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These matters came before the Court for trial on March
13, 14, and 15, 1985. 1In each case petitioner 13th & L
Street Associates challenges the value assessed f{or its newly
constructed office building at 1220 L Street, N.W. on Lot 42
in Square 284. This Court has juricdiction to hear this
patter pursuant to D.C. Code §547-025, §7-029, and 47-3303
(1981 ed.). Based upon the arguments of counsel and the
record herein the Court makes the {olliowing:

DIDINTS O DACR

1. Petitioner, 13th & L Street Associates, with its
principal office at 1220 19th 8trect, i.W., Washington, D.C.4
is legally obligated to pay all rcal cstate taxes acscessed
against Lot 42 in Squaroc 204. Petitioner is owner of the
land and improvements thereon known as 1220 L Street, N.W.,
situated in the District of Columbia.

2. The tax in controversy is a real estate tax assessec
against said Lot 42, 8quare 284, and inprovements thereon ﬁoJ
Tax Yoar 1983 and Tax Year 1984. The tax in controversy for
Tax Year 1983 (July 1, 1962, through Junc 30, 1983) based
upon a total assessced value of 817,307,835, iec in the amount
of $368,656.89.
(July 1, 1983, though June 30, 1904) based upon & total as-

sessed value of $27,533,100, is in the amount of $506,455.03.

Tae tax in controversy for Tax Year 1984,
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3. An appeal by petitioner for Tax Year 1983 was filed
with the Board of Equalization and Review, on or about Sep-
tember 29, 1982. The Board reduced the proposed assessment
from $18,307,885 to $17,307,835. The taxes for both halves
of Tax Year 1983 were paid timely.

4. An appeal by petitioner for Tax Year 1984 was filed
with the Board of Equalization and Review on or about April
12, 1983. The Board sustained the proposed assessment by itA
decision dated June 1, 1983. The taxes for both halves of
Tax Year 1984 were paid timely.

5. 1220 L Street is improved with a twelve-story offico
building built in 1981-82, and located on 27,435 square feet
of land on the southeast corner of 13th & L Streets, N.W., in
Washington, D.C. Two gas stations and an apartment house ar¢
located on the other corners. The building also contains a
three level baserment. The gross floor area of the entire
building is 376,017 square feet. The net rontable area,
according to the Washington Board of Realtors' mcasurcments,
is 269,649 square {cet. The developed floor area ratio (PAR
is 9.8. The building contains 165 interior parking spaces
and four exterior parking spaces. The building has six
high-speed elevators that serve the officc floors, while a
separate elevator provides scrvice fron the lobby to the
parking levels. The zoning is C-~4 waich will allow a naxinu?
developed PAR of ten scince 13th Strect is 110 {ecot wide.

6. The base building was completcd in October, 1982,
and as of January 1, 1903, the building was otill a concrete
shell with no tenant work having been installed. It is
typical in the marketplace that tenant icprovezonts are not
ingtalled in the premises until such tirc2 as a landlord has

entered into a written lease with & proposcd tenant.
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7. Petitioner submitted the threshold quescion of
hhether the building was "erected or roofed" on or prior to
\July 1, 1982, pursuant to D.C. Code §47-829 (1981 ed.). This
%nestion bears only on Tax Docket No. 3299-83 (TY 1983).
etitioner submitted evidence that this did not occur until
Luly 10, 1982. This evidence came in the form of a letter
rom Gates Engineering Company, Inc., indicating that the
ate of completion was July 10, 1982, the date from which

J'he warranty for the roof would commence.
{ Hr. Paul Spruill, the assessor responsible for the

ubject property, testified that the policy of the Department

Lf Pinance and Revenue ("DFR") is that a building is not
Leemed to be "erected or roofed” until such tice as it is
Lompletely sealed from the outside elements. On cross-
anmination, Kr. Spruill admitted that he did not make an
interior or on-the-roof inaopection of the building icmedi-
Ltely praor to July 1, 1502. BHe then claimed to have con-
guctod his roof incpoection from the outside, at street lovel,
kn June of 1982. EBe was patisfied from his ingpection that
Lhe building was scaled from the elements. Lo did not,
wever, record his inspection on the Processing Porm for
vommercial Permitas, which is the usual Departmont practicae.
8. The subjeoct property is located in a neighborhood
in which, until 1979-C0, only three new offico buildings
had been erccted inu the last twenty years. The property is
ocated on the northern-zost border of the C-4 district, and
ignificantly, east of 15th Street (®"Bast End").

