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Remarkably, property tax studies conducted in jonevi
HIGHLIGHTS eras of Utah's history highlight many issues ideitio

- Property taxes have continuously been
imposed in Utah for over 160 years. Until th
1930s, the property tax was the main sourc
of revenue both for the state and for local
governments.

- When the Great Depression hit, the state
began reducing its reliance on property taxg
in favor of income and sales taxes. Althoug
local governments still rely on the property
tax today, the property tax has also
diminished as a local government revenue
source in favor of various sales and excise
taxes and fees.

.- Large portions of the property tax have

Municipalities, counties, and local/special
service districts also impose property taxes

. Over time, the property tax has changed frd
a "general" property tax with nearly all
property taxed uniformly to a classified
system that treats different classes of propg
differently.

- Ongoing challenges over the years have
included difficulties in accurate property
valuation and major disparities in taxable
values among local taxing entities.

consistently been used for public education|
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Utah's Property Tax History *

The property tax in Utah has a long and storietbhjs
Within two years following the arrival of the irafi
Mormon pioneers in the Salt Lake Valley, the first
property tax in Utah was instituted. Since impasitof
that initial property tax, the tax has continuecgdme
form for over 160 years. More than just intriguinigia,
understanding the state's property tax historyigesy
important context for understanding the state'p@riy
tax system and overall revenue system as it edxidesy.

those that policymakers grapple with today. A reva
Utah's property tax history reveals the following:
(1) major initial dependence on the property tax,
followed by diminished use since the Great
Depression;
ongoing difficulties meeting the constitutional
and statutory mandate to impose property taxes
based on property market values;
since statehood, a narrowing of the property tax
base from a "general" property tax that applied
equally (at least in theory) to nearly all property
to today's classified property tax system that
fully or partially exempts various property types
from taxation at full fair market value; and
enormous disparities in taxable property values
among local taxing entities, including school
districts.

(2)

®3)

(4)

This briefing paper reviews the history of propdetyes
in Utah since the arrival of the Mormon pioneers.

PRIOR TO STATEHOOD

Economist Jewell Rasmussen aptly states that, "The
history of taxation in early decades of the Teryitand
State of Utah is largely a history of the propesty, its
uses, assessment levels and application to diffeypas
of property.” Although other taxes and fees such as
poll tax, a liquor tax, and tolls were imposed dgrthis
time, the property tax provided the vast majoritwtate
and local government revenue during the early histd
Utah.

First Property Tax in Utah

The property tax in Utah appears to date to Feprdar
1849, when in a meeting of the quasi-governmental
Council of Fifty at W. W. Phelps' school room, tiyas
resolved that a tax of one per cent per annum $esasd
on property, to repair public highways, bridgeg an
other works; that Albert Carrington be assessor,
collector, and treasurer, with certain discretignar
powers in collecting from the poor and widovislbhn
D. Lee's account of that meeting indicates Brigham
Young's preference that he "would rather raisadkeo
1Y% per ct, than to reduce it to ¥z per ct" and ersigba




the assessor’s directive to "pin down upon the aicth

penurious, and when he comes to a poor man or widow

that is honest, instead of taxing them, give thefiewna
dollars.”

State of Deseret *

Although the provisional State of Deseret was
announced about the same time as this meetingof th
Council of Fifty and the provisional state's Gehera
Assembly organized itself in July 1849, the General
Assembly did not assemble to enact laws until Ddaggm
1849. On January 10, 1850, the provisional state's
General Assembly adopted a two percent property tax
for that year. Notably, the two percent tax ratpased

in 1850 represented a doubling of the prior ydarkgate
of one percent. The tax was imposed on tangible
personal property, improvements to real property, a
intangible property in the form of money loanedar
hand. Specific exemptions were enacted for public
property, burial grounds, and certain property bging
to religious groups. Interestingly, land was exefmmin
this initial property tax because title remainethwhe
United States government.

The ordinance also provided for an assessor in each
county, who also served as the tax collector. As®8s
were required "to assess all property at its ctivalue,
and collect the amount of tax arising thereon witho
delay, and pay over or remit all amounts so cadiect
into the public Treasury, as often as once in each
month." The statute further provided that, if angadrned
to evade the tax, "it shall be the duty of the Asse and
Collector to enforce the collection thereof, in thest
summary manner: provided, he shall in no caseedistr
the widow, and the fatherless, nor oppress thesione
poor." Those who did not accurately disclose priyper
otherwise attempted to evade the tax were sulpest t
very hefty $1,000 fine.

In addition to the original exemption for the negdy
July 4, 1850, the General Assembly enacted adeition
property tax exemptions for “iron, steel, castirgjass,
nails, hardware, hollowware, glass and queensware,
paints, oils, dye-stuffs, tea, coffee, sugar, nmoelasses,
dried fruit and all other groceries, together with
medicines, boots, shoes, and all kinds of leatiéris
was apparently done in an attempt to encourage
development of specific local industries for self-
sufficient local production, which was to be empbed
over imports.

Territory of Utah *

The United States government recognized Utah as a
territory in September 1850 rather than approvirgy t
hoped-for State of Deseret. However, it took alzout
month for the news to reach Utah and several months
more for the organizational details to reach thelne
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authorized territory. For various reasons, it toelarly a
year for the new officers of the newly created iTery

of Utah to assemble. Until the territorial Legisiiat
enacted new laws, the State of Deseret continuadtto
as the government authority. An ordinance enacyed b
the provisional state’s General Assembly on JanGary
1851 provided for continuation of the two percent
property tax in 1851.

The first Legislature of the Territory of Utah asdsed

in September 1851 and on October 4 incorporated law
previously enacted by the State of Deseret unéihgled
by the territorial Legislature.

