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(House, No. 4910 of 1968

Ordered, That the Legislative Research Council is hereby authorized and di
rected to make studies and investigations relative to four proposed amendments
to the state constitution which were agreed to for the first time by the General
Court sitting as a legislative constitutional convention in 1968, as follows; (1) a
legislative constitutional amendment, printed in current senate document num-
ber 56, relative to authorizing the classification of property according to its use for
purposes of taxation; (2) a legislative constitutional amendment, printed in cur-
rent House document numbered 3326, relative to reconvening the General Court
to fill a vacancy in the office of Secretary, Treasurer and Receiver General, Auditor,
or Attorney-General; (3) a legislative constitutional amendment, printed in cur-
rent Senate document numbered 1206, relative to providing for a special census
and for the apportionment of the Commonwealth into 240 equal Representative
districts and 40 equal Senatorial districts based on population; and (4) an initia-
tive constitutionalamendment, printed in current House document numbered 3766,
relative to reducing the size of the House of Representatives to 160 members and
providing for a decennial division of the Commonwealth into Representative and
Senatorial districts. Said Legislative Research Council shall file its statistical and
factual reports hereunder with the Clerk of the House of Representatives on or be-
fore the last Wednesday of February in the year 1969.

Adopted:
By the House of Representatives, July 16, 1968
By the Senate, in concurrence, July 17, 1968.

(Unnumbered House Order of February 26, 1969.)

Ordered, That the time be extended to the last Wednesday of July of the current
year within which theLegislative Research Council is required to make its reports
relative to selected problems of urban rehabilitation (Senate, No. 1522 of 1967);
to classification of real properly (House, No. 4910 of 1968) ; and to legislative appor
tionmentand reduction of the size of the house of representatives (House, No. 491(
of 1968).

Adopted.
By the House of Representatives, February 26, 1969.
By the Senate, in concurrence, February 28, 1969,

Cfte Commontoealtt) of Massachusetts

ORDER AUTHORIZING STUDY.
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To the Honorable Senate and House of Representatives:

Gentlemen : The Legislative Research Council submits here-
with a report prepared by the Legislative Research Bureau relative
to authorizing the classification of property according to its use for
purposes of taxation. This report, based on Senate document num-
ber 56 of 1968 was required by the joint order, House, No. 4910
of 1968.

Since the Legislative Research Bureau is limited to statistical
research and fact-finding, this report contains no recommendations
for legislative action. It does not necessarily reflect the opinions
of the members of the Council.

Respectfully submitted,

Sen. Joseph D. Ward of Worcester,
Chairman.

Rep. Joseph B. Walsh of Boston,
Vice Chairman.

Sen. Andrea F. Nxjciforo of Berkshire.
Sen. John F. Parker of Bristol.
Sen. Allan F. Jones of Cape and Plymouth.
Rep. Joel S. Greenberg of Pittsfield.
Rep. Charles F. Flaherty, Jr. of Cambridge.
Rep. David J. O’Connor of Boston.
Rep. Sidney Q. Curtiss of Sheffield.
Rep. Harrison Chadwick of Winchester.
Rep. J. Hilary Rockett of Marblehead.
Rep. Walter W. O’Brien of Raynham.

Cf)t Commontoealth of Massachusetts

LETTER OF TRANSMITTAL TO THE
SENATE AND HOUSE OF REPRESENTATIVES.

MEMBERS OF THE LEGISLATIVE RESEARCH COUNCIL.
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To the Members of the Legislative Research Council:

Gentlemen: House, No. 4910 of 1968, the “omnibus” joint
order reprinted on the inside of the front cover of this report, re-
quired the Legislative Research Council to study the proposed con-
stitutional amendment relative to authorizing the classification of
property according to its use for purposes of taxation.

The Legislative Research Bureau submits a report in accordance
with the above directive. Its scope and content have been re-
stricted to statistical and fact-finding data, without recommenda-
tions.

The preparation of this report was the primary responsibility of
Charles L. Shea of the Bureau staff.

Respectfully submitted,

DANIEL M. O’SULLIVAN,
Director, Legislative Research Bureau

LETTER OF TRANSMITTAL TO THE
LEGISLATIVE RESEARCH COUNCIL.
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Origin and Scope of Study.

In compliance with legislative order, this report discusses a proposed
Constitutional Amendment which would permit the classification of real
property according to use for tax purposes. Senator James R. Mclntyre
and Representatives Joseph E. Rrett, Walter J. Hannon and Arthur H.
Tobin, all of Quincy, sponsored the proposed amendment which also
contains provisions relating to diverse assessing, rating and taxing pro-
cedures, as well as to exemptions and abatements.

More rigid judicial enforcement of existing constitutional provisions
in the last decade and resultant revaluation programs which increased
the residential property tax burden were the two principal factors that
stirred sufficient support in the Legislature to gain initial approval for
this proposal.

Historical Development
Property taxation dates back to at least 400 B.C. and the basis for

its assessment and collection has varied greatly. It has been levied at
both national and local levels and in some instances by a national or
state government on a municipality which in turn used its own discretion
as to how the revenue would be raised.

Some property taxes were designed to reflect the actual income earn-
ing ability of the owner as in medieval Germany or on what land could
produce if properly utilized as in early English history.

The colonies used land as the major base for property taxation but
varied concepts as to what constituted property, who should assess and
how property should be assessed caused much diversity. Alleged resul-
tant inequities, the use of sundry exemptions and abatements coupled
with the fact that property taxes from that time through the Nineteenth
Century were the prime sources of governmental revenue led to many
reform movements.

C&e Commontoealtf) of egassacfnisetts

CLASSIFICATION AND ASSESSMENT OF REAL PROPERTY.

SUMMARY OF REPORT.
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Uniformity and Universality.
The two principle reforms of the Nineteenth Century were the at-

tempts to tax property in the same uniform way and further to tax all
property universally. Many states incorporated these two provisions in
their constitutions but the continued use of exemptions and abatements
still allowed for preferential treatment of certain classes of property.
Another serious problem which escalated in the latter half of the Nine-
teenth Century was the practice of local assessors in undervaluing
property.

As the economy changed from one basically agricultural to one indusf
trial and the need for greater revenues to operate government became
apparent, new tax programs at the federal and state level supplanted
the property tax as their main sources of revenue. Local governments
however still rely on this tax as their prime source of funds but find
that rigid constitutional restrictions give them little latitude in assess-
ment and collection practices. Thus, classification or more flexibility has
been sought in this century.

Massachusetts Development
Colonial Era.

The first real estate tax was levied in 1630. Shortly thereafter, the
General Court assumed the power to control the methods of assessments
and taxation. Exemptions and abatements were authorized and some
classes of property were taxed in different ways. Local assessors were
employed from almost the founding of the Colony.

Post Constitution Period.
Since 1780, the constitutional provisions relative to taxation have

undergone but slight change. The 41st Amendment relative to taxation
of forest lands and the 44th Amendment relative to the levying of an
income tax were the principal modifications.

Statutory changes or enactments have been used to define the word
proportional (1829), fair cash value (1853) and the elimination of all
intangibles from property tax rolls (1864-1923).

TSie position of Commissioner of Corporations and Taxation was
established in 1865 as a part time post to oversee the tax programs o
the Commonwealth. By 1890 the position had become full time and
before the turn of the century the Commissioner was authorized to
visit and inspect the work of local assessors. The expansion of his re-
sponsibilities in the Twentieth Century now empower him to furnish
local assessors with information relative to their community, to give
any instruction or supervision necessary to insure uniform and just taxa-
tion, to approve local tax rates and the amount of money to be raised
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by taxation and finally to prepare, every two years, the apportionment
and equalization formulae which are used in assessing county expenses
and distributing state funds.

Local Boards of Assessors are responsible for placing valuations on
real and personal property for purposes of taxation. In general, they
employ four methods. The oldest probably is simply their opinion of
what a parcel is worth. The other three approaches, namely comparative
sales data, capitalization and replacement cost, are somewhat more
scientific. However, in all cases consideration is generally given to the
age and use of the property, and neighborhood characteristics.

Judicial Findings.
In the last decade increasing local taxes spurred litigation on many

grounds. The principal complaints alleged were (1) assessment at vary-
ing percentages rather than a uniform percentage, (2) valuation at a
percentage of fair cash value rather than at full cash value, and (3)
excessive assessment of business and industry in relation to other prop-
erty. Although no new interpretations were enunciated in recent years
the significant factor in these decisions has been the rigid enforcement
insisted upon by the state’s highest court relative to proportionality and
full cash value. Since 1960, as a result, 152 communities have undertaken
revaluation programs.

Insofar as abatements and exemptions are concerned the court has
held that they must serve a public good and must in no way attempt to
classify property through a back door approach.

Tax Limits.
This approach, employed at the turn of the century, has been found

wanting. Basically, it limited the rate per $l,OOO that communities could
levy. In 1913 it was made permissive for all communities except Boston.
Boston’s tax limit was discontinued by legislative action in 1936. Al-
though legislative proposals on this score are filed almost annually, its
inflexibility is feared by many tax authorities because they claim many
municipal functions would either be eliminated or severely curtailed.

Other States’ Practices.
Classification Systems.

Classification is best defined as the “ad valorem taxation of property
by its segregation into groups or types and the application to these
various classes of different effective rates”. Only two states, Minnesota
and Montana, use a comprehensive classification system for purposes
of real estate property taxation.
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The State of Minnesota enacted its first classification statute in 1913
based on a constitutional amendment adopted in 1907. Since its original
enactment with four classes it has been amended several times so that
now the assessment spread ranges from 5% of true value for rural elec-
trical lines to 50% for iron ore. Some critics claim that it has not cured
illegal or fractional assessments and has no real economic justification.
On the other hand, proponents contend that the elimination of severe
constitutional restrictions has had a meritorious effect on assessment and
taxation procedures.

Montana adopted classification in 1919. As in Minnesota, owners of
property who are assessed at a higher percentage of true value are most
critical of the classification system. Two advantages in the Montana
system, the low-rate taxation of intangibles and the taxation of general
unproductive property at a lower rate than income producing property,
find few critics.

The three states of Kentucky, Ohio and West Virginia have a classi-
fication system which applies only to personal property. Arizona, despite
authorization to implement classification, changed its school aid formulae
instead when a survey revealed that a great portion of the states’ resi-
dential property, under classification, would bear a heavier tax burden.
In Tennessee the electorate recently approved the inclusion of a classi-
fication scheme, within certain limits, on the agenda of a forthcoming
Constitutional Convention. A few other states have recently classified
agricultural and scenic land for tax purposes but few states have
seemed willing to consider a comprehensive classification system.