9. The subject land was purchased in Decceocber, 1900,
z0r %270 per square foot. This was at a time waen the real
Latate market was in a cuphoric state and rcal estate dovclop+
,

ts in the Washington, D.C., area believed that any building

|
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Lonerucee
sontructed would quickly lease up. Also in December of 1900,
:he petitioner obtained a non-assumable conctruction loan and
>ermanent loan take-out commitment £from First Kational Dank

f Chicago. The construction loan was for a total amount of

32,000,000 at a rate of one and one-half percent over prime;

[V S o

Jowever, all amounts drawn over 826,000,000 were to be per-

onally guaranteed by the individual partners of petitioner.

the individual partners of petitioner were also reguired to

reonally guarantee the completion of the improvements being

=

nstructed on the subject land.

10. After the land was purchased, the developers began

rking on their architectural plans and specifications, and
construction on the project started in July, 198l1. In August,
&981, the construction loan commenced funding pursuant to the
Lommitment of December, 1960,
11. In the fall of 1981 petitioner contracted with

rnes, llorris & Pardoa to become the exclusive leasing agent
Lf the building. Barnes, Morris & Pardoe immediately began
Lo market the project. The marketing efforts includecd the
oreparation of a brochure by petitioner, as well as direct
Lalls and mallings by the leasing agent. Darncs, ilorris &
7ardoe contacted evoery prospactive tenant located in the
&enttal busineas district, including Georgetown, in order to
Leo if any would be interested in relocating to 1220 L Street,
1.W. These marketing activities were larc¢ely unsuccessful.
) lot of traffic was gcnerated through the scubjoct property,
Lut the general conscnsus of prospective tonants was that the
&ocation of the building was the least daocirable in the Dasct
gnd. Proopective tenants felt that any alternative location

Lll botter.
12. According to cvidence presented by potitionor and

the testimony of Nr. Robert L. Klugel on croco-ezanination,

i
i

-
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~he real estate m et in the District of Columk took a
‘evere turn for the worse during the period of construction
nf this building. There was an over-supply of new office
uildings, which coincided with a decrease in demand for
ffice space. Purthermore, a national recession affected

jashington, D.C., for the first time. As of January 1, 1983,

here were in excess of 3.3 million square feet of office

=

pace un-let in the East End. 1In response to this market

po——=

yeversal, developers were forced to make major concessions to

enants in order to lease their buidings. These concessions

o

ook the form of up-front rental abatements, as well as

v

ve-gtandard building improvements provided to tenants at

"

andlord's sole cost.

3. In the late fall of 1982 and early part of 1983,

titioner commenced negotiations with American Petroleum

s

%nstitute (*"API") in recgard to the leasing of cpace in the
ubject property. These negotiations f£inally resulted in the

xecution of a lease agrecment between potitioner and API in

pril, 1983, whereby 113,700 sq. £t. of office opace and
¢500 aq. £t. of storage space wore leased to API {or a term
f twenty-five ycars with two five-year options. Tho base
affica rent for tho Lirgt five ycars was at $20.25 per sq.

L

t.7 for the seccond {ivo years, $25.25 per og. £t.; for the

;‘

*hird five years, $20.25 por s5q. ft.3 for the fourth five
meara at $30.25 per oqg. £t.y and {or tae £inal £ive years,
g32.25 per sq. ft. Docausce of the poor lcacing ciimate,
vetitioner was reqguired to provide the space reat-L{roe to API
%or an extended period. The rental abatement ol $2,200,000,
quivalent to 11.35 months free rent, was all granted up
sront. Potitioner, at its sole and cubstantial coct, vas
A1g0o reguired to provico above-building standard tonant
improvements to API. %ais was the first leasco cigned and
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epresented the leasing of 46.9% of total space in the build-

ng. Other space in the building leased up very slowly.

|
l l4. 1In the fourth quarter of 1983, petitioner applied to
erpetual American Bank, NSB, for non-assumable permanent
linancing in the amount of $33,000,000. 1In order to »btain
Ihis loan, petitioner was required to enter into a master

ease for the remainder of the building which, in easence,

T

quired the individual gecneral partners to personally guar-

Te
Lntee the payment of the debt service on this loan. Ilir.

T

7illiam Harps was a non-voting membor of the loan comnittee
Lt Perpetual American Bank, NSB, which approved tais loan.
mr. Barps testified that the basis upon which this loan was
Lpproved was not the value of the project but the credit-
Lorthineas of the individual partners of petitioner who were
Lersonally guaranteeing the loan.

[ Because of the changoe in market conditions Guring the
sonstruction of the project, petitioner's expert concluded
Lhat the realistic rate that tho subject buiiding could be
Eented for vas effectivoly $15 per square foot (after consider
tion of tenant allowances) instead of thao originally pro-
ected $23 per square foot figure. Norcover, the anticipated

Lent up period after building completion was cxtended from

Sne year to several.

