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TMPACT OF NEW PROCEDURES FOR ESTIMATING
AGRICULTURAL USE VALUES IN NEW YCRK

by

Neison L. Bills and Richard N. Boisvert®

As part of the Agricultural Districts Law, instituted a decade ago,
some Tarmland owners in New York State are afforded an opportunity to reduce
their property tax bills through use-value assesgment (L. 1971, c. 479).

The reduction is in the form of an exemption from tax levies on that portion
of the value of land over and above its value in agricultural use, as deter-
mined by the New York State Board of Equalizatilon and Assessment (B & A).

Between 1971 and 1979, E & A was given considerable flexibility in
selecting the procedufes for setting use values; the agency relied almost
exclusively on the comparable sales approach in which sales of land for non-
farm uses were to be lgnored {McCord). These procedures have always been
controversial. Many have argued that, even after careful sorting, urban
influences remain in the sale price of farm real estate. They further argue
that these high use values are at odds with the Legislature's intent to use
property tax exemptions to encourage the continuation of farming. This con=—
troversy peaked in 1979 when E & A proposed use values that would average,
across all counties of the State, 50 percent above those of the previous
year (State Board of Fqualization and Assessment ).

As a result of this eriticism and lobbying by farm organizatiocns, B & A

decided to phase these increases in over several years. RBefore this "phase-in

¥Weison L. Bills is an Agricultural Feonomist with USDA-BESS-NRED statloned
5t Cornell University and Richard N. Roisvert is an Associate Professor in
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was completed, the legisiature also responded and amended the law significantly,
Under these amendments, B & A wasg directed o cooperate with other agencies

in the development of a new approach to estimsting farmland use value. To be
implemented for the 1981 tax year, the new approach is tied to the capitali~
zation of net annual returns to farmland. The annual net returns are based
upon enterprise budgets reflecting appropriate rotations and scoil rroductivity,
as measured by total digestible nutrient (TDN ) producticn, on each of about
41200 individual soil mepping units found in New York (Dunme and Tynk).

The purpose of this paper is to examine the implications of thege legis—-
latively mandated changes in use-value assessment for property tax durdens in
New York., It is a unique opportunity to compare the actual application of
two standard approaches to farmland use values, which in theory are logically
equivalent, but may yield quite different results in practice (Locken, Bills
and Boisvert, and Dunne, 1981a). Throughout the analysis, emphasis is
placed on the implications of the two approaches for property tax exemptions
orn farmland and the implied financial incentives provided landowners for

maintaining their land in agricultural uses.

Procedures and Sources of Data

Because the new procedures for estimating use values are based on the
productivity of individual soils, a comparison of the two methodologies can
only be accomplished by examining an array of soils actually used for crops
by New York farmers. To keep the analysis within manageable proportions, the
discussion is focused on two counties, Cortland and Mornroe. Cortland is non-
metropolitan by Census definition, and contained about 600 farms {as of 1978)

and is among the State's leading dairy counties (U.S. Dept. of Commerce).
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Monroe is metropolitan, and contains the city of Rochester, put farm products
valued at $32.4 million were produced on nearly 800 farms in 1978.

The study is further confined to valuing mineral soils ana to total
ecropland as estimated in the.l978 preliminary Census of Agriculture.l/ In
1978, total cropland accounted for an estimated 52 percent and 82 percent
of total land in farms in Cortland and Monroe counties, respectively (u.s.
Dept. of Commerce). .

The amended law requires . the capitalization of net returns to iand
classified into 10 soil groups. These capitalized returns have already been
calculated by E & A. Therefore, eétimating the use values of total cropland
in these two counties is a relatively straightforward process. First, total
eropland in each county is disfributed among the numerous soll mapping units
and aggregated into the 10 s0il productivity groups. Second, 1981 use values
are estimated by multiplying acreages in each group by the sppropriate
capitalized-income figures. Finally, a correspondence petween soil classi-
fications used in 1980 and in 1981 is derived so that the 1980 use values
can be estimated on a comparable basis.

