
 
 

 LCR 1 & 2 
Second Meeting State Capitol Building 
September 8, 2008 Pierre, South Dakota 
 
Monday, September 8, 2008 
 
The second meeting of the Ag Land Assessment Implementation and Oversight Advisory Task 
Force was called to order by Senator Dave Knudson, Chair, at 10:07 a.m. (CDT) in Legislative 
Conference Rooms 1 and 2 of the State Capitol, Pierre, South Dakota. 
 
A quorum was determined with the following members answering the roll call: Senators Alan 
Hoerth, Dave Knudson, and Jim Peterson; Representatives H. Paul Dennert, Kristi Noem, 
Larry Rhoden, and Steve Street; and Public Members Walter I. Bones III, Kirk Chaffee, Curt 
Everson, Larry Gabriel, Ron Olinger, and Duane Sutton. Senator Kenneth McNenny was 
excused. 
 
Staff members present included: Jim Fry, Director; Fred Baatz, Principal Research Analyst; 
and Lisa Shafer, Legislative Secretary. 
 
(NOTE: For purpose of continuity, the following minutes are not necessarily in chronological 
order. Also, all referenced documents distributed at the meeting are attached to the original 
minutes on file in the Legislative Research Council (LRC).  This meeting was web cast live. 
The archived web cast is available at the LRC web site at http://legis.state.sd.us under "Interim 
Information – Minutes and Agendas".)  

 
Approval of Minutes 

(Located on the LRC Archived Audio – 00:00:54) 
 

REPRESENTATIVE RHODEN MOVED, SECONDED BY KIRK CHAFFEE, THAT THE 
MINUTES FROM THE FIRST MEETING OF LAND ASSESSMENT IMPLEMENTATION AND 
OVERSIGHT ADVISORY TASK FORCE ON JULY 28, 2008 BE APPROVED. The motion 
prevailed unanimously on a voice vote.   
 

Comments from the Chair 
(Located on the LRC Archived Audio – 00:01:18) 

 
Senator Dave Knudson informed the task force that South Dakota State University will 
provide an update on the data collected. The Department of Revenue and Regulation 
experienced unanticipated staffing problems which impeded their efforts to provide ag land 
assessment projections, however, an update will be provided. He also stated that unless the 
task force determined otherwise, the next meeting is scheduled for November 14, 2008.  
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Model for Ag Land Assessment – Report on Data and Findings 
(Located on the LRC Archived Audio – 00:02:44) 

 
Dr. Burton Pflueger, Professor of Economics at South Dakota State University, distributed to 
the task force the PowerPoint presentation (Document #1). He said that the presentation will 
focus more on results and not as much on detail as provided at the last meeting.  
 
Cropland 
Dr. Pflueger stated that not much has changed for cropland portion of the model since July. 
Most of the data came from South Dakota Ag Statistics Service. It was determined at the last 
meeting to use statewide prices since it will be difficult to determine local prices. To calculate 
county level data, SDSU took the total production divided by the number of planted acres to 
obtain the yield per planted acre. The total revenue per crop acre was determined by 
multiplying the statewide prices times the yield per planted acre.  
 
Inclusion of Other Sources of Income 
Dr. Pflueger said that the assessment of additional sources of income from government 
payments was difficult. Due to the Freedom of Information Act, SDSU was not able to receive 
certain information from Farm Service Agency (FSA). However, FSA did recommend the 
Environmental Working Group (EWG) as an alternative source of information.  
 
Included in the EWG database was a summary of government payments separated into three 
categories. SDSU used the commodity category and added the amount to the total crop 
revenue. The total was then divided by the acreage to get a total revenue per acre. Dr. 
Pflueger said that the additional revenue gained from the government payments was not that 
significant.  
 
The Conservation Reserve Program was more difficult to find detailed information. Dr. 
Pflueger stated that the EWG did not have a report on the number of acres for which that 
payment was received. The data needed to be interpreted to determine the amount for each 
county for each year. The amount for the Conservation Reserve Program was added to 
government payments and then divided by the acreage for each county.  
 
