.,

47,
P--'ﬂmnmuﬂ discueses this Ia deeall and concludes thai
the appraiser must recogmize thot market valoe of common
stock will gemerally wnderstate the value by an amount
equal 45 value associated with comtral and that shere @
no way of plecing a dollar valee on corporate comtred,
ap. cil., pp. 93-45.

= Mitchell, ap. gir., pp. 62-63.

have been outlined above are highly useful
tools for the assessor in making his apprais-
als, but enly in providing relevant data to
aid him in objective analysis of the value of
each system. No one such evidence can be
relied on exclusively in estimating the value
of a complex wtility system, and, as C. M.
Chapman says, “The tools with which an
assessor works (the value evidences) are not
sufficiently error-proof to warrant implicit
reliance on any mathematical averages of
value evidences.”

The final valuation of each unit must de-
pend on the assessor’s judgment, but it must
be a judgment backed by the assembly and
study of all the evidences of value that are
pertinent to the market value of the partic-
ular utility property under appraisal. He
has the task of analyzing each type of evi-
dence, weighing the applicability of evi-
dence that fails to agree on wvalue, and
determining the types of evidence to be used
or rejected either for whole categories of
utilities or for a particular utility. Supple-
menting the formula-type evidence avail-
able, the assessor also needs to fortify his
judgment by accumulating such factual in-
formation on each utility in his jurisdiction
as the nature of its service area and its op-
erating and financial outlook.™

INTERSTATE ALLOCATION

Most railroads and airlines, and many
other large utilities, operate in more than
one State. Where this is so, the assessing
State must determine the portion of the
gystem value allocable to that State, To do

= Far pertinent conclurfons on resolving the evidences of
value, see Chapenan, Califernda Cemmirtes on Aresmend
Praghicer [95%9 Raporl, ap. cif., pp. 254-257, and Travis,
Colorade Lagislative Council Report, op. cif, p xiv.
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this, the State uses allocation factors ap-
propriate for the type of utility being as-
sessed.  The ebjective in choosing these fac-
tors for a particular system should be an
allocation of value totaling 100 percent, no
more and no less, for all States involved,
which at the same time gives each State its
fair share of the total value. The ideal,
then, would be the use of a uniform alloca-
tion formula in all States in which a utility
has taxable property, and this formula
should apportion as nearly as possible a
proper share of the value to each of these
States.

Attainment of the ideal is theoretically
impossible. Breaking up a unit value into
segments is an arbitrary process since the
scgments do not have the same value as they
have as part of an integrated system. How-
cver, the process is less arbitrary when the
factors used for allocation reflect the
amount, use, and value of property.

Allocation practices of most States have
fallen far short of the ideal; the choice of

factors often depends upon the relative ad-
vantage to the assessing State. The use of
particular factors which will import dispro-
portionate values is limited to some extent
by the Federal Constitution. An allocation
which results in taxing property outside the
State violates the interstate commerce or
due process clauses of the Constitution; ™
but considerable violation appears to exist.

" E.g., in Wallacr v, Himer, 253 105, 66 (1920], a Morth
Dhakota excise tax meniured by rallroad syastem value ap-
portioned by main:line ireck miles s beld o tax praperty
gutside the State.  Juatice Holmes potnied out the in-
Justies ol asmisming the valoe to be evenly distribwbed me-
cording to main track milekg in an agricultural State gach
as Morth Dakota ; valuable terminals were in other States.
Bur compare NG & 5S¢ L. Ry. Co. v. Bromming, 310 15
SE2 (1940}, where in apportioning fo Tennessee, use of
road mileage aleme (which was higher than any other
factor) was pastalned,
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For example, in 1947 the NATA Commut-
tce on Railroad Allocation thought there
was probably merit in “complaints on the
part of carriers that the aggregate of the
allocation factors curremtly being used is
considerably over 100 percent.” ™

In essence the achievement of equitable
allocation demands interstate cooperation
with a willingness on the part of each State
to submerge self-interest for equity. The
toals—fair allocation formulas—are now
available. A committee of the National As-
sociation of Tax Administrators developed
an allocation formula for railroads as long
ago as 1947." while the Western States As-
sociation of Tax Administrators recently
proposed formulas for airlines, electric,
pipeline, telephone, telegraph, and private
Car companies.™

The complexity of developing a fair for-
mula and the difficulty of adoption are illus-
trated by the NATA railroad allocation
formula (originally called “operating char-
acteristics” method of railroad allocation ).
The NATA Committee first reasoned that
any railroad allocation formula must in-
clude factors reflecting the two functions of
transportation services—the “terminal™
(origin and destination of rail traffic) and

" Preliminary Reporf, Committee on Failroad Alloca-
tiom, Mational Awacintion of Tax Adminisratars [Chicago
19471, p. 2 (bereafeer cited g3 “NATA Committes om
Railroad Allacation Report™). The Dioyle Bepare, op. ait.,
ismsed in 1961, contaimed a similar opinion {p. 402).

ENATA Committer on Radrosd Alocation Report, of.
eit, Each central-nusesieg Swate had & represcntative on
the commines, Subseqoently, o sobcomminess recom
mended a few changes, which were reported in Reoenus
Admininralion— 349, pp, 3963, Conference of Mational
Anscetation af Tex Admindstraters | Federstion al Tax Ad-
einiirators, Chicaga, [949).

= Report, Committes on Allocation of Public Urilities,
Western States Association of Tax Administrators ( 19607
fthereafter cited as "WSATA Committes om Allocation

Repert").
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the “line-haul" (actual transportation
from point of origin to point of destination).
The Committee also believed that a prop-
erty factor should be used. Therefore, the
following three factors were selected for the
formula: (1) Terminal tons handled or ter-
minal cars handled, to measure the terminal
function; ™ (2) Revenue traffic units (ton
miles and passenger miles), to measure the
line-haul charactenistic; and (3) L.C.C.
cost of reproduction less depreciation, to
measure the amount of property. The
weightings of the three factors were made
dependent upon the operating characteris-
tics of each individual railroad, and these
characteristics were derived from the rail-
way operating expenses of the railroad
(terminal operating expenses, line-haul
operating expenses and property operating
expenses).” The weightings normally are
about 45 percent for the property factor,
35 percent for line-haul and 20 percent for
terminal ™

Thirty-six States centrally assess railroad
property; yet by 1959 only five States (Ala-
bama, California, Oregon, Washington,
and Wisconsin) used the NATA formula,*
Resistance to the NATA formula has been
attributed to the fact that “bridge” States
(States where railroads are predominantly
line-haul) have been using allocation fae-
tors (such as track mileage) which do not
reflect terminal characteristics.  Use of the

= This waa the original proposal.  In 1949, the subcome
mittes recommendsd the use of lotomative pwitch miles to
meanare ferminal activigy,

® The ariginal propoesal desived the weighting froen op-
Erating revenued insbead of operating expenses.

