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CHAPTER 4
PROPERTY TAX CLASSIFICATION
AGENDA AND OBJECTIVES

A. PRESENTATION TOPICS

1. State Property Type Classification Codes.

2. Use of state codes to classify taxable and exempt property.

3. Classification tax policy choices and considerations.

4. Computation of minimum residential factor to determine the allowable shift of the
tax levy among property classes.

5. On-line Classification Training Workshop tutorial.

B. SESSION OBJECTIVES

1. Participants will understand the purpose of the Property Type Classification
Codes.

2. Participants will be able to identify the classification of real and personal property
using the codes.

3. Participants will understand the issues related to using the classification tax policy
options.

4. Participants will understand how to calculate the minimum residential factor and
determine the allowable shift of the tax levy among property classes.

5. Participants will understand how to access and use classification training
materials available on-line.
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CHAPTER 4
PROPERTY TAX CLASSIFICATION

OVERVIEW

Property Classification
Assessors must classify all real property according to use as of each January 1
into one of four classes: Residential, Open Space, Commercial or Industrial.

Tax Levy Allocation

Municipalities decide annually within limits established by statute and the
Department of Revenue (DOR) the percentage of the tax levy that will be paid by
each class of real property owners and personal property owners.? The decision is
made after a public hearing.

Assessors’ Qualification
DOR must certify that a majority of the current assessors are qualified to classify
property before a municipality may allocate its tax levy.>

Assessors qualify to classify property by attending a Classification Training
Workshop conducted by DOR or completing the computer based training (CBT)
version of the classification training session and submitting evidence of
completion. Classification workshops focus on the assessors’ responsibilities to
(1) classify property using the statutory definitions and DOR classification coding
system, and (2) present the impact of classification tax policy options during the
annual public hearing.

PROPERTY CLASSIFICATION

Property Classes

Assessors must classify all real property according to use as of each January 1
into one of four classes: Residential, Open Space, Commercial or Industrial.®
Personal property is a separate category and is treated as a class for purposes of
allocating the tax levy.

Classification Codes

Assessors must use DOR classification codes to identify the use of real estate
parcels and personal property accounts. Those codes are explained in Property
Type Classification Codes (Revised March 2015). The coding system has a
three-digit level of detail.
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First Digit
The first digit identifies a property’s major classification as follows:
0 Multiple Use
1 Residential
2 Open Space
3 Commercial
4 Industrial
5 Personal Property
6 Classified Forest (61)
7 Classified Agricultural/Horticultural (61A)
8 Classified Recreational (61B)
9 Tax Exempt
Second Digit

The second digit identifies a major category of uses within the major
classification.

Example

A “1” as the first digit of a property’s code identifies its use as residential.
A second digit of “0” categorizes it as a general residence.

A second digit of “1” categorizes it as an apartment building.

A second digit of “2” categorizes it as a group living facility.

Third Digit
The third digit identifies a subdivision within the major category.

Example

A “1” as the first digit of a property’s code identifies its use as residential.
A second digit of “0” categorizes it as a general residence.

A third digit of “1” designates it as a single family home.

A third digit of “2” designates it as a residential condominium.

A third digit of “4” designates it as a two-family home.

