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                 Issue Memorandum 94-15

CENTRALLY ASSESSED PROPERTY

The total assessed value of all property in the
state in 1993 was $21.5 billion. Of that
amount, $835.1 million (4%) was utility
property, which is centrally assessed.

Centrally assessed property is property that
is taxed for local government purposes, but
the assessment of the property is done by the
South Dakota Department of Revenue, not a
local assessor. The reason for this is that
much utility property is homogeneous and
crosses county and state lines. Consequently,
it is more efficient for the assessment of
utility property to be conducted by the state
and the value of the utility property to be
apportioned to the various taxing
jurisdictions. There are several types of
property that are centrally assessed
according to the South Dakota Codified
Laws. The following is a description of the
various types of centrally assessed or utility
property according to the South Dakota
Codified Laws.

The first type of centrally assessed property
is railroad operating property. SDCL 10-28
provides for the central assessment of
railroad property. The state assesses the
value of land and buildings owned by
railroad companies and then applies the sales
ratio for each entity to the assessed value.
That adjusted value is then placed on the tax
rolls for each taxing jurisdiction. Note:
SDCL 10-28-2 provides for the taxation of
railroad personal property, but the federal
4-R Act prohibits the taxation of railroads
differently than other taxpayers; that is, since
personal property is generally not taxed in

the state, railroad personal property may not
be taxed.

Once the adjusted value is placed on the tax
rolls, the normal assessment and payment
schedules apply. The normal assessment and
payment schedules are: property is assessed
on November 1, and the taxes based on that
assessment are payable 13 months later on
January 1, but may be paid in two
installments, one installment due on the
following April 30, and the second
installment due on October 30. Also, as with
most other property taxes in South Dakota,
the taxes from railroad companies are
distributed to school districts, counties,
municipalities, townships, etc. Railroad
companies are entitled to a property tax
credit for the repair and replacement of
railroad track. The repair or replacement of
track necessitated by washout, fire, or
derailment does not qualify for the tax credit.

SDCL 10-29 provides for the taxation of
airline flight property (aircraft). First, the
value of all flight property owned by an
airline is determined. The value of that
property which is allocated to South Dakota
is based on three ratios: 1) the ratio of South
Dakota passengers and freight to the airline
company total; 2) the ratio flight time of
aircraft in South Dakota to the flight time of
all aircraft owned by the airline; and 3) the
ratio that the revenue ton miles of
passengers, freight, and mail in South
Dakota bears to the whole system. Once the
value allocated to South Dakota is
determined, the tax is determined by
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multiplying the statewide average tax rate
times the value which has been determined.
The taxes thus determined are distributed as
follows: 1) 25 percent of the tax is divided
among all airports in the state; and 2) the
remaining 75 percent is allocated to the
various airports based on the air traffic at
each airport. Thus, only airports are
recipients of the airline company tax. The
normal assessment and tax payment schedule
as discussed earlier applies to airline flight
property.

SDCL 10-33 provides for the assessment and
taxation of telephone companies. First,
municipally-owned telephones are exempt
from taxation. If a telephone company does
less than $25 million of sales, it is subject to
a gross receipts tax of 2, 3, 4, or 5 percent as
determined by the schedule in SDCL
10-33-21. The taxes are allocated to school
districts (and only school districts) based
upon the amount of business the phone
company does in each school district. The
tax is based on calendar year gross receipts
and is payable in September of the following
year.

If the telephone company does more than
$25 million of sales, the company is subject
to an ad valorem tax. Using original and net
(after depreciation) value, the value of all
property (including personal, except autos)
owned system-wide is determined. The share
of the property allocated to South Dakota is
based on the average of original and net
value of the property. The value of the
property allocated to each jurisdiction is
based on the original cost in each
jurisdiction. The value of the property is
adjusted for the local sales ratio. Once the
value is determined one of two tax rates
applies: for property within corporate limits
the property is subject to existing municipal,
county, and school district levies, and each

jurisdiction receives the taxes; for property
outside corporate limits the average rate of
all tax levies applies, and the county receives
all taxes. Again, normal assessment and tax
payment schedules apply.

SDCL 10-35 provides for the assessment of
investor owned utilities. As with other
centrally assessed property the first step is to
determine the value of all property owned by
the utility. The portion of the value assigned
to South Dakota is determined by comparing
system-wide original and net cost to South
Dakota original and net cost. Once the South
Dakota value is determined, each taxing
jurisdiction's value is determined by taking
the ratio of the jurisdiction's original cost to
the South Dakota original cost. Once a value
has been assigned for each taxing
jurisdiction, the local sales ratio is applied
and the appropriate tax levies are applied to
the value. Again, normal assessment and tax
payment schedules apply.

SDCL 10-36 provides for the taxation of
rural electric companies (REAs). REAs are
subject to a 2 percent gross receipts tax, with
the school districts receiving all the tax
revenue. The gross receipts tax is allocated
to each school district based on the number
of customers in each school district.

SDCL 10-37 provides for the taxation of
pipeline companies. Similar to other types of
centrally assessed property, first a
system-wide value is established using
original and net cost, and allocating those
factors to South Dakota. Once a South
Dakota value is established, the same
method is used to allocate the value to the
local taxing jurisdictions. Once that value is
determined, the local sales ratio is applied to
the value and normal assessment and tax
payment schedules apply.
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Summary

     Utility companies pay property taxes
based upon central assessment by the state.
The method of assessment is to first
determine the system-wide value of the
utility property, and to then apportion that
value to the local taxing jurisdictions to be 

part of the local tax base. In lieu of property
taxes, telephone companies doing less than
$25,000,000 of business and REAs are
subject to a gross receipts tax.

                       

This issue memorandum was written by Dale Bertsch, Chief Analyst for Fiscal
Research and Budget Analysis for the Legislative Research Council.  It is designed to
supply background information on the subject and is not a policy statement made by the
Legislative Research Council.
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