The territorial Legislature officially enacted negwvenue
laws on February 4, 1852, marking the first revenue
provisions enacted in Utah by a government entity
officially recognized by the United States. On ttiate,
the territorial Legislature imposed an ad valorem
property tax on all personal property and improvetse
to real property, at a rate of one percent (seerEig).
Historian Hubert Bancroft indicates that as of 1,852
taxable values in the territory were about $1.1Hiani,
or roughly $400 per capita. Only about ten percémax
payments were made with cash. Grain was the most
common payment methadd.

Figure 1
Territory of Utah Tax Statute (1851)
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Sec. 2. It shall be the duty of the assessor and col-
ggtuy“gfcr:rls:f]ector to assess annually, and collect a Territorial tax of
tor,whnt i tax-ON€ per cent upon all personal property, money loaned or
able property. on hand, imprnvements on real estate, merchandize, stock
in trade, and stock actually paid in any incorporate com-
pany; all improvements made under the provisions of any
act of this Territory, granting a private chaiter to any
person or persons for any purpose whatever: Provided,
That the arms of military companies that are kept con-
stantly on hand for the public defence; public property
belonging to any religious society for public purposes; the
property of the University and public school houses, and
burial grounds, shall be exempt from all assessments.

Proviso.




Revisions by Territorial Legislature

In 1865, the territorial Legislature amended thvesla
relating to assessing and collecting property takbe
property tax was divided among a territorial taxoné
half percent and a county tax imposed by the county
court, up to one half percent.

Tax laws were amended again the next year to peovid
funding for the common schools, with the opportynit
for very sizable revenue increases for schools if
approved by a supermajority of property ownersr"Fo
school purposes, a tax not exceeding one fouritepéer
was to be levied by the trustees of each distigt;this
might be increased to as much as three percenbtey v
of two thirds of the taxpayers."

The territorial Legislature expanded the propeaty t
base in 1878 when it imposed the first general ad
valorem tax on all real and personal tangible and
intangible property, with specified exclusions sash
government property. This increased emphasis on a
"general” property tax was part of a larger moveimen
within the United States that took place during1B860s
which emphasized universality and uniformity in
property taxation.

EARLY STATEHOOD

Early Constitution

Upon statehood in 1896, the newly enacted Utah
Constitution established the legal framework within
which the fledgling state and its local governmamits
could impose property taxes. Utah was the lasBof 3
states in the 1800s that embedded provisions for a
"general" (that is, uniform and universally applitato
nearly all property) property tax into its state
constitution®

The original constitutional provisions stated tHaf)
property in the State, not exempt under the lanth®f
United States, or under this Constitution, shaltebed
in proportion to its value, to be ascertained awided
by law. The word property, as used in this artide,
hereby declared to include moneys, credits, bonds,
stocks, franchises and all matters and things,(real
personal, and mixed) capable of private ownersfipe
constitution further required the Legislature todigde
by law a uniform and equal rate of assessment and
taxation on all property in the State, accordinggo
value in money" and to "prescribe by general lashsu
regulations and shall secure a just valuationdgration
of all property; so that every person and corporati
shall pay a tax in proportion to the value of hist or its
property.” The clear intent of the original constitution
was that the property tax, with certain exceptisumsh as
government and religious property, was to apply

generally to all property — both real and personal,
tangible and intangible.

Although principles of the general property tax aver
conspicuously embedded in the original state
constitution, the movement away from the general
property tax began almost immediately, through both
official and unofficial means. The unofficial shifegan
almost immediately with the way the system was
actually administered, which did not adhere toltiisy
constitutional principles of universality and unifaty.
The official shift began with constitutional ameneims
in 1900 providing for expanded irrigation exemp#on
and an exemption for the poor, followed by an
exemption for mortgages in 1906 and a homestead and
personal property exemption in 1918.

Part of the reason for the shift away from a gdnera
property tax is that it turned out to be extrenifficult
for tax officials to administer. Special difficulgxisted

in the areas of tangible personal property, such as
livestock and household furnishings, and intangible
property, such as money and stocks. Most household
personal property is mobile, making it easy forgendy
owners to move or hide and difficult for tax cotlers to
track. Intangible property is also difficult to tkaand
sometimes difficult to value. Taxation of money
provided an economic incentive to deposit money wit
out-of-state financial institutions or use othertinogls to
avoid or evade the property tax.
Board of Commissioners (1913) ®

Early on, the state Legislature recognized the rieled
improvement in the state's revenue system. In 1&#1,
Legislature created a Board of Commissioners on
Revenue and Taxation to study the state's taxrayatel
make recommendations for improvement. As partisf th
process, the board participated in early meetifigiseo
National Tax Association to solicit input into gotak
policies. The board considered recommending the
imposition of an income tax, but decided to wail aee
how other states' recently imposed income taxestur
out in practicée.

One task the board undertook was a detailed
examination of property valuation practices. Altghu
"our Constitution and laws are now and have always
been replete with demands for assessment at flukkva
and provide dire penalties upon both taxpayers and
officials who disregard such demands," even atehity
date these provisions were not followed in pracfides
board complained that, "The wanton disregard ofehe
plain provisions of the law has reached such aengxt
and has been so long continued that even our best
citizens, men whose word even, to say nothing @i th
oath, is considered synonymous with probity and




integrity in the ordinary business of life, havereto
look upon falsification of tax returns as a mater
course, their sworn statement as affecting taxaifaro
more consequence than empty air."