While both Cortland and Monroe counties have modern published soil
surveys, counts of acresags by soil mapping unit reflect the total land area
in the county. The surveys contain no cropland estimates. To overcome
this problem, unpublished data developed by USDA-ESS are incorporated intc
the study. The USDA data distribuﬁe crop production by soil mapping unit

based on unpublizhed point sample data from the 1967 Conservation Needs

;/ The amended New York law prescribes use values for woodland and for muck
s0ils while the unamended version applicable through 1980 reguired sep-
arate use-value estimates for muck spils, trees, vines, permanent pasture,
and support land. Confusion caused by these definitional changes was
minimized by concentrating on the qub-class of farmland mineral soils.
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Inventéry. The percentage diétributions of cropland in 1967 by soil mapping
unit for each county are applied to the corresponding aggregate "total crop-
land™ reported in fhe Preliminary Report of the 1978 Census of Agriculture.
By necessity this procedure assumes that the distribution of cropland ascross
goils has remained constant over the 12-year period.

Once this aliccation isg complete, cropland is, in turn, assigned to one
of 10 mineral soil groups. Fach soil mapping unit is giver an index value
which reflects judgements about a goil's capacity to produce TDN. Soils fall-
ing into the first eight soil groups are judged to be usable fér crop
production. The TDN index values are based on ¥ield estimates for corn silage
and hay, in appropriate rotations. They range from under 25 for soil group 8
to between 90-100 for soil group 1 (100 = L.Sk tons/TDN/yr.). Index values
for all groups are given in Table 1.

The distribution of ecropland among these 10 groups is also reported in
Tabkle 1. Tn 1978, there were nearly 120,000 acres of cropland in Monroe
County and just over 90,000 acres in Cortlang County. When the 1981 soils
index is applied, it is clear that in metropolitan Monroe County, solls used
for crops are of generally higher guality than those cropped in non-
metropolitan Cortland COunty.g/ Over 79 percent of the eropland (94,000 acres)
in Monroe County fall into groups 1-4 while oniy 36,000 acres{or 39 percent)
of Cortland's cropland are in these top four groups (Figure l);

By applying the yield interpretations and rotations for corn and hay used
in the 1981 soil groups to the yields specified under the New York law for

1980, one can also distribute cropland into 1980 land classes {A, B, C and P).

2/ This relationship is consistent with Otte's findings at the national level.
Metrepolitan development in the United States has oceurred on or near soils
that have relatively high agricultural productivity.
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Table 1: HEstimated Cropland in Cortland and Monroe Counties by 80il Groups,

1978
1981 Aeres 1980 Acres
Soil Groupéj Cortland Monroe Land ClassE/ Cortland Monroe
Group 1 (90 - 100) 3,333 b, 728 ~ (lass A 18,619 L9 473
Group 2 (80 - 89) 15,286 LY, 7hs > 100 bu.
| > 3.5 tomns
Group 3 (70 - 79) 4,583 27,943 | tless B 17.4% L, 851
Group 4 (60 - 63) 12,848 16,908 15 tons
| 2-3.5 tons_
Group 5 (50 ~ 59) 6,039 15M56 | ogo0 us,36M 22,635
Group 6 (L0 - 49) 29,271 boThT < 15 tons
| < 2 tons_|
Group 7 (25 - 35) 20,108 4,863 Class D 10,500 2,431
Group 8 { < 24) 846 0 [: pasture
Total G2,31h 119,390 92,31k 119,390

Source: Cropland totals are estimates of total cropland from the preliminary
1978 Census of Agriculture. The distribution by 1981 go0il group was basad on
unpublished data on cropland by soil mapping unit obtained from the 1967 Con-
servation Needs Inventory.

a/

These soil groups were developed by W. Shaw Reild, Cornell University, to

be used in Hew York State's use-value assessment program, ALl soil mapping
units are classified by a TDW productivity index (given in parentheses,
where 100 = 4.54 tons of TDN per acre). Corn and hay yeilds for the
indexes are from SCS's Form 5 yields. Detailed information on the mapping
units in each group are as yet unpublished.