2.2.4. Local Option Codes

DOR has not established a code for every possible use and there are
unassigned codes within each major category. Assessors may use any
undesignated number for classifying properties that do not fall within an
established code. In developing a local option code, assessors should
maintain the overall pattern of the coding system.
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2.3 Personal Property
Personal property is coded based on the legal entity of the assessed owner, i.e.,
individual, partnership or corporation type, not use. The reason is that the taxable
status of personal property is primarily dependent on the type of ownership entity.
Example
Office furniture owned by a registered business corporation is exempt from
local taxation while identical property owned by an individual or a
partnership is taxable.
2.4  Real Property
Assessors must classify real property based on its use. The zoning or valuation
approach is disregarded.
Example
A residential dwelling located within an industrial park is classified as
residential property even though the property is zoned for industrial use and
the market indicates that its highest and best use is as an industrial property.
2.4.1 Childcare Facilities
Property operated as a childcare facility is classified as residential
property.®> To qualify as a childcare facility for classification purposes, a
property must satisfy the statutory definition of a “day care center” or a
“school age childcare prograrn.”6
2.4.2 Residential Land
Vacant land is classified as residential if it is (1) located in a residential
zone or (2) accessory to a residential parcel.” Parcels are coded based on
their development potential.
130 Designates buildable parcels.
131 Designates potentially buildable lots. Assessors must develop
specific criteria for applying this code.
Example
Assessors might use code 131 to designate lots in a
subdivision that has been approved by the planning board
but which is not yet recorded. Other assessors will code
those lots as 130.
132 Designates unbuildable parcels because of zoning, size, location,
physical characteristic or other factor.
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2.4.3 Multiple Use Properties
In coding a property used for more than one purpose, assessors must
determine the property’s primary or predominant use. They must also
allocate the value of the property to the different classes.

The first digit of a multiple use property is “0.” The second digit should
be assigned to the predominant class and the third digit to the lesser use.

Example

A property used for residential and commercial uses is classified
“013,” if the primary use is residential. It is classified as “031,” if
the primary use is commercial.

2.4.4 Qpen Space
Open space is one of the four major classes of real property. It includes

land maintained in an open or natural condition that contributes to the
benefit and enjoyment of the public.® Open space does not include land
taxable under a permanent conservation restriction, or used to produce
income. In addition, it does not include land classified under Chapters 61,
61A or 61B, unless the city or town has accepted a local option provision
in those chapters.

Assessors have some discretion in defining the characteristics and criteria
to be used to determine if land provides a public benefit and should be
classified as open space. The specific policies and criteria they will use
must be specified in writing.

CLASSIFICATION HEARING

Annual Hearing

Before the tax rate can be set, the selectmen, town council or city council must
hold a public hearing each year to consider the tax rate options available to the
municipality under property tax classification. ° The hearing is held after the
assessors have determined final values and classified all properties and reported
this information to DOR. These values set the parameters for the options the
municipality may adopt.

Hearing Notice

The assessors should notify the selectmen or council when the values have been
finalized so the hearing can be called. Notice of the hearing must comply with the
Open Meeting Law™® and any local charter, by-law or ordinance provisions.
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In addition, taxpayers must be notified of the hearing by a comprehensive public
information release in a newspaper of general circulation in the community, as
well as in any other appropriate news media. This notice should appear in the
paper within a reasonable period of time before the hearing date.

The news release should provide the following information:

. Date, time and place of the public hearing.
o Information regarding the policy decisions available.
o Directions about how interested taxpayers may present oral or written

information on their views.

Officials’ Roles

3.3.1 Selectmen or Council
The selectmen, town council or city council conduct the classification
hearing and vote on the available tax rate options. The vote may be taken
at the hearing or a later meeting.

3.3.2 Assessors
The assessors provide the selectmen or council with the information
necessary to make classifications decisions. This information should show
the impact on the tax rate of the available tax policy options. The
assessors are not required to make recommendations, although they may
choose to do so if asked.

TAX POLICY DECISIONS

Tax Policy Options

Municipalities have several options in distributing the tax levy among taxpayers
under property tax classification. Use of these options results in multiple tax rates
for different property classes because they change the components used to
calculate the rate, i.e., the amount of the tax levy being paid by, or the assessed
valuation of, the class. The total tax levy remains the same.

4.1.1 Single or Split Tax Rate
Municipalities must decide whether (1) to tax all classes of property at
their full and fair cash valuation share of the tax levy, which results in a
single tax rate, or (2) to reduce the share of the tax levy paid by the
residential and open space property owners and shift those taxes to
commercial, industrial and personal property taxpayers, which results in a
split tax rate.

