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Population growth since World War II, combined with structural
adjustments in production agriculture, has led to the adoption and
continual refinement of institutional arrangements for sustaining a viable
land base for farming in urbanizing regions. During the past three
decades, all states have enacted legislation to retain land in agricultural
production. These initiatives range from right-to-farm laws that.protec;
farmers from certain legal actions against normally accepted farming prac-
tices, to zoning for agricultural purposes and the creation of agricultural
districts. Nearly all states provide for property tax relief through agri-
cultural value assessments or circuit breakers for income taxes. Some
state and local governments have instituted programs for the purchase or
transfer of farmland development rights.

New York State's major initiative in farmland retention began in 1971
when the Legislature passed a law authorizing the formation of agricultural
districts and providing for a property tax exemption for the State's farm-
land through use valuation. Today, nearly eight million acres (cne-quarter
of New York's total land area) are within an agriculturél district; during
the 1984 tax year, the owners of 26,800 farm tax parcels (New York has
about 42,000 farms and nearly 105,000 farm tax parcels) enjoyed a partial

exemption from property taxes via use valuation of farmland [15],
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The purpose of thig paper is to analyze New York's efforts to promote
farmland retention through agricultural districts and use valuation of the
State's farmland. We begin with a sumnary of the events leading up to the
legislation and an outline of the law’s major provisions. The analysis
continues with discussions of trends in district formation around the
State, the extent of the use-value exemption and the implications of major
changes in the méthods adopted for determining use values. This is fol-
Llowed by a presentation of results from some regression models designed to
identify the economic, social and physical factors that affect landowners'’
decisions to pléce their farmland in an agriculturalrdistrict or apply for
a farmland use-value exemption,

These analyses set the stage for developing the broader policy issues
surrounding efforts to intervene in owners’ decisions on the use of their
farmland. The policy implications for New York are most evident, but the
analysis may also have implications for Policy initiatives in other states
as well. This may be particularly true for the 13 other states that com-
bine property tax relief with other provisions for creating agricﬁltural
districts, even though the specific details of their programs may differ
somewhat from New York's [12].

Background;

Initiatives that led to the State's current policy for farmland pro-
tection began during the 1960s. Legislative efforts developed on two
fronts. The first evolved around a growing interest in comprehensive
statewide planning and land use controls, while the second dealt specifi-
cally with protection of farmland.

The New York Constitution delegates responsibilities for regulating

the use of land through the police power to local government. However, the



Legislature’s creation of the New York State Office of Planning and
GCoordination (OPC) in 1966 reflected the substantial interest at that time
for planning at the state level [5]. OPGC made recommendations for a
restructuring of planning and land use control measures within thg State
[13]. The principal recommendations were to elevate planning functions
from local to higher units of govermment and to transfer the responsibility
for developing plans and controls from locally elected officials and lay
people to professicnals employed at the state level [5].

A cornerstone of the OPC propesal dealt with the control of land use
in geographic areas identified as areas of “critical State concern" [5,6].
The proposal called for state involvement with land use planning and land
use control in these areas. Local govermments would have been charged ini-
tially with developing "critical area" plans in accordance with standards
set by a seven member board tc be appointed at the state level [5]. The
board would then have intervened directly in the planning if local govern-
ments did not comply. Roughly 75 percent of the State’s land area --
including farming areas -- was defined to be of "critical" concern.

OPC's proposal was not well received by the public at large and the
bill that embodied it never came to a wvote in the New York State Legisla-
ture. Some observers contend that the proposal'’s poor reception stémmed
from a long tradition of strong local govermment and the widely held belief
that any governmental control over land use should remain with local
jurisdictions [6].

Parallel to the efforts of the OPC, initiatives also evolved that
dealt solely with protection of the State's farmland. In both 1965 and
1966, bills that would have amended the New York State property tax code

and granted farmland owners preferential tax treatment through use-value




assessments were passed by the New York State Legislature. In each case,
however, the Governor vetoed the legislation, but he responded to the
specific problems of agriculture by appointing a Commission on the Preser-
vation of Agricultural Land.

One of the Commission's major activities was the promotion of legis-
lation that would grant farm owners a five-year property tax exemption on
land improvements used for the commercial production of farm commodities.
The Commission argued that such legislation would stimulate investment in
farms but would confine the property tax benefits to bona fide commercial
farmers [5}. 1In 1978, this law was extended and the length of the exemp-
tion was increased from five to 10 years. By 1983, there were about 12,000
exemptions on farmland improvements statewide, with an exempt value of $315
‘million [15]. |

The Commission also was instrumental in developing and refining the
concept of an agricultural district. The concept was te facilitate farming
on land within a district by restricting some of the usual options of local
governments, requiring that state agencies recognize the importance of
agriculture in their regulations and procedures, and providing for use-
value farmland assessment for property tax purposes. The creation of dis-
tricts was viewed as a compromise, but also as a politically feasible
approach to farmland retention in New York [6].

