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Is Personal Property a Significant
Part of the Property Tax Base?

e 31 states report percentages of the tax base
represented by personal property

— Regardless of definitions

* If motor vehicles indicated, these were excluded for this
analysis

e General commercial and industrial excluded, except in
ldaho, where personal property separately identified

e Centrally assessed property (ie: public utilities and
railroads) excluded, except in Idaho where component
attributed to personal property

e Range from <1% to 30% (LA) with median ~7%
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Year Percentage of Property Tax Base
man Land 42.17%
Improvements 53.70%
Tangible 4.13%
Personal
Property
Total 100%
o 288 Vacant Land 6.41%
Residential 46.11%
Commercial 25.50%
Industrial 1.91%
Agricultural 0.94%
Natural 0.23%
Resources
Producing Mines 0.50%
0il and Gas 5.04%
State Assessed 0.62%
Personal 12.72%
Property
Total 100%
L 201t Residential 66.04%
Vacant 4.50%
Commercial 15.19%
Industrial 4.13%
Agricultural 0.99%
Non-Ag Acreage 0.42%
Other 1.15%
Personal 7.50%
Centrally 0.08%
Assessed
Total 100%




Types of Personal Property Subject to
Assessment

Type of Property Number of States
Inventories 3
Machinery and Equipment 39
Personal property — tangible business 38
Personal property — intangible (goodwill, custom 6
software, etc.)

Privately owned airplanes 18
Commercial Airlines 31
Registered Vehicles 16

Other includes motor vehicles, minerals, oil and gas, and personal
property for utilities in North Dakota where other personal property is §
exempt. G






Defining Personal Property

Typically by default:
— “..all things other than real property.” (AL)
Often movable and tangible:

— “...identifiable portable and tangible objects which
are considered by the general public as being
“personal....” (AR)

May include affixed equipment:

— “..articles related to a commercial or industrial
operation that are either affixed or not affixed to
the real property for proper utilization....” (CO)

Often leasehold improvements (CT)



Defining Personal Property cont.

 Some states use big lists, or specific categories:
— Usually with items both included and excluded.
— Some very industry specific:

e Washington: “all fish trap, pound net, reef net, set net,
and drag seine fishing locations;”

e Maryland: “hoophouses”
e Some states have use provisions:

— Colorado: “machinery, equipment, and other articles related

to a commercial or industrial operation . . . affixed or not
affixed . . .

— Nebraska: “Trade fixtures” — “machinery and equipment,
regardless of the degree of attachment to real property,
used directly in commercial , manufacturing, or processing
activities . ..”



Defining Personal Property cont.

e Some states use ownership:

— New Jersey: “corporeal personal property, such as
machinery, fixtures, tools, implements, goods, wares, and
merchandise.” (Corporation Business Tax Act)

e Some states use character of the property only:
— Delaware: “moveable property not affixed to land”

— Massachusetts: “tangible items that are not firmly
attached to land or buildings and are not specifically
designed for or of such a size and bulk to be considered
part of the real estate.”



What defines fixtures?

Annexation — Once moveable chattels that have
become accessory to and a part of improvements
to real property by:

— Physical or constructive incorporation

— Being annexed or affixed so that removal
would damage the real property

Adaptation — Use or purpose of an item is integral
to use of the real property

Intent — A person would reasonably be considered
to intend to make the articles permanent

additions to the real property

Paraphrased from Idaho Property Tax
Administrative Rule 35.01.03.205
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Statutory References similar to

Three Factor Test (ie: real property)

e Alabama —“...all things annexed or attached
thereto [land and structures] which would pass to
a vendee by the conveyance of the land or
property.”

e Arkansas —fixtures are real property

e Georgia— “...all things permanently attached to
land or to the buildings thereon....”

e Hawaii— “..any fixture..., including all
machinery...and the foundations thereof, ...whose
removal therefrom cannot be accomplished
without substantial damage to such land....”
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Real Property Definitions with similar
components to three factor test

 |lowa: “..equipment, machinery or improvements, any
of which are attached to the buildings, structures, or
improvements....”

 Massachusetts: “...buildings and other things thereon
or affixed thereto....”