Dr. Pflueger suggested that the task force not include government payments in the formula. 
Some of his reasons are: 

 Time series of land valuation crosses time frame of government programs; 
 Calculation of government payments may be difficult;  
 Revenue received from government programs based on national policy decisions, not 

South Dakota productivity; 
 Valuation methodology still calls for adjustments to valuation by an amount that reflects 

the landowner’s share of the gross return; 
 Valuation methodology still reserves option for adjustments to capitalization rate; 
 Government payments adds complexity to the valuation model; and 
 Including “Additional Sources of Agricultural Income Value” results in similar revenue 

per acre for land valuations.  
 
Senator Knudson stated that when HB 1005 was introduced, there was provision stating that 
government payments would be included and treated as cropland data. During the legislative 
process, that provision was removed. He stressed that simplicity is important and the system 
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needs to be easily explained and understood. He thinks that the task force should not include 
government payments.  
 
Mr. Gabriel said that most of the fixed government payment goes to the landlord. He suggests 
that the task force include government payments as a source of revenue for the land owner. 
However, the formula needs to be simple.  
 
Dr. Pflueger stated that SDSU looked at including government payments and used the 
information reported under commodity subsidizes. He is not certain the task force will gain 
anything from looking at direct payments.   
 
Mr. Curt Everson stated his concern with the data tied to the EWG. If there are changes with 
the new farm bill, he does not know if EWG will continue to maintain the data or if there will be 
oversight to the data published.  
 
Dr. Pflueger informed the committee that data from EWG was used at the suggestion from 
Farm Service Agency. He believes the Bureau of Economic Analysis has better numbers, but 
the data is reported as a gross number without categories. It would be a difficult task to 
separate direct payments.  
 
Mr. Ron Olinger said that expenses are a way to determine the gross revenue per acre 
attributable to the landlord. He suggested that the payment data be used in the analysis, but 
not in the implementation. 
 
Grassland 
According to the legislation, “the capacity of noncropland to produce agricultural products shall 
be based on the animal unit carrying capacity of the land.” Dr. Pflueger said the best source of 
carrying capacity he found is the grazing capacity map which is based on work from animal 
science grazing specialists; which identifies different capacities for range lands across the 
state.  
 
Dr. Pflueger informed the members that many counties had more than one production range. 
Therefore, SDSU had to analyze each county with more than one production capacity 
because a weighted average of production is needed for the entire county. To obtain the 
weighted average, SDSU laid a grid pattern over the grazing capacity map and determined the 
percent of county in each range of production.  
 
The methodology results in the weighted average of production; however, SDCL 10-6-33.28 
stated that the agricultural income value of agricultural land shall be determined on the basis 
of productivity. Therefore, SDSU created a methodology to adjust the weighted average of 
production to account for the basis of productivity based on other forage.  
 
Dr. Pflueger said, in response to representative Dennert’s comment about gross revenues 
being dependent on climate, that favorable climate usually results in favorable production. The 
value of AUM increases over time just as the value of commodities.  
 
Dr. Pflueger distributed to the members a handout assessing agricultural land based on cattle 
and calves (Document #2). There is more complexity if the model is based on a cow/calf 
formula, but the task force will need to determine if the results received are worth the change. 
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In the Aurora County example, the AUM per acre increased, but there is not a lot of difference 
from using the animal unit carrying capacity.  
  
Forecasting 
Dr. Pflueger distributed to the task force an article entitled “Will Farmland Values Keep 
Booming?” (Document #3). The article provides capitalized new returns under alternative 
scenarios. It looks at projections from 2008 through 2017. During that time, crop and soybean 
returns decline slightly, but wheat is projected to have a larger decline.  
 
Mr. Carter Anderson, South Dakota Director for the National Agricultural Statistics Service, 
told the task force that the weighted average price was determined through a survey of 
elevators and other grain purchasers. The survey included questions of number of bushels of 
grain purchased and the price paid per bushel. In response to Mr. Olinger’s question, Mr. 
Anderson said that ethanol plants were included in the survey.  
 
In response to Senator Knudson’s question, Mr. Anderson said that the value of an AUM 
comes from the annual cattle survey. Cattle producers are asked the price they are paying for 
AUM. Approximately about 100 – 150 producers respond to the survey. 
 

The Ag Land Assessment Process 
(Located on the LRC Archived Audio – 01:14:10) 

 
Mr. Michael Kenyon, Director of Property and Special Tax Division with the Department of 
Revenue and Regulation, told the task force that he plans to have assessed value projections 
shortly after the meeting. He stated that there were three variables in the Ag Land Assessment 
formula DRR reviews: 

1. The portion of the gross revenue for cropland and noncropland; 
2. The percentage of the gross income used to represent the net income for each 

category; and 
3. The capitalization rate. 

