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SUPERIOR COURT OF THE DISTRICT

DIVISION

OF_CQLU]4BIA

9U: '  : {  .
D i J . .  . "  )TAX

CARROLLSBURC SQUARE ASSOCIATES,
A  L l m l t e d  P a r t n e r s h l p
c , /o  DeFRANCEAUX REALTY GROUP,  INC.  ,

v .

DISTRICT OF COLUMBIA,

Pet  l t loner

- . . . : . '

MAY 4 878

F'I I-ED

T a x  D l v l s l o n
D o c k e t  N o .

2365

i
a

Respondent

FINDTNCS 0F FACT, CONCLUSIoNS
LAW AND JUDGI{ENT

Thls mat ter  comes before the Cour t  on pet l t lonerrs

appeal  f rom an assessment  of  rea l  proper ty  taxes agalnst

1t  by the Dlet r ' lc t  o f  Columbla for  the tax year  L976.

Thls  case ras consol ldated wl th  T lber  Is land

Conpqrgllqn v. Dlsg4lglb of Colunrbla (Docket No. 2364),

and rag tr lod by tho Court altt lng wlthout a Jury. Upon

conslderatlon of ths tolt lnony, the docunentary evldence,
a

the briefc and tho oral argumente of the part les, the

Court nakct thc fol1orlng flndlngt of fact and concluglons

of  law:

FINpIN0S OF F4CT

1. .  Pet l t lone:r ,  Carro l laburg Square Assoclates,

a l lmltod partnershlp, e/o DeFranceaux Realty Oroup'

Ino. ,  r l th  l ts  pr lno1pal  o f f loo at  Sul to  200 '  1909 K Street

N .W. ,  l f aoh lng ton ,  D .C .  20005 ,  1o  1e6a11y  ob l l ga tod

to pay aLl  rsa l  ostato taxeg asgesgod a5alnat  Lot  302 '

Square !1f5. Petlt lonor ls losooo of tha land and onner

of the lmproveaonto theroon known as Carnolloburg Square

Apar tmenta and Townhousoe,  1250 Four th Street ,  S.W. '

or
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SUPERIOR COURT OF THE DISTRICT

DIVISION

OF_CQLU}4BIA

5\J: .  .  . (  .
O i J . . - . , .  ,TAX

CARROLLSBURC SQUARE ASSOCIA?ES,
A  L l m l t e d  P a r t n e r s h l p
c /o  DeFRANCEAUX REALTY CROUP,  INC. ,

v .

DTSTRICT 0F CoLUMBIA,

Pe t  l t l one r

MAY 4 rc78

F'I LED

T a x  D l v l s l o n
D o c k e t  N o .

2365

i
I

Respondent

FINDTNOS OF FACT, CONCLUSIONS
LAW AND JUDGI\TENT

Thls mat ter  comes before the Cour t  on pet l t loner ts

appeal  f rom an aesessment  of  rea l  proper ty  taxes agalnst

1t  by the Dls t r lc t  o f  Colurnbla for  the tax year  1976.

Thls cage ras congoLldated wlth Tlber Island

CorLorat lon v .  @ (Docket  No.  2361t) ,

and wag tr led by tho Court altt lng wlthout a Jury. Upon

conelderatlon of tho toatlnony, the docunentary evldence,
o

the bnlefa and tho oral argumente of tho part les, the

Court nakcc thc follorlng flndlngr of fact and concluelons

of  1ar :

FINDINOS OF FACT

1.  Pet l t lonen,  Caro l lsburg Square Asaoclates '

a l lmltad partnerohlp, e/o DeFranceaux Realty Group'

Ino. ,  r l th  l ta  pr lno lpal  o f f loo at  Sul to  200,  1909 K Street

N.W.,  t {aehlngton,  D.C.  20005,  ta  1e6a11y obl lgatod

to pay a l l  nsal  ostato taxee assegsod a6alnot  Lot  302 '

Square 545. Petlt lonor 1s lossoo of tha land and owner

of the lmprovemonts thereon known as Carrollsburg Square

Apar tmenta and Townhousos,  1250 Four th Street ,  S.W.,

OF
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s l t ua ted  l n  t he  D ls t r l c t  o f  Co1umb1a .  Reco rd  t1 t l e  t o

sa ld  l and ,  conba ln lng  239 ,2 \9  square  fee t ,  l s  1n  the

D ls t r l c t  o f  Co lumb la  Redeve lop rnen t  Land  Agency  (nLA) .