* Minnesota: “...all improvements or fixtures annexed to
the building or structure, which are integrated with and
of permanent benefit to the building or
structure...which cannot be removed without
substantial damage....”

 New Jersey: real property unless: “...the personal
property so affixed can be removed...without material

injury....”
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Interesting Inclusions as Personal Property

Colorado — commercial machinery and equipment affixed or
not for proper utilization

ldaho — fixtures that meet the three factor test but are
“...affixed to real property to enable proper utilization....”
(except those fixtures used for heating, lighting, and other
building functions not directly related to commercial
functions) This provision changed to just 3-factor test 2014.

Indiana —
— Billboards on leased real property
— Foundations for machinery and equipment

Louisiana — fixtures, machinery, and equipment including the
foundation

New Jersey — real property unless: “...the personal property
so affixed is machinery, apparatus, or equipment the primary
purpose of which is to enable a structure to support...persons
or property.”

*A
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Why does it Matter Whether
Property is Real or Personal?

Depreciation Schedules

Fractional assessment ratios

Tax rates that differ by property class
Exemptions
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Common Exclusions or Exemptions

e Intangibles

e Livestock

e Crops and standing timber

e Registered or licensed motor vehicles
e Custom software

* Property in transit or storage

* |nventory

* Personal property owned by exempt entities
(eg: religious corporations)
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Common Disputed Items

Pipelines — defined as personal property in OK
and CO

Railroad track — personal property in OK

Cell towers — considered real property in ID
(based on rule)

Operating property of public utilities and
railroads — especially in central assessment
states using unit valuation - ID
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Types of Personal Property
Exemptions

e Full exemption
— May be statewide or local option (eg: Alaska)

— Usually does not apply to centrally assessed property of public
utilities and railroads

— Applicability may differ markedly from state to state depending
on definition in statute or case law

— Indicated when exemption applies broadly —
e je: not just farm equipment of motor vehicles
e Partial exemption

— In addition to property that is eligible, “who” is eligible must be
defined

* May be limited by taxpayer or parcel
— Dollar limitation
— May be local option in nature



17 Personal Property Exemptions - 2012

Fully Partially Local Fully Partially Local
exempt exempt option exempt exempt optlon

Personal property,

intangible

Personal property, 13 (10) 11 (6) 4 (6) 3(1) 1 (0) 1 (0)
tangible

Machinery and 12 6 3 1 0 2
equipment

Airplanes®, private 22 4 2 9 0 0
Airlines*, 10 3 2 6 0 0
commercial

Business Inventory 39 5 5 9 0 0
Registered 29 3 2 9 0 0
Vehicles

General Note: Numbersin () are 2009 results when available; states with de
minimus partial exemptions considered fully taxable. (OK, TX, UT not included)
* Airplanes separated into private and commercial in 2012; not in 2009
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Geographic patterns of personal property treatment

minimus

Bl Partial Exemption
1 Local Option

Bl General Exenption
N ew phase out

exemption - TX

Note: Does not account for exemptions for business
inventory, vehicles, or special use personal property
(eg: use by educational or charitable organizations)




19 Variances in Partial $ Personal Property Exemptions

Alaska — local option — amount varies

Arizona — First $133,868

California - $10,000 or less exempt by local option
Colorado — $7,000

Florida — First $25,000

Georgia — Value of $7,500 or less exempt

Idaho — First $100,000 per taxpayer per county plus any item
newly acquired and costing up to $3,000

Kansas — Any item costing $750 or less

Maryland — Full exemption from state property tax; local
option exemption from local property tax

Massachusetts — local option allows up to $10,000
o 127 cities exempt from $500 to $10,000

Montana - $20,000 now but $100,000 per taxpayer beginning
2014

Oregon - $15,000 in any single county only if value does not
exceed $15,000. If $15k exceeded then taxpayer pays on
entire amount, not just the amount above $15,000.