DRR is involved with the last two variables. Once all the information is obtained, a landlord 
share percentage is established for each category. The percentage needs to be a percentage 
that will minimize the shift from cropland to noncropland once the process is completed. That 
would allow for approximately the same amount of crop and noncropland value as currently 
found in the state. This would provide a revenue neutral starting point. 
 
Senator Knudson said that DRR’s initial recommendation is to provide a particular landlord 
share for both cropland and noncropland to minimize the shift.  
 
There will be a phase-in process for counties that may experience a dramatic increase in 
values. Senator Knudson stated that the system must permit fluctuations in assessments that 
are driven by actual agricultural production and price fluctuations.  
 
In response to Mr. Olinger’s question, Mr. Kenyon informed the task force that cropland and 
noncropland will initially be determined by soil type and then adjusted by factors documented 
by the directors of equalization.  
 
Mr. Kenyon told the task force that there was a spike for the 2007 projection year in the graphs 
SDSU presented because of high commodity prices and increased yields. DRR suggested that 
the process include the recognition of increasing input costs associated with being producing 



Ag Land Assessment Task Force 
September 8, 2008 
Page 5 of 9 
 

crops and livestock. The gross revenue may look good, but the farmer and rancher are 
impacted by the costs of fertilizer, seed, fuel, etc.  
 
DRR is proposing that SDSU collect information to track the input costs for each crop and 
livestock. Periodic adjustments could be made to the landlord share, and then the task force 
would not have to continuously adjust the cap rate.  
 
Mr. Kenyon said, in response to Representative Rhoden’s question, that tracking the input 
costs would allow the task force to change the landlord’s share to reflect the input costs.  
 
Mr. Gabriel requested that SDSU provide at the next meeting a model of the input costs that 
are to be included in the analysis. Representative Noem said that the members should provide 
SDSU with a list of expenses and sources to expedite the process.  
 
The committee recessed at 11:46 a.m. and reconvened at 1:08 p.m. 

 
Practicality of Cost of Production Index 

(Located on the LRC Archived Audio –01:39:22) 
 

In response to the members’ inquiry on a cost of production index, Dr. Pflueger told the 
members that there are data sources available that will enable SDSU to look at some major 
expense categories and the changes that will occur on a yearly basis. There is some 
information available, but would be about a year behind and he would need to find a source of 
numbers for the current year. He also is not certain which information sources to use.  
 
Mr. Gabriel considers the four most cost relevant items to be seed, fuel, fertilizer, and 
pesticides/herbicides. He did not include machinery/equipment because there are various 
forms of use (rent, purchase, maintenance, etc.).  Mr. Olinger disagreed and stated that 
machinery/equipment cost should be included in the list of major expenses.  

 
Public Testimony 

(Located on the LRC Archived Audio – 01:44:04) 
 
Ms. Mary Duvall, South Dakota Farm Bureau, supports the concept of not including 
government payments in the model. She stated that it is difficult to obtain viable information.  
 
Mr. Rick Vallery, South Dakota Wheat Inc., told the task force that he supports the concept of 
not including government payments. He said that direct payments are received by all 
producers but vary by commodity; which is not the same as fixed payments.  
 
Mr. Vallery informed the task force that the cost data for the cost of production index is already 
available in the South Dakota ag statistic book that was distributed to the members at the July 
meeting.  
  
Ms. Jodie Hickman, South Dakota Cattlemen Association, said that the livestock community 
is comfortable with the AUM methodology. There is additional information available from 
NRCS. In response to Mr. Chaffee’s question, Ms. Hickman said that there other sources for 
information, but that is the only one she is comfortable with.  
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Ms. Angela Ehlers, South Dakota Conservation Districts, distributed to the members a map 
showing the major land resource areas for South Dakota (Document #4). She told the task 
force that range sites can be classified the same way as performed in soil surveys.  
 
Ms. Ehlers passed around the soil survey publications for several counties to the members as 
examples of the soils and AUM data.  
 
Senator Peterson asked about the availability of maps showing tillable land that are located at 
the local elevators. In response, Ms. Ehlers said that the aerial photos are done by individual 
insurance carriers and they will still be available. However, the crop insurance agents are not 
able to obtain the maps provided by FSA unless the landowners provide the maps to the 
agents.   
 