15. As of January 1, 1983, no tenant icprovemonta had
oeen installed in the property. The cosot to cocplete the
Lenant improvements was castimated in the rango of $4.5 to $5
Lillion and the cost of paying out leasing comnissions to
brokers to negotiate locacecs was approximatoly 81 - 81.5
Lillion. These nurbors indicate a total cost to corplete in

the range of $5.5 - $6.5 million.




iI. ANALYSIS AMND CONCLUSION

\e Introduction

This Court has consistently recognized that there is no

statutory or common law mandate that respondent follow any
l

ﬁne particular approach in valuing real property in this
urisdiction. D.C. Code §47-820 (1981 ed.) provides:

In determining ¢ostimated mariket value for various
kinds of rcal property the lavor chall take into
account any factor which micht have a bearing on
the value of the real proporty, including but not
linited to, caleo information on ginilaz tpos of
real propzrty, portgace, or otheor Jincnecial consider
ations, rcprocuction cost less accruca doprociation
becauce of age, condition, ond other factors,
incorm2 earninc potential (if any), zoning, and
government imposed restrictions.

{Emphasis supplied.) The burden of proof is on the peti~-

tioner to provide evidence sufficient to prove that assess-

fnents are arbitrary, excessive or otherwise erroneous and
inlawful. Superior Court Tax Rule 1l1(d). gn2, 0.9., Uyner
. Diptrict of Colurbia, 411 A.24 59, 60 (D.C. 1980); Dis~-

Ltict of Colurbia w. Nurlington Apartm-nt Founc Co., 375 A.2d

‘.
.

Aosz, 1057 (D.C. 1977) (cn banc). It is not gufficient that

the taxpayer present an alternative measurce of value. To
Lrovide a basis for invalidating an assesomont, petitioner
Luat show the assesscd value to have becn erroncously deter-
ned. Respondent, in evaluating this new conatruction, used
he cost approach which it derived from recognized cost
uides. Petitioner, on the othor hand, atterpted to show

at respondent should have utilized the income approach.
The Court concludes that to the extent petitioner relied on
the income approach to valuation, it was uncuccessful at

rial in challenging respoadent's approach or the value de-

rived therefron.
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Por Tax Year 1984, petitioner'’s income approach produced
Lhree different values for the same value date, and none of
%hoae values amounted to more than one-half the cost of

sonstruction. While this method produced only one value for

Tax Year 1983, it suffered from the same impediments. 1In

hat year it would appear that petitioner's principal argu-
ent was that the respondent lacked authority to assess
upplementally the subject property.

3. "Under Roof"

Notwithstanding his failure to record his inspection,

Fhe Court credits the testimony of Mr. Spruill that as of ,
July 1, 1982, the building was sealed from the elements and
therefore “under roof" within the neaning of D.C. Code 547-829
{1981 ed.). The Court does this with hesitancy, realizing

that the better inspection would appear to be an on-the~roof

nspection and recognizing the apparcent inconsistency between
tr. Spruill's inspection sheet and his testicony. However,
Lr. Spruill also testified that a new form of inspection was
peing utilized by the Department with which he was unfanil-

iar and which would explain his omission of thoe inspection
Late. In addition the time between Mr. Cpruill's inspection,
Lhich he testificd took place June 22, 1532, and the delivery
bf the warranty for the roof, two wecks latcr, was very
Pho:t. The Court further notes the delivory of a warranty
ken days after the cutoff date of July lsot, does not in

and of itself negate a determination that tho building was
under roof and sealed from the elements. The two are quite

distinct.

Horeover, petitioner's reliance on Dintrict of Colurhia
amadavelop™-nt Land lorncy v. Dintrict of Colurbia, 107 Wash.Ld

%ptr. 949 (D.C. Super. Ct. Tax Docket Nos. 2460, 2461, 2462,
and 2517, April 27, 1979) is nmisplaced. 1In that case, the
uilding was cozpleted and under roof as carly as 1973 but
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he tax year at issue was 1975. Certificates of Occupancy

yere issued at various times in 1973.

Absent further regula*ions being promulgated by the
City Council the Court holds that the condition of
"erected®™ or “"roofecd and under roof®™ is satisfied
wvhen the Certificate of Occupancy for the entire
structure is issued. 1In this case that was in
1973.

