March 28, 2007
Sen. Floyd J. Prozanski
Rep. Greg H. Macpherson
Co-Chairs, Joint Legislative Committee on Land Use Fairness
State Capitol
900 Court Street NE, Room 453
Salem, OR 97301
Re: Special Assessment of Farm Land
The American Land Institute recently published a report on taxation of farm and forest land in
Oregon, 1974-2004 (www.oregonpublicinvestment.com). Copies have been provided to the
Committee. We served as technical advisors to this project. We have been involved in all efforts
to define research questions, and to develop appropriate methods to answer those questions.
Based on our knowledge of the research methods used, the report’s tax reduction estimates are
reasonable.
On March 26, 2007, James L. Huffman, a professor at Lewis and Clark Law School, wrote an oped piece in The Oregonian criticizing the report (“The Billion-Dollar Gift Never Given.”) (copy
attached). Hoffman’s main argument, repeated several times in his piece, is incorrect. We write to
set the record straight.
1. There Was No Tax Break.
Huffman says the farmers have received no tax reduction, or “tax break.” He says farm land taxes
are simply based on the land’s “value for farming ... its only legally permitted use,” and that
“Farmland assessment is designed to assure that farmers pay only their fair share, in light of
restrictions on the use of land.”
If farm land taxes were based on the value of the uses allowed by farm zoning, Huffman would be
right. No “tax break” would be involved. However, as ALI’s report describes in detail, that’s not
the way the tax statutes work.
Under ORS 308A.092(2), assessors determine farm land’s assessed value by capitalizing rents
farmers pay to lease various classes of farm land in each county. The statute provides:
(2) The values for farm use of farmland shall be determined utilizing an income
approach. In utilizing the income approach, the capitalization rate shall be the effective
rate of interest charged in Oregon by the Federal Farm Credit Bank system at the time
of closing on loans for farm properties estimated as an average over the past five
reported calendar years, plus a component for the local tax rate. The Department of
Revenue annually shall determine and specify the rate according to the best
information available, and shall certify the rate to the county assessors.
The ORS 308A.092(2) process creates a significant tax reduction in two ways. First, rents reflect

commodity prices a farmer expects to be paid for crops grown on the rented land. However,
unlike market values of farmland, rents do not reflect other valuable uses of land which farm
zoning allows, like farm dwellings or processing facilities, etc. Also, rents do not reflect the farm
land buyers’ expectations of asset appreciation. Second, the discount rate which ORS
308A.092(2) requires assessors to use to capitalize farm rent is a rate normally used to finance
purchases of farmland. Rent returns to farmland are well below this rate. For that reason, the rate
is “too high,” and results in a lower capitalized value.
A statewide comparison of three classes of farm land values -- market values, Measure 50 values,
and specially assessed values – illustrates how special assessment valuation reduces taxes on farm
land. In 2004, the state’s 15.6 million acres of specially assessed farm land was worth about $16
billion. That figure is based on prices farmers pay to buy farm land limited to farm use (2004 SAL
reports). THAT is the farm land value Professor Huffman incorrectly states farmers pay taxes on.
Measure 50 knocks that $16 billion market value down to about $10.4 billion (Table 11 of the
report). But in 2004, under special assessment based on capitalized rents, farmland was valued at
$2.4 billion, 76% lower than the Measure 50 value. It is that low $2.4 billion specially assessed
value on which assessors levy taxes. And it is through that reduction in taxable assessed value that
owners of farm land have received the tax break – a tax break ALI found to be worth $3.8 billion,
1974-2004.
2. Comparison to S & P 500 is Flawed.
Huffman objects to the report’s finding that the market value of zoned farm land has increased
faster than the S & P 500 1964-2002 in Western Oregon and Central Oregon -- i.e., that it has
been a good investment despite the farm zoning. He complains that ALI’s comparison of farm
value growth to growth in the S& P 500, 1964-2004, is based on Census of Agriculture (COA)
data for farm land values. The problem, he says, is that the COA figures include all farm land, not
just land in exclusive farm use zones. That's true, but it’s a bit of a nitpick. The surveys include
10% more land statewide than the specially assessed land. So what? ALI was not comparing
absolute values, but rate of growth. If the farm land comparator were half as much as reported, or
twice as much, a rate of growth comparison to the S&P 500 would still be valid.
ALI pointed out in its report (p. 62) that, in absolute terms, the COA data is 20-30% higher than
the market value estimates, 1974-2004, which ALI independently developed. ALI used the COA
data to make the S & P 500 rate of growth comparison because ALI’s market value numbers
would have shown a growth rate increase 14% higher than the comparison route based on COA
numbers. As in other instances, ALI took a more conservative route to ensure its remarkable stock
market comparison would be not be criticized for being exaggerated.
3. No Investment in Future Farm Income?
Huffman questions ALI’s point that Oregon taxpayers have invested in future farm land
productivity and farm income.
“Some tax breaks are, in fact, preferential, such as when taxes are reduced or waived
to induce a company to locate locally. That might fairly be called a public investment.
But the farmland assessment rules as applied in exclusive farm zones are no more a
public investment than is our recurrent decision not to impose a sales tax. Farmland

assessment is designed to assure that farmers pay only their fair share, in light of
restrictions on the use of their land.”
We have already explained why Huffman is mistaken to assert farmers are taxed only on the basis
of “restrictions on the use of their land.”
He is wrong on the “investment” point, however, for another reason as well: the $4.9 billion in
property taxes which farm and forest land owners have not paid were paid by urban and suburban
tax payers. That is, a very large number of urban and suburban taxpayers paid slightly higher
taxes for 30 years to substantially reduce the property taxes of a very small number of people who
own the state’s farm and forest lands. If a county has, say, a $10 million levy, and, for whatever
reason, the assessed value of a significant class of real property in the county is reduced, tax
revenue from that class of property also will be reduced. To make up the difference and meet its
adopted levy, the county must raise rates on other properties in the county.
Call it what you will, the Legislature required urban and suburban taxpayers to pay more, in tax
dollars, year after year, for the purpose of maintaining farmland in productive use. Those higher
tax payments were not birthday presents. They were required by law for the purpose of generating
future income. That sounds like a public investment.
Please let either of us know if you have questions about the points made in the letter.
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