4.1.2 Classification Exemption Options
Municipalities may also consider whether to allow (1) an open space
discount, (2) a residential exemption, and (3) a small commercial
exemption.
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4.2 Levy Allocation
The selectmen or council, with the mayor’s approval, must decide the percentages
of the tax levy that each class of real property and personal property will bear. To
do so, a residential factor is adopted. The residential factor governs the
percentage of the tax levy to be paid by Class One, Residential and Class Two,
Open Space (RO) properties. The difference is shifted to Class Three,
Commercial, Class Four, Industrial and Personal properties (CIP).
The adopted factor cannot be less than the minimum residential factor (MRF)
calculated by DOR, which is now done through use of DLS Gateway. The MRF
represents the maximum shift allowed in the tax levy for the year and establishes
the parameters for local decision-making.
4.2.1 Single Tax Rate
A residential factor of "1" results in the taxation of all property at the same
rate. Each property class pays its full and fair cash valuation share of the
tax levy, e.g., if the value of all residential properties make up 80 percent
of the total assessed valuation, residential taxpayers will pay 80 percent of
the tax levy.
4.2.2 Split Tax Rate
A residential factor of less than “1” reduces the share of the tax levy paid
by the RO classes and increases the share paid by the CIP classes. The
result is two tax rates: one for RO properties and a second, higher rate for
CIP properties. A factor greater than “1” may be adopted, which would
have the opposite effect.
The maximum shift in the tax levy allowed for the year is determined as
follows: ™
Step 1 | Basic MRF Parameters
e CIP taxpayers cannot pay more than 150% of their full
and fair cash value (FFCV) share of the tax levy (single
rate share).
e RO taxpayers must pay at least 65% of their FFCV
share of the levy.
Step 2 | Chapter 200*2 Expanded MRF Parameters
If adopting the MRF determined in Step 1 would result in
residential taxpayers paying a higher share of the tax levy
than last year, then the MRF is calculated using these
parameters:
e CIP taxpayers cannot pay more than 175% of their
FFCV share of the tax levy.
e RO taxpayers must pay the greater of (1) 50% of their
Assessment Administration: Law, Procedures and Valuation Property Tax Classification
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FFCV share of the levy, or (2) the lowest percentage
share of the levy they have paid since classification
began.

Example

The RO classes equal 80% of the community’s assessed value. A
residential factor of 1.000 results in RO classes paying 80% of the
tax levy and CIP classes paying 20%.

CIP classes can pay a maximum of 30%o of the tax levy (.20 x 1.5).
RO would then have to pay the remaining 70% of the levy, or 87.5%
of their FFCV share (70% + 80%). This is higher than the
minimum share of the levy of 65% the RO classes must pay.

The community’s MREF is 87.5%.

4.3  Open Space Discount
The selectmen or council may allow for a discount for all Class Two, Open Space
properties.*®

43.1 Amount
The discount may reduce the amount of the tax levy paid by the open
space class to no less than 75 percent of its full and fair cash share of the
levy, i.e., may allow a discount of up to 25 percent.

4.3.2 Tax Rate Impact
Adopting an open space discount lowers the open space tax rate because
the amount of the levy paid by the class is reduced. Those taxes are
shifted to the residential class alone, which means a higher residential tax
rate.

4.4  Residential Exemption
The selectmen or mayor, with the approval of the council, may grant a residential
exemption to all Class One, Residential properties that are the principal residence
of the taxpayer on January 1.

441 Amount
The exemption may not exceed 20 percent of the average assessed value
of all Class One, Residential properties.”®> To calculate the exemption, the
assessors first determine the average assessed value of all residential
parcels. The adopted percentage is applied to this amount. The assessed
valuation of each residential parcel that is the domicile of the taxpayer is
then reduced by that amount.

Assessment Administration: Law, Procedures and Valuation Property Tax Classification
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4.4.2 Tax Rate Impact
Adopting a residential exemption increases the residential tax rate. The
amount of the tax levy paid by the class remains the same, but because of
the exempted valuation, it is distributed over less assessed value. This
higher rate creates a shift within the class that reduces the taxes paid by
homeowners with moderately valued properties. Those taxes are then paid
by owners of rental properties, vacation homes and higher valued homes.

Small Commercial Exemption

The selectmen or mayor, with the approval of the council, may grant a small
commercial exemption to all Class Three, Commercial properties that are
occupied by businesses with an average annual employment of no more than 10
people and an assessed valuation of less than $1,000,000.°

451 Amount
The exemption may not exceed 10 percent of the assessed value of each
eligible Class Three, Commercial property.