107 Wwash.L.Rptr. at 953, Obvicusly, essential to the Court's
n0lding there was the fact that the building was complete two

rears prior to the valuc date. Nowhere does the Court say
&hat the building couldn't be "under roof" within the meaning

Ef the statute before the Certificate of Occupancy was issued
ince that was not an issue in the case. The peculiar facts
f that case are in no way analogous to the facts at issue

here.,

ce Relinble Aoproach to Valuation

This Court finds that for a new building the cost of

construction, as opposed to the income approach, is, the

>etter approach to ascertain the true value. (72, Q.d.,

Janhington Cheraton v. District of Colu~bin, Tax Docket No.

£123-82 (D.C. Super. Ct., April 29, 1983) (on appeal on an

Laaue not relevant hore); Blakely v, Poard of Annrnrorsn of

l“om:on, 391 nass. 473, 462 N.E.2d 278 (1204); Zo~~rh IN.

Laa rom & fons, Inc. v. Tax Corirmnion, 18 A.D. 1095, 238

k.x.s. 24 228 (1963) (Dreitel, J. concurring), 2££'d 14 N.Y.
2d 314, 251 R.Y.8. 24 460, 200 N.B. 24 447 (1964). 1In U'ash-

inqton Charaton, this Court found:

The "conotruction coot® rmatiod of ontimntins value
is tho propar nathod of asccasment o oo ulon
cormoreial ~roparty s Drand aow ond $0ws hno not
vt attained a ctrenn of inconn sullicirnt to
indicate valve foz tamaticon pus»oors. S0 construce
tien cost anmroach i vond to dnteorminn vhat
a willing buror «would »n a vwilliny rnller for o
o otructure. Tals a-p-oach enmarcll cutliren
212 reoplacentat €28t ot building (22 iand iAo
valued separatel:r to indicate wiat a brrrer would
have to pay to construct a simitlar ouilding.
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#aahingtog Sheraton at 6. However, on the facts of this case
the Court determines the cost approach alone is not suffi-

tient. When economic and functional obsolescence is factored

into the cost equation then the figures derived represent

fair and reliable assessments. Such an approach as utilized
kn the most recent valuation by petitioner's expert appraiser,
hr. wWilliam Harps, allows current market conditions to be
raken into account which may not have existed at the com-
mencement of the project, while at the same time avoiding the
3peculative nature of the incone apptoach.:/ggg "~cienl
uilding Land Co. v. Departrent of Revenue, 283 Or. 69,

Qs-ao, n. 11, 582 P.2d 416, 421-22, n. 11 (1978).

Thus, while the Court finds respondent's use of the cost
approach more reliable than petitioner's use of the income
approach to valuing the subject property, the Court also
concludes that eccqaomic and functional obsolescence are
factors that must be calculated into the asccsormont eguation.

Therefore, for purposes of assessing the proporty in question,

the Court adopts the report of petitioner's cxzpert appraiser,
Lt. William Barps, which considers such significant factors.

o DPotition~r's I’~thocs of Valuation

Mr. Barps testifiecd on behalf of petitioner as an expert
‘appraiser. @De relied primarily on the income approach to
alue. e projocted a stream of income and expcnoces for
1983-19085 &and stated that in bhis opinion the net income would
orobably stabilize on oz about January 1, 1205 (lir. Harps
Ltated in his report that the building could be cozpletely

rented up by July 1, 1985; however, for mathematical reasons,

2/ The Court has cttach~d harecto Jor refercnco a conr of lir.
Jarps' report waich calculates ccononic and f{rnctional cbool-
lsscenco into the cost approach to valuation of the subject

lproperty.
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3¢ used the date of January 1, 1985, as the cocplete rent up
Late which adjustment made only negligible Gifference in the
Linal estimate). 1In determining his economic rent, Mr. Barps
[:lied on the API lease, which was under negotiation on or
about January 1, 1983, as well as leasec hn was familiar with
n the marketplace as of that same time. Purther, Mr. Harps
estified that it was predictable in the market and by the
assessor that petitioner, as of January 1, 1983, would have
>ntered into leases similar to the terms and conditions
contained in the API lcase. Mr. Barps' projections indicated

1 loss for 1983, and positive income for 19804 and 1985 as

follovs:
1983 1984 1885

Incone 8170'133 32'3583818 34'0050487
Pass thrus onn + A8,416 + 102,932
~otal $176,133 82,607,234 54,014,219
Cxpenges =723,052 -1,019,273 =1,337,726
Rat Cporating

Income -$557,919 $1,387,961 $3,576,423

Mr. Barps further was of the opinion that the property would
ot show pogsitive cash flow, aftoer debt sarvice, until 1988

or 1989.
Nr. Barps employed a capitalization rate of 13.5% and a

discount rate of 158. 1In order to determine the value of the
orop2rty as of January 1, 1983, Mr. Darps took the 1985
tabilized net income, capitalized it at a rate of 13.5%, and
discounted this figure at 15% per annum back to January 1,
1983, to arrive at a present value, To this reversion nucber
the discounted cash flows for 1933 and 1504 were added. This
nuzber indicated a total value of the subject property as if
corpleted. UOince the cubjccoct property was not corpleted, the
cost to complete, exclusive of interest, was subtractced out.