A mere decade and a half after enactment of the'sta
constitution and its provisions for a general proptax,
the board found property assessed values varied dro
low of 9 percent to a high of 70 percent of actaarket
value, with an average of about 30 percent. Reggrdi
this finding, the board commented that, "Our stztieds
out its twenty-seven assessors, and innumerable
deputies, each a law unto himself, without system o
method or instruction, under a law demanding
assessment at full value, yet recognizing in pcactnd
even in statutory enactments, the pernicious sysfem
undervaluation that has so long and so universally
obtained. Such a system cannot fail to producdteesu
that are incongruous, inconsistent, and inequitatyid
the wonder is that they are not worse than they arét
is universally recognized that the greatest neehypf
state respecting taxation, is to obtain a fair eqaitable
assessment.”

Despite these major systemic shortcomings, thedboar
recommended retaining the existing Board of
Equalization structure at the state level, withaloc
assessors basically in charge of assessment; glttibu
recommended significantly enhancing the Board of
Equalization's powers to oversee the property yaies
and to equalize values among counties. The boad al
recommended various changes to improve property tax
assessment and administration. For example, orrd boa
recommendation was mandatory sales price disclosure
when property was sold, so that assessors hadsattces
accurate data with which to do their job. As anothe
example, the board recommended assigning parcel
numbers to each property rather than using theeptyp
lengthy legal description for assessment purposes.

The Board of Commissioners also commented on the
distribution of taxable values throughout the state
finding that the existing laws were inequitable amjlist
with regard to distribution of tax revenues, du¢h®
presence of companies with large taxable valudsinvit
particular taxing entities. "It is not alone theopke of
the counties and school districts wherein are &t#te
important railroads and other public utilities that
contribute to their support and maintenance, bait th
people of the whole State, and hence all are edfith
equity, to share in the benefits of the taxatioswth
property. And further, it is an unquestioned féeitithe
present system permits the patrons of school distand
the citizens of counties in which such public tils
located immense advantages of revenue, school

facilities, etc., not enjoyed by other districtdlaoounties
so favored.”

Tax Revision Commission of 1929 *°

Although some administrative improvement resulted
from the Board of Commissioners' recommendations,
major property tax issues continued in the fiftgears
after the Board of Commissioners' report in 1913.
Consequently, the Legislature created the Tax Ravis
Commission of 1929 to conduct another major study o
the state's revenue system. This commission'sitéesiv
laid the groundwork for many components that fone t
backbone of Utah's current tax system.

One key point of contention early on was the
constitutional requirement to tax intangible praper
such as money and stocks, the same as tangiblerprop
The commission urged repeal of the provision taxing
intangible property, arguing that taxation of irgéote
property is defective in principle, because in many
instances it amounts to double taxation of the dyithg
tangible property, and defective in operation, lnseahe
tax was applied very unequally.

For example, the issue of double taxation arisa® fihe
fact that at least a portion of the value of a heis$’
stock is due to the property that it owns, whichlieady
subject to taxation. Regarding unequal applicati@mk
deposits in the state were estimated to be ab@@ $1
million in 1928, but that same year the taxableigalf
money was only $259,244. This represents a ratio of
assessed value to actual value of about 0.3 peaent
astounding level of underassessment. In many cases,
widows and orphans were among the few who ended ug
paying a tax on intangible property because thpqunyg
was disclosed as a public record with estate satthe.
One estimate from the commission indicates that
intangible property constituted nearly 25 percdnbtal
actual property values, but only about 3 percetaxéd
property values.

The commission recommended imposition of both
individual and corporate income taxes, which wdagd
accompanied by an overall reduction in propertgsax
and elimination of the property tax on intangible
property when income taxes were imposed. The Tax
Revision Commission’s recommendations were very
important because they began the movement toward th
revenue system the state has today, in which thyeepty
tax is a component of a more balanced state aradi loc
government revenue framework.

In another important development, the Tax Revision
Commission also highlighted the inadequacies of the
State Board of Equalization and recommended it be
replaced with a professional State Tax Commission,




which would be given ample authority to equalize
property values and generally oversee the taxsyste
The commission also recommended a list of charmes t
improve assessment functions, which would be oeerse
and directed by the new State Tax Commission.

Taxable Value Disparities

The disparity of property tax values among différen
taxing entities, especially schools, also continag@n
issue in this era. For example, one writer suggeste
1926 that, ". . . in the distribution of state &d schools,
some provision should be made whereby financially
poor districts may receive adequate funds to care
properly for the educational needs of the childrén.

The Tax Revision Commission of 1929 also highlighte
that, "The present system of distributing the asesets
valuations of utility and mining property to thesttict in
which such property is located results in conceiniga
the taxes on these properties in a few favoredictisiat
the expense of the remainder of the state, eveatyopa
which contributes to the prosperity of these atiégiand
to the benefits of government which they receivddgy
argued that, "The state as a whole has the redpliysi
of assuring its citizens, regardless of their resa, a
certain equality of governmental service and of
educational opportunity, and it is hecessary irlidga
with this problem to think in terms of the wholetst
rather than in terms of the small subdivisions Wwhic
after all, are but creatures of the state to beigetr cast
down at will."

To offset this disparity and achieve more equaility
resources among public schools, the commission
proposed establishment of an equalization fund¢kvhi
would be distributed to the school districts moshéeed.
A constitutional change in 1930 created the progiose
equalization fund.

During the first three and a half decades following
statehood, the property tax generated the vastrityagd
revenue used for state and local government opesati
But under the weight of the Great Depression, the
property tax's destiny in Utah was about to dracadsi
change.

GREAT DEPRESSION ERA

During the Great Depression era, the Legislatusetea
major changes that significantly altered the badawic
the state’s revenue system. Although ideas suéim as
expert State Tax Commission and a more balanced
revenue system had been seriously discussed feradev
decades, the Great Depression provided the impatus
making major changes to the state's revenue aatidgax

system. During this time period, the general stmecbf
the state's modern revenue system was put in place.