2 .  The  tax  l n  con t rove rsy  1s  a  rea l  es ta te

tax assessed by respondent  agalnst  sa ld apar tment

proJect  and lmprovements thereon,  ln  Lot  302,  Square

546 for  f lsca l  year  L976,  Ju ly  1,  1975 through June 30,

1976.  That  tax,  whlch ls  based upon a to ta l  asgegged

va lue  o f  $8 ,200 ,000 .00  1s  l n  t he  amoun t  o f  $150 ,060 .00 .

Pet l t loner ,  subml t t lng that  the proper  va lue for  rea l

p rope r t y  t ax  pu rposes  1s  $5 ,5341000 .00 rc la lme  a  re fund

o f  $48 ,787 .80 .

3.  An appeal  by pet l t loner  was f1 led wl th  the

Board of Equallzatlon and Revlew on Aprl1 11, )-97j.

0n May 15,  L975,  an ora l  hear lng was held befone the Board.

The Board suetatned the proposed assessment  by decls lon

dated May 29 rtL975. The taxes for the f leca1 year

L976 were t lmely pa1d.

4. Carrol lsburg Square 1s a mult l-farn1ly houstng

proJect  constructed 1n 1967,  located 1n Southweat

I ' lash lngton,  D.C. ,  consls t lng of  three 9-story-br lck

detached hlghrlse apartment bu1ld1ngo, and 26 attached

2-  and 3-story  townhouses,  a l l  o f  whtch are constructed

over two leveIs for parklng whlch w111 accommodate 266

can8.  Each h lghr lse bul ld1ng conta lne a lobby area

wl th concrete ce111ngg and wa1ls '  carpeted concrete

fLoors,  and two smal l  e levators.  The lobby 1n the

west  bu l ld lng ls  lar8er  than the obhere,  &nd,  ln

add1t lon,  conta lns f ln lshed of f lce space whlch 1g

* , - . , * . t t .
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used as  a  management  o f f l ce .  The pub l lc  ha l lways

a r e  e a r p e t e d  a n d  h a v e  p l a s t e n  w a l l s  a n d ' c e 1 l 1 n g s .

i l  Each f loor  has  a  smal l  t rash  room.

5 .  T h e  a c t u a l  c o s t  o f  c o n s t r u c t l n g  t h e s e

lmprovements,  as shown by the recofds of  the Depar tment

o f  Hous lng  and  Urban  Deve lopmen t  wag  $9 ,29619A3 .00 .

6.  The unt t  m1x 1s as fo l lows:

(a)  120 ef f lc lency unl ts  conta ln lng

approx lmate ly  454 square feet  and 'consls t lng

of a l1v1ng room-dlnlng area, kltchen, one

fu l l  bath,  and a smal1 dress lng room.

(b)  168 one-bedroom unl ts  consls t lng

of a 1lvlng room, dlnlng room, bedroom,

kltchen, one fuI1 bath, and a smal1 foyer.

There are three dlffenent f loor plans for the

one-bedroon unlts contalnlng /60 square

feetr .681 aeuare feet ,  and 538 equare feet .

(c)  96 two-bedroom unl ts  conelet lng of  two

bedroome, one and a half baths, I1v1ng roon,

d1n1ng room, kttchen, and emal1 foyer. These

unl ts  each conta ln 11208 sguare feet .

(d) 25 two-bedroom, bl-Ieve1 townhouses

conslet lng of  l lv lng room wl th exposed br lck

wall and hardwood floors, d1n1ng room,

kltchen on the f lret f loor; two bedrooms and

one and a half baths on the eecond f loor.

