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Please state your name and business address.

My name is Michael Houdyshell. My business address is 445 East Capitol
Avenue, Pierre, SD 57501.

On whose behalf was the testimony provided?

This testimony was provided on behalf of the staff of the South Dakota Public
Utilities Commission.

Describe your educational background.

| hold a B.S. from Black Hills State University (2003) and a J.D. from the
University of South Dakota School of Law (2006).

By whom are you now employed?

| am employed by the South Dakota Department of Revenue as the Director of
the Property and Special Taxes Division.

What work experience have you had that is relevant to your involvement on
this project?

| have familiarity with how pipelines are assessed for purposes of ad valorem
property taxation.

What Professional Credentials do you hold?
| am licensed to practice law in South Dakota.
What is the purpose of your testimony?

The purpose of my testimony is to explain how the Dakota Access Pipeline will
be assessed for purposed of property taxation.

Have you reviewed the Application and its amendments?
Yes, | have reviewed the sections relevant to property taxes.

Can you please describe the real property taxation system in South
Dakota?

South Dakota has an ad valorem system of property taxation, which means that

the tax is imposed on the value of the property, rather than on its quantity or
some other measure.
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Can you please describe the central assessment of pipeline property?

Yes. Central assessment means that the property is valued by the Department
rather than by the county assessor. Certain industries and public utilities are
centrally assessed pursuant to state law. Typically, these are companies that
have property in multiple counties or states.

Does South Dakota have specific laws for the taxation of pipelines?

Yes. SDCL ch. 10-37 contains laws specific to the taxation of pipeline
companies. As used in that chapter, the phrase “pipeline companies” includes
businesses that transport gasoline, oils or motor fuels via pipeline as a common
carrier.

Does SDCL ch. 10-37 govern the taxation of the Dakota Access Pipeline?

Yes. Dakota Access Pipeline is a pipeline company as defined in SDCL ch. 10-
37.

What are pipeline companies required to report to the Department of
Revenue?

Pursuant to SDCL 10-37-3, a pipeline company must submit an annual statement
detailing all of the property the pipeline company owns in South Dakota. The
annual statement must include pipeline mileage in the state by county, the cost
and present value of all buildings owned by the company, and the location and
description of all pump stations.

Can you please provide an overview of how a pipeline is centrally assessed
for purposes of taxation?

Yes. Most centrally assessed companies, including pipeline companies, are
assessed using the “unit value” method of assessment. There are three steps to
the unit value approach. First, the Department determines the fair market value
of the whole company as a unit. Then, the Department apportions a share of the
total value of the company to South Dakota. Finally, the Department distributes
the company’s South Dakota value amongst all of the taxing districts where the
company owns property in the state.

How is the “unit value” determined?

SDCL 10-37-9.1 directs the Department to consider the cost approach, market
approach, and income approach when valuing pipeline property. When using
these approaches, SDCL 10-37-8 allows the Department to take into account
everything which will enable the Department to make a just and equitable
assessment of pipeline property.
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Can you please describe the cost, market, and income approaches to
value?

Yes. The cost approach determines the estimated cost of replacing a particular
property, taking into account the age and condition of the property, and
obsolescence. The market approach looks at the price a particular property
would bring in an arms-length, open market sale between a willing buyer and
willing seller. The income approach capitalizes the income earned from the
operation of the property to arrive at an estimate of value.

Is equal weight given to all three approaches to value?

No. Depending on the type of property, one approach may be more reliable than
another. For example, the market approach is not particularly reliable for
centrally assessed companies, because sales of these types of properties are
too infrequent to establish a market value.

Once the “unit value” is determined, how is the South Dakota value
determined?

After establishing a “unit value,” the next step is to allocate a portion of that value
to South Dakota. Simply stated, this is done by looking at the percentage of the
company’s operating assets located in South Dakota as compared to everywhere
else. For instance, if 20 percent of a company’s operating assets are in South
Dakota, 20% of the “unit value” will be allocated and taxed in South Dakota.

Once the South Dakota value is determined, how is it distributed to local
taxing districts?

A company is required to report the total original cost in each of the taxing
districts where the company has property, along with the total original cost in the
entire state. The total original cost by taxing district is divided by the total state
cost. The resulting percentage is then multiplied by the total state value to
determine the value of the company in the taxing district. For example, if a taxing
district has 10 percent of the total state cost in that taxing district, then it receives
10 percent of the state value. The Department is responsible for informing the
county auditor of the company’s value in each of the taxing districts within that
particular county.

Is it possible to estimate the property taxes that will be paid by the Dakota
Access Pipeline?

It is extremely difficult to derive reliable estimates of the property tax liability of a

nonexistent property such as the Dakota Access Pipeline. Doing so would
require the Department to make several assumptions regarding valuation and
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levy rates in the various taxing districts that would contain pipeline property. The
relevant data is unknown to the Department at this time, so making an estimate
is unwise and | decline to do so.

That said, there is generally no downside to adding value to a taxing district in
regards to the impact on the property tax system. Typically when significant new
value is added to a taxing district, local governments will receive more tax
revenue and often other property taxpayers within the taxing district will see
lower overall property taxes.

Do you agree with the property tax projections stated in the Dakota Access
Pipeline?

According to Dakota Access’s responses to Data Request No. 26 and Dakota
Request No. 27, the company is estimating Year 1 property taxes to total $12.34
million statewide. Per the response, “the only measure Dakota Access has to
determine an approximate ad valorem tax value is to estimate the actual cost of
the pipeline for the first year tax value as there is no operational or company data
available to generate the ‘value’ of the pipeline, company or revenues or losses
to determine the value of the company.” Further, the response states that
“Dakota Access is estimating it will pay approximately $12.34 million in ad
valorem taxes for year 1 based strictly upon the cost of the pipeline and asset in
South Dakota.”

The estimate provided by the Dakota Access Pipeline highlights the difficulties in
making a reliable estimate of the property tax liability of the pipeline. There
simply is not enough data available at this time. The actual cost of the pipeline
does not equal the fair market value of the property and likely overstates the year
1 value of the pipeline in South Dakota. Again, without the full array of data that
Dakota Access readily admits is not available, any estimate made by Dakota
Access is speculative at best.

Does this conclude your testimony?

Yes.
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