Those who favor classification stress that it is a better measure of
ability to pay, that it considers the income yield of property, and makes
it easier for officials to enforce tax laws.

Opponents deny the above claims and allege further that the aban-
donment of uniformity will create new injustices and inequalities along
with a reduction in total revenue.

Exemptions and Abatements.
Many states, like Massachusetts, use exemptions and abatements to

grant preferential treatment to certain types of property. Exemptions
for educational or religious groups, for veterans, the aged, and widows
are found in one form or another in most jurisdictions. However, con-
stitutional provisions in some states allow for substantial homestead
exemptions on owner occupied dwellings and special exemptions for
the business community when expanding existing facilities or locating
new facilities. These latter exemptions are not possible in Massachusetts
at the present time.
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Other Systems.
Some tax authorities advocate the land tax used in Hawaii and the

graded tax authorized in Pennsylvania as a sounder basis for property
taxation. As advantages of these methods, they claim that urban renewal
would be undertaken by private rather than public funds, and that
property owners would be more inclined to not only maintain their
property better but also to put it to its best use.

Almost all study groups although not necessarily recommending classi-
fication agree that greater flexibility within constitutional provisions is
necessary if state legislatures are to enact just and equal taxes.

Effect of Amendment in Massachusetts.
Due to a lack of statistical data, the absolute effect of classification

in this state cannot be determined. However, illustrations based on
present assessing practices indicate that in a predominantly residential
community commercial property might be helped whereas the reverse
would be true in a predominantly commercial community.

Commercial interests are fearful that their tax burden under a classi-
fied system would be so increased that they would be forced to relocate
in another state. Residential property owners and especially those with
newer or well maintained homes believe that the heavy burden they
now bear will be shifted to other property.

One thing is certain, present constitutional provisions preclude much
change in property tax administration or assessment by legislative
enactment.
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By a directive of the General Court (House, No. 4910 of 1968),
the Legislative Research Council is required to report upon a pro-
posed legislative amendment to the Constitution of the Common-
wealth authorizing classification of real property according to use
(Senate, No. 56 of 1968, reprinted as Senate, No. 72 of 1969). Other
provisions of the proposed amendment would allow diverse assess-
ing, rating, or taxing procedures to be used in the various classes
but proportionately in the same class and also permit reasonable
exemptions and abatements. The full text of that proposal is re-
printed below.

Article of Amendment,

Art. Article IV of Section 1 of chapter 1 of Part the Second of the
Constitution is hereby amended by inserting after the words “and to impose and
levy proportional and reasonable assessments, rates and taxes, upon all the
inhabitants of, and persons resident, and estates lying, within the said
Commonwealth”, the following words:—, except that the general court may
classify real property according to use, and may provide for the assessment,
rating and taxation thereof at different rates in the different classes so
established, but proportionately in the same class, and except, further, that the
general court may grant reasonable exemptions and abatements.

This proposed amendment, filed by Senator James R. Mclntyre
and Representatives Joseph E. Brett, Walter J. Hannon am
Arthur H. Tobin all of Quincy and reported favorably by the
Committee on the Judiciary, was ordered to a third reading by vote
of 145 yeas to 105 nays in the joint legislative convention of June
25, 1968. Again in joint convention on July 15, 1968, the proposal
was agreed to and referred to the next General Court for further
action by vote of 155 yeas to 98 nays. The joint convention held on
May 14, 1969 again agreed to the proposal by vote of 144 yeas to

Ciie Commontoealtb of e^assacliusetts

CLASSIFICATION AND ASSESSMENT OF REAL
PROPERTY.

Origin of Study.

Chapter I. Introduction



1969.] HOUSE No. 5323. 13

119 nays. Reconsideration was negatived by vote of 118 yeas to 133
nays. Thus the proposal will appear on the 1970 ballot.

The sponsors of this measure, along with those who supported it,
thwarted in their attempts to placate property owners by legisla-
tive enactments or local assessing practices, were forced to seek a
constitutional amendment. Such a remedy appeared to be neces-
sary to redress the apparent inequities resulting from a court
ordered revaluation of real property in the City of Quincy. Resi-
lential property was reassessed so that its share of the tax burden

increased and that borne by commercial interests decreased. Com-
-»pliance with existing constitutional provisions, as interpreted by

the Supreme Judicial Court, made such a result inevitable.
Although prior proposals on this score had met with little success,
the Springfield decision, 1 so called, coupled with the results of
several revaluation studies stirred support for the present proposal
and assured its initial approval.

Prior Proposals in Massachusetts.
The word “proportional” as its meaning has been interpreted in

the Constitution has required the Legislature to treat various types
of taxable property in the same manner for purposes of taxation.
This term was first inserted in Colonial statutes in the middle of
the Sixteenth Century. It was incorporated in the Massachusetts
Constitution in 1780 and has remained to the present day.

After the Civil War alleged inequities focused attention on the
property tax. Special commissions and joint special committees of
the General Court over a period of 30 years made sundry recom-
mendations and proposals. One recommended that a state agent be
appointed to every local assessing board to prevent undervaluation
of property. 2 Similarly, in 1894, a State Board of Equalization was
proposed to remedy undervaluation. 3 Other recommendations in-
cluded: (1) special consideration for farm and forest land; 4 (2)
he abandonment of preferred treatment of public service corpora-

tions; 5 (3) the taxation of personal property at a flat rate; 5 and
(4) state supervision of local assessors. 8

1 Bettigole v. Assessors of Springfield, 343 Ma;
2 State Tax Commission (1874).

1961)

3 Joint Special Committee on Taxation.
4 Commission to Investigate the Laws Relatin
6 Joint Special Committee on Taxation (1907)
8 Commission on Taxation (1908).

Taxation (1909
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Although a report in 19091 recommended against categorical
classification of real property, the House of Representatives agreed
to a proposal for such in that year by a vote of 179 yeas to 36 nays
and similarly the Senate by vote of 26 yeas to 7 nays. The principal
proponents were the Chambers of Commerce and industry which
advocated special treatment in their cases. However, in a sharp
reversal in 1910 the measure was not agreed to by the House (90
yeas, 134 nays) and the Senate did not vote on it.

The passage in 1916 of the Massachusetts income tax law which
was designed to alleviate the burden of local taxation diminished
interest in property classification. Thereafter until the early 1950’5,
legislative proposals dealt mainly with homestead exemptions,
exemptions for new residential construction, tax and sment
limitations and tax incentives for industrial development.

Beginning in 1952, however, constitutional amendments calling
for classification of real estate have been before the General Court
almost annually. Until 1961 they did not generate sufficient interest
to warrant their consideration by a joint legislative convention. In
that year a joint convention soundly defeated such a proposal by a
vote of 17 yeas to 231 nays, with only Springfield area legislators
supporting this measure. The fact that the impact of the Spring-
field decision2 had not been felt throughout the Commonwealth
undoubtedly accounted for the large adverse vote.

Although gaining some support, similar proposals were rejected
in 1962 (55 yeas to 162 nays), in 1963 (19 yeas to 241 nays) and in
1967 (94 yeas to 145 nays). As indicated earlier in this chapter,
initial agreement was obtained in 1968 and final agreement in
1969.

Chapter 11. Historical Evolution ofProperty Taxation. 3

Although the property tax is commonly considered as a uniquely
American phenomenon, its origin stems from Western Europe. In
ancient times, at least as early as 400 8.C., both Athens and Rome
levied taxes on land, property, cattle and the like. Even then, the
problem of discovering and assessing personalty, intangibles and
property was evident. In later times both the German states and
England relied heavily upon the property tax.

1 Commission to Investigate the Laws Relating to Taxation (1909).
2 Op. cit.

A History of the General Properly Tax (The American Property Tax: Its
History, Administration and Economic Impact); Benson, G., Benson, S., McLelland,
H., Thomson, P,, Claremont Mens College, 1965.
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The major rural tax in the German States was the “Bede”, a tax
levied on land and buildings and designed to reflect the income-
earning ability of the owner. The value of the property was
determined by assessment of the productive worth of specific units
of land. And taxation was based almost solely on the land itself and
property identified with it.

A category or classification system in varying degrees was used.
Gardens and woods were assessed at one rate, and different types of
houses, animals, supplies and various products fell into other
categories. In addition certain exemptions were allowed. Some were
politically motivated, but other exemptions were made to maintain
minimum standards of living or to encourage certain trades. Also,
certain taxes were levied on businesses or occupations in place of or
in addition to property taxes. Thus, this broad concept of what
constituted property, the sundry exemptions and categorization of
property formed the basis, in part, for the modern day property
tax.

Property taxation in England developed somewhat differently
from that of the German states, resulting chiefly from experiments
with several types of property taxes. Because agriculture was the
only important source of income, a ground tax based on raw
produce seemed to be a fairly representative levy on income
earning capability. Later, additional taxes were levied. One, a
carugage, was a land tax based on the carucate, a unit of land
determined by the proportion of the average production and the
amount plowmble in a certain period. The taxes were uniform and
proportional, with assessment and collection responsibilities vested
in the national or royal government. Another, the tallage, was
levied by the central government on towns and villages. The
method of raising the tax was left to local discretion but it
generally fell on property. In the Fourteenth and Fifteenth Cen
turies, a general property tax was levied by the Crown and local
authority was given broad power to raise its own taxes. Thus,
various methods of assessment and collection resulted. By the
Nineteenth Century, only a tax on land remained.

Both the German States and England found the property tax
had limitations. Moreover, Scotland, Holland, France and Italy

German States.

England.



HOUSE [JuneNo. 5323.16

experienced so much difficulty in the administration and collection
of property taxes that they soon abandoned them. The problem of
what constitutes property and what is fair assessment existed then
as it does now.

Colonial Experience.
The colonies bore an amazing variety of taxes. There were

occupation, poll, license and excise taxes along with taxes on land,
buildings, livestock, ships, merchandise, personal possessions, slaves
and at times, on money itself. In New England, poll, occupation,
land and personal property taxes predominated. This proliferation
of revenue sources tended to lessen the burden on real property.
Connecticut, for example, taxed mercantile buildings lightly
because the owners paid faculty taxes and exempted most dwelling
houses because they were considered non-productive property. New
Hampshire, in 1770, adopted a fairly modern concept by levying a
property tax at l/12th of its net yearly income.

