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LR 115 focuses on the determination of the taxable value of agricultural land used in 
Nebraska's property tax system. In the report we examine some of the methods used to 
determine agricultural land value in other states. 

Nebraska's State Constitution allows the taxable value of agricultural land to be 
determined differently than other property value. The resulting value is not required to be 
uniform and proportionate with other types of real estate. A requirement remains that 
values of different types of agricultural land be uniform and proportionate relative to each 
other. At present, Nebraska's valuation method consists of locally elected assessors 
deterrr~ining actual value done using a method appropriate to the situation, including 
examining sales of property, capitalization of rent or income from property, and the cost 
of construction approach. 

The agricultural land taxable value methodology used here in Nebraska determines 
taxable value based on sales of agricultural land. State law then requires the assessor 
to adjust the taxable value to a level which is 75% of the market value. This method can 
be described as value classification. In this approach, a class of property is assessed 
for tax purposes at a lower percentage of market value than other classes of property. In 
Nebraska, residential and commercial properties are to be valued at 100% of their 
market value. 

In many other states, agricultural land is assessed using a method of income and 
productivity analysis. A study done by the International Association of Assessing 
Officials in 2000 suggests that 46 states use what they describe as a use value 
approach. In our neighboring states of lowa and Kansas, as well as many other states, 
taxable value is determined using a use value approach. Agricultural land is valued in its 
current use, and not according to its alternative uses in the marketplace. To implement 
this approach, many states arrive at use value by examining agricultural prices, 
production and expenses. This income calculation is then capitalized to derive value. In 
these states taxable value relationst-lips can be as low as 20 to 30% of current 
agricultural land market value. 

In many cases, agricultural use value approaches are designed to ease the pressure of 
urban development on the price of agricultural land on the urban fringe, where 
alternative uses of agricwltural land create a different market than that found in other non 
urban areas. In some states, the valuing of agricultural land is a policy to reduce the tax 
burden of that economic sector. Kansas and lowa state policies seem to be designed to 
reduce agricultural tax burdens. 



In the states in the region and the United States where agricultural land taxable value is 
determined in a manner other than examining real estate markets, the method often 
used is to examine crop prices, crop production, and crop expenses. In order to reach a 
conclusion about value of the land, an analysis of income and expenses and valuation 
formula is developed. The formula generally used is: 

PRODUCTION TIMES PRICE MINUS EXPENSES I DIVIDED BY A 
CAPITALIZATION RATE = VALUE. 

In some of these states, the capitalization rate used is either set by state law,' or set 
according to a rate found in agricul,tural capital markets. Iowa's capitalization rate is set 
by law at 7%. In some cases,' factors or percentages are added to the capital market 
rate. In at least one state, Kansas, the capitalization rate can be adjusted by a public 
official granted authority to determine the capitalization rate which is appropriate. 

In our neighboring state of Kansas the capitalization rate is both tied to the Farm Credit 
System lending rate, and statutorily mandated to be within a set range of that interest 
rate. Local tax rates become an additional factor. A state tax administrator is given 
authority to modify the capitalization rate within that range. This allows adjustment of the 
capitalization rate to control the rate of valuation growth or the level of value desired. 
When interest rates declined in recent years, this authority was used to reduce the level 
of value and the value increase which would have resulted from the use of lower interest 
rates. Since the rate range allowed was fully utilized, no decrease in value from 
increasing the capitalization rate can be achieved at this point. 

As in Kansas and Iowa, the methods used in other states are often dictated by state law, 
and in most cases, a statewide agency or organization does the calculation and delivers 
the valuation result to local officials. These local officials use the value developed 
according to law. These statewide determined values may not be subject to review or 
appeal by landowners, because the results are predetermined by the formula used to 
develop value. Access to information used and a regular review may mitigate 
challenges. 