State Tax Commission Created

A key constitutional change occurred in 1930, wihen
State Tax Commission replaced the old State Bofard o
Equalization. The new Tax Commission was
constitutionally charged with assessing mines and
utilities and with equalizing assessment and taxabif
other types of property among counties, in addit@on
other duties assigned by the Legislature.

Prior to creation of the Tax Commission, nearly all
properties had been assessed at far less thanddiet
value, contrary to law. Perhaps more importantly,
property value assessments exhibited enormougtizaria
from county to county, as no clear guidelines were
place and the election of local assessors prowadaabr
political incentive for accurate valuations.

Because significant responsibility for ensuringuaate
property valuations shifted from local assessotho
Tax Commission, one of the Tax Commission's first
tasks was to conduct a complete reappraisal ofgotyp
throughout the state to improve the equity of the t
system. This process, which began in 1932, toolemor
than a decade (until 1944) to complete. As a reduthe
long reappraisal period, the reappraisal processal
necessarily improve tax equity as had been antmipa
rather, it resulted in sizable shifts in tax buréeery
year as one area after another was reassessed thein
cycle. Thus, from its very beginning in the 1930,
Tax Commission has wrestled with ensuring accurate
and equitable valuation of property.

Income and Sales Taxes Imposed

In the midst of the Depression's economic upheaval,
significant numbers of property owners were unable
pay their property tax biff? These defaults led to
changes in the property tax, as well as the imposaf
the income tax (1931) and sales tax (1933) to susta
government operations.

Figure 2
State & Local Government Revenues, 1897 to 2005
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Source: Rasmussen (1996) and U.S. Census Bureau




In 1930, the Constitution was amended to allowtlier
exemption of intangible property and prohibited a
property tax on intangible property if that propestas
subject to an income tax. Concurrent with impositd
an income tax in 1931, the Legislature discontintied
property tax on intangible property, such as casitks,
and bonds. The 1930 constitutional amendment also
earmarked 75 percent of any income tax revenues for
public school funding, with the remaining 25 pertcen
credited to the state General Fund.

The Depression-era changes to the property tamgalo
with imposition of income and sales taxes, led to a
dramatic shift away from the property tax as a fagd
source — a shift that continues today, albeitauah
slower pace. Conversely, sales and income taxes hav
increased dramatically over the same time period.

As shown in Figure 2, since enactment of sales and
income taxes in the early 1930s, the propertyradtah
has diminished in relative importance, most markedl|
decreasing in share in the 1930s, 1940s, andlessar
extent, the 1970s. Since the 1970s, the propextiida
continued to decrease as a share of total revenues,

although the decrease since the 1970s has been more

gradual.

However, despite predictions of the property tax's
complete demise, the property tax remains an imaport
revenue source for local governments such as school
districts, cities and towns, counties, local dets; and
special service districts. Figure 3 shows the ithgtion

of property taxes by purpose since 1916.

Figure 3
Property Taxes by Purpose*, 1916 to 2009
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100%
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* Property taxes imposed by the state for locappees, such as
schools, are included under the local purpose

Source: Utah State Tax Commission & Utah Foundation

Property Tax Delinquencies

To deal with the problem of delinquent propertyesxin
1935 the Legislature enacted a bill allowing proper
owners to redeem property that had been takenaick b
taxes. If a property owner paid delinquent taxeddm
years 1928 through 1934, all tax penalties forehg=ars
would be waived and interest charges would be dichit
to two percent, provided that the full tax amounts,
including all penalties and interest, were paiditeigg
in 1935. This redemption program was in place tghou
1937. In one year, this program reduced outstanding
accumulated delinquencies by over 30 peréént.

In addition to the redemption program, in 1936 wote
approved a constitutional amendment authorizing the
Legislature to substantially increase the homestead
exemption, from $250 to $2,009.

PosT WWII ERA

School Funding Reform

In the mid and late 1940s, the Legislature begatiraxt
its focus to school funding. Up until this timehsols
had been funded predominantly with property taxes,
along with some supplemental funding from income
taxes since 1931. However, even with the additfon o
income taxes as a school revenue source, as lag4as
and 1942 property taxes still generated about 8&epé
of school funding. School property tax yields hae
very consistent, generating annual revenues inaihge
of $9 million to $11 million between 1920 and 1945.

However, this education funding predictability beda
change during the 1943 legislative session, whbodc
officials requested additional funding and the Iséajure
appropriated a sizable amount ($2.6 million) toosds
from the state's General Fund. During the 1945
biennium, school officials requested even largeoambs
and the Legislature appropriated $4.6 million, aiuthe
total $12 million available in the state Generahéu

Tax Study Committee *°

Because school funding was drawing rapidly increasi
amounts from the state General Fund (in addition to
school property taxes and the 75 percent allocation
income taxes), in 1945 the Legislature createdxa Ta
Study Committee to study Utah's tax structure and
recommend needed changes.

In its review, the committee found that a "changée
present method of financing schools was mandatory."
The proposed solution was to amend the constitation
provide greater flexibility to the Legislature inrfding
schools, to "achieve greater equalization of edocal
opportunity to all of the children of the state aad




effect greater equality of tax support among théous
taxing units of the state." This equalization wabé¢
"accomplished largely through tax equalizationubking
a statewide property tax for state aid to scheaghat
all tangible property, no matter where located| ladlar
approximately the same tax load for school purpbses

Minimum School Program

Following the committee's efforts, the constitutieas
successfully amended. As part of the changes, the
constitutional earmark of income taxes for public
schools increased from 75 percent to 100 percent.