= Travis, Colerado Lagislmhive Cowngil Report, op. ol
o 66; Chapman, Celifernias Commitber on Asseccmamt
Pracicees 1 9539 Report, op, eat, p. 258

= Chopman, idid., p. 258,

NATA formula would give them a smaller
percentage of total system value.™

Since the appearance of the WSATA re-
port, insufficient time has elapsed to judge
whether the same type of resistance to its
formulas for the major categories of utili-
ties will be encountered. The WSATA re-
port, in addition to suggesting formulas for
the six types of utilities, states five principles
basic to development of the formulas
These are: (1) allocation for all States
should total 100 percent, not more, not less;
{2) allocation should be of the value of ex-
isting property, not merely of the amount
of physical property; (3] readily available
statistics should be used; (4) an allocation
factor should not be an alloeation; and (5)
the statistics used should refiect the quan-
tity of property, or its use or value.

The formulas for the various classes of
utilities, like the NATA formula for rail-
roads, are generally not simple averages of

" Authorites clted footnote B9 Test apprafls of
Colorade raflroads made by one of them, Broley Travis,
give an example, A Colerado statuite directs allocation
on the hals of rack mileage (ratio of miles of track in
Ceforade eo ol miles of wwack Im symem]. For thres
railroads, Travis compared the statwtory factor wed by
the Colarade Tax Comminion {all track mileage) with
altocation based on the NATA formubs and & six-facrar
farmula {average of all track miles, depreciated cost, trafic
units, squipment mileage, gross revenus and terminal ton-
nage). The resulte wers (p. 691

Btatate | NATA Bin-
facor
T T
Achison, Topcka &

Santa Fe Ry......| 447 310 2. 81
Unian Pacific By, ... &, 499 9 4, 08
Denwer & Hia Grande 61 79 | mot LT k]

By . cccciuisacmec] avail-

| abls

Travis recommended that the sature b amended m
eliminate the specifc directive to use track mikage so that
a formula reflecting cperating characteristics could be weed.
Mo such amencdment has &8 vt boen passed.
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factors, Probably airline property presents
the most difficult allocation problem, par-
ticularly with regard to mobile flight equip-
ment.”"  Although every conclusion of the
committes might not be satisfactory in the
judgment of every appraiser, the analysis
amply reveals the problems and provides
the basis for fair, uniform apportionments.
Bricfly, the allocation procedure recom-
mended by the committee for airlines is as
follows. System terminal and mobile prop-
erty are separated on an original cost basis,
Terminal property in each State 15 ap-
praised at situs; thus no allocation is made

of this property. System mobile property
[generally 65 to 75 percent of system value )

is allocated by use of the following factors:
(1) 75 perecent weight: an equated plane-
hour factor to measure the quantity of prop-
erty;" (2) 20 percent weight: a revenue
ton miles factor to measure the use of the

property; (3} 5 percent weight: an origi-
nating and terminating toms factor to

= Apportionment is particularly important for jorisdic-
tional reasons, Inm Bramiff Aderwayr v Nebrarka Stade Bd.
of Equalization ond Asrerrment, 347 TLE 580 [ 15534), the
Supreme Court upheld the right of a State 1o tax ad
valorem @ properly apportionesd share of airline operating
praperty used regularly in the State. The decision did
nat rule on the Mebraska apportionment formula (origi=
naling pevesice, origiaating toanage, and aireesft arrivals
andl departured) diace the airline did not challenge i
This fermuls had been devsloped by an advizery board
the Civil Aeromastics Board and adopted by the Couancil
of State Governments.  See discossion, J. D, Dworand,
Came Recent Trends and Present Problems im State
Tasution of Alrlinea™ Procsedings, Natlonal Toax Associa-
tion, 1956, pp. 5450, At that time be was of the opin=
icn the proper formula should be based on the lemgth of
time aircraft are in the taxing jurnsdiction. A& mecent Su-
preme Court case imdicates a nondomiciliary State has
Jusisdiction te tax ad valerem enlgratory property which
in habitaally pressnt, althoush on frregular routes. Cens
tral Roilroad Co. v. Pean., 82 Sup. Cr 1797 (1862} (moll-
ing stock of railroads}.

*# Plane kowr [number of planes % 24 hour X 365
days) equated o a0 give dillerent weighting vo deferent
types of planes from a physbeal standpeint.  The commities
&t that time believed historical cost to be the least defective
equating plane bour factor.
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measure the terminal characteristies.  Equ-
ated plane hours must total 100 percent and
may be divided or allocated to two types of
jurisdiction—taxable and nontaxable, Fly-
over time is considered not to be in a taxing
jurisdiction because the property cannot be
attached, and probably taxes levied cannot
be collected. Also, fly-over time over the
oceans is outside of any taxing authority.™

The allocation formulas proposed by
WSATA for the other utility types are also
basically a mixture of quantity and use
factors, with greater weight given to the
quantity factors. Although, as mentioned
before, experts might disagree about the
particular factors chosen and the weights
suggested in the formulas, the formulas are
certainly more equitable and realistic than
many of those now used in central-assessing
States.”

INTRASTATE ALLOCATION

Intrastate allocation—the apportionment
of the intrastate unit value among the vari-
ous taxing units within the State—is, for
practical reasons, far more complex than
interstate allocation. On the one hand,
interstate allocation usually involves the di-
vision of system values of relatively few sys-

M 1y was the opinion of the WSATA Allacation Come
mittee that tme or valoe of aircraft while outside any
taxing jurisdictson should mot be taxed in some other
jurisdiction in which the alrcrafe was not situated |Bying
ar danding].

= Allecation of telephone companies in Colorado em
the basiz of miles of telephane e, a3 required by statute,
is an exampde. According to Broley B, Travis, “with the
present plant al a wlephone company, with mlesowave
pranimisabon and other changes in methods of communios-
tloms this *pole line' mileage is meaningless"”  Colorade
Lagizlative Counel Beport, op, gt po 7. The WSATA
formula for pelephone companies would consist of undes
preciated historical cost (75 percent), operating revenus
{15 percent) aed net operating imcome (10 percenmt).
WIATA Committer on Alocation Hepart, op, cil., P
31-32
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tems among only a few States (say B or
10 at most in the case of a large railroad).
Statistics bearing a relationship to the
amount of property, its value and use are
available or can be compiled. On the
other hand, intrastate allocation requires
the division of the values of numerous sys-
tems among various groupings and overlap-
pings of hundreds or thousands of local
taxing units.” Statistics for most factors
will almost never be readily available for
these tax districts; the choice of an alloca-
tion factor is usually reduced to the few for
which statistics can be casily and inexpen-
sively obtained.

Although intrastate allocations total 100
percent {control of the allocation is in the
power of one State and not of many States),
inequities still result to utilities or tax dis-
tricts because too high or too low a value
may be allocated to a tax district with a
high or low tax rate. These inequities may
be minimized by the method chosen for the
allocation. The choice, according to one
administrator, should be governed by two
principles—consistency and convenience:
consistency in view of objectivity and con-
venience in view of the large number of
allocations.”