Larry Nelson, South Dakota Stock Growers, said that the cost of production index will be a 
valuable tool, and will help ranchers as well because the cost of supplies is increasing.  
 
Mr. Nelson asked the committee to find out what is included in the definition for other hay that 
is used as a guide to determine the variation of productivity of rangeland. In response to Mr. 
Nelson’s inquiry, Dr. Pflueger said that crop production, as reported by NASS, lists two 
categories: alfalfa hay and other hay. His understanding is that other hay includes everything 
that is non-alfalfa hay, including grain hay.  
 

Task Force Discussion 
(Located on the LRC Archived Audio – 02:07:33) 

 
Inclusion of Government Payments 
Mr. Gabriel stated that he understood the reasons to have government payments excluded in 
the model. It also appears that the task force may not be able to obtain detailed information in 
the future from federal agencies. 
 
MR. LARRY GABRIEL MOVED, SECONDED BY REPRESENTATIVE KRISTI NOEM, TO 
NOT INCLUDE GOVERNMENT PAYMENTS IN THE AGRICULTURAL LAND ASSESSMENT 
MODEL. The motion prevailed unanimously on a voice vote.   
 
Animal Unit Method v. Cow and Calf Method 
Senator Knudson reminded the task force that SDSU presented several alternatives for 
determining an income value for noncropland, and the legislation stated to use animal unit 
carrying capacity of the land.  
 
Representative Rhoden said that producers are comfortable with the AUM methodology, and 
the task force would need to cover a lot of ground educating everyone on the alternative 
methods.  
 
REPRESENTATIVE LARRY RHODEN MOVED, SECONDED BY MR. KIRK CHAFFEE, TO 
USE THE ANIMAL UNIT CARRYING CAPACITY METHOD IN THE AGRICULTURAL LAND 
ASSESSMENT MODEL. The motion prevailed unanimously on a voice vote.   
 
Data Sources  
Senator Knudson suggested that the task force direct SDSU to review the available data 
sources and obtain information from NCRS. 
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In response to Mr. Gabriel’s question pertaining to the source for Document #2, Dr. Larry 
Janssen, Professor of Economics at SDSU, informed the committee that he compiled the 
information in that document. The information is not based on maps or NCRS data, but on 
acres of noncropland in the county divided by the number of beef cows. The methodology has 
results that appeared to be incorrect for acres on the eastern side of the state near the 
Minnesota border.  
 
Mr. Olinger questioned if the statistics reflect a twelve month grazing period and not the 
normal grazing season of about six months.  
 
Senator Knudson reiterated the task force’s concern with the current AUM data and requested 
SDSU review the information.  
 
Cost of Production Index 
Senator Knudson asked the members if cost of production data should be collected for 
decision-making purposes. 
 
In response to a comment made by Mr. Gabriel, Mr. Kenyon said that any change in the 
landlord’s share would require action of the Legislature. Information provided to the task force 
from SDSU and DRR would be evaluated and proposed amendments would be voted on by 
the members, and then brought before the Legislature. Senator Knudson stated that the task 
force does not have the authority to change the landlord’s share formula. Similar to the Cutler-
Gabriel adjustment to the general fund levies of school districts, the percentage could be 
reviewed and adjusted annually. However, he hopes the task force will not have to adjust the 
percentage every year.  
 
Mr. Bones asked about the landlord’s share percentage. In response, Senator Knudson said 
that actual production data and actual prices would be used to produce a gross value per acre 
of cropland. Then the amount related to the operator’s and landlord’s share is determined.  
 
Senator Knudson said that the legislation indicates that the task force set the percentages for 
landlords share regarding cropland and noncropland for the first year. The statewide 
relationship of the total values between cropland and noncropland will be kept neutral in the 
first year.  DRR will present numbers to the task force regarding the percentages to include in 
the formula to obtain that result. 
 
MR. KIRK CHAFFEE MOVED, SECONDED BY REPRESENTATIVE STEVE STREET, THAT 
SOUTH DAKOTA STATE UNIVERSITY COLLECT, ANALYZE, AND CONSIDER EXPENSE 
DATA ON AN ANNUAL BASIS THAT WILL BE USED FOR SUPPLEMENTAL RESOURCE 
INFORMATION PURPOSES. The motion prevailed unanimously on a voice vote.   
 