Following adoption of the constitutional amendments
1946, major school funding changes came about47 19
with the establishment of the minimum school progra
Under this arrangement, the state paid 75 perdehto
minimum school program's costs. Any portion of the
state's 75 percent funding share that was not gtater
by income taxes would be generated with a uniform
property tax levy imposed by the state. In additmthe
state property tax levy, school districts were regglito
impose a uniform local levy at the rate that getasershe
remaining 25 percent share on a statewide basiss, Th
much of the school property tax burden was funded
through a property tax levy that was equalized on a
statewide basis, comprised of both a state andaa lo
component. In addition to this tax equalization,
expenditures were also equalized, as minimum school
program funds were allocated on a similar basis
statewide.

Although it was hoped that the increased state
allocations and full income tax earmarking woulduee
school property taxes, property taxes actuallygased
over the next several years. This was due to a euoifb
factors, including large student population incesawith
the beginning of the post-WW!II baby boom.

After having been nearly level for 25 years, school
property taxes nearly tripled in six years, fronoato$11
million in 1945 to nearly $29 million in 1951. Ince
taxes provided about one half of the 75 perceme stial
portion of the minimum school program, with thetsta
imposed property tax generating the differenceiridur
this time period, property tax as a percentageiobal
funding decreased from about 85 percent in 1942 to
about 65 percent in 1950, even though school ptpper
taxes did increase significantly during the timeiq:®

Property Assessment Changes

Property valuation practices were also addressetidy
Legislature in this time period. The establishnathe
minimum school program meant that an equitable
valuation system was even more essential becawge no
more than ever, the entire state was tied tog@ther
funding schools. Uneven assessments in differeatsar

would inappropriately shift the tax burden among
property owners throughout the state.

Through 1947, state law required assessment at fair
market value, but this was not achieved in practice
Because the accuracy of property assessments ddverg
widely, in 1947 the Legislature attempted to achiev
greater parity by changing statute from the stashdér
full fair market value to a standard of 40 percaint
reasonable fair cash value. This was done in amatt
to move statute closer to actual assessment levels.
Anticipating a decline in values following WWII fore-
war values, the Tax Commission, with legislative
support, in 1947 began interpreting reasonablectsh
value as the value that a property had in 1940.

In 1953, the Legislature enacted a requiremenitier
Tax Commission to revalue each county's property at
least once every five years, on a continuous cebwpty
county rotation basis. County assessors in Dawils, S
Lake, Utah, and Weber counties set values for eesial
buildings, while Tax Commission personnel
recommended the values for other buildings and
improvements in those counties. In the other cesnti
the Tax Commission recommended all assessed values
for improvements. County assessors set land values
based on standards and guidance provided by the Tax
Commission. As required by the constitution, tha Ta
Commission itself set values for public utilitiesda
mines. Property assessed values during this em wer
estimated at about 20 percent of actual markeeyalu
despite the statutorily required level of 40 petcén

Rasmussen, in a comprehensive examination of #e st
and local tax system in Utah, strongly urged tlagesto
remain deeply involved in the assessment procebs wi
"vigorous state assistance and supervision." litiadg
he also highlighted that, "The extremely unequal
distribution of taxable wealth in Utah will resirit
intolerable inequality in both local tax loads and
educational programs." As a possible solution, he
suggested an equalization program under whichathe t
revenues from mines, utilities, and manufacturing
properties would be pooled and distributed on an
equalized basis statewidfe.

In 1961, in yet another attempt to align statute: an
administrative practice, the assessment standat@ of
percent of market value was changed to 30 perdent o
market value. However, this statutory change had
minimal effect on actual assessment practices, as
property continued to be valued at between 15 to 20
percent of actual property values. During this time
period, the Tax Commission began to conduct sakis r
studies that measured both assessment levels and
uniformity of assessments. Several major studies




conducted during the 1960s, including studies usieg
new sales ratio studies, confirmed that assessment
procedures remained in need of serious change.

The main focus for improvement was on assessment
uniformity, which still was very unequal between
counties and between different types of propertye O
study indicated that, "It should be frankly statiealt
assessments of property are not equal at the presen
time."'® Another study concluded that, ". . . audit
programs show a level of non-uniformity so seritheg
it may be termed critical. . . . The Constitutidrtie
State of Utah states that the general propertystexbe
uniformly administered so that all possessors opprty
pay a tax 'in proportion to the value of his, logrits
tangible property.' Sales ratio studies and audijrams
indicate that at present Utah's general propertgdald
not meet that requiremerf'Both studies recommended
continued work by the Tax Commission and county
assessors to improve assessment procedures and
practices.

Tax studies emphasized again and again the redspn w
uniform assessments are essential to the proper
functioning of the property tax system. "Lack of
uniformity has serious consequences because adsesse
valuation is used by the state as a base for a euaib
important regulatory and equalization purposes,
including limiting the taxing and borrowing powek
local governments, determining the amounts of
exemptions for various groups, distribution of stat
school aid, and equalization of tax rates." In ptherds,
"taxpayers residing in an underassessed countpto n
pay their proportionate share of the tax burdeatired to
the value of their property" and by so doing, ilmsethe
tax of those who already are paying their propoete
share?!

In response to the detailed property tax studies, y
another substantial program for improvement of
assessments was enacted in 1969. This effort iedlud
training and certification requirements for asse=sm
personnel, tax rate limitations, rate adjustmentsfiset
valuation increases, and annual audits of 20 peadfen
personal property accounts. In addition, the Tax
Commission was required to oversee assessmeralof re
property on the five-year rotation basis.