In the case of both railroads and other
utilities, reproduction cost less depreciation
has been suggested as the best method of
allocation.” However, the expense of
making reproduction cost studies would be
burdensome for most States. For rail-

® In California, for exampls, this mesns ever 5000 -
ing districts and over 16,000 code areas or tax rate anes,

* Traviy, Colorade Lepislattos Coumell Repord, ap. wil.,
p- Tl

*® Travis, ibid., p. 72: Martin, Tazatien of Public Sero-
ie¥ Cerporations en Virginig, op, &, p. B8; Chapman,
California Committes on Asrerment Prastices 1959 Re-
part, op. cit, pp. 218=223. Chapman criticizes Californmia
allocations which are made on the basis of ROLD, for
Tailuse to ue RCLD conslseatly.

roads, the next best allocation method is all-
track mileage weighted for traffic density.
The use of main track mileage, which is
required by statute in some States, causes
distortions in that it fails to measure den-
sity of traffic and terminal facilities.” For
other utilities, the next best allocation factor
is historical cost less depreciation (particu-
larly where the cost is the rate base)."™
Miles of pipe or miles of wire are poor meas-
ures of property location, since today it can-
not be assumed that other property of the
utilities is located in proportion to the miles
of pipe or wire,

There is, then, no cure for inequities aris-
ing from intrastate allocations. This does
not mean that the allocation process can-
not be improved by adoption of the best (or
even next best) method. Nevertheless, in-
equities will remain. There being no cure,
the logical step is to eliminate the process,
as two States (Michigan and Wisconsin)
have done, and to tax centrally assessed
property exclusively at the State level'™
The burden of taxation borne by State
assessed property can be made relatively the
same as that borne by locally assessed prop-
erty if an average equalized State rate is
applied.”*® Serious problems of local fi-
nance that may arise once this source of
revenue is withdrawn from the tax districts
can be avoided by returning the tax proceeds
to the localities or tax districts."™ - Natural-
ly, problems of apportioning the proceeds

* Travis, of. cil., p 72 ; Martin, op. sif., p. 65,

== Ibid.

*= Michigan does this for the operating property of rail-
road tramsportatios and communication compandes; Wis-
consin for the operating property of railrosds and mmest
clusses of other wtilities,

" wWisconikn does thie  See discuasion in wol, 2,

™ In Michigan, the proceeds are used for schoal purs
poses.  In Wisconsin, BS percent of taxes of wtilities are
returned to localities while railrosd taxes are used for
pemiral Srabe purpodes
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will come up, but the allocation of the pro-
ceeds would be on the basis of declared
State policy, rather than of the fortuity of
the particular method chosen for allocating
property value. There need be no pre-

tensc that market value is being distributed ;
thus many readily available factors un-
related to market value or to the utilities can
be used for equitable distribution in accord-
ance with State policy.

II. EQUALIZATION

When railroad and other public utility
property is subject locally to the general
property tax, the wsual requirement is that
it be taxed uniformly with other property.
This means that in each taxing distriet it is
to be assessed at the same level and taxed at
the same rate as other classes of property.
Often the law is specific about equalizing
the taxation of utilities and other property
types. A few States provide for the taxa-
tion of utility property under a classified
system or at special or statewide average
rates, but uniformity & a widespread
requirement.’™

When property subject to this uniform
treatment is centrally assessed, two levels of
assessment administration become respon-
sible for maintaining a uniform level of as-
sessment among classes of property within
cach local assessment district. The local
assessor must equalize the levels of assess-
ment of the classes of property for which he
15 responsible, while the State assessing
agency must equalize its assessments with
local asscssments. The latter requirement
has its broadest application in the instance
of railread and other public wtility prop-
erty, which in 1961 accounted for 89 per-
cent of the assessed valuation of State as-

* For treatment of utility property for property taxa-
tion by the individual Stater see Mational Amsociation aof
Tax Administrators, A pgrais! of Rodreed and Ciker Pub-
lie [rritity Properey for Ad Falorem Tar Purpoies, Chis
cnga, 1954, Appendiz A-1. For an aralysis of the apis
formity provisions of State constitutions as they relage
to property taxation, see Mewhouse, o, sil.
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sessed property; '™ but it applies with equal
force to all classes of centrally assessed prop-
erty.

NATURE OF THE EQUALIZATION
PROBLEM

The equalization problem has existed to
some extent since central asscssment was
adopted; but in recent years it has become
more serious, with utility property cen-
trally assessed at much higher ratios of mar-
ket value than locally assessed property in
numerous States. No comprehensive, im-
partial study, with reliably supporting sta-
tistics, has been made of the level of assess-
ment of utility property in all of these
States; but sufficient evidence is at hand to
indicate that large disparities do exist be-
tween the assessments of centrally assessed
and locally assessed property.™
Evidences of Discrimination

For evidence of where and to what extent
inequality exists, dependence must be placed
primarily on a few recent reports and stud-
ies and on recent court cases involving pub-

% W State npessed properiy with a total asstascd valise-
o of 278 billion in 1961, railrads accounted for $5.9
hillion and other wtilities for §18.8 bdllion.  [US. Bureauw
of the Censan, Auesed Falues for Properdy Taxsdion,
1963 Clensan of Governments, Freliminary Repert Mo, 5.)

¥ The Mational Association af Tax Adminiscrators’
Committes on Ad Falerem Tazaton of Railroads and
Publie Ttilities i plusdyleg dbcrimination in the assessmeit
of public weility property s against other types of prop-
erty, 'What stntivtical studies the committes plans to ke
i1 mot kniown,
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lic utility assessments. With respect to rail-
road property, the Doyle Report, produced
in 1961 by a special study group on trans-
portation policy for the Senate Committee
on Interstate and Foreign Commerce, de-
clared that there “is a studied and delib-
erate practice of assessing railroad property
at a proportion of full value substantally
higher than other property subject to the
same tax rates.” ' No comprehensive data
on the level of public utility assessments
were gathered by the study group; the find-
ing relied primarily on a table submitted by
the Association of American Railroads.
This table shows that, for the year 1957, 31
States with central assessment were assess-
ing railroad property at a percentage of
value higher than the percentage at which
other taxpayers' property was being assessed
locally. What the table actually did was
to compare average assessment-sales ratios
for locally assessed real property in the 31
States, as developed by the Census Bureau
for the 1957 Census of Governments, with
ratios at which railroad property in these
States was being assessed in 1957 which
were, according to a railroad official,™
judgment figures furnished by tax adminis-
trative and other officers of the railroad in-
dustry. On the basis of these figures, the
railroads claimed they were being over-
taxed by about $141 million annually.

For more assuring objectivity and pre-
cision in determining and measuring dis-
crimination, reference may be made to re-
cent studies by two State  legislative
committees, both of which retained dis-
tinguished appraisal specialists as consul-

W oyl Repord, op. cit.,, p. 430. The stady overlooked
the fact that ofher 3tote aseessed property s alo prob-
ably being discriminated against,

H Tarres M. Owden, efficial of Gulf, Mehile & Ohia R.R.

Cao,, “Rallpoads Dieserve Tax Equoality,” National Tax Ass
paxciation, Procerdingr, T260, pp. 378, 307.

tants. ‘The California Joint Interim Com-
mittee on Assessment Practices found in
1959 that the property of railroads and
other public wtilities in California was
being assessed at levels approximately twice
the statewide average for locally assessed
property and that this practice violated the
California Constitution.” The Colorado
Legislative Council Committce on Public
Utility Assessments found that in 1959
State assessed properties were being as-
sessed at about 37.5 percent of their market
value and that these assessments were not
being equalized with local assessments.™
A staff report of the Council indicated
that the level of local property asscssments
was approximately 27.9 percent of market
value.