4.5.2 Eligible Business
For a business to qualify, the Director of the Department of Workforce
Development must certify that it had an average annual employment of 10
or fewer people at all locations during the preceding calendar year. By
July 1 of each year, the Director provides assessors with a list of
businesses that met that employment criterion.’” If a sole proprietorship or
partnership does not appear on the certified list, the assessors may
determine whether it met the employment criterion for the preceding
calendar year.

453 Tax Rate Impact
Adopting a small commercial exemption increases the commercial and
industrial tax rates. The amount of the tax levy paid by those two classes
remains the same, but because of the exempted valuation, it is distributed
over less assessed value. This higher rate creates a shift that reduces the
taxes paid by owners of properties occupied by small businesses and shifts
them to larger commercial and industrial taxpayers.

lG.L
2G.L.
:G.L.
‘G.L.
SG.L.
°G.L.
"G.L.
8G.L.
°G.L.
VG

OO0 0O0O0O 00

.59, § 2A(b).

.40, §56; G.L. c. 58, § 1A.
.59, § 2A(c).

.59, § 2A(b).

.59, § 3F.

.40A, § 9C; G.L. c. 28A, § 9.
.59, § 2A(b).

.59, § 2A(b).

40, § 56.

c. 30A, 8§ 20(b). Except for emergencies, the minimum notice period under the Open Meeting Law
is 48 hours.

' G.L.c.58, § 1A

12 St. 1988, c. 200, which amended G.L. c. 58, § 1A.
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B G.L. c. 40, §56.

“G.L.c.59 8§5C.

15 By special acts, exemption in Boston, Cambridge and Malden may not exceed 30 percent, and
Somerville may not exceed 35%, of average assessed value of Class One, Residential properties. St. 2000,
c. 257, as amended by St. 2014, c. 285 (Somerville); St. 2000, c. 403 (Boston); St. 2003, ¢. 90
(Cambridge); St. 2011, c. 139 (Malden); St. 2015, ¢.111 (Watertown).

G.L.c.59, 85I

' G.L.c. 151A, § 64A.
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PROPERTY TAX CLASSIFICATION
ADDITIONAL RESOURCES

The following are additional resources on Property Tax Classification produced by DLS
that are available on our website: www.mass.gov/dls.

o Classification Workshop Manual — A comprehensive manual with detailed
explanations and examples of the different options for shifting the tax burden
under property tax classification. Supplements the course handbook.

o Classification Workshop Tutorial — A downloadable tutorial with examples and
exercises to test comprehension and measure progress. Upon completion of the
tutorial the program will print a Certificate of Completion to submit to the Bureau
of Local Assessment. Fulfills the Classification Training Workshop
requirement.

o Property Type Classification Codes (Revised March 2015) — Guidelines that
establish coding system assessors must use in designating usage classification of
property. Supplements the course handbook.

. Guidelines for Annual Assessment and Allocation of Tax Levy — Annual
Informational Guideline Release (IGR) that details standards and procedures for
annually determining property tax assessments, including triennial certification,
classifying property according to use and allocating the tax levy among the
property classes.

. Informational Guideline Release 00-403, Small Commercial Exemption
(October 2000) - Explains the small commercial exemption option in detail.

Assessment Administration: Law, Procedures and Valuation Property Tax Classification
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Objectives

v Describe the overall
pattern.

v Look up common property

codes.

v Classify unique properties.
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v’ Identify when the hearing must be
held.

v List the options.

v’ Describe the role of the Board of
Assessors.

v'Describe the resources available
to prepare for it.