Texas - $500
Utah - $3,900 aggregate; $1,000 per item
Washington - $15,000 sole proprietors (non-corporate)

Note: When partial exemption limits exceeded, some states fully tax all personal property.
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Growth in Personal Property

Exemptions

e Recent additions — full exemptions
— Ohio
— Kansas (phase in)
— Michigan — 2016 - 2023
e Partial exemptions
— Idaho (2013)

— Arizona — attempted major expansion through voter approval
failed; partial exemption amount adjusted upwards
— Michigan
e Enacted 10 year phase out

 Starts with a $80,000 “partial” exemption in 2014
— For non-manufacturing, limited by taxpayer by assessing jurisdiction

* Full exemption for manufacturing pp beginning 2016 or later provided
property purchased at least 10 years prior

* Approved by voters in August 2014 election
— Montana — large increase in partial exemption



* General Description of State “Full”
Personal Property Tax Exemptions

Delaware

Hawaii

lllinois

lowa

Taxation prohibited; definition be default — ie: real property
defined; Betterments (equipment) used in manufacturing are
exempt

Machinery and equipment (m&e) considered real property; m&e
used in manufacturing or producing tangible personal property
exempt.

Integrated industrial plant considered real property (Ayrshire Coal
Co. v. Property Tax Appeal Board, 1974).

Some cases rely on “process/building related method” — items
related to manufacturing are pp while those related to the
building that houses them are real property. Freeze Act of 1979
froze assignments based on what was in place for assessment in
1979 and similar property purchased later. Corporations pay 2.5%
personal property replacement income tax.

M&E acquired after 1995 exempt. Other phased out through
2002. Electric and gas companies pay pp replacement tax



General Description of Personal
Property Tax Exemptions (cont.)

Kansas

Maine

Maryland

Massachusetts

Michigan

Minnesota

Commercial and industrial machinery and equipment acquired or
leased after June 30, 2006 is exempt. Personal property items
assembled into a unit classified as real property by court ruling.

Most business machinery and equipment acquired after April 1,
2008 is exempt. Partial reimbursement of municipalities being
phased down.

Otherwise taxable personal property exempt from state property
taxes and may be exempt from local property tax at county or
municipal option. Five of 23 counties exempt this property.

Most otherwise taxable personal property of manufacturing
corporations is exempt. Exception for machinery, but some local
option prerogatives exist.

10 year phase out beginning 2014; includes machinery and
equipment of manufacturers. Full exemption does not apply to
other commercial with >580,000

Process/building related method exempts process related m&e



General Description of Personal
Property Tax Exemptions (cont.)

New Hampshire

New Jersey

New York

North Dakota

Ohio

Replaced pp tax with business enterprise tax and business profits
tax in 1970.

Legislative intent: ...broad exclusion from local property taxes of
business personal property used or held for use in business.
Exemption applies to ...any machine, device, mechanism,
instrument, tool, tank, or item of tangible personal property used or
held for use in business.

Most mobile equipment and manufacturing equipment, but
generally not structures.

M&E used for trade or manufacturing exempt. Exception for
certain oil and gas refineries.

In 2005 manufacturing equipment acquired after Jan. 1, 2005
exempted and commercial activity tax enacted. Replacement tax
payments to local governments being phased out.
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General Description of Personal
Property Tax Exemptions (cont.)

Pennsylvania

Rhode Island

South Dakota

Property tax applies to land and buildings; however, cell towers and
gas station canopies considered real property since 2004. Attached
water tanks considered real as are power plants.

Manufacturing machinery and equipment acquired after 1974
exempt. M&E partially used in manufacturing may be subject to
prorated assessment. Many local options —ie: ...office furniture...
may be exempted wholly or partially by vote of the town council.
[R.l. Gen. Laws Section 44-3-3.1]

Exempted in 1978; egg processor equipment exempted following
court ruling in 1995.