In only a few recent cases have the courts,
on the basis of evidence submitted in the
proceeding, determined the degree of in-
equality., In Chicaga, Burlington & Quin-
cy Ratlroad Co. v. State Board,™ and two
companion cases, the Nebraska court found
that the method used by the State in arriv-
ing at the assessed value for railroad prop-
erty resulted in an assessed value which was
47 percent of actual value whereas other
tangible property was assessed at 35 per-
cent of actwal value. This, the court con-
cluded, was unlawful and diseriminatory.
Illinois now affords a remedy for inequality
in a county collector's application for
judgment for taxes paid under protest. In
such a suit, invelving 1957 assessments,
People v. Gulf, Mobile & Ohio R.R. Co.,'"
two railroads defended that their property
in a county was assessed at full value while

"% Californcs Commitfee on Aseerrment Proctices TR
Report, ap, et p. 12,

M Calerado Legiclalive Council Beport, o et p. vk

=170 Meb, 77, 101 MW, 24 888 (1960},

W TE NoE, 2d 182 (10 1961).
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locally assessed property was assessed at less
than 30 percent. The assessment ratio de-
termined by the State through its assess-
ment ratio studies for this county was 46.20
percent. Other evidence introduced by the
railroads (ratio studies based on appraisals
and sales, testimony of experts, and a survey
by the county) substantiated that the ratio
was just unider 50 percent.  The court found
that the evidence showed gross discrimina-
tion against the railroads amounting to con-
structive fraud and that the railroads were
entitled to recover the difference between
what they were taxed and what they should
have been taxed had locally assessed prop-
erty been equalized at full value. The
county ratio, rather than a statewide or
township ratio, was held to be applicable.

Recent cases on inequality brought in
Arkansas, Kansas, Kentucky, and New
Jersey show that utilities believe that they
are being substantially over-assessed in these
States in comparison with other property;
but they also demonstrate procedural and
evidentiary problems in making out a law
case for inequality, particularly the diffi-
culty in proving the level of locally assessed

property.

s er Lowir-Sam Fransicce Ky, Co. v. Arkanras Public
Serpice Commirnon, 37 Ark. 1066 304 5W. 24 297
(1957) 1 & railroad alleged that its property was assessed
nt 20 percent while other property on a statewide average
was asseged at 12852 percent; the court keld that the
railrond had not shown eeror and thar the 20 percent basis
wis not conflscatery; Kenrer City Southern Ry, Qoo v
Bd, of County Commiuioners, 183 Kan. 675, 331 P. 2d
BO% [ 1958) : & rallrowd’s petition albegiag that i propesty
in @ county was assessed at 60 percent whils other property
in the comnty was assessed at 21 percent, as evidenced by
a Seate apency's ratio studies, wan held to state 3 camse af
I.Elh'n.; Lauchetf v, Tomnaiies Gai Trenpmiiteion ﬂ'.;n._, 931
EW. 2d 879 (Ky. 1960) amd Luckett w. Tezas Eastern
Tranrmizsion Corp., 356 8W. 2d 567 (Ey. 1960): the
couart held that State assessed public utility property had
o b ansezned at the same level 3 locally asessed property;
Delaware, Lackawanma & Wenern B.F. Ce. v, Neeld, 130
A dd &6 (M), 1857); the court held that railroad assess-
menls should be amened at the rame level an locally
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The Causes of Inequality

In most States, the present extent of in-
equality appears to be less the result of de-

liberate State policy than a gradual develop-
ment since the early 1940°s arising from
differences in assessment practices at the
State and local levels, C. M. Chapman de-
scribes the progressive development of in-
equality during this period as follows:
Prior to the present era of inflation, the equaliza-
tion problem was less acute, It is a well established
fact that Jocal assessors hawe not been able or have
been unwilling to keep up with the rapid increase
of values of locally-assessable property. As a nes
sult, in many states ssssssment ratios of full value
have fallen 50 percent or more. However, many
central asesing agencies have been loathe to rec-

ognize this trend with the result there has arisen an
ever-widening gap betwesn the level of locally-
asseszed and state-assessed valpes '

Responsibility for the emergence of this
apparently marked degree of discrimination
15 too diffused, and too varied among the
States, to identify precisely; but a large part
of it lies in the inadequate provisions, dis-
cussed in earlier chapters, for State super-
vision and coordination of assessment ad-
ministration. In some States there was no
suitable State agency for this purposs, or
such agencies lacked the necessary coordi-
nating authority, or lacked the resources for
adequate exercise of authority. Often the

ansesmed property and that the S34ate agency had power i
reduce rallroad assessments below “tres valus™ bar that
sales-assessment ratio data could not be wsed b0 prowve
discrimination. The haldmg in thad MNew Jersy cass
respecting prool has probably been everruled by the case
al fn the Matter of Kewmrs, 34 N.J. 21, 166 A 2d 76%
{1961} which made the State agency’s ratio for o mamici-
pality, as determined for porposes of intermunicipal eqaal-
imation, presumptive evidence of the ratio of asseiaed o
“rree value" within the municipality in an individeal
propecty cwner's sult for Eequality,

= Chapman, "Property Toxation of Railroad Prop-
erties,” op. sil, p. 257,
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States lacked reliable data on local assess-
ment levels, and when such data were de-
veloped they disclosed that the divergence
between State and local assessment levels
had become so wide as to make any forth-
right adjustment a hazard to the financial
well-being of some local governments, In
some instances pertinent data have been
suppressed, and there has been no wide-
spread cffort to make such data available
and useful to the taxpayers. Underlying
these administrative shortcomings there has
been, with a few notable exceptions, a
dearth of legislative and executive support
for enforcement of the legal requirements
for equalization of State and local assess-
ments and for providing adequate means for
their enforcement. This policy, in turn, re-
flects the unpopularity of any action that
would shift more of the property tax load to
the local taxpayers.

EQUALIZATION AND THE
PUBLIC INTEREST

Equalization of the assessments of cen-
trally assessed utility property and locally
assessed property is entirely feasible. The
State assessing agency, like each local as-
sessing agency, must find the market value
of the properties under i'rsju:iﬁdittil::rl; and,
as shown earlier in this chapter, it is able
to do this by uze of the appropriate methods
with no more difficulty than the local agency
encounters in finding the market value of
the more complex types of locally assessed
property. The State agency also is able,
through properly conducted assessment
ratio studies, to determine the percentage
of market value at which property is as-
scssed in each local assessment district.
Uniformity can then be achieved by one of

several methods of adjustment. Thus
when the law calls for uniformity, seem-
ingly it should be complied with, and its
widespread violation raises questions as to
the justification, if any, and the conse-
quence.

The most commonly advanced justifica-
tion for assessing centrally assessed utility
property at a higher level than locally as-
sessed property is that, being highly regu-
lated monopolies virtually guaranteed a
fair return on their investments, utilities are
tax collectors rather than taxpayers.  Since
they are permitted to extract the tax from
the consumer, they can pay a tax that is
twice as heavy as that levied on other prop-
erty at no cost to themselves. Ewven if this
were universally true, the device is deceptive
and inequitable for the taxpayers in general.
Some consumers of wutility services pay in-
directly more than their fair share of local
property taxes and even contribute to other
eommunities, while nonconsumer property
owners receive the equivalent of partial tax
exemption.