These unlts each contaln approxlmately 11350

Bquare feeb.

'  , . . ' r Y  .

i
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( e )  1 2  o n e - b e d r o o m  t e r r a c e  t o w n h o u s e

u n l t s  c o n s l s t l n g  o f  a n  o p e n  I l v l n g  r o o m - d l n l n g

r o o m - k l t c h e n  a r e a  w l t h  a s p h a l b  t 1 l e  f l o o r l n g ,

o n e  b e d r o o m  a n d  o n e  b a t h .  .  T h e s e  u n l t s  e a c h

c o n t a l n  a p p r o x l m a t e l y  ! 8 6  s q u a r e  f e e t .

7.  CarroLlsburg Square 1s par t  o f  a  maJor

government-sponsored redevelopment program whlch has

taken  p lace  s lnce  the  ea r l y  1960rs .  The  a rea ,  wh lch

was former ly  low- lncome s lum houslng,  1g.now character lzed

by a var le ty  of  land uses.  The commerc la l  area,  west

of the subJect property and along Malne Avenue, houses

Bome good restaurants and 1s convenlent to shopplng

mal ls  and theaters.  Nor th of  the area,  ln tenee

off lce bulldlng development has taken place. Many

federal government agencles, 1ncludlng the Department

of Houslng and.Urban Development, have chosen to locate

here. ALso, a varlety of reeldentlal houglng types

have been developed or rehabll l tated. Just eaat of

the subJect property are low-lncome, pubIlc-houslng

p roJec ts .

8.  Thle area,  a t  the t lne 1n quest ton,  waa

plagued wl th  an egcalat lng lnc ldence of  cr lme whlch

made costly eecurlty measures neceasary and was part lal ly

responalble for the hlgh rate of vacancy 1n the proJect --

as hlgh aB 9l tn L975 -- whlch detracted from the gnogs

lncome and lncreased the expenees of redeco.ratlng unltg

ae they bunned over .  A1so,  the nolee,  lnconvenlence,

and t ra f f lc  problema cauaed by the Metro conBtruct lon,

whlch was tak lng p lace a long l t l  St reet ,  S. l { . ,  he lped to

cause the hlgh vacancy rate.
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9 .  H l g h  u E l l l t y  c o s t s  h a v e  b e e n  a n o t h e r  p r o b l e m

1 n  t h l s  p r o J e c t .  T h l s  l s  d u e  1 n  p a r t  t o  t h e  f a c t  t h a t

the  apar tments  were  des lgned a t  a  t lme when energy

cos ts  were  on ly  a  norn lna l  par t  o f  the  opera t lng  cos t

compared  to  today .  The  p roJec t ,  t he re fo re ,  was  no t

deslgned for rnaxlmum energy eff lclency.

10.  Tenants 1n the proJect  were a l l  on 30-day

leases 1n f lsca l  1975 due to the D.C.  Rent  Contro l

Law, and the fact that rents cannot be ral ied whlle

tenante are on leases

11. The Carrol lsburg Square Apartments are

located on Lot 302 ln Square 145, whlch land 1s owned

by RLA and leased to petlt loner on a !!-year lease at

an  annua l  f l xed  ren t  o f  $33 ,30q .00 .  Pe t l t l one r  hae  an

optlon to purchase the ground from RLA for $555,058 untl l

19  91 .

12. Ttte apartments were f lnanced under the Federal

Houelng Actfg Sectlon 220 lnsured mortSsge loan

program whlch ls for new conatructlon of resldentlal

apartments ln urban renewal areas. Under thls progran'

the developer can obtaln f lnanclng for 901 of the value

of the proJect ln a 4O-year loan bearlng lnteregt at

5 L/\ l  per annum. The owner 1s requlred to pay ln

addltlon a mortgage lnsursnce prenlum of l/21 to lnsure

the loan by the lender. Thereforer the effectlve rate

of lnterect to the b.orrower of the FHA lncured nortgage

loan 1s 5 3/41 per annum.

r
n
t--
I
I
i
I
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I 3 .  A  c o n v e n t l o n a l  m o r t g a g e  f o r  a  s 1 m 1 l a r

b u l l d l n g  l n  1 9 7 5  w o u l d  h a v e  b e e n  a m o r t l z e d  o v e r  2 5  o r

l0  years  w l th  a  much la rger  ln te res t  ra te .