A formula approach of this type was used in Nebraska for a number of years in the 
1980's. This approach was challenged on a constitutional basis in the case of Bar~ner 
County vs. Board of Equalization, 226 Neb. 236. (1987) The Nebraska Supreme Court 
found the method unconstitutional, because the forrrlula used did not create uniformity 
between types of taxable property. A constitutional amendment adopted in 1990 allows 
agricultural land as a class of property to be non uniform with respect to other classes of 
property. A requirement remains that it be uniform within the class. Since that time, the 
approach used here has been to determine the market value by class, and assign a 
uniform level of market assessment to determine the taxable value. This current level or 
percentage of market is 75%, reduced from 80% by legislation passed in the 2006 
legislative session. A landowner has a legal right to challenge the value set by the 
assessing official, and the challenge can be based on analysis of other real estate 
market transactions. 

In 1999, a legislative study of effective levels of taxation of agricultural land was done 
under contract with the Urliversity of Nebraska Agricultural Econorrlics Department. This 
study showed that the level of taxation of agricultural land is higher in Nebraska than in 



any other agricultural state. Our neighboring State of Kansas was shown to have the 
lowest effective tax level in the study, both in the region and in the nation. 

Kansas achieves this result by using a constitutionally authorized classified or 
percentage reduction approach to taxable value, combined with a statutorily mandated 
income capitalization approach to determine the underlying value subject to this reduced 
percentage of value. In effect, Kansas uses two approaches used by states to reduce 
agricultural real estate taxable value, with dramatic results. Also critical to achieving this 
reduced effective rate of taxation in Kansas are laws designed to equalize school district 
resources by providing replacement state aid. In the Kansas system, the state aid policy 
guarantees the resource capacity of a school taxing unit will not be reduced by value 
reduction. This policy also involves recapture of local property taxes. Recapture 
involves mandating a tax rate for all schools, and requiring the school return to the state 
the property tax amounts over those needed for local funding. These recaptured local 
property taxes are then used to meet the resource needs in school districts with low 
valuation capacity. 

Resource shifting and redistribution in this Kansas system is also affected by public 
policies that classify or reduce the taxable value of residential land relative to 
commercial land. Kansas also has a statewide policy of allowing property tax value 
exemptions to be to granted new commercial and industrial property developments by 
local elected officials. The combination of these policies reduces all forms of taxable 
value, while requiring larger state collected resources be given to local schools to meet 
their funding needs. 

In the 2001 legislative session a proposal called LB 600 outlined an income 
capitalization approach be used for valuing agricultural land. If passed, the law would 
have rejected the real estate market approach in totality. The alternative method 
proposed set the capitalization rate, and the methods of yield, price and expense 
determination which would be used. The bill would have set the capitalization rate at 9% 
on a permanent basis. Therefore the only change in value would have resulted from a 
change in prices, productivity and expenses. Iowa's current formula approximates this 
model, with the capitalization rate in that state fixed by law at 7%. 

The system proposed in 2001 legislation suggested using five year averages of prices, 
or rents where available. An examination of five year average corn price trends would 
suggest that over this intervening period of time, 2001 to 2007, the five year average 
price growth trend increased. This growth trend is established by calculating a moving 
average using prices going back to 1995 and then moving the average forward over 
time. Data used would also reflect any productivity changes as well. Data generated by 
the National Agricultural Statistics Service suggests that both an upward trend in price 
and in yield per acre did occur. 

We examined material provided by the lowa Department of Revenue which showed a 
25 year history of agland taxable value in that state. This value is calculated using an 
income productivity approach. The average rate of increase in the recent period of 2003 
to 2007, using that states income capitalization approach, would have been 5.85% 
annually. Market values in that state are shown as increasing annually at a rate of 
11.4% over that same time period. We were informed in an interview with an official of 
the lowa Department of Revenue that the income formula valuation increase for 2007 
would be 16%, using a five year average of prices and yields. 



However, Iowa's property value system limits the increase in value to agricultural and 
most other property to a maximum increase of 4% per year, mitigating the impact of any 
agricultural value increase. The limitation on value growth does not prevent a decrease 
in value from occurring in years when valuation as measured does decrease. 

