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BEFORE THE DEPARTMENT OF REVENUE

OF THE STATE OF MONTANA

NOTICE OF PUBLIC HEARING ON
PROPOSED AMENDMENT

In the matter of the amendment of

ARM 42.18.121 pertaining to updates
of the Montana Reappraisal Plan and
Classification and Valuation Manuals

N— N N N

TO: All Concerned Persons

1. On November 26, 2024, at 1:00 p.m., the Department of Revenue will hold
a public hearing in the Third Floor Reception Area Conference Room of the Sam W.
Mitchell Building, located at 125 North Roberts, Helena, Montana, to consider the
proposed amendment of the above-stated rule. The conference room is most
readily accessed by entering through the east doors of the building.

2. The Department of Revenue will make reasonable accommodations for
persons with disabilities who wish to participate in this public hearing or need an
alternative accessible format of this notice. If you require an accommodation, please
advise the department of the nature of the accommodation needed, no later than 5
p.m. on November 8, 2024. Please contact Todd Olson, Department of Revenue,
Director's Office, P.O. Box 7701, Helena, Montana 59604-7701; telephone (406)
444-7905; fax (406) 444-3696; or todd.olson@mt.gov.

3. GENERAL STATEMENT OF REASONABLE NECESSITY: The
department proposes its routine, periodic amendments to ARM 42.18.121 to reflect
updated versions of the Plan, Montana Residential, Commercial, and Industrial
Property Classification and Valuation Manual, Montana Agricultural Land
Classification and Valuation Manual, and Montana Forest Land Classification and
Valuation Manual, all adopted and incorporated by reference in (3), and amend the
valuation cycle dates for each property class in (4) through (6) for the upcoming
cycle beginning January 1, 2025.

The department also proposes to remove obsolete language in (3) regarding
the Montana Forest Land Classification and Valuation Manual because the Montana
Legislature enacted Senate Bill 3 (2023) which revised forest land taxation laws and
the six-year valuation cycle to a two-year valuation cycle beginning in 2025, and is
also reflected in the amendments to (6).

The department's proposed updates to the Plan and manuals, which are all
available for review at the web site address in (3), are necessary to advance the
valuation date from January 1, 2022 to January 1, 2024, the valuation cycle from
2023-2024 to 2025-2026, and to improve clarity of the material and the public's
understanding of the subject matter.

While this general statement of reasonable necessity covers the basis for the
proposed rule and Plan and manual amendments, it is supplemented below to
explain Plan and manual-specific proposals.
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4. The rule as proposed to be amended provides as follows, new matter
underlined, deleted matter interlined:

42.18.121 PURPOSE; ADOPTION OF MONTANA REAPPRAISAL PLAN
AND MANUALS; VALUATION CYCLES (1) This ehapter rule pertains to the
department's statutorily required reappraisal plan and related property classification
and valuation manuals for each valuation cycle. The Montana Reappraisal Plan
(Plan) provides an overview of the department's duty to complete uniform valuations
of all taxable real property. The manuals referenced in (3) describe department
processes used in the classification and valuation of residential land and
improvements, commercial land and improvements, industrial land and
improvements, agricultural land, and forest land.

(2) The department will use its computer assisted mass appraisal (CAMA)
system to assist in its valuation processes and will consider the sales comparison
approach, cost approach, and income approach in its determination of a property's
market value. The department shall use the approach or approaches based on the
type of property and the quantity and quality of data available.

(3) The department adopts and incorporates by reference the Plan, the
Montana Residential, Commercial, and Industrial Property Classification and
Valuation Manual, ard the Montana Agricultural Land Classification and Valuation
Manual, and the Montana Forest Land Classification and Valuation Manual, all dated

January 1, 2—0232025 Ihe—depa#mem—alseﬂadepts—anel—meeﬁperates-by—mfemnee
2924—and—updafeed—as—ef—éanuapy4—2023— Each manual explains how the

department classifies and values subject property types. A copy of the Plan and the
manuals may be obtained from the Department of Revenue, Property Assessment
Division, P.O. Box 8018, Helena, MT 59604-8018, and on the department's web site
at https://mtrevenue.gov/publications/property-reappraisal-plan-manuals.