Slide 5

Overview of Coding System

’ - ‘3\.
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Conimercial
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Industrial

Slide 6
DOR Coding System

1%t Digit 2™ Digit

Designates an
important category
within the class

Indicates major
classification

3 Digit
Designates an

important Subdivision
of that category
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DOR Coding System

Property Type  wam
Classification Codes

-—
Bureau of Local -—
Assessment

Slide 8

Property Codes: 15t Digit

All Codes that begin with:

“1” = Residential
“2"” = Open Space
“3” = Commercial
“4" = Industrial

“5” = personal Property

Slide 9

Property Codes: 15t Digit

Additionally Codes beginning with:

“6”,"7", and “8" = chapterland
“9"” = Exempt properties
0" = Mixed Use

Assessment Administration: Law, Procedures and Valuation
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Property Codes: 2" Digit

Look on pages 1-2 in the Code Book

General Residences within this major
class have “0” as the second number.

= Apartments begin with “11”
= Group quarters with “12"
= Residential land with “13"”

Slide 11
Property Codes: 3 Digit

The 3rd digit is used to break down these
broader categories further:

|Single Family Residence end in "1” |

Example: Single Family Classified as 101"

| Residential Condominiums end in “2” |

Example: Residential Condominium

Classified as "102"”

Slide 12

Residential Land

There are 3 codes for Residential Land:

“130’s” Buildable Lots

“131’s” Potentially
Buildable Lots

“132's” Unbuildable lots

Assessment Administration: Law, Procedures and Valuation
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Code a medical office building

Coding Example:

1st Digit = "3”
Category
2nd Digit = “4"

Answer:

3rd Digit = “2”
Medical Office Building

Final Code would be
“342”

4-17
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Local Option Codes:

Specialty 1st Digit = “3”
Office Building Commercial

= 345"
2nd Digit = “"4"

3+ Digit = 5"

Specialty

Slide 17

General Office Condo =
“340"

Local Option Code used =
“343" P

Slide 18

Steps for Coding

Mixed Use Properties:

Assessors determine proportion of
property for each use.

Use Second and Third digits to
designate the two uses.

* Use proportion governs the order

Assessment Administration: Law, Procedures and Valuation Property Tax Classification
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Slide 19

Example:

If mixed-use commercial
and residential property

were predominantly
residential, then it would
be classified as an '013."

If the commercial use

predominates, then it
would be as an '031."

Slide 20

A Caveat:

In most cases, the predominant use
of the building is determined by
which use uses the most square

footage.

Some communities, however, use
the income value to determine the

predominant use.

You will need to ask which method your

Community is using. Both methods are
correct, but consistency is the key here.

Slide 21

Two methods for Mixed Use

o With a three story building, if you have a
fast food restaurant on the first floor, and

apartments above, it would be an 013 using
the square foot method.

o Assuming that the rent was much higher for
the first floor space as is commonly the
case, it would be an 031 using the income

method.

Assessment Administration: Law, Procedures and Valuation Property Tax Classification
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Coded by Ownership
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1. Personal Property

a‘ u\‘ 501 = Individual,
Partnership,
Trust,
Association

g 502 = Corporation

Care Facilities are
Coded by Clientele:

Childcare Facilities

140 = Residential
Property

Adult Day Care

352 = Commercial
Property

200 CLASS: Open Space

It’s not just vacant land, as we will see when we reach the section
regarding shifting the values.
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Classification Hearing

Board of
Assessors

n es The Select
Board, City
Councilors or
Aldermen
who then
post the
meeting

Public Hearing Notice

= Newspaper notice published
reasonable time before hearing.

m Meeting notice posted under Open
Meeting Law and local procedures.

1%
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Local Officials Role
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Slide 29

Options Voted On

1) Shall there be a single tax rate, or a different
tax rate for the Residential and Open
Space Classes than for the Commercial,
Industrial and Personal Property Classes?

2) Shall a discount be given to the Open
Space Class? =
-&{-E >

i

Slide 30

Options Voted On

3) Shall a partial tax exemption be given to
all qualifying, owner occupied residential
properties?

4) Shall a partial tax exemption be given to
all qualifying small commercial properties?