In contrast to most of the colonies who relied on a so-called list
system that spelled out property to be taxed, Rhode Island used a
rate system. Under this method, the tax burden was apportioned
among several towns and the local assessors were “required to
collect it from those who were best able to contribute”.

On the other hand most of the Southern colonies shied away
from property taxation, influenced undoubtedly by the large
planters, and derived revenue chiefly from import and export
fees.

Although land was the major base of taxation in Colonial
America, the different concepts of what constituted property and
what property should be taxed caused great diversity. However,
most real estate taxes were first levied on the basis of the land’s
capital worth rather than on its annual value or income. Later, the
local assessor determined the land’s value for assessment purposes.
Local communities, assessed specific amounts to be raised by taxes,
did so under broad guidelines established by the colonial and state
governments. Thus, some areas taxed land by quality as deter-
mined by a classification system, some by quantity, others by mode
of cultivation, and many on the basis of the crops produced.
Moreover, varying assessing cycles were in effect. Some commun-
ities assessed land annually, others biennially, and still others
triennially. Different methods of assessment and taxation produced
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inequities and caused great dissatisfaction which sparked the
Nineteenth Century movement for taxation of all property at a
uniform rate.

Property was the chief source of public revenue during this
period and the concept of taxation of all property at a uniform and
equal rate attracted wide support, particularly in the earlier years
of this era. Equality of taxation rather than reduction of the tax
burden was the overriding issue.

As indicated in Table 1 below, at least 29 states, starting with
Maine in 1819, adopted constitutional provisions relative to uni-
form property taxation. Thus, Tennessee’s constitution in 1834
prescribed that:

“No one species of property shall be taxed higher than any other species of
property of equal value.”
In a different approach, several other states authorized the Legisla-
ture to determine the manner and mode of taxation, subject to the
stipulation that it be uniform (Ark., Ga., Ind. and Minn.).

Table 1. Early Unijormity Requirements in State Constitution

Maine (1819) Texas (1845) Minnesota (1857) S. Ca
Missouri (1820) Wisconsin (1848) Oregon (1857) Montana (1889)
Tennessee (1834) California (1849) West Virginia (1861) North Dakota (1889)
Arkansas (1836) Virginia (1850) Nevada (1864) South Dakota (1889)
Florida (1838) Indiana (1851) Georgia (1868) Washington (1889)
New Jersey (1844) Ohio (1851) Mississippi (1868) Wyoming (1889)
Louisiana (1845) Kansas (1855) North Carolina (1868) Kentucky (1890)

Utah (1895)

•urge: Francis N. Thorpe (ed.), The Federal and State Constitutions, Colonial
Charters, and Other Organic Laws, U. S. Government Printing Office, 1909.

I Although in the first half of the century uniformity and to some
extent universality of the property tax held true, the latter half of
the century saw two developments which represented departures
from that practice.

First, exemptions from taxation for certain personal property
and properties owned by religious, charitable and educational
institutions were approved, often after heated debate in legislative
chambers. To stem the flow of this type of preferential treatment,

Nineteenth Century

Unijormity and Universality.
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states adopted constitutional requirements that all property be
taxed. The following Table 2 shows that 21 jurisdictions had
provisions on this score by the end of the Nineteenth Century.
Some spelled out specifically what was considered to be property,
others used general terms intended to be all encompassing. Thus,
Ohio, in its 1851 constitution, provided a clearly expressed specific
universality requirement:

“Laws shall be passed taxing by a uniform rule all moneys, audits,
instruments in bonds, stocks, joint-stock companies or otherwise; and also all J*’

mil be passed

real and personal property, according to its true value in money

As illustrative of the “general” approach the Oregon Constitu
tion states:

“The legislative assembly shall provide by law for a uniform and equal rate of
assessment and taxation, and shall prescribe such regulations as shall secure a
just valuation for taxation of all property, both real and personal.”

Table 2. Early Universality Requirements in State Constitutions

Texas (1845) Kansas (1855) Florida (1868) No. Dakota (1889)
California (1849) Oregon (1857) Mississippi (1868) So. Dakota (1889)
Virginia (1850) West Virginia (1861) No. Carolina (1808) Washington (1889)
Indiana (1851) Nevada (1864) So. Carolina (1868) Wyoming (1889)
Ohio (1851) Arkansas (1868) Montana (1889) Kentucky (1890)

Utah (1895)

Source: Francis N. Thorpe (ed.). The Federal and State Constitutions, Colonial
Charters, and Other Organic Laws, U. S. Government Printing Office, 1909.

Moreover, there is some evidence that several other states
attempted to achieve universality of taxation although they may
have failed because of conflict or uncertainty in the language of
their constitutional provisions. Thus, the Michigan Constitution of
1850 stated;

“The legislature shall provide a uniform rule of taxation, except on property
paying similar taxes.”

The 1875 Constitution of Nebraska was similar. Finally, there
are indications that Delaware, Maryland, New York and Rhode
Island, which levied taxes on the “mass of property”, also provided
for uniform and universal taxation by statute, rather than by
constitutional provision.

Under the universality clause of some of the states’ constitutions,
carefully enumerated but definitely limited exemptions were per-
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mitted. In Nevada, mines were given special treatment, and several
states gave favored treatment to farm land and in some instances
to intangibles.

As has been stated, two developments occurred during the
Nineteenth Century that had somewhat adverse effects on efforts
to promote uniform and universal real property taxation. The
second related to the growing practice of undervaluation of realty,
undoubtedly caused by the delegation to local authorities of the
power to assess. This has been the prime target of critics of the
property tax for many years. The following table shows its develop-
ment and conversely, the deterioration of the true value concept
from 1850 to 1890;

Table 3. Total Assessed and True Valuation of Real and Personal
Property in Selected Years, 1850-1890

(in billions of dollars)

Assessed
Valuation

True
Valuation ( est .)Year Percentage

1850 6.0 7.1 84.5%
1860 12.1 16.2 74.7%
1870 14.2 30.1 47.2%
1880 17.1 43.6 39.2%
1890 25.5 65.0 39.0%

Source; U. S. Department of the Interior, Census Office, Eleventh Census of the
United States 1890, Part 11. Valuation and Taxation, U. S. Government Printing
Office, 1895, p. 9.

Disenchantment with the property tax and its apparent inability
to sustain the burgeoning operations of state and local governments
forced the various states to seek other revenues. At the same time,
early in the Twentieth Century a movement emerged to strengthen
the property tax through a classification system.

Although many proposals were offered as possible solutions to
the problems of property taxation such as tighter equalization
procedures by state boards, separation of the sources of local and
state revenues, exemptions of certain types of property and supple-
mentary taxes, a classification method of assessment prompted
greater interest. This may best be defined as the “ad valorem
taxation of property by its segregation into groups or types and the
application to these various classes of different effective rates”.

Modern Day Development.
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First experiences and benefits from classification as a tax and
assessment device developed from the taxation of personal property
and intangibles. Later, land, mines, forests and farms were grad-
ually incorporated into a classification system. Although only two
states (Minnesota and Montana) actually have a classification
system for real property spelled out constitutionally or statutorily,
almost all states have through tax concessions or exemptions
treated certain classes of property in special ways.

The advanced industrialized economy of the country made evi-fil
dent the serious shortcomings of real property ownership as the
“norm” of tax paying ability and its dominance as the major source *

of state revenue was ended by two major events. First, the
Depression brought with it tax limitation laws, statutes granting
preferential treatment to certain groups and homestead exemp-
tions. The resultant loss of revenue was raised through sales and
income taxes. Secondly, World War II demanded so rapid an
increase in revenue that even a healthy economy could not have
adjusted the property tax correspondingly.

As new sources of revenue were found for not only the support of
federal and state governments but also for federal and state
assistance to local governmental units, the burden borne by real
estate taxes at the federal, state and local level decreased as
reflected by the following table:

Table Jf. Revenue Producing Ratio of the Real Property Tax

Percent of TotalFederal, Percent of State & Percent of Percent of
Year State & Local Revenue Local Revenue State Revenue Local Revenue

1913 44.7 65.7 37.2 68.0
1932 43.6 57.0 12.9 67.3
1942 16.0 34.5 3.8 52.6
1952 8.5 27.8 2.2 42.7
1962 11.2 27.0 1.7 42.2

10.4 20.8 1.4 38.9

Source: U. S. Bureau of the Census, Historical Statistics of the U. S., Colonial Times
to 1957, Series Y384-400, Y517-535, Y575-600; U. S. Bureau of Census, Government
Finances, 1962 and Tax Foundation, Inc., Facts and Figures on Government
Finance, 15th Biennial Edition 1969, p. 19.

Finally, new concepts of equality, and new tax sources have
removed the state and local general property tax from its previous
role as the major source of public revenue.
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Chapter 111. Property Tax Development in Massachusetts.

When, under the Crown charter of 1628, the Massachusetts
colonists sought to levy taxes for the support of the ministry,
schools, constables, etc., they found only land and cattle to be of
any taxable value. Colony or county rates were levied from time to
time by the General Court for general purposes of government and
town rates were established for local purposes.

The first tax was apparently levied in 1630/ and subsequently,
by the then existent nine towns in 1631, 1632 and 1633. In 1634,
however, the General Court declared that the towns could tax only
under conditions laid down by it. Explanations by the General
Court relative to its order that towns “levy every man according to
his estate” culminated in a 1638 order, which applied the term
“proportional” to property taxation for the first time. Later, a 1646
recodification of existing law provided that proportional taxes be
levied under “one general rule and way of rating so that levies
would be easy, equal and certain”.

In 1651, local assessors were required to place a value on
property “not visible to view.” In 1657 the General Court decreed
that all local assessors should assess in the same way so that values
would be equalized. At the same time, and again in 1660, the
assessors were ordered to comply with the promulgated “Charges
Public”, which fixed values on polls, cattle and farm animals at so
much per head. Several years thereafter, in 1672, laborers and
artisans were rated “for returns and gains proportionable unto
every man for the produce of their estates.” Unoccupied land was
given a fixed rate in 1682. In almost every tax statute or ordinance,
the word “proportional” was inserted.

It is evident from the foregoing that classification was practiced
lin Colonial times, and that taxes to some degree were based on
“faculty” or ability to pay. The Colony of New Plymouth rated
taxes essentially in the same way along with the New Haven and
New Hampshire colonies, all of which had strong ties with the Bay
Colony.

Certain exemptions granted public officers and ministers were
regarded as part payment for their services. Other exemptions were

Colonial Times.

1 1 Col. Reo.
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granted to the indigent and those impoverished by reason of fire,
age, disease or war.