(4) Class four residential, commercial, and industrial property is appraised at
its market value as of January 1, 2022 2024, for the 2023-2024 2025-2026 valuation
cycle.

(5) Class three agricultural land is appraised at its productivity value as of
January 1, 2022 2024, for the 2023-2024 2025-2026 valuation cycle. Agricultural
land values reflect productivity values in accordance with 15-7-201, MCA.

(6) Class ten forest land is appraised at its productivity value as of January 1,
2020 2024, for the 2024-2026 2025-2026 valuation cycle. Forest land values reflect
productivity values in accordance with 15-44-103, MCA.

(7) For the purposes of these rules, the terms "reappraisal cycle" and
"valuation cycle" are considered synonymous and interchangeable.

AUTH: 15-1-201, 15-7-111, 15-7-201, MCA
IMP: 15-7-101, 15-7-103, 15-7-111, 15-7-112, 15-7-201, 15-44-103, MCA

Montana Reappraisal Plan

In addition to the department's general statement of reasonable necessity, the
department proposes amendments to the Plan's "Resources" section to reflect
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department reorganization and the creation of a new Geographic Information
System (GIS) Unit within the Property Assessment Division's central office as of
March 2024.

Residential, Commercial, and Industrial Classification and Valuation Manual

In addition to the department's general statement of reasonable necessity, in
this manual the department proposes to add a cross-reference on page 7 to 15-8-
120, MCA (2023), which is the confidentiality provision for income and expense data
voluntarily provided by taxpayers to the department for use in the income approach
to value.

The department proposes to update the quality grade factors on pages 12,
16, and 21, which are used in the cost approach for residential and commercial
property valuation because construction costs change from valuation cycle to
valuation cycle and directly relate to quality grade factors.

For the 2025-2026 valuation cycle, the department proposes to update the
residential and manufactured homes economic condition factor (ECF) calculation
formula to match the ECF formula used for commercial property. The current
residential and manufactured homes formula can be found on pages 17 and 18,
while the commercial ECF formula is on page 24. This update will result in the
department using one ECF formula instead of three. Currently, the ECF for
residential and manufactured homes is calculated by comparing the average cost
value to the average comparable sales approach value (market value) when a
market model is developed. Since the comparable sales approach is not always the
appropriate appraisal methodology to value all residential and manufactured homes
- due to lack of sales data for an area, or unique properties - developing an ECF
from the sales comparison approach (market value) can lead to less accurate
economic condition factors. The department believes updating the ECF calculation
for residential properties and manufactured homes to compare average sales price
to average cost value will contribute to more accurate cost values and improved
consistency across the state. This update is supported by standard appraisal
methodology.

In Appendices A and B (pages 33 and 44, respectively), the department
proposes to amend the property type tables by removing unnecessary property type
codes and simplify naming conventions to improve appraiser property type selection
consistency in the department's CAMA system. An example of this is distinguishing
urban from rural property as department staff are able to identify the property
characteristic through other means.

In Appendices C through F, the department proposes to update sale
verification forms for residential, mobile home and manufactured home, commercial,
and industrial property. The department updated the forms within the last two years
with improved formatting and verbiage.

The department proposes to update Appendix G with 15-8-120, MCA,
enacted by Senate Bill 62 (2023).

In Appendix H, the department proposes to remove ARM 42.22.1305 as the
rule was repealed in the implementation of Senate Bill 46 (2023), MAR Notice No.
42-1070. The department proposes to include ARM 42.20.109 as it was
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unintentionally omitted from the list of relevant administrative rules provided in the
manual.

Agricultural Land Classification and Valuation Manual

In addition to the department's general statement of reasonable necessity, in
this manual the department proposes to enhance this manual's authoritative support
by including citations or verbiage directly from statute or administrative rule, where
appropriate. The updates are necessary because policy and process manuals can
appear and read as somewhat informal, but are not applied informally; such is the
case with this manual. It is in the department's and the public's best interest to
include legal attribution and more exact phrasing of the department's responsibilities
and processes in property valuation and indicate the authority for any requirements
placed on property owners.