The current agricultural commodity price market reflects rapid growth in almost all 
commodity prices. This appears to be related to increased ethanol production, which 
some observers report is substantially affecting all types of agricultural land, including 
grassland and the associated cattle production industry. For more on this topic, readers 
may want to consult the annual report of the University of Nebraska's Agricultural 
Economics Department on Agricultural Real Estate Market Value, authored by Dr. Bruce 
Johnson. 

If this agricultural crop market trend continues, or if the current price level is merely 
sustained, the growth impacts of a rapid increase in price are mitigated by using a 
historical average price trend in an income capitalization formula approach to value. The 
impact of the price increase would also be sustained as an economic effect on the 
increase in values for a Ionqer period of time by the use of a historical average, even if 
the rapid price increase is followed by a stable or declining price environment. 
Adjustment to the average price to mitigate the price increase is possible 
mathematically, but requires policy guidance and legal authority to calculate a pre 
deterrr~ined or desired value growth result. In an interview with Kansas officials we were 
advised that recent crop price increases have not yet begun to effect the valuation in 
their system. Prices used in their 8 year averaging technique lag the commodity market 
by two years, and their economy is dominated by wheat prices. As a result, with rising 
interest rates for the Farm Credit System, they anticipate a slight decrease in values this 
year, rather than an increase due to rising commodity prices. When higher prices do 
start to affect the value, NO flexibility to adjust the capitalization rate does remain. This 
CANNOT be used to mitigate value increases which would emerge from price increases. 

The primary policy goals for shifling from an agricultural real estate market approach to a 
historical average of commodity prices and productivity approach are twofold. One goal 
usually sought is a downward adjustment in agricultural real estate value, and a second 
is slower rates of growth in value. This has been the case in many of our neighboring 
states. We calculated valuation growth rates for the neighboring states of lowa, Kansas, 
and also Colorado, which also uses an income capitalization approach and has a 
capitalization rate fixed at 13%. We found that taxable valuation growth rates over the 
past ten years had averaged 2% or less in each state. Levels of value, relative to the 
agricultural real estate market, are 25% or less. As noted earlier, this value growth trend 
may increase, given fixed capitalization rates in lowa and Colorado. 

If the intention of policymakers is to achieve a reduction in agricultural land taxable value 
and a reduced growth rate for value, a law can be written requiring productivity, price 
and expense data, and a capitalization rate fixed by law. A capitalization rate could be 
derived from an interest rate index. In order to moderate value growth derived from 
increasing productivity or prices, some group or offjcial could be given legal authority to 
adjust the capitalization rate to achieve both goals. The Legislature could devise a 
procedure whereby a legislative committee or executive branch official is given authority 
to annually modify the capitalization rate to meet their desired policy goals. 



An alternative would be allowing non elected officials to set the capitalization rate. 
Whether the policy goal established is stable, increasing, or decreasing value, these 
goals and who decides how to meet them could be addressed in legislative policy. 

Finally, if a policy goal of a reduction in the taxable value and moderation of the rate of 
growth is desired, legislators could modify existing Nebraska law by adopting a reduced 
or increased percentage of market value used to establish taxable value. The current 
Nebraska policy of a 75% percentage of market value could be changed to a lower,or 
higher percentage, depending on the will of the Legislature. 

A policy of annually reducing or increasing the percentage of taxable value could be 
adopted as well, effectively offsetting the increase or decrease to the degree desired by 
the Legislature. A goal of adjusting annually to control agricultural land value growth at a 
predetermined level of allowable increase could be established. Legislation proposing 
such an approach has been considered in the past sessions of the Legislature. 

Like all other policy choices available to state senators in this area, this policy would be 
subject to constitutional review based on the standard of maintaining valuation uniformity 
and proportionality within the types of agricultural land. This requirement is found in the 
states constitution. This has proven to be the most challenging aspect of this policy 
question in past legislative debates. Indexing the level of value to the real estate market, 
or varying it ar~nually or semi annually to meet state policy goals could result in uniform 
and proportionate results. Uniformity of methodology has been suggested as a viable 
response, as has land productivity comparisons to establish proportional value. 