Percentage of Property Tax Base Record
Identifier

MAQ02_AV11

Residential

Open Space

Commercial

Industrial

From data found at -
Lincolninst.edu and o
compiled in -

: : : Residential
conjunction with e—
George Washington e

MDO002_AV11

Use Value

New
Construction

Railroads 0.04%
Utilities 1.26%

Personal 1.77%
Property

Total 100%

ME 2011 P — SETAE Click here 3 ME002_AV11

Personal 0.68%
Property

Inventory 4.53%

Total 100%

Sources

# State Source

b 5 MA FY2011 Assessed Values by Class (n.d.), Massachusetts Department of Revenue. [http://www.mass.gov/?
pagelD=dorterminal&L=4&L0=Home&L1=Local+Officials&L2=Municipal + Data+and+Financial +Management&L3=Data+Bank+Reports&sid=
Accessed 03/24/2011] Vi i
FY2011 Property Values, Taxable and Tax Exempt (n.d.), Massachusetts Department of Revenue. [http://www.mass.gov/?
pagelD=dorterminal&L=4&L0=Home&L1=Local+Officials&L2=Municipal+ Data+and+Financial+Management&L3=Data+Bank+Reports&sid=
Accessed 8/2/11] View Archived Source

2 MD Sixty-Seventh Report of the State Department of Assessments and Taxation (2011), Maryland Department of Assessment and Taxation. [} _
n 6/11/121 View Archived Sour

_ g
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Aspects of Personal Property Exemption

applicability to public utilities and railroads

— Arizona - telecommunications

— ldaho — yes for partial personal property tax
exemption — all public utilities and railroads

— Montana — business equipment — does not apply to
centrally assessed

— Ohio — yes for railroads only

— Pennsylvania
o Utility easements
e Railroad beds or rails
e Railroad right-of-way
— Superstructures on right-of-way
e Railroad rolling stock



Treatment of
Utilities and
RR by States

with General
Personal
Property

Exemptions

See explanation of notes on
2" following slide




See explanation of notes on
following slide
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Treatment of Utilities and RR by States with General

Personal Property Exemptions - Notes

* Does not include states with partial, dollar limited exemptions

** New York:

State establishes value limits (or ceilings) for interstate and intrastate railroad
property; valued by local assessing units. Rolling stock is exempt (There is no central
assessment of railroads as such in NYS). Amtrak property, commuter rail and NYC
rapid transit property is wholly exempt.

*** Pennsylvania:
Municipal authorities are exempt. Also exempt are easements, pipelines, railroad
beds, tracks or other lines, machinery and equipment not affixed to the land. Land
and improvements indispensable to the generation of electricity are excluded from
the PURTA tax base and the realty tax equivalent, as are certain other properties
subject to local taxation.

**x* South Dakota:

Taxable but are able to apply for tax credit based on repairs done. Limit on which
rail lines may receive credit. South Dakota Codified Law 10-28-21.2 (PTAPP)
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Where to get information on property

tax policy in U.S. States

e |[AAO — PTAPP 2009 results published in:
Journal of Property Tax Assessment & Administration
Volume 7, Issue 4, 2010

e PTAPP update to 2012/13
— To be published in late 2014

e Significant Features of Property Tax

— statutorily based data base —
e updated to 2011
e Data from every state included
— Searchable data about tax base when compiled by state

— Joint project of Lincoln Institute of Land Policy and George
Washington University — George Washington Institute of
Public Policy



Lincolninst.edu
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AtLincoln House Blog  Pressroom / Information Center  Calendar *

LINCOLN INSTITUTE Quick Links Departments & Programs
OF LAND POLICY

1]

Latin America (en esp

“ News & Events Education & Research Publications & Multimedia

Links | Databases | Planning and Management | Tax Tools | Visualizing

Significant Features of the Property Tax®

Significant Features of
the Property Tax Home

Topics

Property Tax
Fundamentals

The Property Tax Base

Property Tax Relief and
Incentive Programs

State Summaries

This online database presents data on the property tax in all 50 states and the District of Columbia. Bece

Census of Governments provide the critical foundation for sound governmental decision-making, the Lincoln Institute of Land Polic
Data Washington Institute of Public Policy joined in a partnership to provide information and support public pol
Resources property tax, probably the most controversial tax in the United States. The term "Significant Features" pays tri

the Advisory Commission on Intergovernmental Relations, which from 1959 to 1996 provided a wealth ¢
functioning of the federal system, particularly through its flagship publication, Significant Features of Fisc
more information and a user guide to the site, click here.