During this same time period, constitutional exdomx
were enacted or expanded for household furnishings
(1958), disabled veterans (1962), property helddeale
in other states (1964), and inventory held for leesa
within the state (1968). In addition, in 1968 Utahs
one of the earliest states to adopt a provisiawétig

for assessment of farmland at its value for agncal
use rather than at its regular fair market value.
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Due to growth in income tax revenues, the statéqror
of the school basic levy was reduced to zero ird197
The state itself has not collected a property tagesthis
time. In another important development, in 1977 the
"circuit breaker" program was enacted, providing
property tax relief to low-income elderly househwid
the form of a tax abatement funded with state Gener
Fund revenue.

Despite the statutory five-year requirement forataing
property that had been enacted in 1969, it took unt
1979 for the Tax Commission to complete this roahd
statewide reappraisal. Although it took longer than
hoped for, the revaluation program reduced sontkeof
assessment disparity that had previously existezhgm
counties and among classes of property. Howevesgth
newly assessed values were about to lead to major
controversy and spawn significant changes in thie'st
property tax system.

RECENT DECADES

In the midst of significant inflation and in the keaof
California’'s Proposition 13, which imposed strict
revenue limits along with an acquisition-value lshse
property tax system, in the late 1970s and ear80&9
Utah taxpayers were also agitated about propexssta
Consequently, the early 1980s were very tumultuous
times for the property tax in Utah as the Legisiatu
made all sorts of changes to the property tax sygte
attempts to respond to taxpayer unrest.

Among the legislative responses in 1980 were ptgper
tax homeowner and renter rebates, a reductiorein th
school basic levy, repeal of the requirement for
reassessment every 5 years, further reductioneof th
statutory assessment level from 30 percent to &%epé
of fair market value, and a rollback of locally-essed
real property values to 1978 levels. In addition, a
property's 1978 value was also set as the ongoing
assessed value for future years.

In 1981, the Legislature made even more changes by
reducing locally assessed property by an additidfal
percent for "intangibles" such as closing costtuithed

in a property sale, further reducing the statutory
assessment level from 25 percent to 20 perceratiiof f
market value, further reducing the school basiyg,lend
imposing strict property tax revenue increase Rtions.

In addition, in 1981 the Legislature also made goma
property tax policy change when it abolished the
statewide reappraisal program and returned thegpyim
responsibility for most property assessment to goun
assessors. For the first 50 years since its credtie
Tax Commission had had significant involvementia t




assessment of all property statewide, includingehr
massive statewide reassessment efforts lasting thane
a decade each. Under the newly enacted changes, the
bulk of the initial property valuation responsitylivas
now shifted to local assessors, who still remaisggject
to Tax Commission oversight. The Tax Commission
continued to assess mines and utilities, as
constitutionally required.

In 1982, the legal assessment level was reduced 2
percent to 15 percent of fair market value fordestial
properties only and the 20 percent "intangiblestaunt
was repealed. In addition, another major policyncjea
was enacted. The constitution was amended to iserea
the residential exemption from $2,000 to up to 45
percent of the fair market value. Compared to fa fla
dollar-based exemption, a percentage exemptiorsedju
with home values and has the effect of providing a
greater benefit to high-value properties compaoddw-
value properties. An increase in the residentiapprty
exemption would also shift more of the initial peoty

tax burden to business property.

At this time, the constitution was also amended to
authorize taxation of local government propertyated
outside of the entity's boundaries and to exparehact
property tax exemptions for disabled veterans,itdide
organizations, irrigation equipment, and livestock.

Supreme Court Involvement

A major turning point for property taxes in Utah
occurred in 1984, in the form of a state SupremerCo
decision. InRio Algom Corporation v. San Juan County
the Court recognized that time is an essential e rof

a property's value and found that the Legislatimiaied
the state constitution when it rolled back value$378
for locally assessed properties.

In response to this case, the Legislature enatatukary
changes that constitute the core of the propexty ta
system in place today. In 1985, the Legislatureasd
the 1978 rollback provisions and reenacted the 20
percent intangibles discount, which largely offibet tax
impact of repealing the rollback provisions. The
Legislature also significantly revamped property ta
administration statutes. In 1985, full fair markatue
was re-established as the statutory assessment
requirement. Counties that did not comply withestat
factoring orders could be subject to withholding of
funds.

In making the change back to full fair market value
legislators apparently came to realize that fraetio
assessment did little to actually control propéaty
levels, but often led to wide variation in taxabéues
among counties and among classes of property. For

example, with an identical tax rate, a propertyued!at
30 percent of market value carries three timedéake
burden of a property valued at 10 percent of value.
Valuation differences such as these were very commo
in this time. Conversely, in a full market valuessm,
even if a property were valued only at 80 percént o
market value (also a 20 percentage point differémce
valuation as in the earlier example), a propertyet at
100 percent of market value carries a burden thanly
25 percent higher, rather than 200 percent higher.

Truth in Taxation Enacted

Another major development enacted in 1985 was the
Tax Increase Disclosure Act, commonly known as the
"truth in taxation" system. The basic concept @f th
system is that taxing entities may only budgetsimme
amount of property tax each year, unless they haew
growth" (not just change in value on existing pmies)
or go through a very public process of notifying th
public and holding a public hearing on the proposed
revenue increase. To achieve this, as taxable value
change, the tax rate automatically adjusts to pleai
constant amount of revenue. When values increlase, t
tax rate adjusts down to provide the taxing erttity
same amount of revenue as it received in the paar.
When values decrease, the tax rate adjusts upticdier
the same amount of revenue.

In 1987, the Tax Commission issued factoring orders
requiring assessment at fair market value, baseteon
findings of its sales ratio studies showing assessm
levels among counties and classes of property.aVhil
doing little for the Tax Commission’s popularity in
underassessed locations, this effort improved dgaity
as properties statewide were valued more uniformly.