The Agricultural District Law

The Agricultural District Law was enacted in 1971, The law is
designed to encourage the continuance of a commercial farm industry in the
face of urban pressure and increased demand for land for nonfarm uses. The

law specifies that:



It is the declared policy of the State to conserve and protect
and to encourage the development and improvement of agriecul-
tural lands... . It is also the declared policy of the State
to conserve and protect agricultural lands as wvalued natural
and ecological resources which provide needed open spaces...
[14 (§300)1].

Of particular concern to the Legislature is the continuation of agriculture

on productive soils near the numerous scattered urban-related developments

in wide belts around urban areas. The objectives of the law are promoted

through its six major provisions, which apply to land in all agricultural

districts:

1. Local jurisdictions of government are constrained from regulat-
ing farm structures or practices by ordinance. Any new regulations
must bear a direct relationship to the public health and safety.

2. State agencies must modify regulations and precedures to
encourage commercial farming, consistent with promotion of public
health and safety,

3. The right of public agencies to acquire land through eminent
domain is modified if actively farmed land is involved. Reviews are
required at the state level. If the review shows that public acqui-
sition would have unreasonable effects on viable farmland, public
hearings and reports conducive to a wide dissemination of the find-
ings must be made.

4, The right of public agencies to provide funds for public
facilities that would encourage nonfarm development is modified.

5. The power of public agencies to tax farmland for sewer, water,
and nonfarm drainage is restricted.

6. Owners of 10 or more acres with an average of $10,000 or more

in yearly gross farm sales for the preceding two years may make an

annual application for a use-value assessment of farmland. If any

land so assessed iz converted to a nonfarm use, a rollback of taxes

must be paid (the rollback is lLimited to 5 years).

A final provision under the Agricultural District Law makes use-value
assessment available to some individuals owning farmland that is not inside

a district. The size and gross sales requirements are the same as for land

in districts, but the commitment is for eight years (renewed annually).



Conversion to a nonfarm use involves a monetary penalty along with a roll-
back of previously exempted taxes.

In combination, the provisions of the law are generally thought to be
an integrated package which, on balance, will encourage the continuance of
agriculture near cities [6]. Some provisions offer commercial farmers Pro-
tection from public regulations that might be overly restrictive on farming
practices while others offer relief from property tax assessments ﬁhat
exceed the value of land in farm use. Eminent domain proceedings involving
farmland are to be widely discussed and carried out only aftér alternatives
having less impact on agriculture have been explored. Finally, the remain-
ing provisions are oriented toward discouraging, but not prohibiting, resi-
dential, commercial and industrial develeopment within district boundaries.

Creating an Agricultural District

The New York law describes in detail the procedures to be used to
create an agricultural district, The procedures require active participa-
tion of state agencies, local units of govermment and the public at large.

The impetus for creating a district stems from a petition by landown-
ers te the county legislative body. Owners forwarding the proposal must
own 500 acres or 10 pércent of the land in the proposed distfict, whichever
is greater. The proposal is referred to the county planning board and a
county agricultural advisory committee. The Committee is appointed by the
county legislature and consists of four active farmers, four agribusiness-
men, the chairman of thé county soil and water conservation district’sg
board of directors, and a member of the county legislative body. These
groups then report to the county legislature, public hearings are held, and
the proposal ultimately is forwarded to the New York Department of Agricul-

ture and Markets for certification. Other state agencies are consulted



before the Commissioner's certification is returned to the county legisla-
ture. The county legislature then takes final action to ratify the pro-
posal and create the district.

The Commissioner of Agriculture and Markets also has authority to
create districts of 2,000 or more acres to encompass "unique and irreplace-
able agricultural lands." The Commissioner must first consult with local
people and the Advisory Council on Agriculture, which is attached to the
Department of Agriculture and Markets. To date, no efforts to create a
distriet have been made at the state level.

The creation process is complex; six months or more often elapse
before a district proposal is ultimately ratified by the county legisla-
ture. The lengthy process, however, helps to ensure substantial interac-
tion among landowners, planners, legislators and representatives of state
égencies. Some observers contend that such interaction has also increased
local public awareness of the agricultural district program and the impor-
tance of agriculture in the community [6].