Assessment Administration: Law, Procedures and Valuation
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Slide 31
Example:
If the Residential class is 70% of the assessed
value in a town.
It will carry 70% of the Tax Burden
Slide 32
Option 1
‘Split Tax Rate’
Slide 33

Split Tax Rate

If chosen, this option results in a different
tax rate for:

1 Commrcial, )
Industrial &
Personal Property

Assessment Administration: Law, Procedures and Valuation
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The Original Law allows a
community to:

Increase
Commercial,
Industrial &
Personal Property
(CIP) Share of the
tax levy by 50%

Split Tax Rate

As long as the
Residential & Open
Space Classes
raise at least 65 %
of their assessed
value or single tax
rate share

Two Limits

1. The first is how much the CIP
share of the levy can be increased.

2. The second is what is the minimum
levy share for the R & O classes.

7D >t
Minimum “f‘
Levy?

4-24
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1988 - Law amended by Chapter 200.

Expands the limits of the split tax rate for
certain communities.

Allows:

" Increase of the CIP share by 75%.

® R & O must carry at least 50% of the
assessed value or single tax rate.

" R & O share can’t go below the
historical low % since 15t certified

Residential Factor

m Residential factor is chosen.

m |t is a mathematical factor set up in the law

m Municipality stays within the shift limit.

m Represents the proportion of the R & O
value share.

Minimum Residential Factor (MRF)

m Lowest possible residential factor
permitted under the original law is .65000.

m Most communities cannot go that low.

m Limited by the maximum CIP shares.

m Minimum residential factor called MRF.

4-25
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Slide 40
Calculation of MRF Example:
If the Residential class is 80% of assessed
value (the CIP is 20% of value), then
The Residential class will carry 80% of the
tax burden and the CIP 20%.
Assessed at $300,000
Slide 41 Calculation of MRF Example:
Maximum CIP Shift
At a 50% Shift, the CIP
will carry 30% of the
Levy.
1.5 x 20% = 30%
Slide 42
Calculation of MRF Example:
The new residential levy
share is 70%. This is
determined by subtracting the
new commercial levy share
. from 100%.
Assessment Administration: Law, Procedures and Valuation Property Tax Classification
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Slide 44

Slide 45

Resulting Residential Factor

To determine the
minimum residential
factor (MRF), take the
new levy share, and
divide it by the original
k. |evy share

70% / 80% = 87.5 %

MRF=.815

Residential Factor: Who Decides?

In Towns, it is the Select
Board or the Town
Council

In Cities, it is the City Council with
the Mayor’s Approval.

Option 2

Open Space Discount

Assessment Administration: Law, Procedures and Valuation
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m Discount up to 25% of
the class tax burden.

m Cost Shifted to
Residential Class.

Option 3

Residential Exemption

Residential Exemption

m Exemption in value.

m For eligible residential
properties.

= Properties must be
owner occupied.
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Slide 49

Residential Exemption

Excludes

Apartment buildings,
vacant land and
seasonal homes.

Slide 50

Example:

Exempted value
for each eligible

parcel is $40,000

TaxRate = $15

The exemption
amounts to $600

for each eligible
property owner

Slide 51

Option 4

Small Commercial

Exemption
7

LD G
%;P/ ]
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= Newest option available

= Similar to residential
exemption

= For eligible properties

L
n Based on a percentage of
o the eligible parcel’s value

9} only.

Small Commercial Exemptions:

Who Decides?
Selectman
or Mayor

With City Council approval
may choose up to a 10%
exemption

Resources

Home Page: www.mass.gov/dls

+ DLS Training Programs:
- Course 101 Supplemental Materials

* Classification Workshop Book

* Property Type Classification Codes Book
- Classification Workshop for Windows

+ Databank Reports:
J - Community Comparison Reports
- Local Options
F - * Local Options Related to Tax Billing

- DLS Gateway (must sign in)

- Tax Rate tab
@ * Options Table
* LAS Options & Certification
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Classification Workbook
m Detailed instructions.
.Classlﬁcah‘on= m Suggestions for
[* Workshop o presentation graphs
Bureau of Local Ty & tables.
Assessment -
- m Practice forms.
-
- ® Summary information
on the hearing.
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Classification Workshop for Windows

¥ COMMONWEALTH OF MASSACHUSETTS
Eoant | DERARTUENT OF REVENUE

| meg,

Computer based training
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Gateway
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Gateway Options Table
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