Additional Changes

In another major court case in 19%0{ax Magnesium
Corporation v. Utah State Tax Commisgiaie state
Supreme Court found unconstitutional the statute
providing a 20 percent "intangibles" discount todlty
assessed property and not to centrally assesspdrpro
valued using the same method.

In response, in 1991 the Legislature reduced the
intangibles discount to 5 percent and set the pgima
residential exemption at 29.75 percent of fair reairk
value, for a net assessment value of about 67 peote
total fair market value. In addition, the schoasiesdevy
was reduced again and a 1.7 percent "fee-in-liéu" o
property tax was created for personal propertyiredu
to be registered with the state, such as autongbile
boats, and recreational vehicles.

Annual Valuations Required
In 1993, the Legislature enacted a highly important
administrative requirement requiring assessors to




annually update property values for every parcel.
Throughout the history of Utah's property tax, ohéhe
major problems has been the time period between
valuation updates. It was not uncommon for a futlle
of valuation updates to take between ten and fiftee
years. As a result of this long time between value
updates, when a property's turn in the valuatiatecy
arrived, the updated value created a major incrieatse
owed. This cycle would then roll through to the hex
group of properties the next year. Thus, under this
assessment practice, enormous tax changes in ghefye
revaluation were the norm.

The new law enacted in 1993 now required a value
update every year based on a systemic review,awith
property-specific revaluation every five years.sThi
annual update was now possible because techndlogica
advances facilitated property sales trend trackiridch
improved the ability of assessors to use a largeusutn
of data to accurately value property using computer
assisted mass appraisal systems. This annual ieduat
update requirement remains the law today. When
properly administered, the annual valuation update
procedure generally tends to reduce the enormaus ta
variability from one year to the next, improvingth
predictability of the property tax for property ogrs.

Residential Property Exemption Increased
At the beginning of the annual revaluation prodedbe
mid-1990s, significant property revaluations wexlrig

place in various parts of the state where valuesnoa
been updated in several years and property vahgs h
increased significantly. When property values were
actually updated, it created the predictable taxeiase
in that area and some very unhappy taxpayers. In
response to this and other similar complaints, the
primary residential exemption was increased to 32
percent in 1994 and then, in 1995, to the full 4kcpnt
constitutionally allowed.

As Figure 4 shows, the property tax's constitutidiase
has consistently declined over time, through bo#jom
and minor changes, from a "general” property tax
applying uniformly to nearly all property to a tthat
exempts and classifies different types of proptty
different tax treatment. Although the constitutibna
provisions to this day include elements of the gaine
property tax's basic principles of universality and
uniformity of taxation, Utah's property tax hasfd
away from a general tax on all property to a tagased
on selected types of property — mainly real prgpand
business personal property. In addition, taxabbg@grty
is taxed differently, based on the type of property

This move away from uniformity and universalitytire
property tax has undoubtedly simplified the taxteys
for both tax collectors and taxpayers. At the séime,
one of the tradeoffs for this increased simplitstyhe
unequal application of the property tax to diffdrkeimds
of property, which may distort economic decisions.

Figure 4
Constitutional Property Tax Exemption Changes Since

Statehood, 1896 to 2006

1896 Original exemption for property of the United Staséaste, counties, cities, towns, school districts, muaicip
corporations, public libraries, lots with buildings usedlusively for religious worship or charitable purposéaces
of burial, and ditches, canals, and flumes used exclusioethét purpose

1900 Exemption or abatement for indigent poor, irrigatiexamption extended

1906 Mortgages exemption

1918 $250 homestead exemption and $100 personal pregernption

1930 Irrigation exemption expanded, $3,000 disablegfrartexemption, livestock exemption, discretionary intaegi
property exemptior if property tax imposed on intangible property, taxedraag&imum rate of 5 mills and cannot
be taxed under income tax; if property tax not imposech@mgible property, must be taxed under income tax

1936 Homestead exemption increased to $2,000 and persopalty exemption increased to $300

1946 United States property automatic exemption repealed

1958 Discretionary exemption for all household furimgh replaces $300 personal property exemption

1962 Disabled veteran exemption extended

1964 “Freeport” exemption for property held for resaledfstate

1968 Inventory exemption for property held for resaith the state, agricultural land taxed may be taxed at vatue fo
agricultural use rather than fair market value

1982 45 percent residential exemption replaced $2,000 hemoeskemption, irrigation exemption restricted to irrigatin
land within the state, exclusive use irrigation exemptiangled to proportional exemption, property owned by
certain political subdivisions may be subject to propertyftencated outside entity’s geographic boundaries, disk|
veteran’s $3,000 exemption limit removed, livestock exesnpgxpanded

1984 Exemption for personal property registered withendtate, if that property is subject to a uniform fekein-of
property tax

1986 Farm equipment and machinery exemption

2006 Personal property that generates ansaqaential amount of revenue
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Property Tax Reductions

The school basic levy was cut significantly in 130t
again in 1996. In addition, the truth in taxationgess
was also applied to the basic levy at this timesffact
reducing the tax rate over time but providing asistent
amount of revenue. Over the years, the property tax
component of the minimum school program has been
continuously reduced as the Legislature used Hte,st
then the local, basic school levy as a means teaeh
statewide property tax reductions. Unlike the #diti
program in 1947, which was largely funded with
property taxes, the minimum school program is now
largely funded with income taxes. Moreover, the
remaining local portion of the equalized basic levy
makes up only about 20 percent of school propentgg,
whereas in earlier decades it had been as highcag a
70 percent of school property taxes. So over tirie t
period, non-equalized school property tax leviegeha
grown in importance, meaning that more and more of
school property taxes are not equalized.