Many of our present day exemptions and some other modern day
practices had their beginning in Colonial times. Total exemptions
for towns ravaged by Indians are quite similar to modern financial
assistance for disaster areas. Exemptions for a period of years for
new towns coincides with present day inducements for locating new
industry. Fishing vessels and stock used for fishing were first
exempted in 1639.

The Provincial Charter of 1691 granted by William & Mary
revived the General Court previously abolished by Governor
Andros and vested in it the power to levy proportional taxes. In
1692, the General Court levied a tax on all polls and on all
property at a rate of 25 percent of annual value or income. In 1694
land was valued at twenty times its annual income; houses, mills,
wharves, etc. were valued at fourteen times their annual income.
For the next half century, though the rates changed on land, cattle,
houses and other property, the basic tax principles remained in
force. Classification was employed and the intent to secure a
substantial equality of contribution on the part of all the inhabi-
tants was inherent in all tax statutes.

Of particular interest is the lack of any evidence that either the
provincial courts or the Privy Council in London rendered any
decisions concerning the validity under the Province Charter of the
various classification statutes enacted between 1691 and 1776. The
principle bone of contention relative to taxation was the claim by
the colonists that the Crown could levy only those taxes approved
by the General Court. The Crown of course held an opposite
view.

Since the Constitution (1780)

The constitutional power to tax is virtually the same today as
when first adopted (Part 11, c. 1, s. 1, Art. IV). As in Colonial
times, the practices of exemptions and classifications were con-
tinued by statute.

Uthough up to that time, no Supreme Court decisions had
turbed the construction placed upon the word "proportional” by

lassachusetts General Court under the Colonial and Provin-
cial Charters or the Constitution, the General Court, in an effort at

niformitv in 1829 declared that all property should be
taxed in proportion to its actual value (c. 143). In 1853 “fair cash
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value” was defined by statute and subsequently interpreted by the
courts as “fair market value” (c. 319, Acts of 1853).

The period from 1864 to 1923 saw all intangibles exempted from
the general property tax rolls. However, in most instances, they
were taxes in some other way. Except for the adoption of the 41st
Amendment to the Constitution in 1912 granting the Legislature
power to prescribe laws for the taxation of wild or forest lands, no
significant changes have occurred since 1780.

Legislative Power of Taxation.
The Massachusetts Legislature is limited in its taxing powers by

provisions of both the State and Federal Constitutions. The federal
restrictions include a prohibition against duties on imports, exports
and tonnage without permission of Congress. Because of long
established principles, federal properties are exempt from local
taxation. Moreover, a state can only tax property or persons within
its territorial jurisdiction and may not exercise its powers of
taxation to deprive a person of property without due process of
law.

The most important limitation in the Massachusetts Constitu-
tion upon direct taxes is that they be proportional. Consequently,
all property taxes must be assessed in direct proportion to its value
and all such property must be assessed at the same rate. This
limitation restricts the power of the Legislature to grant exemp-
tions as a matter of public policy; thus substantial homestead
exemptions are unconstitutional in Massachusetts. It also prohibits
the adoption of a classified property tax. The requirement of
proportionality can be and has not infrequently been evaded in this
State by subjecting the use of certain classes of property to an
excise measured by its value, and then exempting the property
itself from direct taxation on the ground that it is already taxed in
another way. This device, however, can be used only when the
property is devoted to a use which may be the subject of an excise,

f motor vehicles using the public ways, or corporateas in th

property used in the exercise of a corporate franchise. The mere
ownership of property cannot be made the subject of an excise, and
consequently the requirement of proportional taxation effectively
prevents the adoption of a classified tax system in Massachuset
except with respect to a few classes of property

The limitation described above was contained in the original
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Massachusetts Constitution and it has been but slightly modified
since then. The 41st Amendment adopted in 1912 granted the
Legislature power to prescribe such methods of taxation of wild
and forest lands as would help develop and conserve the Common-
wealth’s forest resources. In 1915 the authority to levy an income
tax was adopted but this also limited the Legislature in that the tax
had to be uniform on income derived from the same class of
property (Amend. Art. 44).

State Level. The Commission of Corporations and Taxation,
consisting of a Commissioner, who heads the Department of
Corporations and Taxation, and two Associate Commissioners, is
responsible for the overall supervision of tax administration in
Massachusetts. Established in 1865 as a part time position held by
the State Treasurer, the office and duties were separated from the
Treasurer’s functions in 1890. In 1898, for the first time, the
Commission was authorized to visit the various cities and towns
and inspect the work of the local assessors. Ten years later the
Commission was authorized to appoint three supervisors of asses-
sors whose duties were to furnish local assessors with information
relative to taxable property and to direct these assessors to make
use of such information as the supervisors deemed necessary. Their
principle function from 1908 to 1916 appeared to be ferreting out
intangible property not assessed.

Although at the present time the Commissioner of Corporations
and Taxation does not have the authority to overrule decisions of
local assessors relative to particular parcels of property it is his
duty to see to it that uniformity in matters and procedure in
valuation is maintained. 1 He is also required to furnish to each
board of assessors any information he has relative to their city or
town and any instruction or supervision necessary to secure uni-
form and just taxation.

The Commissioner is authorized to require assessors to furnish
the information necessary to aid him and the Tax Commission in
preparing the equalization and apportionment report. This report
is prepared every two years and is one of the basic parts of the
state’s various distribution formulae. It is also the basis for levying
the county assessment on the various cities and towns.

Tax Administration.

1 Op. Atty. Gen., March 27, 1964, p. 208.
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Finally, the Commissioner must approve local tax rates and the
amount of money to be raised by taxation in the cities and towns of
the Commonwealth.

Board of Assessors.
Local assessors are charged with the responsibility of placing

valuations on real and personal property for purposes of taxation.
Originally, all were elected but as time passed the method of their
selection and tenure was changed. Generally, their terms now run
for three years and many are appointed. In addition to appraising
property the assessors set the tax rate and may, among other
duties, assist police in the decennial census, assess snow removal
costs where removal is paid for by abutters, and apportion better-
ment assessments over a period of years.

Assessors generally use four methods to appraise property. The
oldest method, still frequently used by many assessors, is simply an
individual opinion of value, reached without written guides or
standards. According to critics, this method has led to gross
inequality in assessments.

Three other basic approaches, described below, for which specific
manuals, standards and procedures have been formulated, are said
to lead to a relatively more accurate valuation of real property.

Comparative Approach.
This method, also labeled the market data approach, uses sales

and other market data of comparable or nearly comparable prop-
erties in determining the value of an individual parcel of property.
Too few sales or invalid sales data could render this method
ineffective as a mass appraisal system. Also, the comparison of two
parcels of property is an individual opinion, as two parcels of real
estate do not generally coincide exactly.

Capitalization Approach.
This system is based on the theory that the value of an item of

property is no more than the monetary return expected from that
property when placed in its highest and best use. Like the compara-
tive approach this method, although useful, has inherent shortcom-
ings. The difficulty in obtaining true income data and the presence
of such variables as economic instability, management and the
goodwill factor, coupled with the further problem of evaluating
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owner-occupied single residences with respect to income, renders
this approach somewhat unsuitable for mass appraisal purposes.
However, it can be very useful with respect to rental and commer-
cial properties, by supporting other appraisal information.

This method relies principally on guides and standards based on
labor and material costs. Building structures and improvements
thereon tend to be classified according to the type of materials and
workmanship that are used in their construction. The life of a
building structure is also dependent upon the above. Unit costs can
be developed for specific classes of structures and the reproduction
costs of buildings of similar grade can be computed fairly accur-
ately. The depreciation of a normally maintained building sub-
tracted from the reproduction cost gives an estimated current
market value.

No matter which method is used, consideration is generally given
for economic obsolesence, overdeveloped or underdeveloped prop-
erty, and characteristics of the neighborhood in which the property
is situated.

In order to assist assessors in their job, a real property appraisal
manual has been made available to them by the State Department
of Corporations and Taxation. This manual recommends the use of
land maps, aerial maps, photographs, file cards and other physical
and visual aids. It also suggests that local assessors be guided by
sales data, rental data and the cost of labor and building mate-
rials. 1

In Massachusetts, all property must be taxed proportionately
(Const. Part 11, c. 1, s. 1, Art. IV) and must be assessed on the
basis of fair cash value (G. L. c. 59, s. 38). Through the years,
practices that resulted in undervaluation, overvaluation and special
treatment peculiar to certain cities and towns crept into assessing
procedures. Most early court cases dealt with individual complaints
and had no far-reaching consequences. However, the late 1950’s
and early 1960's saw a rapid escalation in local tax rates, because
real estate has always borne the brunt of increased government

Reproduction Cost Less Depreciation Approach

Judicial Findings Affecting Assessment Practices.

1 Real Properly Appraisal Manual for Massachusetts Assessors, State Tax Commisski on
1956), Department of Corporations and T;
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services. Greater concern was shown by the public, and recent court
cases, although not interpreting constitutional and statute law any
differently than before, have greatly influenced assessing proce-
dures throughout the state.

The most glaring violations brought to light by litigation were:
(1) Assessment at varying percentages determined by local ordinance

or tradition, rather than at a uniform percentage;
(2) Assessment at percentage of fair cash value, rather than at full

cash value; and
(3) Excessive assessment of business and industry in relation to the

average assessments of other species of real property.

The use of varying percentages for different types of property
resulted in a court case whose findings have had the most profound
effect on property assessment. 1 The Supreme Judicial Court held
that a proposed assessment of taxes based on differing valuations
for different classes of real estate and personal property varying
from 50 per cent to 85 per cent of fair cash value violated the
mandate of the constitution (Part 11, c. 1, s. 1, Art. IV) requiring
reasonable and proportional assessments and also the statutory pro-
vision requiring local assessors to make a fair cash valuation of all
real and personal property subject to taxation (G. L. c. 59, s. 38).
Many communities had adopted the practice of assessing at a
percentage of value and not reassessing until a change in ownership
occurred. This resulted generally in older homes enjoying an
assessment of as little as 10 per cent of market value while newer
homes were assessed at 50 per cent or more.

Although no new interpretation of constitutional or statutory
provisions was made, the significance of this case was that it
enforced the law quite rigidly for one city by specific order of the
state’s highest court. Similar legal action in other cities and towns
resulting in similar decisions has tended to equalize enforcement
procedures throughout the state and strengthen the hand of the
Tax Commission in its effort to promote full value assessment.

