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AGRICULTURAL EXTENSICN DIVISION
UNIVERSITY OF MINNESOTA

MINKESOTA FARL BUSINISS NOTES
No. 77 April 20, 1929

Prepared by the Division of Farm Management and Agricultural Economics
University Farm, St. Paul, Minnesota.

THE FAR: TAX SITUATION IN MINNESOTA

The general property tax is the source of 80 per cent o our total
taxes. Of this 80 per cent the tax on real estate usually provides about
67 per cent and that on personal property about 13 per cent. Thus 67 per
cent of some 140 millions of dollars must be raised each year from the tax
on real estate. Comparing assessed values of platted and unplatted pro-
perty for 1928, we find that the assessed value of farm real estate is
$751,535,940 and that of cities and villages is 714,118,687. Over half
the tax raised from real estate for state purposes comes irom the rural
sources and at the same time farm real estate bears a large part of local
taxation. This being the case, it is important that all assessments of
farm and city property be as accurate as possible in order that no one or
no group will have to bear an unjust part of the burden of taxation.

The Assessment Situation

A close examination of assessments ian Minunesota reveals three types
of inequality of assessment.
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their sale value than low value farms. According to Minnesota law, farm
real estate must be asscssed at one~thiird of its estimated sale value. To
determine theaccuracy of assessment, the sale values of farms taken from
the records of the Minnesota Tax Commission were compared with the full and
true assessed values of those farms. Full and true assessed value is ob—
tained by multiplying the assessed value by three. Nobody suposes that
the sale value of any piece of real estate canbe estimated exactly in
advance. But the errors on the average should not be great and there should
not be a distinct tendency to favor one group at the expense of another.
The following comparisons of full and true assessed values (assessed value
x 3 with sale values have been made for represcntative arcas of the south-
ern half of Minnesota where the settlements are older and the value of farm
real estate have been established by sale and resale and where the market
for farms has been fairly active. Sales of 220 farms in 1925 and 1927 in
the five counties of Nicollet, Faribault, Chippewa, Fillmore and Cotton-
wood may be taken as examples of this tendency to underassess high value
Properties as compared to those of low sale value. The results are shown
in the following table.

1. High value farms tend to be agsessed at a smaller percentage of

Published in Furtherance of Agricultural Extension Act of May 8, 1914, F. W. Peck,
Director.



B~

Per cent full and

Farms classified according to No. of farms true assessed value
sale value in each group was of sale value
Group I - $15000 to 30000 67 7849%
Group II - 7500 to 15000 92 8346
Group III - 500 to 7500 6L 95.5
220

This tendency evidently puts an undue share of thetax burden on the low value
farm and discourages farm ownership because the beginner is usually the one with
the smallest investment in farm property.

2. There is a very wide range between assessed valuations of properties of
the same sale value in the same sedtion of the state. Every property owner has the
right to expect that he will not be unduly disciiminated against in assessmemt.

As stated above, perfect accuracy in assessment is not attainable. In some parts
of the state, land values are uncertain because sales cre few. However, if the
general propcrty tax is not to be discarded altogether, everything possible
should be done to malke the assessment system better. Taking again examples from
those parts of the state where assessments seem to be most accurate, decided
inequalities are nevertheless found.

In the five counties above mentioned, full and true assessed valuations vary
from 45 per cent to l)-l-5 per cent of their respective sale values. In the three
counties of Grant, Douglas and Qttertail full and true assessed valuations were
from 35 per cent to 185 per cent of the sale values of farm properties. In fif-
teen other counties taken from the southern holf of the state, ):L57 sales in 1926
and 1927 showed variations of full and true assessed veluations from szle values
of 25 to 175 per dent. Therc is thus the possibility in any county of a farmer
having his property of thc same sale value as that of a farmer in some nearby
towaship assessed five times as high. Andit should be remanbered that these re-
sults appear after the worst inequalities have been removed by the township and
county boards of equalization and by the State Tax Commissione.

3. Therc.is a tendency for platted real cstafe in cities and villages to be
asscssed aof a lower percemtage of the szle value than farm real estate. The
records of all boma fide sales in 1926 and 1927 of platted and unplatted real e
estate kept by the Minncsota Tax Commission show this very clearly.

Per cont that Full and Truc assessed
Value is of Sale Value

Unplatted Platted Difference

LY Southern Minnesota countics 85.18% 75 .28‘/’3 9.6¢%
12 Southeastern Minnestta counties 89.72 7T 16.2
The entire stote £1.93 7509 7.8

This undervaluation of city, town cnd village property has the effect of in-~
Creasing the share of statc and county taxes that must be borne by farm real estates
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How Can These Conditions be Remcdied

When the goneral property tax was originally established as theprincipal
form of taxation in Minncsota the great bulk of property in the state was farm
rcal cstate and easily ascertained. Besides, the statc and its subdivisions had
comparatively few functions to perform end so taxes were very much lighter than
today. When toxes are light inaccuraciecs of assessment are not so very important.
fhen taxes become very hcavy becausc the govermment is called upon to extend its
services and dutics enormously, then the weight of taxation must be carefully
distributed. Two types of remedy suggest thomsclves and arc given in the follow—
ing paragraphse.

l. A better system of ascessment should be cstablished then the present
onc. There should be a central office where are kept plats of every farm show-
ing crop land, mcadow, pasture, timber ond waste. Improvemeats should be noted
and should be depreciated with age according to some recognizoed systeme. Records
should be carcfully kept in the some way on all urban property. Every bona fide
sole of recal cstote in the county should be compared with the assesscd vahue of
the samc property in order to determine the trend of property values. This work
should be in chorge of trained men who devote their entire time to it. The
sgsessment unit should be larger than at present, pcrhaps a county or even sever-
al countics. The most important thing to bec borne in mind is that asscssment

is properly a task for expocrts znd should be done by experts, men cerefully
traincd and chosen.

2. The gcneral property tax should be supplemented by revemucs raised from
other sourcew. Real ecstote and personal property, as it is classified ian Minne-
sota, no longer serves as on adequatc base for the bulk of the tax rcvenuc. Much
can be done to botter the assessment of recal estate, but no system has been
devised to assess porsonal property with any degree of cccuracy. Lock of a
standard of valuc, casc of conccalment, and cxpense of assessment melze the per-
sonal property tax very unsotisfactory. There is also the fact thot the genoral
property toax bears more hcavily on the agricultural classcs than on othcr classes.
The former cannot carry on his busincss without a comparatively large property
investment. Ho tends to invest surplus funds in improvemernts and in rcal estate
subject to a high rate of taxation. In towns and cities meny business and pro-
fessional men receive fairly large incomes without the nccessity of much invest-
ment in property. Furthermorc, city pcople to a much greater extent than the
formers tend to invest their savings in stocks, bonds and other securities sub-
Ject to the low three mill money and credits tax rather than in real estate in
which taxation rates arc very much higher. The stote has already made consider-—
eble progressin the dircction of diversifying its tax system. It has such taxes
s the inheritance tox, the gasoline tax, and the occupation tax. All these help
to relicve rcal ostate. Consideration is now being given to the income tax and
other forms of taxation os menns of obtaining a still morc equitable distribution
of the tax burden.

The part of Minnesoto whore the tax situation is most serious is in the six-
teen cut over oounties of northeastern Mimnesota. The above discussion hes not
dealt directly with that area bocouse the solution of the problem there involves
land policics as wdll as toxation policies.

Ge B. Clarke.