The monopoly and fair-retum concepts,
moreover, range widely in their validity, de-
pending on the policies of the regulatory
agencies and the nature of the utilities,
While competition is a negligible factor for
some utilities, it has considerable signifi-
cance for others, and for the railroads it
means competition not only among them-
selves but with other types of transportation,
some of which are not so highly regulated,
that makes them clearly taxpayers and not
just tax collectors. Ewven when a utility is
able to eamn a fair return on its investment
despite the imposition of a discriminatorily
high tax, there is some prospect that with
the inclusion of this tax in its charges its
contribution to a community’s economy may
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be less beneficial than it should be. An
electric or gas utility, for example, may be
less able, under such conditions, to encour-
age the sale and usec of major appliances and
to influence competitively the price of un-
regulated heating materials,

The political expediency that underlies
the support for continuance of assessment
discrimination against the utilities ignores
the consequent flouting of constitutional
provisions and statues. To permit admin-
istrative agencies to engage in gross viola-
tion of the law, or to fail to create suitable
agencies with the necessary powers to en-
force the law, is a hazardous policy which
the public should thoroughly distrust.
This state of affairs is the most serious con-
sequence of the failure of equalization. It
breeds disrespect not enly for the property
tax laws but for State government itself.

If judicious analysis of a State’s property
tax systemn discloses that the uniformity

isions of the constitution and statutes
are undesirable, the appropriate procedure
is not to ignore them but to change them.
Tf various classes of property are to be taxed
differently, such taxation should be in ac-
cordance with law, based on clear author-
zation for such classification. A proposal
to solve California’s equalization problem
in this manner was made in 1959 by the
Joint Interim Committee on Assessment
Practices, It recommended that railroad
assessments be reduced from 50 percent to
the statewide average ratio for locally as-
sessed property (about 25 percent at that
time ), and that a constitutional amendment
be adopted requiring the property of tele-
phone, telegraph, gas and electric com-
panies to be assessed at 50 percent of true
cash value, This recommendation, how-
ever, has had strong opposition.
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Possibility of Federal Intervention

The present economic condition of the
railroad industry has brought the threat of
intervention by the Federal government in
the area of property taxation. The Doyle
study group found that railroads and il
pipelines are more heavily taxed than motor,
air, or water carriers, mainly because of
local property taxes on the railroad and
pipeline rights-of-way,"" and found, further,
that property taxes kept these carriers in a
status of relative tax discrimination. Ac-
cordingly, the Committee made two specific
recommendations: **

1. That a Federal law be enacted ex-
empting railroad and pipeline rights-of-way
from State taxation, the exemption to take
effect gradually over a 10-year period. It
was recommended also that State aid be
given to localities in hardship cases.

2, That a Federal Jaw be enacted for-
bidding the assessment of railroad property
at a higher ratio of market value than that
applied to other property in any taxing dis-
trict.  Jurisdiction would be given to the
Federal district courts to enjoin any action
violating the interdiction. The jurisdiction
would be concurrent with State courts
Two bills embodying this recommendation
(H.R. 7421 and H.R. 7497) were intro-
duced in Congress in 1961,

The possibility of Federal intervention led
the National Association of Tax Adminis-
trators to appeint in 1961 a Committee on
Ad Valorem Taxation of Railroads and
Public Utilities to study the issue of dis-
parities in assessment levels and the effect
on the States of congressional legislation
such as that proposed in the Doyle Report.
Early in 1963 this study was still in progress.

1% Tuoyle Report, of. of, p. 449,
1% Ihid , pp. 463456,
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THE PROBLEM OF ACHIEVING
EQUALITY

The problem of achieving equality in
accordance with the law is one which the
States should be able to solve themselves
through legislative and administrative
processes, as indicated by what some of
themn have already done or are in the process
of doing. 'Where a large degree of inequal-
ity exists, however, the solution is not
sirnple.

Avoiding Hardship for Local Government

When centrally assessed property is as-
sessed at higher levels than locally assessed
property, the equalization process involves
some shifting of the property tax load with-
in each local taxing district. This shifting
is gimilar to that which occurs in any com-
prehensive local reappraisal program, and
when the utility valuation represents only a
small fraction of the total valuation the im-
pact on the local taxpayers is not sufficient
to be disturbing ; but when the proportion is
substantial, as it is in some local junsdic-
tions, the resulting tax shifting can be
economically disruptive and, with the sharp
reduction in total assessed valuations, local
governments subject to repressive tax rate
and debt limits may find themselves without
sufficient financial resources to maintain
operations. It is important, consequently,
that when the disparity in assessment levels
is significant, equalization should be accom-
plished in such manner as to give the local
governments time to adjust to the reduction
of assessed valuation and shifting of tax load,
and to cushion any hardship situations,

Ome method of tempering the impact of
equalization is to make it a gradual process.
Oregon has achieved equality in this man-

ner by gradual downward adjustment of the
central assessment level over a 10-year
period. A disparity of assessment levels de-
veloped in the 1940, and in 1951 the rail-
roads, supported by other utilities, brought
evidence before the Oregon Legislature that
the assigned county ratios established by the
State Tax Commission for equalizing pub-
lic utility assessments were much too high.
The Commission, through its newly or-
ganized research facilities, found that the
ratios were about 100 percent too high.
Subsequent developments, as described in
the 1961 Ratio Study of the Tax Commis-
!im “lt: aar

At an off-the-record meeting between the State
Tax Commission and representatives of both the
Howse and Senate Taxation Committees during the
1951 sesion, the Commission was informed that it
was the comensus of thess committees that the
Commission should reduce matios to their proper
level 80 aa to be fully complying with the law. Dur.
ing the mesting it was suggested that this could be
accomplished during the ten-year period st up for
reappraizal of the State, The opinion of the Cem-
mittee appeared to indicate ten years was too long,
and a five-year period was recommended instead,
In 1951 and 1952 the 5-year reduction
plan was started and the county ratios were
reduced accordingly. Smaller reductions
were made in 1954 and 1955, In 1956 the
reductions were increased again, chiefly be-
cause utility companies were paying cor-
porate excise taxes for the first time. In
1957 a legislative resolution was introduced
containing a formula for reducing by 1961
the assigned county ratios to the level of the
local ratios as determined by ratio studies.
Although the resolution was not enacted
into law, it was adopted and ecarried out by

™ Ratic Stwdy, 1960, Losally dssarsed Property, Choe-
gon Swate Tax Comminion, Valuation Division.
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the Tax Commission, so that by 1961 full
equalization had been accomplished.™
Several other States have considered and
appear to have initiated similar policies. In
Kentucky, following the gas transmission
line ruling in 1960 that State assessed pub-
lic utility property had to be assessed at the
same level as locally assessed property, the
State adopted a policy of gradual approach
to equalization which, apparently, the com-
panies are willing to accept.”" In Colo-
rado, where a study committee of the Legis-
lature found in 1959 that public utilities
were being assessed at 37.9 percent and

locally assessed property at approximately
27.9 percent of market value, the State ap-
parently is engaged in gradually closing the
gap. The Colorado Tax Commission re-
duced the equalization factor for 1962
public utility assesments to 35 percent.'™

In California, Chairman George R.
Reilly of the popularly clected State Board
of Equalization (which is responsible for

=8 [n this same period Oregon was carrying on a broad
program for the improvement of lotal assesament practices,
thus the atmospbere was right for extending equity to all
&reas of property taxation. See commentary im vel. 2.