Insofar as valuing at a percentage of fair cash value is concerned,
a 1968 Supreme Court decision held that “assessments at 25 per
cent of full and fair cash value were illegal . .

. regardless of
whether assessments were proportional.” 2 The same court decision
ruled that “it was illegal to assess land at less than 100 per cent of

Bettiaole v. Assessors of Spring field, 343 Mass. 223 (196

Bennett v. Board of Assessors of Whitman, 237 NE 2d 7, 1968 Ad



[JuneHOUSE No. 5323.28

i

)

full fair cash value.” This decision apparently dispelled the notion
that proportional meant “fractional” rather than “total” assess-
ment.

In another recent case in which redress was claimed based on the
fact that plaintiff’s property was assessed at a higher percentage of
value than the average percentage for the balance of the town, the
court found for the plaintiff in ruling that his property was
overvalued and disproportionately assessed. 1 This decision further
restricted local assessors in valuing property which they might
determine should be valued proportionately higher.

Many other cases could be cited but all reach essentially the
same conclusion, namely, that real estate must be assessed propor-
tionately, but at full valuation.

As a result of judicial action or fear of such action, 152
communities have conducted revaluation programs since 1960. Of
this group, 96 had the surveys conducted by private firms. The
remaining 56 were completed by the local boards of assessors.

The following table shows the results of these revaluation
programs.

Table 5. Current Real Property Valuations in Massachusetts *

Ratio of Actual No. of Revaluation
To Assessed Value Communities Completed

11—20% 4 0
21—30% 56 3
31—40% 73 10
41—50% 32 4
51—60% 12 2
61—70% 16 7
71—80% 33 20
81—90% 47 33
91—100% 76 71

Over 100% 2 2
Total 351 152

* The equalized and actual values were derived from information supplied by the
State Tax Commission.

It can be readily seen from the table that the communities with
recent revaluation programs form the largest percentage of those
with the highest valuation ratios.

opers World, Inc. v. Board of Assessors of Framingham, 340 Mass. 366 (1965'
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Further evidence of the effect of judicial decisions on valuations
is found in a comparison of statewide figures. Actual values in 1968
were $17,864,749,360, an increase from $9,480,446,033 in 1959.
Equalized values of $19,257,350,000 in 1959 increased to
$28,199,950,000 in 1968. Thus the ratio of actual to equalized value
increased from 49 per cent to 63 per cent in this period.

The General Laws enumerate the classes of persons or property
either wholly or partially exempt from property taxation (c. 59,
s. 5). In addition to specific statutory exemptions, property devoted
to public use is exempt and has been exempt by uniform practice
since Colonial times. Similarly, the exemption of churches and
educational facilities, personal property to a limited amount, and
the consideration given the aged, poor, widows, orphans and
disabled veterans had their beginnings in earliest Colonial law.

Judicial findings through the years have, to some degree, estab-
lished guidelines relative to exemptions. The only specific exemp-
tion provided for in the Constitution relates to forest lands and this
provision grants the Legislature power to prescribe methods of
taxation of wild and forest lands without regard to proportionality
(Amend. Art. XXXXI). The Supreme Court has stated that:

Exemptions from taxation founded upon compelling reasons, are permissible,
mt extreme care must be exercised to see that they do not go to such length as
•dually to imperil the force of constitutional principles.” 1

Because statutory exemptions are so closely inter-related with
constitutional provisions it is difficult to drawT a line of demarcation
between the two. However two judicial decisions indicate some-
what the constitutional limitation of the Legislature in granting
exemptions. In one, an act increasing the exemption from taxation
of household furniture and personal effects from $l,OOO to $5,000
was found to be peculiarly within the legislative province and the
Supreme Judicial Court would not say that the act unreasonably
impaired the constitutional principle of proportional and reason-
able taxation of property.2

On the other hand, proposed legislation granting an exemption
fom taxation of $5,000 on real property owned by legal residents

Abatements and Exemptions.

Opinion of the Justices, 324 Mass. 724 (194
Newhall v. Assessors of Brookline, 329 Mass. 100 (195:
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occupying such property as their domicile would result in a tax
which would not be proportional to property owned and would
result in discrimination to rent payers and to owners of rental
properties. The Court reasoned that such an exemption was not
justified under constitutional principles allowing certain limited
exemptions

Numerous court decisions relative to the aged,2 public utilities,3

and charitable and educational institutions4 appear to adhere to
the basic principles that the exemption must serve the public good
and must in no way attempt to classify property through a back
door approach.

Tax Limits.
The tax on real estate bears the brunt of local expenditures.

Many earnest advocates of more economy in government claim
that any retrenchment in public expenditures is difficult to attain
so long as increases in local expenditures are automatically
absorbed by increased property taxes.

sals to effect a tax limit are filedTo remedy this situation, propo
not new. In 1885 the Legisla-annually. However, this approach

al exclusions, of $9 per $l,OOO ofture enacted a tax limit, with seve:
assessed valuation in Boston and $l2 per $l,OOO in other municipal-
ities (cc. 178 and 312 respectively, Acts of 1885). In 1887, the total
Suffolk County tax levy was restricted to $425,000 (c. 281)
Boston’s limit was increased to $10.50 per $l,OOO in 1900. Later
the ature removed such tax limits from all communities

il3 (c. 719), with the latter’s exemption
Mi initiative petition sought tocontinuing in effect until 1931

establish a tax rate maximum of $25 per $l,OOO of assessed
itigation in 1937 proved that thevaluation in Boston but later

to set maximum tax rates but asCity councils have authority

experience has demonstrated the ineffectiveness of this practicedemonstrated the
especially in recent years

Coadv v. Board

stition was defecth

4 s.
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A tax limit could result in either the total elimination or
reduction of municipal services unless other tax sources were
tapped to sustain the ever increasing cost of municipal govern-
ment. Some advocates of a tax limit believe that other taxes should
be made to expand and contract based on fluctuations in the real
estate tax so that non-property owners would be more aware of
property taxes.

Chapter IV. Other States’ Practices

Only two states, Minnesota and Montana, use a comprehensive
classification system for purposes of real estate assessment and
taxation.

Minnesota. Just prior to the turn of the Twentieth Century,
public indignation over the assessment and administration of the
property tax was rampant. This discontent moved the Legislature
to create an interim tax study commission which, after investiga-
tion, reported that local assessors were using various assessment
standards in violation of the constitutional provision on uniformity
in assessment. Farm property was being assessed at 20 per cent of
market value, urban residential and business property at 40 per
cent, and household goods and other personalty at 25 per cen

Further agitation resulted in a constitutional amendment being
adopted in 1907 which stipulated that taxes be uniform upon the
same class of property (Art. IX, s. 1). The Legislature, under the
provisions of the amendment, in 1913 enacted the first of the state’s
classified tax laws. Originally, four classes at varying percentages
were established and at that time the Legislature attempted to
make the new law conform as nearly as possible to existing
customs. The classes and rates of valuation established were:

,—lron ore, mined or unmined (50 per cent) j 1
Class 2—Household goods, wearing apparel and other goods used for dome;

purposes (25 per cent);
mass 3—Livestock 1Livestock, tools, machinery, vehicles, etc., plus rural or unplotted

t cent); and
All other property (40 per cent)c

As years passed, new classifications were added. The range now is
from 5 per cent for rural electrification lines to 50 per cent for iron

Comprehensive Classification Systems.
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ore. Also included are rates of 20 per cent for the first $4,000 of true
value of rural homesteads, 25 per cent of the first $4,000 of true
value for urban homesteads, 33% per cent for non-homestead rural
property and 40 per cent for urban real estate, including urban
homestead valuation, in excess of $4,000. Consistently, the Legis-
lature has rejected proposals to amend these schedules.

The effectiveness of classification in the administration of a tax
system produces mixed reactions. According to one competent
observer 1 in Minnesota, there is no economic justification for suchJj
classification; it has not cured illegal, fractional assessments, but
provides an easy method for the designation of new classes of i
property, prompted by political rather than sound economic con-
siderations. He stresses that if it is the intention to impose higher
rates on public utilities and business, a tax in lieu of the property
tax would be more productive and more easily and equitably
administered.

On the other hand, classification has several advantages accord-
ing to one expert in the field of taxation.2 As a constitutional
reform measure, it has eliminated serious and often severe restric-
tions on the legislative power of taxation. In such instances,
experience indicates that legislatures have acted prudently in the
exercise of these newly acquired powers. Finally, some authorities
argue that classification can bring about a tax system more related
to ability to pay.

Montana. This state first adopted classification in 1919. It
resulted from a study by the State Tax Commission and its
subsequent recommendations which are reprinted below:

Class I—taxable at 100 per cent of true and full value. Net proceeds of all
mines and mining claims.

Class 2—taxable at 20 per cent of true and full value. Household goods and
furniture, all personal property actually used by the owner for personal and
domestic purposes, and agricultural machinery and related equipment.

Class 3—-taxable at 33% per cent of true and full value. Livestock, poultry,
;rioultural products of all sorts, furniture and fixtures used therewith.
Class 4—-taxable at 30 per cent of true and full value. All land, town and city
>ts, improvements on such lands, stock of merchandise, fixtures and supplies

except as otherwise provided.

* Holland F. Hatfield, C Department of Taxation, Tax Insti-
of

E. Lei U Chicago, Taxwe
Policy I 939, p. 11
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Class s—taxable at 7 per cent of true and full value. All moneys and credits;
including government bonds, warrants and securities but excluding the moneyed
capital employed in banking.

Class 6—taxable at 40 per cent of true and full value. Shares of stock in
national banks and the capital employed in any banking corporation.

Class 7—taxable at 40 per cent of true and full value. All property not
included in the six preceding classes.

In the course of time, several changes were made by the Legislature
in both the classes and rates of taxation. From the point of real
property assessment, the most significant were: (1) the inclusion
of poles, lines and other properties of cooperative rural electric
and telephone associations in class five (1937 and 1957 respec-
tively) and (2) the setting of a 7 per cent rate for new industrial
property in 1951.

Professor Leland, an authority on taxation, commented that two
distinct advantages of the Montana law are: (1) low rate taxa-
tion of intangibles; and (2) the taxation of general unproductive
property such as household goods at a lower rate than income
producing property.

Criticism of the Montana classification system comes from
representatives of the petroleum industry wlio insist that they are
taxed too high. Along with them are mine operators who stress that
minerals, once extracted, are irreplaceable. Proponents of the
system claim that taxation has been made more equitable and that
when complaints are raised about one particular tax, offsetting
factors contained in other taxes have a tendency to equalize the
burden.