Tand classes used for agricultural value assessment in New York prior to
1981. The numbers below the class are corn (grain or silage) and hay
vields associated with each class., To facilitate comparisons, these
yvields were converted to TDN, and after assigning a rotation, a corres-
pondence between the two systems was obtained: glass A = groups 1 and 2;
class B = groups 3 and b; class C = groups 5 and 6, plue 1/2 group T;
class P = 1/2 group 7, plus group &.
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This second distribution, also given in Table 1, sets the stage for the
comparison of cropland use value based on comparable sales (1980) and capi-
talized net income (1981). | |

Based on cost and returns data for commonly grown New York crops (corn
and hay), B & A has determined net returns for mineral soils in each of tﬁe
first eight soil grouns {gee Dunne and Lynk for detailed calculations).
These net returns, averaged for the periocd 1975-79 and capitalized at 8.81

percent as prescribed by law, resulted in proposed use values that ranged

from $50‘per acre (soil group 8) to $860 per acre for high-lime soils with -

a TDN index between 90 and 100 (Table 2). Final values were promulgated by

¥ & A in which the use values for soils in groups 5 through 8 were signifi-
cantly different from the proposed values. With the exception of high-lime
soils in group 5, the values were raised significantly. These final vaiues
delineate the possibilities confronting owners of farmland who choose to

apply for a farmland use-value assessment in 1981. Local assessing officers
muet incorporate these values into a computation of use value for each tax
parcel.§/ Any difference between total use value and the full value (assessed

value divided by the egualization rate) of the parcel is exempt from levies

. L
made by all taxing Jurisdictions.—

§/ A determination of acresge by soil group is made for each tax parcel at
the local Soil arnd Water Conservation Districh office.

&/ Only a fraction of all farmland owners can qualify for an exemption in
New York due to relatively harsh eligibhility requirements spelled out in
the New York law. To gualify, an owmer must own 10 or more acres with
average annual gross sales of $10,000 or more. Using only these eligibility
reguirements, it has been eatimated that 75 percent of commercial farmiand
would be eligible (Boisvert, Bills and Solomon). Under the 1981 amendments,
landleords can circumvent the sales requirement if they own 10 or more acres
and have a S5-year written lease with a tenant who meets the $10,000 E2TOSS
sales requirement. This will increase the total amount of eligibie
farmland.
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Table 2: Use Values of (ropland in New York

1981 Statewided/ 1980 County
1981 - Use Value/Acre 1980 Use Value/Acre
Soil Groupsb/ ProposedE/ 7 Finalg/ Land ClassE/ Cortland Monrce
Group i 860 860
1 L T30 T30
Class A 395 Los
Group E 710 T10
2 L 500 290
Group H 540 540
3 T, heo Loo :
Class B 260 285
Group H 320 320
i L - 200 200
Group H 210 180
5 L 80 160
. Class C 1ks 165
Group H 60 150
6 L 50 . 130
Group 50 i10
T
{lass P 85 85
Group 50 80
8

Scurce: Dunne, 1981b:; Dunne ard Lynk; State Board of Equalization and
Assessment.

g/ For mineral soil groups, except those on Long Tsland. Thesge figures are
based primarily on 1975-79 average returns for appropriate rotations of
corn silage and hay, capitalized at 8.81 percent.

b/ To set values, the first six soil groups are split between high lime (H)
and low lime (I.) to account for the cost of lime application. See Table 1
for details.

¢/ Values proposed January 9, 1981, prior to public hearings.

g/ Final values, adjusted by the State Board of Equalization and Assessment
on the basis of public hearings and other information (see Dunne, 1981b).

E/ Land classes used prior to 1981. See Table 1 for details.



Results

The 1980-81 contrasts in use value per acre are striking (Tavle 2). The
1980 values -- based on comparable sales and developed for each of New York's
56 agricultural counties -- are uniformly higher in the metropolitan county
(Monroe) than in non-metropolitan Cortland County. Since soils in any one
clagss are presuned to have gimilar yields'from commonly grown crops, the dif-
ferences for 1980 perhaps reinforce the argument that urban speculative
influénces ﬁere not completely eliminated with use-value estimates based on
comparabtie sales. However, one can quickly push this argument too far because
numerous factofs besides productivity and.urban pressure affect the sale
prices of farmland (Barkley and Boisvert).

The newly instituted capitalization approach establishes one set of
values for all upstate counties. Tn moving to these new values, both the pro-
posed and final values remain the same for the first four soll groups, and
the per acre use values of better cropland increase markedly for both the metro
and non-mesro counbies {Table 2). The $860 per acre value for high-Llime,
group 1 soils represents more than a 100 pefcent increase in the value of high
quality Parmland in Monroe County. Substantial increases are alsc found for
soils of moderste quality -- soll grouﬁs 3 and B, Values for 1381 range
between $200-$540 per acre vs. 1980 values of $265-4285 per acre in these
two counties.