W In 1959 the average assessment rafios were 50.9
percent for uiility property and 0.1 percent for locally
asseiord real evtave; fn 1960 the ratics were 459 percent
and 308 pereent.  Since im 15 countizs public weiliey
property mepresented over 40 percent of the assewssd walis-
ation taxed locally sy full rates, this cempromise pelicy
aviaded canasdesable local flnsecial disrapticn,

That the wrility companies tend 1o recogrize this probe
lemn i3 exemplified by the saiement of the tax analys of
a large public weility that: “ary attempt o remove large
imeguitics muit be planned so that agencies af local gov-
ermment can adjase their appetites to their metaboliim in
arn orderly faskion, and so that mormal sciretions of as-
sessed wvalee can do ap muech as possble to offset the
effects of equalizatian™  [Carbert, “Proporty Tax Admin-
facration and Public Uilikes,” op, eir, p. 146.)

¥ Letter dated Jome 22, 1962, of Howard A. Latting,
Commissioner, Colorado Tax Commission, to ACIR. Faor
the reduction o be meaninglul, the assumption st be
that locally asssssed property iz 180 being asensed at an
avernge statewhde ratlo of spprozimately 27.9 percent or
higher.
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the State’s share of property tax adminis-
tration) suggested in 1958, in reply to an
mnguiry from the Chairman of the Joint
Interim Committee on Assessment Prac-
tices, that gradual elimination of any sub-
stantial inequity would seem preferable to
a drastic change, and indicated that “Re-
duction in the ratio of assessed value to
market value of state-assessed property
might be accomplished at a rate not exceed-
ing 2 percentage peints in any year,” '™
{The Committee's consultants found that
utility property was being assessed by the
Board at approximately twice the statewide
average for locally assessed property.) Be-
cause of the secrecy of the Board of Equali-
zation regarding the level at which it as-
sesses public wtility property, the extent to
which the Board may have acted in this
manner to narrow the gap is not known.
While the Board is required by a 1959 law
to determine and publish each year the ra-
tio of assessed to full cash value of locally
assessed tangible property in each county,
it discontinued in 1939 the disclosure of its
basis for the assessment of the unitary prop-
erty of public utilities.

When, in 1960, the Nebraska Supreme
Court disapproved of the application to
public utility assessment of a conversion fac-
tor which resulted in an assessment ratio of
47 percent while other property was being
assessed at a statewide average of 35 percent,
the State apparently made the adjustment
without resort to transitional steps and was
reported in 1962 to be assessing utility prop-
crty at 35 percent in accordance with the
court decision.'*

While New York still assesses the operat-

& Caolifornca Commilier on Arenment Practices 15955
Raporl, ap, el p. 127,

" Letter of Tax Commissiorer, State of MNebraska,
dated May 16, 1962, i ACIR. See also fm. 111
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ing property of railroads locally, the two
means used to lessen the impact of tax losses
to localities resulting from the partial ex-
emption of railroad property from property
taxation are devices that would be equally
applicable to a program for eliminating
disparities in Statc and local assessment
levels™  First, the law granting the
exemption provided for a transition period,
with one-third of the exemption given
the first year, 1960, two-thirds the second
year, and all the third year. Second,
in addition to giving the localities three
years to adjust to the full tax loss, estimated
to be $15 million, provision was made for
State aid to cover at least 50 percent of the
tax loss to those localities which would be
hardest hit.™

A device whereby equalization could be
effected immediately without undue dismp-
tion of local finances has been suggested by
Ronald B. Welch.”* Under this plan, a
special excise tax would be levied on the in-
trastate sales of utilities which would be
sufficient in amount the first year to offset
the reduction in property taxes caused by
the reduction in assessed value, but would
be reduced gradually over a period of years
and finally eliminated. The proceeds
would be used to provide progressively de-
clining grants to local taxing districts to
compensate them initially for the property

= prticle 1-A of the Tax Law, as enazied by ch, 636,
© Mew York Laws of 1959 The law did net transler the
asmening functos 1o the State, which could net consti-
tutionally be dons because of bame rule. Howewer, the
railroad ceilings established by the Stabe agency which
determine the amousne of the exemption reflect system
earnings and have some of the carmarks of an assessment.

¥ Ta those tax districts where railroad tases excesded
$100,000 or were ¥ percent of the tofal amount of taxes
bewied (ch. 657, Laws of 1959 a9 amended ).

= Letter of Ronald B. Weleh i ACIR, May 11, 1962,

tax loss and enable them to adjust gradually
to the equalized valuation. Regulated
public utilities would be permitted to bill
the excise tax to their customers but would
be required to adjust their rates immedi-
ately to reflect the property tax saving.
The plan would avoid the uncertainty of
completion inherent in an administrative
policy of gradual transition, but, as Welch
notes, would face the hazard that the new
excise tax, instead of gradually vanishing,
would tend to become permanent.

Role of the Courts

Asindicated by the cases which have been
cited, the courts have served to some extent
to provide remedics for inequality; but
equality forced by court action can be
troublesome both for the aggrieved taxpayer
and the State,

The experience of railroads in Kansas
demonstrates the elusiveness of equalization
through court action when the inequality is
substantial. In 1958 the Kansas Supreme
Court held that State assessed railroad
property had to be asscssed at the same level
as locally assessed property.™ A railroad
official reports subsequent events as fol-
lows: '

Fearing the submission by the legislature of an
amendment to the Kansas Constitution which
would permit classification of property so as to place
railroads in & class and, as classified, permit them to
be asscssed on a basis different from that of other
property, and, in consideration of a promised pro-
gram of gradusted equalization, the railroads

= Kanmar Oity Seuthern R Co. v, Bd. of Ceunty Com-
m'rs, 331 P. 24 899 (Kan. 1958). The roflroad prop-
criy was assessed at about 60 perecnt.  The 1957 Census
of Clevernment study shows locally assewed roal property
wat being amesind on an average of abour 24 percent in
[956.

¥ Jamzes M. Ogden, "Railroads Dieserve Tax Equality,”
ap. e, po 383,
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withdrew their protests and dismissed their several
complaints without trying them on the merits. It
wiould appear that the railroad: wan the battle and
almost lost the war in Kansas since to date, under
the program of pradusted egualization, only ap-
procimately 109 of the protested and proved dis-
crinuination has been removed.

Kansas illustrates the possible political

uences of attempting equalization
through judicial enforcement; Illinois ex-
emplifies the burden in time and money
imposed on the railroads and other utilities
seeking equalization by court action. Omn
the holding in the case of People v. Gulf,
Mobile & Ohie R.R. Co.,"™ a railroad may
now obtain equalization through legal ac-
tion in each county in which it has property.
In cach action, it must prove the countywide
level of asscssment.  If inequality exists in
every county in the State, Class [ line haul
railroads with trackage in Illinois would
have to file hundreds of tax objection claims
a year. One railroad alone, the Gulf, Mo-
bile & Ohio, has filed a total of 136 such
claims for the years 1951 through 1961, 78
of which are for the years 1959 through
1961 in 26 counties, Several bills recently
introduced in the Legislature requiring as-
sczsment of centrally assessed property at
the statewide average at which locally
assessed property is assessed have failed to
pass.

Achieving and maintaining uniformity of
assessment among classes of property can
best be accomplished by legislative and ad-
ministrative action within the individual
States. The States have the knowledge of
local conditions which should enable them
to develop, with the least possible adverse
effect on localitics, programs for achicving
cquality in  accordance with the law.