While the law is specific with respect to minimum district size,
landowners and county legislatures received no specific advice on district
configuration, The law merely requires that county legislatures and state
agencies take measures to ensure that an agricultural district consists
predominantly of viable agricultural land and that the district would not
be inconsistent with state and local comprehensive plans, policies and
objectives. One purpose of a written report prepared on each proposal by
the Department of Agriculture and Markets is to establish to the satisfac-
tion of state agencies that the proposed area predominantly consists of
viable agricultural land. Viable agricultural land is defined as:

... land highly suitable for agricultural production and
which will continue to be economically feasible for such use if




real estate taxes, farm use restrictions, and speculative
activities are limited to levels approximating those in commer-
cial agricultural areas not influenced by the proximity of
urban and related nonagricultural development [14 (§301)].
In judging viability, the law requires that:

any relevant agricultural viability maps prepared by
the Commissioner of Agriculture and Markets shall be consid-
ered, as well as soil, climate, topography, other natural
factors, markets for farm products, the extent and nature of
farm improvements, the present status of farming, anticipated

trends in agricultural economic conditions and technology, and
other such factors as may be relevant [14 (§303)]

As a practical matter, however, physical features and patterns of
land use in virtually all of New York Preclude the delineation of a dis-
trict that is comprised solely of viable farmland. The average New York
farm contains 218 acres, with 135 acres used for c¢rop production [22]. The
remainder -- woodland, waste land and the like -- has only incidental use
for the production of livestock or creps. Yet, whole farm units may be
included in a district. Similarly, farms in New York are generally co-
mingled with idle or forest land and land in residential, commercial or

other nonfarm uses. Some of this land is often made part of a district,

Patterns of Prosram Implementation

Although enthusiasm for the agricultural district Program was immedi-
ate, the program has always been voluntary and, as in the case with most
governmental pfograms, participation started gradually. An impprtant dig-
tinction also must be made between enrollment in districts and participa-
tion in use-value assessment. As we demonstrate later, it is likely that
the motivation for participating in these two major features of the pProgram
is influenced by different socio-economic circumstances.

Enrollment in Districts

Thirteen districts encompassing about 72,000 acres were formed during

1972, the first full year of the program (Figure 1). During the second
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year there was more than a seven-fold increase in districts, accompanied by
& ten-fold increase in "districted" acreage. During the subsequent six
years, enrollment increages were less dramatic, but still substantial. By
the end of 1978 {the point at which the districts formedlin the initial
year came under an eight-year review), nearly 5.5 million acres were
enrolled in 386 agricultural districts, Between 1973 and 1978, annual
growth rates in the numbers of districts and area in districtg averaged 29
percent and 45 percent, respectively,

Since 1978, districted area has continued to increase at an annual
average rate of 5 percent. As & result of new district formation and net
additions to established districts during the 8-year review Process, dig-
tricts now encompass over 7.8 million acres statewide, or 25 percent of the
State’s total land area. In contrast, the number of districts has remained
almost constant, fluctuating up and down between a high of 410 and a low of
393, Although many new districts were formed during this period, the small
change in the tota] number is explained primarily by actions taken to
streamline the administration of the program and to consolidate existing

districts that were contiguous or nearly so,

cities of Albany, Binghamton, Buffalo, Elmira, Niagara Falls, Poughkeepsie,
Rochester, Schenectady—Troy, and Utica-Rome. New York’s non-SMSA counties
often contain smaller cities, but few are immediately influenced by large

urban population concentrations.
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Regardless, local efforts to create agricultural districts in rural
portions of New York have been roughly proportionate to those in urban
areas. To highlight such trends, we designated SMSA counties with a cen-
tral city as urban counties; those SMSA counties adjacent to a central city
as fringe; and non-SMSA counties as rural. Each county group clearly
shared in efforts to create agricultural districts from 1972 to 1985
(figure 2). Today, the districted area in each county group is approxi-
mately proportional to both its total area and the area currently used by
farmers for crops and livestock pastﬁre (figure 3).

Use-Value Asgessment

The principal direct financial benefit to landowners under the New
York law is the property tax reduction from the agricultural value exemp-
tion provided for farmland. As in other parts of the country, many people
argue that these exemptions must be available in some areas if farm busi-
nesses are to remain viable in the face of appreciating land values because
of development pressure. Others argue that taxation on the basis of use
value is justified as a matter of equity.

In contrast with efforts to create districts, however, participation
in New York's use-value assessment program has evolved at a slower pace.
In 1977, it was estimated that only 4,000 tax parcels received use-value
exemptions [9]. By 1980, the number had increased to about 10,000, but
this still represented only about ome-tenth of all New York farm tax
parcels. According to the New York State Division of Equalization and
Assessment (ESA), 26,801 parcels received agricultural value assessments
statewide in 1984, resulting in‘a reduction of $687.1 million in thelr

taxable wvalue.




