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FUNDS AFFECTED: GENERAL IMPACT: State & Locd
X DEDICATED
FEDERAL

Summary of L egislation: Thisbill adoptsthevaluefor depreciablepersonal property that isusedfor federal
income tax purposes as the true tax value of the personal property under the property tax.

Effective Date: January 1, 2000.

Explanation of State Expenditures:

Explanation of State Revenues: The State levies aone cent tax rate for State fair and State forestry. Any
reduction in the assessed value base will reduce the property tax revenue for these two funds.

Explanation of Local Expenditures:

Explanation of Local Revenues: Under current law, the true tax val ue of depreciable personal property for
property tax purposes is determined under State Tax Board rule. Valuation under the rule begins with the
property’ s federal cost basis. The property is then placed into one of four depreciation pools based on the
property’ s useful life. The pool determines the rate of depreciation given to the property. Finally, the total
true tax value of all of the taxpayer’ s depreciable property must equal at least 30% of the total cost.

Thishill would placethetruetax value of the property at thefederal tax basisamount. Depending onthetype
of depreciation given to the property for federal purposes, the federal tax basis could be more or lessin a
given year than thetrue tax value under current law. However, because property can befully depreciated for
federal tax purposes, the property’ stax basiswill be reduced to zero at some point. Because of this, thetrue
tax value of the property under the proposal will eventually be eliminated and total assessed value of all
depreciable personal property would be reduced.

The actual amount of the reduction is not currently known. For the 1997 Pay 1998 property tax year,
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depreciable personal property had an assessed value of $7.8 billion and a net property tax of $713 million
or 16% of the total net property tax of $4.4 billion.

Reductions in value reduce the assessed val ue tax base. This causes a shift of the property tax burden from
the taxpayers experiencing the reduced valuation to all taxpayersin the form of an increased tax rate. Total
local revenues, except for cumulative funds, would remain unchanged. The revenue for cumulative funds
would be reduced by the product of the fund rate multiplied by the lost AV applicable to that fund.

State Agencies Affected: State Board of Tax Commissioners.

Local Agencies Affected: Local assessing officias; All local taxing units.

Information Sources: Local Government Database.
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