= 174 N.E. 2d 182 (T 1961).
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Equality enforced abruptly by court action,
Federal or State, is a poor substitute for
equality resulting from plans carcfully de-
vised to meet local conditions.  The proper
function of the courts in the equalization
process should be as an essential part of
the “permanent surveillance machinery,” '™
rather than as the instrument through which
equality is achieved.

METHODS OF EQUALIZING

In the central assessment of property un-
der the unit rule for purposes of local tax-
ation, the initial task of the central agency
is5 to appraise the property at its market
value. Presumably, the local assessing
process also starts with appraisal at market
value, If all locally assessed property were
then assessed for taxation at this level there
would be no problem of equalization; but
in practice the local assessment usually is at
some fraction of market value cither pre-
scribed by law or in violation of law. Thus
the State agency must make some kind of
adjustment in order to produce conformity
in the State and local levels of assessment.
There is a choice of three procedural meth-
ods for this process of equalization, ™
1. Egqualization to the Average Statewide

Level of Assessment of Other Property

The equalization is accomplished by com-
puting the statewide ratio (the average of
the ratios of assessed to market value for
cach assessment district in the State) and
applying this ratio to the unitary appraised
valuations of public utility property within

= O rheri, op. cit., p. 146

& Tames W. Martin has an excellent discssion of the
varkous equaliziion altcrnatives in his report on tanation
af public weilities in Virginda, Taorshion of Public Service
Corporations ia Virginda, op, it pp. 60-86. However,

he evaluaies the alternatives within the framework of Vir-
ginia laws apd policies.
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the State before apportionment to the local
taxing districts.

Full equality is not achieved when this
method is used exclusively, If the ratio for
locally assessed property in a utility’s oper-
ating area is lower than the State average
ratio, utility property is taxed more heavily
than other property; if the reverse is the
case, nonutility property is taxed more
heavily.™

2. Egqualization of State Assessments and
Local Assessments to a Common Level
Under this method, the State equaliza-
tion agency is authorized to order changes
in the average assessment levels of property
in the local assessment districts, to conform
with a uniform standard, sech as “full
value”, or “true value™, or a fraction there-
of. Centrally assessed property is then as-
sessed according to this uniform standard
and the totals are allocated.™

3. Equalization of State Assessments to the
Level of Local Assessments

To accomplish this result, the State
agency determines annually the ratio of as-
sessed to market value of locally assessed
taxable property in each assessment district
and then converts to assessed value for each
taxing district its allocated share of the
market value of the unitarily asscssed prop-

" The Diinois court meently refused 1o wse this mathed
[ People v, Gulf, Moldly and Ohio R, Ca, 174 NE, 182,
187 (LI 19613}, sayieg, "To wit an sverage State-wids
ratie in determining the degree of discrimination agsinst
raflroad property would penalize the taxpayers in thess
countics in which the goal of full value aseisment has ot
nearly been achieve] © © +

" Nlisok, for example, emplays thas type of equaliza-
tion. The law requires a State agency to equalize local
asaament: o fall valws (I0. Rev, Stat. 1955, ch. 120, par.
B27] and the agency i@ dirccted to asmew public wriliey
wiacssrends ol fullsvalue {edere., ch 120, par. 361). For
discussion of dificulibes encountered see val. 2, Mlinods, and
Illinodés Legislative Council, Epualizstion of Progerty Tax
Arreitmments, Bulletin 3-018, Springheld, 1937.

erty by application of the appropriate local
ratin.

Both the second and third procedures
will produce equality in the treatment of
State-assessed and locally assessed property
if they are conducted reliably and compe-
tently. The third procedure is more sim-
ple as it does not require the local assess-
ment districts to make changes in the levels
of their assessed valuations, This method
of equalization has been recommended in
chapter 6, with the proviso that State de-
termined market value, rather than the as-
sessed value, of taxable property in each as-
sessment district shall be used as the base
for tax rate and debt limits and other meas-
urement purposes for which assessed value

usually is employed.
A State Tax ar an Alternative

The taxation of public utility property
by the State, with the tax measured by the
average rate of taxation on the full value
of other taxable property in the State, is by
far the simplest method of achieving equal-
ity. This method does require that the
State maintain a sound ratio study program,
as the responsible State agency must know
the market value of all taxable property;
but it does not involve the allocation of uni-
tary assessments to the local assessment dis-
tricts. With the State levying and collect-
ing the tax, cach utility receives and pays
one tax bill, a procedure that simplifies bill-
ing, collecting, and taxpayer compliance.

If the proceeds of the tax are designed
for local use, the State still has the problem
of apportionment; but, as noted in the dis-
cussion of intrastate allocation above, the
State is in a position to distribute these funds
on the basis of some equitable and sound
policy, unrestricted by the fortuity of the
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particular method chosen for allocating
market value,™

Wisconsin achieves equality effectively by
this method. The operating property of
railroads and of most classes of public utili-
ties is taxed ad valorem, with the railroads,
and the utilities owning and operating prop-
erty in more than one municipality, assessed
by the State on a unitary basis and taxed
only by the State. The properties are as-
sessed at full value and taxed at the average
full value tax rate for the State. This rate
is determined each year by dividing the ag-
gregate levy of the State, county, local, and
school taxes for the previous year by the
full value of all taxable general property in
the State for the current year.™ Railroad
taxes (except for terminal taxes returned to
lakeport cities) and air carrier taxes are re-
tained by the State, thus creating no prob-
lem of allocating the proceeds. Some or all
of the proceeds of the property taxes levied
on the other classes of utilitics are distrib-
uted to local governments, necessitating
allocation formulas, but the procedure 15 less
onerous than allocating assessed valua-
tions,"™

W Cinte the great majority of Sdates have local taxing
limits, berrowing limies, or both, related to the local as-
seaacd valustios, the removal of atillny property from the
lecal tax base for tawation by the State would call for
s appropsiote adjustment in ke limiting formulas of
these Stanee

" For the procedurs weed by the State Department af
Taxutios in asseulng all property at full value, see vol. 2,
Wiscoinian

'® Michigan centrally assesses, for property taxation x-
clusively by the State, the operating property of railrasd
tramspartation and cammumnication companied, and directs
the procesds o local wie without eesest o allocadon for-
miulas by sarmarking them for the primary school interest
fumd. Under the State’s new Comstitation approved by
the witers in [963, the Legrdatere v groen autharfty o
provide for State asesiment asd taxation of otesr closses
of property.  The new Constituthon provides, also, that
the proportion of trus cash valoe required by law for as-
sesment of property subject to general ed polorem taxes
ghall apgly to property assessed by the Btate. Under the
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ACHIEVING AND MAINTAINING
EQUALITY

Joint State-local assessment administra-
tion is seripusly defective when divided re-
sponsibility for assessing lacks the needed
coordination to provide the uniformity re-
quired by law. This lack is particularly
conspicuous in the instance of those States
which have failed to achieve equalization
of the assessments of centrally assessed util-
ity property and locally assessed ordinary
property ; but such failure also carries an im-
plication of the inability of those States to
centrally assess other types of property on
an equitable basis, There are too many po-
tential advantages in the central assessment
of several classes of property to permit this
defective coordination to go unremedied.