14 .  Fo r  t he  yea r  ended  Sep tember  30 ,  LgT t t ,

the Camol lsburg Square Apar t rnents 'had a gross annual

l ncome  o f  $1 ,276 ,339 .00 ;  t o ta l  expenses  o f  $d49 ,326 .00

(exc ludlng ground rent ,  f lnancla l  expenses,  rea l  estate

taxes  and  dep rec ta t l on ,  t o ta l l ng  $852 ,345 .00 ) ;  and  a

net  lncome of  $627,0f3.00.  The subJect  prbper ty  had

been deveJ.oped to 1ts  h lghest  and best  u .se ae of  the

ef fect lve date for  rea l  proper .by tax purposes.

L5.  As of  January 1,  L975,  the lncome whlch

could be generated by the apa:rtments was effectlvely

regulated by the FHA and the D.C. Rent Control Law.

fn add1t1on,  there 1s a compet l t lve economlc ce1I1ng

to the rentg whlch an lndlvldual wll l-  pay for an

apartment ln Southwest. Thls economlc cel l lng on rente

had been reached as of January 1, 1975.

16.  Tax aeeessors for  the Dls t r lc t  o f  Columbla

deternlned that, because of the governmental programs

under whlch the subJect propenty was developed,

tradlt lonal approacheg to property valuatlon could not

be approprlately utl l lzed 1n thls caae for the deterrnlnatl

of the falr market value of the land and lmprovements.

Instead, Mr. Landry, assesaor for the government, used

thnee approaches to. value -- the Bu11dlng Resldua1

Approach, the Cost Approach, and the Capltal lzatlon of

Net Income Approach -- and correlated the results to

establleh a f1nal value for the property.
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17 .  I n  deve lop lng  h1s  cap l ta l l za t l on  o f  I ncome

approach as the pr lmary method re11ed upon,  Mr.  Landry

neasoned that  '  s lnce the lndebtedness ls  lnsured by an

Lnstrumenta l l ty  o f  the federa l  gov.ernment ,  the mln lmum

va lue  o f  t he  sec t l on  220  p roJec t  cou rd  bes t  be  found  by

computlng the mlnlnum net lncome requlred to lnsure the
^ _ ^ - . 4 - . r o ' l  a n a r o $ { a n  a f  f  h a  t r n a n a n t - l l  {  a  f - h a  n e ti - v J a v 4 j . d g sI>
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DEYtur^tt

220 proJ ect
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L7 .  rn  deve rop lng  h l s  cap l ta r l za t l on  o f  l ncome