The three states of Kentucky, Ohio and West Virginia have a
classification system, but it applies only to tangible and intangible
personal property.

The essence of the general property tax is uniformity of effective
rates; the essence of classification is the differentiation of effective
rates. Historically, differentiation preceded uniformity and alleged
defects in the latter gave rise once gain to differentiation or
classification.

Proponents of classification argue that a uniform property tax is
a faulty test of ability to pay, fails to take into account the income
yield of property, assumes that property is homogeneous with
respect to mobility, costs of protection and demands for govern-
mental service and, finally, that uniform treatment gives no
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consideration to the different incidence of taxes upon various types
of property. It is also claimed that classification would make it
easier for officials to enforce tax laws and thereby engender greater
respect for them.

Opponents of classification believe that all property should be
assessed and taxed in a uniform manner and that any abandonment
of uniformity will open the door to all sorts of injustice and
inequality. There would be a constant legislative struggle between
economic groups for reclassification and redistribution of tax
burdens. Opponents further claim that classification will not pro-
duce sufficient revenue and that the present inequalities which exist
would be expanded or at least legalized.

Business Property.
Although not strictly considered as classification, exemptions of

all or part of the assessed value of certain properties have been
used as a means to give special or preferential treatment to certain
classes of property. At least thirteen states grant exemptions to new
business plants that either locate in their state or improve existing
facilities. The reasoning behind these exemptions is that they
enhance the states and local governments chances of inducing
industry to locate within their boundaries.

Montana, a classification state, assesses property of this type at a
rate of 9 per cent of true value for the first three years and at 30
per cent thereafter. Alaska may grant exemptions for up to 10
years; Arkansas grants 7 year exemptions to textile mills and 10
years to other enterprises and Hawaii grants an initial five year
exemption to manufacturers of paper and pulp from bogasse.

Some five states require approval by local referendum for new
business exemptions. In this group are Louisiana which exempts
plant and machinery for up to 10 years from all real estate taxes
except school levies; Oklahoma and South Carolina which have a
maximum five year period; Rhode Island which subjects new
industry to debt service levies only and Vermont which permits
towns to exempt businesses for 10 years. Furthermore, cities in
Rhode Island and Vermont may “freeze” tax rates for 10 years and
municipalities in Kentucky and Maryland counties may grant
exemptions for up to 10 years.

Not only are plant and land specially treated but in some states
business personalty is also. Since 1963, some 13 states have
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enacted free port laws which either totally or partially exempt
goods consigned for out of state shipment (Colo., Conn., Ida., 111.,
Ind., la., Kans., N.H., N.M., Okla., S.D., Tex. and Utah). In this
same period, one state, Michigan, exempted special tools, such as
dies and molds used in manufacturing. Five states exempted
inventories (Ariz., Conn. Fla., N.J., and R. 1.) and two states
partially exempted inventories (Ore. and Wise.). Kentucky
totally exempted business personalty while Maryland and New
Jersey are phasing out the program.

All the above states with the exception of Wisconsin grant
outright exemptions. Wisconsin, however, operates through in-
come tax credits or refunds. The advantages claimed for this plan
are: (1) it does not violate tax uniformity provisions usually found
in state constitutions, (2) state appropriations are provided for the
relief granted, (3) local assessment policy is not disturbed and (4)
it does not require local governments to increase their property
taxation to compensate for lost revenue.

Proponents insist the new' jobs created more than offset the tax
revenue loss. Opponents claim that the revenue has to be made up
by someone else, usually the residential property owner.

Although a homestead exemption has been ruled unconstitu-
tional in Massachusetts, many states employ this device in order
to reduce the tax on load borne by residential property.

This tax exemption first appeared in the 1930’s and freed owner
occupiers of dwellings and farms from all or a substantial portion of
the property tax. The encouragement of home ownership was the
foremost reason given by proponents who sought its adoption but
more compelling was the fact that many homeowners were
threatened with loss of their homes because of inability to pay their
taxes during the Depression. Thirty state legislatures considered
�this exemption in the 1930’s and 14 acted favorably. Michigan and
New Mexico voted down homestead exemptions by referendum in
the 1930’s and two states have never enacted enabling legislation
(No. Carolina and Utah).

Eleven states presently provide exemptions: 1 Oklahoma up to
11,000; four states up to $2,000 (Ala., Ark., La. and Ga.); Texas to

Federal Advisory Commission on Intergovernmental Relations, The Role of Ik
the Property Tax, Vol. 1, .June 1983,

Role of the

Homestead Exemptions.



[JuneHOUSE No. 5323.36

I

I

S3,(JOG; Minnesota to $4,000 and two states to $5,000 (Fla. and
Miss.). Hawaii exempts the first $1,500 and a portion of the next
$3,500. In South Dakota the exemption is primarily an acreage
exemption.

lowa employes a homestead tax credit plan by which up to
$62.50 is credited on tax bills, and West Virginia by a means of
classification has placed a maximum rate of $1 per $lOO of valua-
tion on owner occupied dwellings and owner cultivated farms in
comparison to $1.50 to $2.00 per $lOO for other real property.

Acreage limitations of 160 acres for a farm or % acre to an acre
for dwellings prevail in several jurisdictions. In five states the
exemptions apply only to state property taxes (Ala., Ark., Minn.,
S.D. and Tex.) while in three others they apply to taxes levied by
all governments (Fla., Ha. and Okla.).

Total homestead exemptions and their percentages of the total
1961 assessed valuations for the six states in -which local property
taxation was involved were; Mississippi, 44.5 per cent; Louisiana,
34.7 per cent; Georgia, 33.7 per cent; Florida, 32.0 per cent;
Oklahoma, 23.1 per cent and Hawaii, 8.7 per cent.

Opponents of this type of exemption point out that because most
state and local governments assess at a fraction of market value the
exemptions actually are much larger. They cite Mississippi with a

Nt ratio and claim the exemption is actually
worth $25,000 and not $5,000. Likewise, critics believe that a
primarily residential community suffers more than a highly com-
mercialized community which can better absorb the loss in revenue.
Proponents point to the added stimulus exemptions of this type
have given to home ownership. Further, they cite three states that
in effect reimburse local communities for revenue losses by meeting
these costs from various statewide revenues (la., La. and Miss.).

At least 32 states, either constitutionally or statutorily, provide*
some sort of property tax exemption for veterans. Some states place
a ceiling on the total assessed property a veteran may hold to be
eligible. Still others grant it only on his domicile and in several
jurisdictions the degree of physical disability determines eligibility.

Generally speaking the exemptions extend over the entire life of
the veteran and in some instances to his widow and minor children.
Wyoming, however, has taken the position that these exemptions

Veterans Exemptions.
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are a form of bonus and should be limited in dollar amount. Hence,
in 1955 for all but disabled veterans they limited the total value of
the exemption to $BOO. Louisiana has also limited to some degree
the exemptions of World War I, World War II and Korean War
Veterans.

Proponents of these exemptions insist that the community owes
something to those who have given years of service to their country
and subjected themselves to peril. They also contend that this is
one way to recompense veterans for loss of income during service
years and the chances of promotion in their chosen profession.
Opponents, although not opposing veteran benefits, feel the bonus
should be paid in some other way. They claim the veteran without
property is penalized and that a basic exemption amount is
inequitable. They also point to the additional burden placed upon
local assessors. Lastly, opponents contend that a state administered
program of benefits in lieu of property tax exemptions would be
more advantageous and at the same time keep the property tax
base intact.

More than a dozen states grant a certain amount of property tax
relief to elderly persons. Generally speaking, the exemption is
limited to persons whose income does not exceed a specified
amount, usually between $2,000 and $5,000, and whose assessed
valuation falls within a certain bracket.

The most common method is the outright exemption of a
specified amount of assessed valuations which is found in Massa-
chusetts and in at least seven other states (Del., Ind., Me., Md.,
Mich., N.Y., and Ore.). Oregon’s plan is a “tax deferral” scheme
whereby on the decease of or sale by the owner the back taxes are
collected.

The State of New Jersey permits a credit under certain condi-
tions of a specified dollar amount on the property tax bill while
Wisconsin allows elderly property owners as well as renters a
deduction on their income taxes. Connecticut has frozen the tax
rates applicable to homes of the elderly.

Advocates of elderly exemptions justify this sort of privileged
treatment on sound social and economic grounds, contending that,
unlike other personal exemptions, these confer benefits on individ-
uals unable to work or who are on fixed incomes.

Exemptions for the Aged.
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Two general schemes for providing tax relief for farms are
presently in vogue. One, based on the Maryland plan, provides that
land used in agriculture must be assessed at its agricultural value
without regard to any other factors that might influence its value
on the market. Because there is no provision in the law restricting
its application to owner-operated farms nor to bona fide farms nor
for recapturing any of the tax losses at such time as the land may
be developed or sold to developers, opportunities exist for specu-
lators to buy and hold tracts of undeveloped land, hiring nearby
farmers to cut hay or the like and thus minimizing taxes until the
land is ready for development. Valuation of this land is especially
difficult in the urban fringe areas. Nonetheless at least eight other
states have followed Mayland’s lead (Ark., Calif., Conn., Fla., Ind.
la., Minn, and Ore.).

Several other states use a somewhat different approach. Al-
though their assessment practices relative to farm land is similar, if
the land is sold or converted to non-farm use, the taxes on the
difference between the agricultural value and the valuation that
would otherwise be used become due and payable. This is called a
tax deferral system but because recapture of taxes is sometimes
limited to five years (Ore.) or two years (N.J.) or for other lengths
of time in other jurisdictions, it is largety a tax abatement device
rather than a straight preferential assessment.

Forest lands and land for conservation are treated in many states
similarly.

Critics contend that farm land is usually income producing and
these exemptions are merely state subsidies to agriculture in
disguise. Furthermore, it is charged that they reflect economic
discrimination and unnecessarily complicate tax administration
Sponsors of this type exemption insist that in order to maintain
agriculture and farming especially in the urban fringe some conces-
sions are vital. They insist increasing land values are beyond the
control of the farmer and a heavy tax burden would force him to
convert his land to more intensive use

Institutional Exemptions.
Most state constitutions contain provisions for property tax

exemptions for non-profit religious, charitable and educational
institutions.