About Significant Features
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Definitions

of personal
property
and what is
taxable can
be found at
the Lincoln
Institute
website

State

N i |

AK

AL

AR

AZ

CA

Cco

CT

DC

FL

Additional
Personal
Year Property

Tax

Details

2011 Definitions

and

Explanations

2011  Definitions

and

Explanations

2011 Definitions

and

Explanations

2011 Definitions

and

Explanations

2011 Definitions

and

Explanations

2011 Definitions

and

Explanations

2011 Definitions

and

Explanations

2011  Definitions

and

Explanations

2011 Definitions

and

Explanations

2011 Definitions

and

Explanations

Is
Personal
Property
Taxed?

Yes, but
see
explanation

Yes, but
see
explanation

Yes, but
see
explanation

Yes

Yes, but
see
explanation

Yes, but
see
explanation

Yes, but
see
explanation

Yes, but
see
explanation

No

Yes, but
see
explanation

Are
Motor
Vehicles
Taxed?

Yes, but
see
footnote

Yes, but
see
footnote

Yes, but
see
footnote

No, but
see
footnote

No, but
see
footnote

No, but
see
footnote

Yes, but
see
footnote

No, but
see
footnote

No

No, but
see
footnote

Is
Inventory
Taxed?

Yes, but
see
footnote

No, but see

footnote

Yes, but
see
footnote

No, but see
footnote
No

No

No

No

No

Are
Machinery
and
Equipment
Taxed?

Yes, but
see
footnote

Yes, but
see
footnote

Yes, but
see
footnote

Yes, but
see
footnote

Yes, but
see
footnote

Yes, but
see
footnote

Yes, but
see
footnote

Yes, but
see
footnote

No

Yes, but
see
footnote

How Are
Mobile
Homes
Taxed? ﬂ

Mobile home
characteristics
determine tax
status

Mobile home
characteristics
determine tax
status

Mobile homes
are taxed as
real property
only

Mobile home
characteristics
determine tax
status

Mobile home
characteristics
determine tax
status

Mobile homes
are taxed as
real property
only

Mobile home
characteristics
determine tax
status

Mobile homes
are not taxed
at all

Mobile homes
are taxed as
real property
only

Mobile home
characteristics
determine tax
status
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Example of

Detailed
Definitions
of personal

property

(Alaska)

Is Personal Property
Taxed?

Footnote on the
Taxation of Personal

Property:

Mobile Homes

How Are Mobile
Homes Taxed?

Describe Mobile

Home Characteristics:

Definition of Mobile
Home:

Footnote on the
Taxation of Mobile
Homes:

Motor Vehicles

Are Motor Vehicles
Taxed?

Footnote on the
Taxation of Motor
Vehicles:

Inventory

Is Inventory Taxed?

Footnote on the

Taxation of Inventory:

Machinery and Equipment

Are Machinery and
Equipment Taxed?

Cantnata Aan tha

Yes, but see explanation

Property taxes on personal property are levied at local option. A municipality may
levy a flat tax on personal property owned by a fully tax exempt entity.

Mobile home characteristics determine tax status

Mobile homes, trailers, house trailers, trailer coaches, and similar property used or
intended to be used for residential, office, or commercial purposes and attached to
the land or connected to water, gas, electric, or sewage facilities are classified as
real property for tax purposes unless expressly classified as personal property by
municipal ordinance. This does not apply to house trailers and mobile homes that
are unoccupied and held for sale by persons engaged in the business of selling
mobile homes.

Mobile home means a trailer in excess of either 28 feet in length or 8 feet in width
that is designed, constructed, and equipped for use as a dwelling or as a place of
business, storage, or other off-highway purpose. A mobile home fixed to a permanent
foundation becomes real property and ceases to be a vehicle because it no longer
meets the definition of a mobile home and may not be titled as a vehicle.

Yes, but see footnote

Municipalities and boroughs either exempt motor vehicles, tax them, or impose a
registration tax in lieu of ad valorem taxes. One motor vehicle owned by residents 65
years old or older may be exempted from either the ad valorem or registration tax,
whichever is locally imposed

Yes, but see footnote

Municipalities and boroughs either tax, partially exempt, or fully exempt business
inventory.