approach as the pr lmary method re11ed upon,  Mr.  Landry

reasoned that  '  s lnce the lndebtedness 1s lnsured by an

lnst rumenta l l ty  o f  the federa l  gov.ernment ,  the mln lmum

varue  o f  t he  sec t l 0n  220  p roJec t  cou rd  bes t  be  found  by

computlng the mtntmum net lncome requlred to lnsure the

con t l nued  ope ra t l on  o f  t he  p rope r t y ,  1 .e . ,  t he  ne t

lncome necessary to  ret l re  the mortgage lndebtedness,

to pay an adequate neturn on the equlty lnvestment

equar  to  LOl  of  the to ta l  va lue,  and to 'pay the annual

leage fee. He determlned thls annual mlnlmum net

tncome to  be  $64or6z3 .oo

18. Mr. Landry then developed a capltal lzatlon

rate to measure the value of thlg lncome gtream. He

star ted wl th  5 I /41 represent lng the annual  ln terest

rate payable on the mortgage, plus I/21 repreeentlng

the nortgage 9,naurance premlum per annum. He then added

to conpenoate for the adverse land leaees encumberlng

the property, and Ll ref lectlng the equlty lnvestment

1n the proper ty .  F lna l ly  he added. |5 f  for  econonlc

obeolescence,  resuLt lng 1n an overa l l  capl ta l lzat lon

rate of  7 .75f .  Economlc obsoleacence,  ae expla lned

by Mr. Landry, 1s a Judgnent facton accountlng for aII

external factors whlch 1n the Judgnent of the aasessor

af fect  the va lue of  the proper ty ,  e .9. ,  cr lme rate and

controls over the pnoperty lrnposed by Sectlon 220 of

the Federa l  Houelng Act .  '

.2
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20 .  The  annua l  m ln lmum ne t  l ncome  o f  $510 ,F23 .00

cap l ta l l zed  a t  7 .7 f r  resu l ted  1n  an  lmpu ted  va lue  o f

$8 ,265 r100 .00  f o r  t he  subJec t  p rope r t y .  Th l s  f l gu re

was  co r re la ted  w l th  va lue  es t lma tes  a r r l ved  a t  by

other  approaches to  arr lve at  a  f1nal  va lue est lmate

o f  $  8  , 200  , 000 .  00  .

2 I .  The pet l t loner ,  a l leg lng that  the Dls t r lcb?s

nethod was lnappropr la te ly  theoret lca l ,  took a cap1ta l1-

zatlon of net lncome approach to valuatlori .  f t  used

actuar lncome and expense f lgureg from the property for

1974  wh lch  showed  a  ne t  l ncome o f  9522 ,013 .00 .

22.  Pet l t loner  then developed a capl ta l lzat lon

rate by assumlng a 751 f lrst nortgage for 30 years at

9 L/21 and further assumlng a 25I equlty requlrement

a lgo at  9  L/21 and addlng 1.83t  to  a l low for  D.C.

real  estate taxes.  Thls  resul ted 1n an overa l l

capl ta l lzat lon rate of  11.33I  wh1ch,  when appl led to

the net lncome stream, resulted 1n a propenty valuatlon

o f  $5 ,534 ,000 .00 .

CONCLUSIONS OF LAW

t .  D .c .  Code  gq7 -6q1  (Supp .  I v  I 97Z) ,  p rov ldes

ln part as fol lows:

The assessed value for alL reaL property
shall  be the estlmated market value of
such property as of January 1 of the year
precedlng the tax year, aa determlned by
the Commlsslonen. fn deterrnlnlng estlnated
market value for varlous klnds of 'real
property the Commleeloner shal1 take lnto
account any factor whlch m16ht have a bearlng
on the market value of tho real proparty
lnc lud lng,  but  not  l1n l ted to ,  ga les
lnformatlon on slmlLar types of real proporty,
mort8age,  or  o ther  f lnancla l  consldcrat lono,
reproductlon coet legg accrued dapreolatlon
becauoo of  age,  condl t lon,  and other  foctorgt
lncomo oarnlng potentlel (t f  any), so{t1!6e -
andgoverr r4on€. l 'npoBedreotr1c91pnp' , . j .3 ' - t . . : . . . .

-r. r.,.. r.'. - :r-..'.. ; .1,g - - 
I .!r -t1*t tq:i-tl+. .. r. e.r--l ! -qfA-lajit

t-
I
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2 .  The  de te rm lna t l on  o f  t he  tax lng  o f f1c1a1

as  to  va lue  ca r r l es  a  p resumpt lon  o f  co r rec tness .  The

burden  1s  upon  the  taxpaye r  to  show bha t  t he  assessed

va rua t l on  l - s  l nco r rec t .  D l s t r l c t  o f  co ru r l b la  v .  l 4o r r l s .

81  U .S .  App .  D . c .  355 ,159  F .  2d  13  (1946 ) ;  Ru le  t t ( d )

of  the Super lor  Cour t  Tax Dlv ls lon Ru1es.