Agricultural Exemptions *
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Because only a handful of states compile and publish statistics on
such exemptions, no nationwide data is available. However, based
on 1961 figures, officials in California estimated that these exemp-
tions equaled 2 per cent of the assessed value of taxable property
and New Jersey sources estimated a figure of S per cent. In 1961
the $1.7 billion total of all exempt property in Connecticut
represented an annual revenue loss of $62.5 million or about $25.00
per capita, 30 per cent of which represented institutional exemp-
tions.

Opponents claim this particular exemption is a hidden subsidy
that must be absorbed at the local level and its impact is unequal
because one community may absorb the total exemption for an
institution that serves a much broader area. And further, they
contend, these exemptions represent forced contributions by tax-
payers without their consent and outside local budgetary processes.
On the positive side, critics argue that outright government grants
are more preferable for institutions that render public service
because greater discernment would be used in such grants.

Supporters of this type of exemption rely on the following
observation of Professor M. Slade Kenderick:

. . . Exemption from taxation is the only way that the government can help
the institutions concerned without making them lose their independence of
action. A subsidy of a university or church would be a matter of public record,
for an expenditure would have been made. On the other hand, the value of an
exemption is concealed. But for the purposes thereby served, the very merit of
an exemption lies in its hidden nature. No money is paid out of the treasury, no
loss of revenue is computed, and no competition between institutions is
engendered in the State legislature or the city council. The government simply
refrains from taxation. As a result, each institution is helped, is on the same
footing as the others, and is under no pressure to change its operations.1

In addition to the foregoing explicit exemptions, preferential tax
treatment is authorized in specific situations to aid property
development. The following text briefly describes two methods or
procedures which have emerged since the turn of the century.

Graded Property Tax.
The graded property tax so-called can be achieved in two ways:

(1) site value taxation only which is a heavy tax on land and omits

i Exemption Pi1 Property Tax I
Annual Conference, 105
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any taxes on improvements, or (2) full value assessment on land
and fractional assessment of improvements. This practice has been
widely used in Western Canada, Australia, New Zealand and South
Africa but it represents a new innovation in American tax adminis-
tration. Thus far, only two states have used this technique;
Pennsylvania’s experience dates back to the early Twentieth Cen-
tury and Hawaii’s to 1963.

In 1913 the cities of Pittsburgh and Scranton were authorized to
shift to a graded property tax over a period of 12 years. Thus, since
1925 land has been taxed at twice the rate of its improvements.
Because this tax applied only to city levies and not to county or
school taxes, improvements in Pittsburgh were taxed at 71 per cent
of the land rate, according to 1960 statistics.

Legislation in 1951 and 1959 extended authorization for this
differential taxation of land and improvements to 48 other Penn-
sylvania cities (except Philadelphia) but few have implemented
it.

Backers of this concept of taxation rest their case on economic
grounds. They assert that land is generally put to its best or most
profitable use because the tax on improvements becomes a neutral
factor in determining what use should be made of a particular
parcel of land. Owners of land would be encouraged to develop
their land more intensively, they claim, in order to minimize tax
liability as a percentage of income, since additional investment in
buildings would not materially increase tax liability. Proponents
maintain that the speculative withholding of land from develop-
ment would be less attractive and would result in more intensive
development in central areas and less patchy development in fringe
areas.

Opponents are concerned with administrative procedures espe-
cially with regard to graded taxes. They fear that the same
assessment practices will be applied thus producing great inequi-
ties. Also, concern is expressed over the revenue producing capa-
city of site valuation.

Many states, including Massachusetts, in order to redevelop
blighted areas, have enacted legislation granting certain tax con-
siderations to the developer under certain conditions.

Organized as a “limited dividend” corporation, the developer

Urban Renewal.
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agrees to a stipulated return on his investment, usually a percent-
age of gross income. The municipality or state on the other hand
agrees to accept a predetermined annual payment, which may be
dependent on a special formula, in lieu of the regular property
tax.

Another method used to encourage the upgrading of decadent
neighborhoods is the assessment freeze. This is accomplished by
either freezing the assessment at the pre-improvement level or
providing for partial abatements on the improvements made for
periods of 25 to 30 years. New York City was the first local
government to use this method, doing so in 1921. The New York
City Housing and Redevelopment Board in April of 1964 reported
that the city’s abatement program was in the main responsible for
lower rents. They report a project with a 50 per cent abatement
can reduce rents by $6 per room per month.

Another method proposed is that structures be taxed the same
when used for similar use. Thus, a new housing structure would be
assessed the same as an older one, actual market value being
ignored. The reasoning apparently being that worn out old struc-
tures with their low assessments are actually granted a tax benefit
and owners are inclined to leave them that way. Equal taxation of
old and new would reverse this trend, it is claimed.

Arguments for this type of legislation usually focus on the fact
that it is the only way to encourage rebuilding and renewal in
dense urban areas. Opponents do not dispute the need for rebuild-
ing but feel the tax load should be based on a much broader scope,
such as income tax credits or rental assistance.

Recent State Studies and Recommendat
In the past several years, many states have conducted studies of

property taxation either by legislative committees, special commis-
sions or their tax departments.

In Alabama a minority report of a study committee recom-
mended the adoption of a comprehensive classification system. On
the other hand, a Utah investigation rejected such a system. As a
result of litigation, Arizona enacted legislation calling for a state-
wide appraisal of property in order to adopt a classification
system. 1 However, the results of the re-appraisal indicated that the
former grossly underassessed property would be faced with a

South Pacific Company v. Coch 92 Ariz. 395 (196:
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substantially increased tax bill. Thus, in lieu of classification, a new
school aid formula was passed.

Several jurisdictions emphasized assessment practices in their
studies. Recommendations that assessments be pegged at stated
percentages of market or cash value were common: Colorado (27.5
per cent); Alabama (30 per cent, down from 60 per cent);
Connecticut (65 per cent); and Florida (100 per cent).

In New Jersey, a study relative to effectuating 100 per cent
valuation found that residential property would bear a greater
burden (63.88 per cent of total valuations as against a present
55.64 per cent). On the same basis, commercial and industrial
property would drop from 36.93 per cent to 27.78 per cent.

Homestead exemptions developed little support in committees’
deliberations. Study groups in the states of New Jersey and Utah
frowned on them; a reduction in the homestead exemption was
recommended in Louisiana.

In New York, a report of the Constitutional Convention research
staff, although giving both arguments for and against uniformity
and classification, appeared to lean toward uniformity in property
taxation.

And finally, the Tax Foundation, Inc., the Tax Institute of
America and the Advisory Commission on Intergovernmental Re-
lations, although not favoring classification, do advocate that the
various state constitutions be amended so that the legislatures will
have the widest possible latitude in revamping tax laws.

Numerous constitutional amendments dealing with real property
taxation were submitted to the electorate in 1968. The following
list indicates some which received voter approval:

Constitutional Proposals—l96B.

New rate limits and legislature empowered to grant up to $lO,OOO exemption
for those over 65 or disabled (Florida).

$lO,OOO homestead exemption for veterans. Increased exemptions for those
er 65 (Georgia).
Constitutional convention to consider classification within limits—public
ilities 45-55%; commercial and industrial property 35-45%; residential 25-

35% and farm 20-25% (Tennessee).
Gradual elimination of state ad valorem levy (Texas)
Assessment of agricultural land on basis of use rather than market value

(Utah)

ment of recreational or scenic land on basis of use rather than market
(Washington)
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Conversely the establishment of or changes in existing tax limits
were defeated in three states (Calif., La. and Ore.). Homestead
exemptions met a similar fate in Louisiana and Ohio.

The National Commission on Urban Problems in a background
study1 of the property tax concluded that the major defects
inherent in the real property tax were:

(1) Its adverse effects on central city housing;
(2) The difficulty in uniformly assessing business property;
(3) The horizontal inequity of housing taxes within income classes; and
(4) The regressivity of housing taxes among tenants and homeowners.

Further defects -were claimed due to local government fragmen-
tation such as:

(1) The adverse effects of high central city property taxes;
(2) The effects on urban development patterns outside the central cities; and
(3) The inequitable distribution of the burden among the poor.

As possible remedies, several avenues are proposed. The first is
suggested in almost every study of property taxation, an increase of
federal and state assistance.

The second suggested avenue is through user charges for public
services. Although some are now levied, greater exploitation could
be made of them, it is claimed, in connection with highway and
parking facilities and services, waste collection and disposal and
recreational activities.

Local income taxes is another recommended solution, if em-
ployed on a state wide level. A tax on land value, discussed earlier
in this chapter, coupled with taxation of land value increments
draws support in some quarters. The latter could be based upon
actual gains realized at time of transfer, sale or development, or
when public improvements are made which enhance the value of
particular parcels. It is also suggested that some thought be given
to centralizing or regionalizing assessing districts in order to obtain
more uniformity and more efficiency in assessment procedures and
practices.

The Massachusetts League of Cities and Towns 2 has recom-

Reduction oj Real Property Tax Burden.

Urban Problems, Impact of the Properly Tax, Research1 National Commi;
Report No. 1, 1968.

The Municipal Voice, Vol. 7, No. 1, February, 1969.
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mended (a) federal takeover of certain programs, (b) moderniza-
tion of assessment programs, (c) taxation of certain exempt
property, (d) regionalization of services and (e) elimination of the
property tax for support of county operations. However, it does not
urge classification or any other basic change in the levying of
property taxes.

The Boston Junior Chamber of Commerce 1 proposes the follow-
ing areas of potential action: (1) classification; (2) a property tax
based on percentage of income produced by property; (3) aft
separate land tax; (4) tax credits for major property improve-
ments; (5) regional assessors; (6) fractional assessments; and (7)
cost sharing by exempt property.

The Citizens Budget Commission, Inc., in a report on New York
City released on May 20, 1968, stated that tax exemptions designed
to spur development had eroded the tax base, and that various
types of property were assessed differently (vacant lots at very low
fractions, one and two family houses at from 45 to 50 per cent and
other property at 75 to 90 per cent). It calls for valuations closer to
actual value, saying that unequal assessment for various categories
is basically unsound.

In a recent comprehensive report, many of the outstanding
experts in the field of municipal finance offered solutions to the
property tax problem.2 They called for correction of what they
claimed to be the shocking underassessment of idle land, state
reimbursement for mandatory property exemptions and the taxa-
tion of land at a greater rate than the taxation of improvements.
Their reasoning on a land tax is new revenue would be gained, land
price inflation would slow down, heavy pressure would be exerted
on owners to put land to its best use, urban sprawl would be
checked and more intensive use would be made of central or core
city land. They also recommended greater use of “user” charges.