Another sizable property tax reduction took place i
1998, when counties were authorized to impose & 0.2
percent sales tax if they reduced their propestybiathe
amount generated by the sales tax increase. @@he
counties, 25 initially imposed the sales tax, risglin a
sizable statewide property tax cut. In additiomparty
tax relief programs such as the circuit breaker and
disabled veterans exemption were expanded ane¢he f
in-lieu property tax was changed to an age-basednfe
lieu. A more recent administrative change to thapprty
tax occurred when in 2006 voters approved a
constitutional amendment authorizing the Legiskatior
exempt personal property that generates an
inconsequential amount of revenue. In effect, #fisys
the exemption of business personal property when th
costs of administration may exceed the tax gengrate

FUTURE OF PROPERTY TAX

In recent years, the property tax has been sutgject
intense scrutiny and debate for a variety of reasAs
has been the case throughout much of the histatyeof
Utah property tax, inadequate assessment prachiees
time in some areas created understandable upraar wh
properties were brought up to market value afteglo
periods of undervaluation. Other factors such p&lha
increasing then decreasing residential propertyesl
and tax increases by local governments led to faogunit
concerns. In addition, the state’s largest schsbtict
was separated into two school districts, highligdntihe
disparities in property tax resources among school
districts in the state.

Only time will tell what the future holds for theqperty
tax in Utah. As with any tax, the property tax ftas
strengths and weaknesses. As policymakers examine

Utah’s property tax system, they may wish to coasid
both the advantages and disadvantages of theitaxeF
5 provides a brief summary of selected advantagds a
disadvantages of the property tax.

Because the tax is so visible, proponents poitti¢o
transparency and political accountability of the aa
key features. They argue that use of the propaxty t
tends to limit growth in government expenditurésitt
the property tax is a comparatively stable tax, tad
the property tax provides local governments witingo
degree of fiscal autonomy. Opponents of the prgpert
tax point to various administrative shortcomings;lsas
valuation discrepancies, and the fact that in socases
ownership of property may not correspond with cuirre
ability to pay. They also highlight that the truth
taxation system tends to hold taxing entities hass)|
even in difficult economic times, that the tax terid
generate more public angst than other taxes, atd th
values are not evenly distributed among taxingtiesti

In conclusion, the property tax in Utah has charmest
time from the only major source of tax revenuetha
state and local governments, to a smaller but still
significant local government revenue source totfay.
addition, today’s property tax system classifigfedent
types of property and treats those classes diftigren
Recurring issues in Utah'’s property tax historyiude
the challenges of accurate property valuation bhed t
distribution of property resources among taxingtiest
such as school districts. An understanding of Wah’
property tax history can provide policymakers with
meaningful perspective and insights as they dedieer
on Utah’s property tax system and on overall meshufd
financing state and local government in Utah.
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Figure 5

Selected Advantages and Disadvantages of Utah's Pro

perty Tax System

Feature

Description

Advantages

Disadvantages

Calculation of taxable
value and tax amount

Unlike sales and
income taxes, which
are calculated by the
vendor or taxpayer,
the property tax value
and tax amounts are
calculated by a
government entity

* Much of the administrative burde
falls on government rather than g
the taxpayer (like income tax) or
businesses (like income tax
withholding and sales tax)

ne Taxpayers are less aware of the
n process and rationale for taxable

value determination and become
involved late in the process

No economic transaction on eac
property — valuation is an estima
based on other property sales or
general economic data
Assessment uniformity meassmé
values high and some low
compared to actual value

Poor incentive structure for local
elected assessors

Truth in taxation
providestaxing entities
afixed revenue amount

Under the truth in
taxation process,
taxing entities are
essentially guarantee
a certain amount of
property tax revenue
every year

Taxing entities can reliably budgg
for a certain amount of property
tax revenue every year

Further stabilizes an already
comparatively stable revenue
source

Bte

Taxpayers pay annually, regardle
of economic circumstances
Purchasing power of a fixed dollg
amount generally declines over
time due to inflation

Property taxesimposed

hard to evade and avoid

Unlike many other
taxes, property
taxes—especially
property taxes on rea
property—are hard to
avoid and are
imposed as a lien on
the property itself

Because of the lien on the
property, property taxes
(especially on real property) are
typically eventually paid

Most real property is essentially
immobile, meaning the underlyin
economic base is less responsivi
and making the underlying
economic base somewhat less
volatile

[(®]

Unlike real property, personal
property can be relatively mobile
potentially leading to different tax
treatment of real property and
personal property

Very visibleto taxpayers

Property taxes come
due as an annual bill,
which makes them
highly visible

High visibility leads to political
accountability — elected officials
are only willing to increase
property taxes when they believe
it is absolutely necessary

High visibility leads to
policymakers looking for
alternative revenue sources, eac|
with their own advantages and
disadvantages

Extreme taxpayer unrest can
undermine the political legitimacy
of the tax

Tax on asset wealth

Assets are one
indication of ability to

pay

In general, accumulation of asse
likely has some relationship with
ability to pay when examined on
lifetime basis

IS

May not perfectly correspond wit
current economic ability to pay
Property ownership and property|
value increases do not necessar
create cash flow (tax on unrealiz
capital gains)

Only taxes certain types of asset
wealth, and this taxable property
not taxed uniformly

L ocal government
revenue source

Property tax provides
significant funding to
local governments

Autonomous local revenue sourg
Local elected officials are
politically responsible for their
taxing and spending decisions
Value of both tax and public
services may be capitalized into
the property’s value

Many municipal-type services ar¢
closely related to property (water

sewer, transportation access)

(S

Property tax resources vary wide
creating disparity among taxing
entities such as school districts
Local tax and expendituecision
may vary from Legislature’s tax
and expenditure preferences
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