3.  A l though the capl ta l lzat lon of  net  lncome

approach employed by pet l t loner  has recelved cour t

approva. l  (Board of  Assessors of  Weymouth v .  Tammv

Brood  Co . ,  331  N .E .  2d  53 I  (Mass .  1925 ) ;  G lenwood

Rea l t y  Co . ,  I nc .  v .  Eas t  O range ,  78  H .J .  Supe r .  67 ,

187  A .  2d  502  (1953 ) ) , 1 t  f a l l ed  l n  t h l s  case  t o  accoun t

for a number of faetore havlng a bearlng on the market

va lue  o f  t he  p rope r t y r  € .8 . ,  t he  va lue  o f  l t e  op t l on  to

purchase the land and the value of the favorable, long-

term nortgage.that mtght be aggumed by a potentlal

purchaser. Petlt lonerfs assunptlon of 1975 conventlonal

flnanclng ae the etartlng polnt 1n developlng thelr

capltal lzatlon rate, lgnorlng actual f lnanclng on the

pr.openty, neeulted 1n an aberratlon and an unreasonably

Iow value f lgure for the proJect.

The concl-ugLon that petlt lonerra value f lgure

1s unreaaonably lor ls eupported by evldence that eeveral

other Sectlon 220 propert les eold 1n necent yeare fon

consl, lerably nore than thelr aesessed value. Furthernore,

the ve lue f lgure propooed.  le  a lmoet  $4r000,000.00 lese t

the or lg lna l  cost  o f  conetruct lng t f re  proJect  1n 1967.

We flnd 1t d1ff1cult to bolleve the property haa dropped

so far 1n value.

I
I
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o f  e v l d e n c e  p r e s e n t e d  b y  p e t l t l o n e r  a s  t o  o t h e r  o u t s l d e

f a c t o r s  w h l c h  l m p a c t e d  o n  t h e  e c o n o m l c s  o f  t h e  p r o J e c t ,

s p e c 1 f l c a l l y  t h e  c r l m e  r a t e  1 n  t h e  a r e a  a n d  t h e  l n c o n -
v e n l e n c e  ( n o l s e ,  d l r t  a n d  r e r o c a t l 0 n  o f  s t r e e t s  w l t h

the  resu l t lng  h lgh  vacancy  ra te )  ca i rsea by  Met ro

cons t ruc t l on ,  ne  f l nd  tha t  an  add l t l ona l  .T5 I  shou ld  have
been lnc luded 1n the capl ta l lzat lon rate for  so_car .1ed
I ' temporary economtc obsorescence.r r  wl th ln  Mr.  Landryrs
pr lmary varuat lon theory th ls  would lncrease the overa l l
cap l ta l l zab lon  ra te  to  8 .5X  ana  reduce  the  to ta l  va lue
o f  t he  p roJec t  f o r  t ax  pu rposes  t o  $7 ,536 ,220 .00 .

Conslder lng a l l  the ev ldence presented,  th le  aeems a
fa l r  est lmate of  the proper tyrs  t rue va lue for  the tax
year  1n quest lon.
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Accord lngly ,  the assesgment  1s

i7 ,536 r770 .00  and  pe t l t l one r  l e  en t l t l ed

from responden? of a proport lonate amount

pa ld .

reduced to

to a nefund

of  the tax

Petlt toner ls to eubmlt an approprlate order

wl th ln  10 days.

MAY 3 ,  1978 .

Cop les  t o :

! :  Hampton  Baumgar tne r ,  J r . ,  Esg .
S tan ley  J .  F lneman ,  Esq .
Wl l kes  &  A r t l s
L666  K  S t ree t ,  N .W.
Wash lng ton ,  D .C .  20006
Counsel  for  pet l t loner

Kenne th  Pe11s ,  Egq .
Me1vln Waehlngton,  esq.
Assls tant  Corporat lon Couneel
Tax D1v1s1on
Waohlngton,  D.C.  A0OO4
Counsol for Regpondent
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