The fact that the law specifies a suitable
method of equalizing the assessed valuations
of State assessed and locally assessed prop-
erty provides no assurance of equality.
Only when the law has effective enforce-
ment are the desired results obtainable.
The prerequisites are those for suceessful
joint State-local assessment administration
which have been discused previously,
mainly in Chapter 11. Given a law that is
administrable and provides clear guidance,
the supporting essentials are:

1. A single, well-integrated State admin-
istrative agency responsible for the State’s
entire share of asemment administration,
provided adequately with professional per-

precaisting provisions, the State tax on the centrally as-
wegsed uiilities is designated as & “specifhc tax™, with the
asspsmmenit B0 be al true cmsh value and the rate o be
the average rate levied upon other property in the State
umder the gereral ad palorem tax law. The new Con-
stitution provides a similar method for determining the
rate but empowers the Legidature alternatively m'pl'mriﬂr
that the rate shall be the sverage rate of ad valorem taxs-
tiom om other propenty in all counties where the enterprise
has praperty.
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sonnel, appraisal and research facilities, and
financial resources,

2. The regular conduct of scientific as-
sessrnent ratio studies that disclose the levels
of assessment of the major classes of prop-
erty, and the regular publication of asess-
ment ratios for the major classes of both
State assessed and locally assessed property.

3. Adequate authority, in accordance
with the method established by law, for the
State agency to equalize the levels of assess-
ment of State assessed and locally assessed
property on the basis of the findings dis-
closed in the studies,

4. Toprovide the taxpayers with an effec-
tive remedy for inequality, creation of an
independent and professionally qualified
State board of tax appeals, or tax court,
with authority for the aggrieved taxpayers
to introduce as evidence the assessment ra-
tios determined by the State agency
through its studies,

Underlying these cssentials and de-
termining their degree of effectiveness,
however, is the will of the legislative and
executive branches to achieve and maintain
sound, equitable property tax admini-
stration.
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BIBLIOGRAPHICAL NOTE

The main sources of published informa-
tion on recent developments in property tax
administration and policy are, in addition
to the general texts on public finance, the
official publications of State tax depart-
ments and tax commissions; reports of the
Governments Division of the U.S. Bureaun
of the Census; articles in professional peri-
odicals and the proceedings of conferences
of professional associations; and special
studies conducted by tax study commissions
and public and private research agencies.
References to  specific sources appear
throughout the text. In the preparation of
this report, such sources have been supple-
mented extensively by interviews and cor-
respondence.

The publications by State agencies con-
cerned in one way or another with property
tax supervision comprise, in the aggregate,
a valuable source of information on this sub-
ject, though their comprehensiveness and
quality vary widely, Agencies in most
States issue periodic statistical reports cov-
ering such data as assessed valuations, tax
levies and tax rates of some or all local gov-
ernments; while the regular annual or
biennial reports of tax departments, tax
commuissions, or other administrative agen-
cies having property tax responsibilities, in
the minority of States in which the State
share of property tax administration is more
or less well organized and developed, carry
additional current data. The better-qual-
ity reports include such features as statisti-
cal analysis, resumés of agency plans and
accomplishments, explanations of new leg-
islation, and digests of pertinent new court
decisions. A descriptive list of periodic
State publications that contain data on local
government finance, including the property

tax, is given in the Census Bureau's Stafe
Sourcer of Data on Local Government Fi-
nances, 1962 Census of Governments, Pre-
liminary Report No. 2.

All of the reasonably well organized and
equipped State agencies for property tax
supervision issue special publications, pri-
marily for the education and guidance of
assessors and other local tax administra-
tors, that are an increasingly valuable con-
tribution to the technical literature in this
field. They include, mainly, assessors' hand-
boaks, setting forth pertinent laws, interpre-
tations and instructions; appraisal manuals,
including special manuals for the appraisal
of complex types of property; price and
other schedules relating to the assessment of
personal property; and, in a few States,
monthly information bulletine. Numerous
specific references to such publications are
made in Volume 2.

The work in the property tax held of the
Governments Division of the Bureau of the
Census of the US. Department of Com-
merce is extraordinarily useful. The 1957
and 1962 Censuses of Governments, in addi-
tion to providing State-by-State data on the
nature and role of the property tax, on prop-
erty tax revenues, and on assessed valua-
tions by major classes of property, etc.,
conducted assessment-ratio studies that
permitted the presentation, by States and se-
lected local assessment districts, of informa-
tion on the level and quality of local real
property assessment. Reference should be
made particularly to Tazable Properly Val-
ues (Volume V of the 1957 Census and
Volume 11 of the 1962 Census). The data
on State and local government finance
which the Division compiles and publishes
pmmpﬂf each year include propeny tax
revenue statistics.
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The professional journals for tax coono-
mists, tax administrators, lawyers, cic., arc
a fruitful source of information on current
research, expert opinion, controversial is-
sucs, and newly developing programs in the
property tax field. —Articleson the property
tax appear frequently in the National Tax
feuraal, published quarterly by the National
Tax Association, the monthly Tax Adwin-
Frafors Nems of the Federation of Tax Ad-
ministrators, and Tax Pelicy, a monthly
publication of the Tax Tnstitute of Amerrca,
while pertinent articles appear from time to
time in the various law reviews and other
professional —periodicals.  The  Aweror's
News Lelter, issued menthly by the Interna-
tional - Association of Assessing  Ofheers,
specializes in this vital phase of property tax
admimistration,

‘The published proceedings of the anmeal
conferences of the National Tax Associa-
tion, National Asociation of Tax Adminis-
trators, and Intemational Association of As-
sessing Oifhcers all carry papers presented
by property tax specialists. —The procecd-
ings of regional and State conferences of tax
administrators and State schools for assess-
ors often include veluable material on the
property tax, but they are available only to
a himited extent in published form.

Among the bibliographical ards to find-
ing the scattered current literature on the
property tax the Tax Instifule Baokshelf
15 particularly valuable.  Published semi-
anmually by the Tax Institure of America, it
cofmprises a comprehensive index of recently
published public inance materials, with its
use facilitated by topical classification and
cross referencing.

Much of the best property tax research
15-tobe found in the special studies con-

ducted by State tax study commissions, leg-
islative councils, legislative interim commit-
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tees, and their consultants, and by the re-

search divisions of State tax departmenis

and other government agencies with an in-
terest in the property tax. — Also, there are

a number of noteworthy special studies by

university and civic research groups; study

committees of professional associations, and
individuals,  While most of these studies
relate to the problems of individual States,
much of the analysis and findings is rele-
vant to the problems of other States.  Some
studies deal exclusively and broadly with the
property tax, but more of them include sec-
tions on this tax in comprehensive tax stud-
ies, oF concentrate on special leatures of the
tax and its administration.  Note should be
made that some of the recent critical re-
ports dealing with individual States are al-
ready out-of-date in the sense that portions
of their recommendations have been offi-
cially adopted.  Most of these studies have

2 limited circulation and =ome of them are

designed for internal use and remain unpub-

lished. A representative but by no means
complete list of recent stodies follows:

Advisory Commission on Intergovernmental Rela-
tions, State Constitutional and Statutory Reriric-
fonr on Lacal Td:.ﬂ-ng Pmr:, Wﬂhing‘h]q‘q, 19R2,

Alabama.  Comenitiee on the Reviston of State
Tax Law;, Current Tax Probleme an Ala-ﬂmma,
Montgomery, 1937,
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