By éombining information orn use value per acre with the estimated dist-
ributicn of cropland by soil type, one can obtain a more complete comparison
of the value in use of all cropland in 1980 with 1981 use values in cach
county (Tables 3 and 4). TIn the non-metro county {Cortland), value iﬁ use
for all cropland increased from $19.4 million to $23.5 million or by 21 per-
cent. On a per acre hasis, average use value increased from $210 to $255

under the newly implemented procedures.
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Table 3: 1980 Estimated Use Value of Cropland, Cortland and Monroe Counties

Cortland Monroe
1980 Thousand Percent - Thousand Percent
TLand Classﬂf Dollarsb/ of Totalg/ Dollarsb/ of TotalE/
Class A 745355 38 21,026 56
Class B 4,532 23 12,783 34
Clasg ¢ 6,578 34 3,735 10
Class P 927 .5 207 1
Total 19,391 100 37,750 100
(210)8/ (316)4/

Source: Caleculeted from data in Tables 1 ana 2,
" a/ See Table 1 for definitions,
b/ Rounded to thousands.

g/ Percentages caleculated from unrounded numbers and rounded t¢ nearest per=
cent. Therefore, detail may not add.

d/ Per acre value, in dollars.

Trnereases in total use value were even larger in the metro counfy (MonroeL
partially because of the high quality cropland found there. Use value of crop-
land for 1981 amounted to $53.2 million or $4L5 per scre on the average.

Values based on the comparable sales approach in 1980, on the other hand,
totaled $37.8 million or $316 per acre. The nevly devised procedures for
estimating eropland use values, therefore, increage value in use by W1 percent
in this metro county.

The differences in the implications of the 1981 procedures for these two
counties is explained by the distribution of fermland by soil broductivity
group and adjustments in the broposed use values made by the State agency.
Under the proposed system uge values were relatively low for roor land. The

broposed average use value in Cortland, the county with relatively lower land
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quality, was aimost identical to the 1980 value. T & A's adjusiments in moving
from the proposed to the final values explain virtually all the increase in
this county. Quite the opposite is true in Monroe County. The inecreasse in

use value between 1980 and 1987 was due almost entirely to the impact of the
capitalization approach upon the use value of high guality land. Only 21 per-
cent of 211 cropland in Monroe County is in soil groups > through 8. Adjust-
ments made by the State agency in moving from the bropoged to the final values

had little affect on average use value.

Discugsion

Movement +o the capitalization approach stemmed from increasingly shriil
criticism of determinations based on comparable sales. Tt was argued that
comparable sales, regsrdless of the effort made to confine the data set to
farm-to-farm sales, tended to admit some speculative influences into +he
analysis. In turn, use-value estimates in an urban state like-New Tork were
likely to be inflated. Interestingly, this parer shows that the Legilaaturets
remedy -- use-value estimates based on capitalized net returns to land -- is
likely to bring with it rather substantial increases in use values estimated
for much of the State's cropland base. Since the differences between these
values and full values are used to compute tax exemptions, the new Procedureg
could lead to a significant reduction in oppocrtunities for agripultural exemp-
tions. This outcome was certainly unexpected by those who viewed capitalized
net farm income as a preferred means of granting farmland owners a lower
property tax bill.

Because land quality varies among taxing Jjurisdietions and across farms,
these case results suggest that intra-class shifts in tax burdens on agricul-

tural land are likely ag a result of income capitalization. Relative to the
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sales approach, larger tax burdens are now borne by the owners of high quallty
iand. In 1980, 56 percent of total use value in Monroe County was attributed
to soils with a TDN index of 80 or more (soil groups 1 and 2}, 64 percent of
total use value falls on These high quality soils in 1981. The corresponding
iperease for soil groups 1 and 2 was fron 38 percent to 51 percent in non-
metropolitan Cortland County. From a policy perspective, one could argue
thet this intra-class shift 1s at odds with the Staté's ocbjective of encour-
aging the retention of produgtive 1land in agriculture. This argument is
reinforced by the fact that often times good farmland is found in metropelitan
“gsettings.

in summary, these considerations would seem to present a challenge t0
those who endorse use-value assessment as a way to mairtain high quality land
near urban centers in agricultural use. However, ‘the changes in use-value
assessment procedures are too recent to draw definitive policy conclusions.
Additional analysis, based on more complete information of soil quality, parti-
cipation rates in the program and knowledge of individual farm situations will

e an integral part of the program's continuing evaluation.
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