To implement most of these recommendations, changes in states’
constitutions are necessary. It is claimed by proponents that the .Ti
adoption of the classification amendment in Massachusetts would
empower the Legislature to adopt the best of these recommenda-
tions.

Boston Forum Magazine, Spring, 1968,
Nation’s Cities, Financing Our Urban Needs, March, 1969,
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Chapter V. Effect of Proposed Amendment in Massachusetts.

As mentioned previously in this report, all real property in the
Commonwealth is assessed by loeal boards of assessors and the
Constitution requires that assessments be proportional. Further,
statute law requires the assessment be at “fair cash value.” Not
only are these valuations used for tax purposes at the local level
but they are also a factor in:

(1) Setting local borrowing limits which are based on a percentage of total
valuations;

(2) Apportioning county expenses, some Metropolitan District Commission
(MDC) costs and expenses of school, fire or other districts;

(3) Distributing state aid under various programs; and
(4) Determining liability under inheritance tax statutes.

A classified property tax could affect all of the above. Further,
most of the above are predicated to some degree on the equalized
property values set every two years by the State Tax Commission
in accordance with statute (C. 58, s. 9). And these equalized
valuations supposedly represent the fair cash value of all property
in each city and town. However, they are not broken down as to
residential, commercial, vacant lots, farms, acreage and the like.
Thus, in order to implement a classified tax system more informa-
tion would be necessary.

Insofar as distribution formulae are concerned, the question
would arise, constitutionally, as to whether existing equalized
values or the new classified values would be used. Present equalized
values are constitutionally and statutorily valid. However, a classifi-
cation system would nullify the proportionate factor in the consti-
tution and could nullify “fair cash value” in statute law.

Most proponents of the pending classification amendment stress
that it will redistribute the real estate tax burden to benefit the
homeowner of a single or two-family dwelling, in particular. As
indicated by the following cases based on hypothetical situations
but nonetheless illustrative of the varying assessing practices, such
a result is not necessarily forthcoming in many cases.

Valuations.
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Case I—Predominantly1 —Predominantly Residential ; Classification: 70 per cent
Residential, 100 per cent Commercial

(a) Present total actual valuation—$100,000,000.
(b) Residential valuation—$80,000,000 (40 per cent of true

value).
(c) Commercial valuation—$20,000,000 (60 per cent of true

value).
(d) Equalized valuation—$234,000,000.

Classification Result
(a) Residential valuation—$140,000,000 (84 per cent of total).
(b) Commercial valuation—$34,000,000 (16 per cent of total).
(c) Total new valuation—$174,000,000.

In this case, the total tax levy borne by residential property
increased by 4 per cent and that by commercial property decreased
by the same amount. If the tax rate was $lOO per thousand, a total
levy of $10,000,000 would result. A house assessed for $lO,OOO
would be taxed $l,OOO. In order to raise the same amount of
money, under classification the rate would decrease to $57.47 per
$l,OOO. However, the originally assessed $lO,OOO house would now
carry an assessed value of $17,500 and bear a tax of $1,005.73.

Case 2—Commercialized Community; Classification: 70 per cent
Residential, 100 per cent Commercial

(a) Present total actual valuation—$100,000,000.
(b) Residential valuation—s6o,ooo,ooo (50 per cent of true

value).
(c) Commercial valuation—s4o,ooo,ooo (60 per cent of true

value).

(d) Equalized valuation—slB7,ooo,ooo.

Classification Result
(a) Residential valuation—$84,000,000 (55 per cent of total).
(b) Commercial valuation—s67,ooo,ooo (45 per cent of total).
(c) Total new valuation—slsl,ooo,ooo.

Case 2 shows a reduction in the total levy borne by residential
property of 5 per cent and, conversely, commercial property is
increased by a similar amount. Again assuming a $lOO per $l,OOO
tax rate, total revenue would amount to $10,000,000. A house as-



1969.] No. 5323.HOUSE 47

sessed for $lO,OOO would be taxed $l,OOO. Under classification, this
same house would be assessed at $14,000, the tax rate would be
$66.22, the tax bill $927.08. Thus, in communities similar to this
case, the residential property owner could benefit taxwise.

Case 3—Predominantly Residential; Classification: 70 per cent
Residential, 100 per cent Commercial

(a) Present total actual valuation—s234,ooo,ooo.
(b) Residential valuation—slB7,ooo,ooo (100 per cent of true

value).
(c) Commercial valuation—s47,ooo,ooo (100 per cent of true

value).
(d) Equalized valuation—s234,ooo,ooo.

Classification Result.
(a) Residential valuation—$131,000,000 (73% per cent of

total).
(b) Commercial valuation—$47,000,000 (26% per cent of total).
(c) Total new valuation—s234,ooo,ooo.

As in case 2, the total levy borne by residential property
decreases (6% per cent), and by commercial property increases
(6% per cent). In order to raise $10,000,000 the tax rate would have
been $42.74 per $l,OOO. A house assessed for $23,400 would pay a
tax of $1,000.17. Under classification the rate would increase to
$56.18 per $l,OOO in order to raise the same total revenue. The
sampled house new assessment would be $16,380 and the total tax
bill $920.23. As in case 2 the residential property owner benefits,
the commercial property owner suffers.

Case —Commercialized Community—Classification; 70 per cent
Residential, 100 per cent Commercial

(a) Present total actual valuation—$210,000,000.
(b) Residential valuation—$126,000,000 (90 per cent of true

value).

Commercial valuation—$84,000,000 (90 per cent of true
value

dualized valuation—$234,000,000.

ClassificationResult.
Residential valuation—$98,000,000 (51% per cent of total)
Commercial valuation—$93,300,000 (48% per cent of total)
Total new valuation—$191,300,000.
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The total tax borne by commercial property in this case in-
creased 8y2 per cent and residential property’s share decreased
similarly. In order to raise $10,000,000 the tax rate would have
been $47.62 per $l,OOO. A house assessed for $21,000 would be
liable for a tax of $1,000.02. Under classification the new rate
would be $52.27 per $l,OOO and this house would be assessed for
$16,334. The tax would decrease to $853.78.

The effects of a classification system based on a percentage of
fair cash value and designed to grant favorable treatment to
residential property statewide could have just the opposite reaction
in some communities which are predominantly residential. It would
appear that the only way to establish this system would be to (1)
appraise all property in the state in the same fashion (comparative,
capitalization or reproduction cost approach); (2) compile a
complete breakdown by municipality by class of property, i.e.,
residential, farm, apartment, commercial, industrial, vacant land
and the like; and (3) work out a formula or plan that would not
seriously or adversely affect any class of property.

It is evident from the four cited cases that serious difficulties
could be encountered without sufficient data on all classes of
property.

Under present conditions unless new sources are found to offset
property taxes, the real estate levy would continue to bear the
brunt of local government costs. However, dependent on the
classification system adopted, the tax revenues obtained from the
different classes of property could change considerably. As the four
examples show, given classes of property could be affected differ-
ently from community to community.

Commerce and Industry.
Under a classification plan with the same statewide basis for

valuation, no community could gain any substantial edge over
another in attracting industry. However, if present assessment

ices are adhered to, communities with less than full value
assessments might be in a more attractive position to influence the
location of business concerns. An intent to reduce the residential
tax load, however, could cause commercial interest to pay a much
larger share of the local property tax.

Revenue.
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Critics of this amendment fear that it will hamper industrial
development within the State. They state that at the present time
business can seek tax relief by locating in another city or town with
a less severe tax rate within the Commonwealth, but a statewide
uniform classification system would cause them to locate in a more
favorable tax climate outside the State. They claim the resultant
loss in job opportunities and employment would deal a far harsher
economic blow to the State than the present property tax dilemma.
And this exodus of industry would result in the homeowner paying
a greater share toward the operation of local government, accord-
ing to the opponents of the amendment.

Because of the wide range and variety of property assessment
practices, with some residential property allegedly assessed as low
as 20 per cent of value, the effect of classification on residential
assessment is difficult to determine. However, it is safe to assume
that not all residential property would benefit. In predominantly
residential communities, a greater tax load could be imposed. If
land were placed in one class and improvements in another at a
much lower classification rate, the homeowner who maintained his
house in good condition may not be penalized. Without a statistical
breakdown of the assessed value of land and of buildings in every
locality it is difficult to make meaningful observations on this
score.

Many exemptions are based on valuations. Most of this group
such as the elderly and widows have a limit as to the maximum
assessment in order to qualify for the exemption. Some thought
would have to be given as to whether the exemption would be
deducted from and based on fair cash value or on the adjusted
lassified value. If based on classified value, it is conceivable that

more people would become eligible for some of these exemptions,
thereby reducing the tax base.

Land Tax. Many economists have recommended that the basic
unit of the property tax be land alone. Under this theory and
unlike the graded property tax, the value of betterments and

Residential Property.

Exemptions.

Valuation Alternatives Under Classification.



HOUSE No. 5323. [June, 1969.50

structures are not considered in assessment, but rather the size,
zoning and best use to which the land may be put.

Proponents claim that land is constant in supply whereas build-
ings are not. Further, renewal and reconstruction is not encouraged
because the tax on structures puts an impediment in the way of
progress and favors the holding of decrepit and decadent property.
In the area of new construction, proponents insist that builders and
developers meet only minimal standards because to do otherwise
would increase the tax burden. They further allege that a straight!
land tax would decrease heavy governmental expenditures in urban
renewal programs because private enterprise would be more apt to
invest its own capital with knowledge that their property tax
would not be affected by improvements to the land.

Opponents contend that the type of structures are an indication
of an individual’s “ability to pay.” In many instances present
property owners would be forced to sell at a loss if the tax on land
was adopted. Capital gains realized from the holding of land for
future development would be eliminated. Opponents further con-
tend that business property presently in a non-conforming use
would benefit and residential property in the same status would
suffer. They base this claim on the fact that the proposed amend-
ment on classification calls for equal treatment of various classes of
property.

The effect of a land value tax on valuations would probably be
felt most severely by those who presently own old, decaying
property and especially if it is located in an improved central area.
Owners of older homes would probably face a greater increase
th an owners of new homes.

Graded Tax. A tax similar to the “Pittsburgh plan” described
earlier in this report would also be possible under the proposed
amendment. It is feared by some that the same inequities would
exist because of the various assessing practices which contributed
to the consideration of this amendment. Proponents state that with.*
statewide norms for assessing, strictly enforced, the system would
work to the benefit of all. They also contend that this system
retains somewhat the “ability to pay” aspect upon which all tax
programs should be based.

Valuations under either of the above would change drastically in
almost every class of property.