Yes, but see footnote

MMiunicinalitine And haranahe aithar tav nartialhie avamnt  ar fillie avamnst hiicinass
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LEGAL ASPECTS OF IMPLEMENTING
A PERSONAL PROPERTY
EXEMPTION

‘AA
m
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History of Idaho Treatment of

Personal Property
 Household goods — taxable until 1965

e Silver foxes — inventory taxable until 1971

 Ag equipment taxable until 2001
— Sales tax replacement “snapshot” from state.

 General state of law prior to 2013
— All taxable — no de minimus exemption
— All self-reported (“declared”)
— Licensed vehicles exempt (incl. registered boats)
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ldaho Treatment — House Bill 599

e 2008 law gave $100,000 per taxpayer
exemption

— Excluded public utilities and railroads

— Not in place until revenue trigger hit
e State went into recession and never triggered revenue
goal

— Included three factor test modified by language
that personal property included items affixed to
real property improvements to enable proper
utilization.

— Never in effect
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House Bill 315 —-2013

(HB 441 — 2014)

S100,000 personal property exemption in effect
immediately

— Per taxpayer per county
— Includes public utilities and railroads

In addition, $3,000 per item purchased 1/1/13 or later
exempt

— Items must function independently

Bill signed in early April (about 1 month after most pp
declarations filed)

— Retroactive to Jan. 1, 2013

— To be reflected on 2013 assessment notices sent in early June
Definition of personal property changed by HB 441 (2014)
— Eliminated extra “factor”

— Clarified that improvements on exempt land ineligible
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But it’s Not That Easy

e What is a “Taxpayer”?

— “two (2) or more individuals using the property in a common enterprise
or a related group of two (2) or more organizations when the
individuals or organizations are within a relationship described in
section 267 of the Internal Revenue Code”

e Designed to limit “gaming” of business structures to increase
exemption.

— “Common Enterprise” wording eliminates ability to split business into
pieces that would normally be integrated under one ownership

— “Section 267” wording eliminates ability to apportion ownership of
business within families or corporate umbrellas.
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Unique Problems

e How are “taxpayers” tracked for exemption purposes?
— By parcel?
e Are parcels uniform, by ownership or content?
— By umbrella company?

 What level is ownership determined? (Berkshire-
Hathaway)

e Property ownership v. business operation. (Bowling
Alley)

— Similar business names.
e McDonald’s
e Clearwater, LLC
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Similar State Treatments

— Arizona: “we hold that the term “taxpayer” . .. plainly
refers to a person or entity that owns personal property
used for agricultural, trade, or business purposes and who
pays tax on such property.” Circle K Stores, Inc. v. Apache
Cnty., 199 Ariz. 402, 407, 18 P.3d 713, 718 (Ct. App. 2001)
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What’s An Iltem?

e |daho: "item of taxable personal property"

— equipment, machinery, furniture or other personal property that is
functioning at its highest and best use

— generally capable of performing that function without being combined
with other items of personal property.

— not an individual component part of a piece of equipment, machinery,
furniture or other personal property as a whole.

— does not include an improvement to real property, a part that will
become an improvement, or anything defined as a fixture.

 Adopted from Utah wording for similar,
smaller, exemption.
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Potential Problems Addressed

 Breaking up large items into component parts to qualify each
for exemption.
— Office Furniture
— Kitchen equipment
 Buying assemblies one part at a time.
— “Table and chairs” or “table, and chairs”?
— Computer components
e What about substantial rebuilds of industrial equipment?

— Should item qualify for new status?
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So, in the end, What do we Know?

 There are many different definitions — some
situational

e Taxpayers and administrators want clarity and
uniformity — especially re exemptions
— What property is eligible?
— Whose property is eligible?

e Or else the property tax: “...resembles a
structure designed by a mad architect, erected
on a shaky foundation by an incompetent
builder, and made worse by the well-intentioned
repair work of hordes of amateur tinkerers.”

— Frederick Stocker, Proposition 13: A Ten Year Retrospective
(Cambridge, Mass.; Lincoln Institute of Land Policy, 1991) -- as
cited in: Glenn Fisher, The Worst Tax? A History of the Property
Tax in America; (University Press of Kansas, 1996)