12

[G7

]

:33Jn0C

EB-CL6T "{JOA M3N J0) S3IITJISTP [eJnITnITJGE

Ut PUBT JO UOTINQTJISTP aATIEINWN]

"2 3Jnb1d

“aoet

T 08de

T 0600¢

- 000y

T 0005

10009

0004

- 0008

M

0001

]

§3.2Y



13

e e Bl
e i D L L

Juaddad

o7 0 02 0}

(12'GH] :824n0S MWWWMWWWWWWWz

feJny

530143510 B

aJnised
pue sdoJd N

LHIMIY

aButdd

dn-311ng B

HMIDIIND]

uegJf

paJe puey 1e3o0} 40 juasJad e se
dn-3{1Ng pue 'pa3ITJISIP ‘puefuJded

gadJe
g aJnbud



14

Although the data are sketchy, they illustrate two important charac-
teristics of New York’s use-value assessment program: (1) limited partici-
pation in the Program during the early years and (2) the potential for
large fluctuations in exemptions received from year to year, Low partici-
pPation rates in the early years are explained largely by institutional fac-
tors related to eligibility Yequirementg and administrative Procedures of
local assessing jurisdictions. The eligibility fequirements in New York
are among the most stringent in the Nation; according to g study conaucted

at Cornell, they limit the potential application of use-value assessment to

about three-quarters of New York’g commercially farmed land [3]1. Im

meeting the eligibility requirements may have had little or no financial
incentive to apply for the use-value assessment. This stemmed from the
State’s long history of fractional assessment and the inequities among
Propexrty classes because of a failure to update property assessment rolls
On a systematic basis. According to a study by the State Division of

Budget [20], a Statewide revaluation of Property to full value would have

Since the mid-1970s, the situation has changed substantially, largely
because of a tuling by the New York State Court of Appeals in the
Hellerstein Casge. This decision reaffirmed that the Ney York Real Property

Tax Law required all assessments to be at full value, and was responsible

for many reassessments in the late 1970s and early 1980s. Although in 1981
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the Legislature required only that property tax matters and the full value
standard was replaced with.the requirement that all property be assessed at
a "uniform percentage of value", local jurisdictions continue to revalue
property at its full value because it is an effective way to meet the uni-
formity standard.

Widespread revaluation, however, increased the agricultural commu-
nity’s interest in use-value assessment as well. Many believed that the
ceiling values (i.e., use values) being determined each year by E&A would
be used by local assessors as the basis for revaluation, and farmers began
to question the procedures used to set values, which at the time were based
on market sales of agricultural land. The debate over use-value estimates,
which continues today, is undoubtedly the most controversial aspect of the
Agricultural District Law. Dissatisfaction with values based on market
sales and appraisals led to legislation that required agricultural values
be based on a soil productivity index and the capitalized returns to land
derived from a set of economic profiles. The changes have been in effect
since 1981.

The magnitude of property tax reductions under alternate use-value
exemptions cannot be estimated for New York farmland from available data.
However, we have simulated the per acre use values under alternate computa-
tional techniques [2]. Between 1973 and 1981, average use-values across
a1l land classes calculated with market sales data ranged from $91 to $244
per acre (figure 4). Changes in these values essentlally paralleled the
annual increases in faimland market value estimates reported by the USDA's
Economic Research Service. In sharp contrast, average use values calcu-
lated by capitalizing net returns to farmland range from a low of $91 in

1974 to a high of $478 in 1978. By 1983, capitalized use values had
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plummeted to slightly more than $200. This happened in response to short-
term fluctuations in agricultural product prices and input costs and
changes in the particular interest rate that the law requires be used in
the capitalization formula. Similarly, the robust increases in income-
based estimates are largely explained by favorable farm commodity prices in
the early 1970s [2].

Year-to-year variability in use-value estimates and concomitant
volatility in the size of the use-value exemption has precipitated renewed
concern -- both outside and inside the farm community -- over administra-
tion of the Agricultural District Law. In local jurisdictions where farm
property is a significant proportion of the total tax roll, increasingly
large exemptions for farmland in the 1980s have eroded the property tax
base and generated higher tax rates for towns and school districts and
other units of local government. These higher tax rates apply to the
remaining taxable property -- fgrm and nonfarm alike -- thus reducing the
apparent benefits afforded by use-value assessment. The situation is exac-
erbated by uncertainty about the number and size of farm exemptions from
year to year. For some local units of govermment, the property tax is no
longer the stable, predictable source of revenue it once was. To counter
the concerns of both farmers and local governments, E&A froze per acre use-
value ceilings at the 1985 level for the 1986 tax year. The freeze is
being carried over to the 1987 tax year so that E&A can evaluate the
results of new studies on thelr capitalization procedures.

Factors Affecting Participation

We have shown the growth'over time in the nmumber of districts, land
in districts and use-value exemptions, and have mentioned some factors

affecting these developments. To understand these factors more completely




















