The department proposes to remove or reorganize content within each
section that is not relevant to that section. An example is in the Productivity section
where the department proposes to strike text and examples regarding aftermath
grazing, which is described below. The department also proposes to remove the
forest land table from the Homesite section (page 45) because it is not relevant and
can be found in the Forest Land Classification and Valuation Manual.

The department also proposes to update the manual's agricultural valuation
examples to improve the public's understanding of agricultural land
subclassifications and proposes to amend the land classification list to include all
agricultural land subclasses that are classified according to its use.

The department proposes to amend easements, right-of-way, and water
boundary descriptions in the "Ownerships" on pages 4 through 7 which is necessary
for correction and to improve the Manual's alignment with what is found in Title 70,
chapter 18, MCA, regarding watercourses, and Title 76, chapter 6, MCA, regarding
land uses.

The department proposes to amend the Noncontiguous Parcels Under One
Ownership subsection (pages 7 through 9) to include examples which further clarify
the term "integral" as it relates to the requirement that the noncontiguous parcels be
actively devoted to agriculture and an integral part of a bona fide agricultural
operation.

On pages 17 and 18, the department proposes the removal of information
that applies to aftermath grazing because the department's additional research into
the Natural Resources Conservation Service (NRCS) soil survey concluded that the
NRCS does not include aftermath grazing into its productivity calculations for non-
irrigated continuously cropped hay land.

On pages 22 and 23, the department proposes abbreviating formulas for
internal consistency with the units referenced in the formulas (e.g., using AUM
instead of animal unit months) and the formulas and examples for stocking rates for
AUM/acre are proposed for removal because carrying capacity is used to determine
eligibility for grazing, not stocking rate. The department believes the current
stocking rate examples are confusing and their removal improves consistency of the
content.
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The department proposes to amend the Eligibility Requirements subsection
under the Agricultural Eligibility section to include a clarifying example for lease
income on page 26. The department proposes to amend the list of criteria for
noncontiguous parcels under one ownership to meet the $1,500 annual income
requirement.

The department proposes to move specialty crops text from the Agricultural
Valuation section to the Classification section on page 30 with the other subclasses
with the title Specialty Crop Farm Land. Specialty crop farm land became a
subclass in 2017.

The department proposes to amend the Agricultural Valuation section, under
the crop share subsection (page 35), to include specialty crop farm land and to
update grazing land to show the crop share that is used in the department's
calculations and is reflected in the department's systems.

The department proposes to add Appendix C to include a history section and
proposes to transfer all other internal history text from the body of the manual to
Appendix C to improve the manual's organization.

Lastly, the department notes that the manual has had numerous editors and
subject matter experts' input since the adoption of the manual into administrative rule
and sentence structure, verb tense, phrasing, and general use of verbiage within the
manual lacks a desired level of consistency. Accordingly, and as described above in
the general statement of reasonable necessity, the department proposes several
nonsubstantive amendments to text to improve grammar, sentence structure, and
verbiage with the goal of improving the overall readability of the manual.

Forest Land Classification and Valuation Manual

In addition to the above-described global amendments, in this manual the
department proposes to update examples throughout to improve subject matter
understanding for the different forest land sections. The department also proposes
edits to department form titles for internal consistency and to minimize confusion
when a form is updated but the process described for the form are referenced
differently.

The department proposes to move the history and statute and administrative
rule tables from pages 1 and 2 to proposed Appendix A for consistency in layout with
the other manuals adopted and incorporated by reference in ARM 42.18.121. This
layout minimizes future manual edits for statute and rule changes.

The department proposes to strike the last sentence of the first paragraph of
the Ownership subsection under the Eligibility section (page 3) because the text is
confusing and does not lend any substantive guidance to the reader.