In response to Senator’s Knudson’s inquiry as to which expenses should be included in the 
model, Mr. Chaffee stated that the four categories (seed, fuel, fertilizer, and 
pesticides/herbicides) presented by Mr. Gabriel should be included in the formula. 
Representative H. Paul Dennert requested that pesticides/herbicides be changed to 
chemicals. 
 
Mr. Olinger stated that machinery/equipment is a significant input cost and he would like to 
have it included in the cost of production data. This item could be excluded later if the data is 



Ag Land Assessment Task Force 
September 8, 2008 
Page 8 of 9 
 

no useful. Representative Dennert agreed that the four recommended production costs could 
be used in the index and then the cost of machinery/equipment could be listed separately to 
allow the task force to review the data at the next meeting.  
 
Representative Noem stated that machinery/equipment cost varies from farm to farm. She is 
not certain how the task force can create and utilize a universal machinery/equipment cost. 
She reminded the task force that the members are not here to make a decision for their own 
individual farms, but rather to look at the issue for the tax payers of the state.  
 
Dr. Pflueger stated that he has not explored this idea. There is information available from the 
Bureau of Economic Analysis on a county by county basis through 2006. There would be 
information available for seed, fertilizer, fuel, and chemicals. He is not certain where SDSU 
would obtain information of machinery/equipment expenses.  
 
Dr. Pflueger suggests the task force call the landlord share a gross revenue adjustment 
because the term landlord share as used in the model does not reflect its common use.  
 
REPRESENTATIVE LARRY RHODEN MOVED, SECONDED BY MR. RON OLINGER, THAT 
SOUTH DAKOTA STATE UNIVERSITY PREPARE A MODEL FOR A COST OF 
PRODUCTION INDEX USING SEED, FUEL, FERTILIZER, AND CHEMICALS FOR 
SUPPLEMENTAL RESOURCE INFORMATION PURPOSES. The motion prevailed 
unanimously on a voice vote.   
 
Other Topics 
Senator Jim Peterson said that the 150% Rule is no longer effective as of November 1, 2008. 
He asked about the ramifications to the State if during the 2009 Legislative Session, all the 
bills presented by the task force are defeated. In response to Senator Peterson’s question, Mr. 
Kenyon stated that there is a process which includes a significant phase in period in that 
scenario. It is estimated that $1.6 billion in assessed value was not accounted for because of 
the 150% Rule.  
 
Mr. Kenyon said, in response to Senator Peterson’s question, that the 150% Rule will be 
phased out for nonagricultural property and owner occupied dwellings and agricultural land will 
be valued using a productivity model.  
 
Senator Knudson informed the task force that section 1 of the legislation in HB 1005 specifies 
that ag land will be based on income per acre beginning November 1, 2008. The change will 
be phased in over five years for nonagricultural property and owner-occupied dwellings, and 
does not allow for an increase of more than 5% plus the normal percentage annual growth in 
assessment. Section 2 of the legislation provides a limitation that the agricultural property 
cannot increase more than 15% in one year for a three year period.  
 
In response to Mr. Gabriel’s question, Mr. Baatz said that the existing 150% Rule was not 
immediately repealed, but rather is phased out. The total repeal of the 150% Rule occurs on 
July 1, 2014.  

 
Next Meeting 

 
The next meeting of the Ag Land Assessment Implementation and Oversight Advisory Task 
Force is scheduled for October 14, 2008, at 10:30 a.m. in Pierre, South Dakota.  
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The fourth meeting of the Ag Land Assessment Implementation and Oversight Advisory Task 
Force is scheduled for November 14, 2008, in Pierre, South Dakota.  
 

Adjourn 
 
KIRK CHAFFEE MOVED, SECONDED BY REPRESENTATIVE RHODEN, THAT THE TASK 
FORCE ADJOURN.  The motion passed on a voice vote. 
 
The task force adjourned at 2:31 p.m. 
 
 
 

All Legislative Research Council task force minutes and agendas are available at the South Dakota 
Legislature’s Homepage:  http://legis.state.sd.us.  Subscribe to receive electronic notification of meeting 
schedules and the availability of agendas and minutes at MyLRC (http://legis.state.sd.us/mylrc/index.htm). 

 