IMPACTS OF VALUE REDUCTIONS OF AGRICULTURAL LAND 

The effects of any value change to any part of the property tax base, including 
agricultural land, has results which include tax rate changes, tax payment changes, and 
state aid changes. Some other states have also changed their fiscal systems in 
response to valuation changes and property tax base erosion. Kansas, for example, 
gave counties authority to use sales taxes to finance local services. 

Decreasing or increasing valuation of agricultural land taxable value from its current level 
value can have the effect of changing the taxes paid on that value. Since Nebraska 
local government tax rates now all have legal maximums, rate increases to offset value 
reductions are limited as to the amount of increase possible. Loss of property tax 
resources available to a local government is the result if the local government is at its 
assigned rate limit. Local votes to exceed these rate limits are authorized. At this date, 
39 Nebraska school districts have voted to exceed the state imposed general tax rate 
limit. 

In the case of school governments, which have a rate limit, a state aid capacity 
equalizing formula would mitigate losses of resources under a value reduction. This 
would occur for general fund operational expenses. Of course, as was shown in 2002, 
and again in 2003, any aid program increase can be eliminated or moderated by 
changing state laws on the levy limit and local effort rate found in the state aid formula. 



There could be adverse impacts on school building fund tax resources. Building fund tax 
rates are limited by law, but no equalizing formula exists for these school resources. 
Bond tax resources are impacted as well, but rate limits do not apply to voter approved 
bonded debts. The irr~pact on bond rate taxpayers is a tax rate increase for all classes of 
property, including the reduced value class. 

Educational service units do have a rate limit, and most are at or near that limit. These 
local governments also have a resource equalizing state aid program. Like state aid to 
schools, this act is subject to legislative budgeting decisions, but may be used to 
mitigate valuation decreases. 

Resource and state aid impacts would occur in community colleges. A state aid formula 
for aid to corr~rrlunity colleges would mitigate resource losses from value reductions. 
Likewise, state aid could be reduced if valuations were deliberately increased. 
Community colleges now have a levy limit which can be described as variable, so 
resource losses from valuation reductions could be addressed by rate shifting and aid 
increases. City governments also have a resource equalizing aid formula, but since very 
little agricultural land is located within the limits of incorporated cities, very little aid or 
resource driven rate impact would occur for city governments. 

clovernments are a siqnificant source of concern as to the impact of valuation 
reduction. Significant resource impacts would occur for many county governments, as 
they are constitutionally constrained to a 50 cent levy limit. Several counties are now 
near this limit. One state aid program based on valuation capacity does exist for 
counties, and would be impacted. Its significance to mitigating county resources is 
lirrlited by the fact that the current appropriation is a small relative to county property tax 
resources. The amount of county aid in this program is also subject to a pro rated 
distribution of available state funds. We noted earlier that in our neighboring State of 
Kansas, county governments facing property tax base value decreases were given legal 
authority to use local option sales taxes to fund county services. A significant number of 
Kansas counties now add a county sales tax rate to the state and local city sales tax 
rates, a fact which Kansas tax burden studies now reflect. 

Fire districts, townships, and some other units of government would face the same rate 
shifting choice to offset value reductions as any other unit of government. Fire district aid 
does exist, but impacts are minimized by the design of that aid program. 

Adoption of a new policy on valuing agricultural land has tax shifting effects which are 
felt differently in places depending on the composition of the tax base. Where 
agricultural land is a small part of the local tax base any reduction in value will result in a 
larger percentage reduction in taxes for the reduced value property. In situations where 
local governments tax bases are made up in large part of agricultural land, tax 
decreases are smaller as a result. Tax shifts to other types of property in these locations 
are more significant as well. These rate increase tax shifting 'impacts are mitigated 
when a state aid policy based on determining available property tax capacity exists. 