The department proposes certain manual changes to reflect new service and
consultation roles for the department and the Forest Lands Taxation Advisory
Committee (Committee), which were agreed upon during the Committee's required
public meeting held on June 11, 2024:

e Determining forest zones is a task that has been assumed by the
Committee. Under the subsection "Zones" in the Valuation section, it is necessary to
update the responsible party.
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e During the 2022 legislative interim, the Committee requested the
department's Tax Policy and Research (TPR) Unit develop stumpage value models
on a go-forward basis. The department proposes updates to the Stumpage Value
section and reiterates that 15-44-103, MCA, requires the department use an Olympic
average to determine annual income for the "base period" which is the most recent
10-year period.

e Minor edits are proposed to reflect the statutory provisions in 15-44-103,
MCA, relative to the department's and Committee's role in setting capitalization
rates.

The Committee recommended, and the department likewise proposes, an
amendment to the Non-forest Land, Nonproductive Forest Land and Noncommercial
Forest Land subsection on page 8, to remove the sentence pertaining to non-forest
land not being tied by ownership. Upon additional review by the department and the
Committee, the stated requirement does not have its basis in statute.

The department proposes minor updates to department names and fee
descriptions in the Forest Costs subsection on page 13 at the recommendation of
the Department of Natural Resources and Conservation.

As a result of the department's rulemaking under MAR Notice No. 42-1084
(effective October 5, 2024), it is necessary for the department to remove the
Valuation Phase-In section due (page 14) to the two-year cycle for forest land
(without a phase-in); remove the Value Before Reappraisal (VBR) section (page 15);
add verbiage to the Valuation section (beginning on page 10) from repealed ARM
42.20.745 that is relevant to the appraisal process; update the Natural Disaster
section (beginning on page 13) to reflect an updated process for natural disaster
applications; and remove ARM 42.20.745 from the administrative rules list.

In the Improvements on Forest Land section (page 16), the department
proposes to replace the International Association of Assessing Officers (IAAO)
glossary definition of improvements with the definition of improvements provided in
15-1-101, MCA, because the department should give primary deference to statutory
definitions when and where the legislature provides them.

5. Concerned persons may submit their data, views, or arguments, either
orally or in writing, at the hearing. Written data, views, or arguments may also be
submitted to: Todd Olson, Department of Revenue, Director's Office, P.O. Box
7701, Helena, Montana 59604-7701; telephone (406) 444-7905; fax (406) 444-3696;
or e-mail todd.olson@mt.gov and must be received no later than 5:00 p.m.,
December 3, 2024.

6. Todd Olson, Department of Revenue, Director's Office, has been
designated to preside over and conduct the hearing.

7. The Department of Revenue maintains a list of interested persons who
wish to receive notices of rulemaking actions proposed by this agency. Persons
who wish to have their name added to the list shall make a written request, which
includes the name and e-mail or mailing address of the person to receive notices
and specifies that the person wishes to receive notice regarding particular subject
matter or matters. Notices will be sent by e-mail unless a mailing preference is
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noted in the request. A written request may be mailed or delivered to the person in
number 5 above or faxed to the office at (406) 444-3696 or may be made by
completing a request form at any rules hearing held by the Department of Revenue.

8. An electronic copy of this notice is available on the department's web site
at www.mtrevenue.gov, or through the Secretary of State's web site at rules.mt.gov.

9. The bill sponsor contact requirements of 2-4-302, MCA, do not apply.

10. With regard to the requirements of 2-4-111, MCA, the department has
determined that the amendment of the above-referenced rule will not significantly
and directly impact small businesses.

11. The department intends to adopt the above-described rule amendment
during the fourth quarter of 2024, with an effective date of January 1, 2025. With
regard to the requirements of 2-4-305(11), MCA, this rulemaking meets the
exceptions provided in (11)(b)(ii) because the current Plan and manuals, adopted
and incorporated in ARM 42.18.121, are updated during the fourth calendar quarter
of the year preceding the next reappraisal cycle for statutory compliance.

/s/ Todd Olson /s/ Brendan Beatty
Todd Olson Brendan Beatty
Rule Reviewer Director of Revenue

Certified to the Secretary of State October 22, 2024.
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