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Overview of (lassitication

Cities and Towns that are certified as assessing property at full and fair cash value may
elect to shift the tax burden among the major property classes within certain limits
established by law. The adoption of different rates does not change the total property tax
levy; rather it determines the share of the total levy to be borne by each class.

The share of the levy raised by the Commercial and Industrial classes and Personal
Property (CIP) may be increased 50% as long as the Residential and Open space (R&O)
classes raise at least 65% of what they would have raised without the shift.

The “minimum residential factor” established by the Commissioner of Revenue is used to
make certain that the shift of the tax burden complies with the Classification Act. If the
minimum residential factor would be less than .65, the community cannot make the
maximum shift and must use a CIP factor of less than 1.50.

An Open Space Discount, a Residential Exemption and a Small Commercial Exemption
may also be chosen by communities. The choice of either or both of these first two affects
the tax rate of Residential property, whether a community chooses to shift more to the CIP
classes or not. The third option affects the tax rate of the commercial and industrial classes.
The alternatives are considered and voted on annually by the Board of Selectmen or the
City Council and Mayor.




Open Space Discount

What is open space?
e Open Space is defined as land maintained in an open or natural condition
which contributes significantly to the benefit and enjoyment of the public.
e Exclusions:
1. Land taxable under Chapter 61, 61A, 61B
2. Land under a permanent conservation restriction
3. Land held for production of income

The law allows a community to provide tax relief to the open space properties by shifting
to the Residential class an amount up to a maximum of 25% of the residential factor.

In the past the Town has used an open space factor of 100%, which resulted in an equal tax

rate for Open Space and Residential properties.

For fiscal 2013 the town has 17 properties classified as open space that this discount could
affect.




Residential Exemption

e Applied to every residential property which is owner-occupied
e At the option of the Selectboard, an exemption of not more than 20% of the
average assessed value of all Class 1, Residential parcels may be applied to
residential parcels that are the principal residence of the property owner.
e Dollar value of the exemption is subtracted from the assessed value of every
eligible property
e Exclusions:
1. Accessory land incidental to a residential use
2. Seasonal homes
3. Residential property not occupied by its owner

In the case of South Hadley, the figure would be calculated as follows:

$1.344.616,660 / 6,796 = $ 197.854

Class 1 Value Parcels Avg. Cl. 1 Value

§ 197854 x 20% = $ 39,571
Avg. Cl. 1 Value Max Residential Exemption

The approximate aumber of owner-occupied primary residences is 5, 869x $ 39,571 =

$ 232.242.199. The granting of the Residential Exemption does not change the burden of
the levy on the Residential Class. Therefore, the tax rate within the Residential Class will
be increased accordingly. The effect is to increase the taxes on vacant land and accessory
land to the primary residences, as well as non-owner occupied homes. The effect to the tax
rate would be as follows:

Property Class Exemption Value Tax Rate

Class 1 Residential - 232,242,199 1,112,374,461 18.02

Class 2 Open Space - None \

(Class 3 Commercial - None 14.91
Class 4 Industrial -  None
Class 5 Personal -  None

The overall effect of the Residential Exemption on a variety of properties is shown below:
An owner occupied primary residence valued at $100,000 would go from § 1,491 to

$ 1,088.93 which would be a decrease of ($ 402.07).

A non owner occupied residence valued at $100,000 would go from $ 1,491 to §$ 1.802
which would be an increase of $ 311.

A vacant parcel of land valued at $50,000 would go from $ 745.50 to § 901 which would
be an increase of $ 155.50.

An accessory parcel of land valued at $20,000 would go from $ 298.20 to $ 360.40 which
would be an increase of $ 62.20.

For fiscal 2013 approximately 927 properties would have an increase in tax if adopted.



Small Commercial Exemption

At the option of the Selectboard, any percent of valuation up to a 10% exemption
may be adopted
Business must have an average of 10 or fewer employees (DET mails list of
eligible businesses to Assessors annually)
Tax burden is shifted to the Commercial & Industrial classes (NOT Personal
Property)
Property must have a valuation of less than $1,000,000
Applies to class 3 (Commercial), 600-800 (Chapter land) and Mixed Use
Assessors calculate impact and tax rates
Can be used with other classification options

1. Separate CIP rate becomes 2 rates: 1 C& L, 1 Personal Property

2. Residential Exemption, Open Space Discount not affected
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Classification Considerations

Consider the percentage of Commercial & Industrial (C & I) properties as
compared to Residential (R).

- Will an increased tax burden on C & I significantly lower the R tax burden?
What is the mix of C & I properties?

- How much is big business?

- How much is small business? (Mom & Pop stores)
Will it adversely affect small businesses and drive them out of the community?
Will it slow big business development?
Does business significantly contribute in a non-tax way to the community?
Are the businesses of the type that require extraordinary municipal services?
Is the timing proper for the move to a multiple tax rate?
Will a shift to the C & I maintain or increase the relative or historical share of the
tax burden?
Is it a matter of principle or economics?



Fiscal 2013

PROPOSED Tax Rates: Rate % increase
| P20z | Town $14.91 12 %
| 205 | FD#l $ 2.08 15 %
$ 255 FD #2 $ 2.70 59 %
Approved New Growth $  184,329.00
Tax Levy $22,160,522.42
School Debt Exclusion $ 367,742.00
Maximum Allowable Levy Limit $22.163,814.00
Excess Levy Capacity $ 3,291.58
MRF = 94.7482% Rate  $14.91 R&O 90.4948% CIP  9.5052%
Yo R&O CIpP Res Factor
100-=mmmmmmmmmmme 14.91 14.91 100.000%
110--====mmmmemm- 14.75 16.40 98.9496%
120-mmmmmmmmmm 14.60 17.89 97.8993%
130-mmmmmmmmmmmmam 14.44 19.38 96.8489%
140--mmmmmmemmmee- 14.28 20.87 95.7986%
150---=-=mmmmmmem- 14.13 22.37 94.7482%
Example: $100,000 property value
Yo Res tax (decr) Comm (+ incr)
100----==-=---- 1,491  (-0-) 1,491  (-0-)
110------===--- 1,475 (-16) 1,640 +149
120----=-===--- 1,460 (-31) 1,789  +298
130-mmmmmmmmmme 1,444  (-47) 1,938 +447
140------------ 1,428 (-63) 2,087 +596
150---mmmmmmmm- 1,413 (-78) 2,237  +746

Maximum decrease on a residential $100,000 property ($ 78)

Maximum increase on a commercial/industrial $100,000 property $ +746

(The average value of a commercial/industrial property is $387,800)

(The average value of a single family residence is $234,800)
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