The subtraction of the cost-to-complete figure indicated a
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-otal value of the subject property as it existed on January
L, 1983, of $14,600,000.

The calculations employed by Mr. Harps to reach his
ronclusion of vaiue are set forth below:

1985 incone of $3,576,423 capitalized
at .1350 = $26,492,022

Discount

Incone Factor Preaent Value

1983 Incore $ =557,919 x .27 = $ =405,390
1984 Income $ 1,387,862 x «756 =~ $ 1,049,299
Reversion $26,492,022 «x «756 = $20,027,269
Value of building as if completed - $20,551,0870
Less net cost to complete - $ 5,267,620
Value as of January 1, 1983 (rounded) $14,600,000

Mr. Barps further testified that if, in fact, the sub-

g —

iect building was deemed to be sealed from the elements as of
uly 1, 1982, that the value of the subject property includ-

ng land and improvements as of that date would have been as

icollows:
1985 incon2 of $3,576,423 capitalized
at .135 = $26,492,022
Diccount
Income Qactor Present Value
(6 more months)

1983 Incore § =557,919 =x .01 = 5 =452,472
1984 Income ¢ 1,327,961 =x 705 - $ n70,513
Revergion $26,492,022 x 705 - 318,678,076
Value of building a3 if completed = $19,204,017
Less net cost to complete 35246,595
Value as of July 1, 1982 (rounded) 810,960,000

Mr. Barps considered the various componcnts of the
3ubject property's capitalization rate, including mortgage
interest rates, return on equity, and the rcal estate tax
rate in arriving at a final capitalization rate of 13.5%. A

discount rate wvas arrived at by considering tha sum of the

bverall capitalization rate without the real estate tax
mponent and the annual increase in incorc2 corpounded for

the buiiding which indicates a f£inal discount rate of 148.
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Mr. Harps testified that when there is a rental abate-

%ent as an inducement to sign a tenant to a lease, and the
abatement is at the commencement of the lease, it is proper
Lrocedure to exﬁenae that loss of rental in the year in
‘Juestion.

Mr. Harps stated that he had prepared an earlier ap-
braisal of the subject property as of January 1, 1983, in the
Lpring of 1983 and that this appraisal, precsonted &t the
30ard of Bqualization and Review hearing, indicated a market
alue for the subject property as of January 1, 1983, of
18,500,000. HMr. Barps explained that in tho carlier report
Le had forgotten to deduct the costs to corplete the building
and that if he had deducted such costa, his corresponding
7alue would have been lower than the $14.6 million which he
restified to in this court proceeding.

Mr. Barps offercd testimony that in a normal market both
the cost and income approaches should arrive at similar value
hstimates. Dowever, in cases where the market changes after
the commencemont of the construction of the property, the
income approach will likely yield a differcent number than the

cost approach. In tiros of a decrease in mariiot leasing

activity and an increasc of office supply as occurred here,
the cost approach will indicate a higher value than the
income approach; this is particularly truc if cconomic and/or
sunctional obgocolescence is not factored into the cost ap—-
vroach. HMr. Darps testified that the difliculty with ap-
olying a straight cost approach without adjusctment is that in
*down" market, the appraiser will ignoroc economic and
Zunctional obsolesccnce, which can be prevalent even in a
hew building. 1In giving an exarple of ocononmic obaolescence,
ir. Barps used the case of two identical office buildings
rtanding side-by-side, one which was 703 leasod and the other
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Jmcant:. In that situation, even though both buildings cost

“he same, the building with 100% vacancy may suffer from
rconomic obsolescence. He found that a significant amount of
conomic obsleséence existed in the subject property because
the location had not gained the hoped-for tenant market
Lcceptance. He found some functional obsolescence as well,
ecause the property had been overbuilt and overdesigned in
largely futile attempt to attract tenantc to this fringe

ocation. Mr. Barps testified that in using the cost ap-

e S ——

roach as a check of his income approach, he arrived at a

.

alue for the subject property, as of January 1, 1983, of
approximately $16,000,000.

o

« Respondont's Cont Approach to Valuaticn

Mr. Paul B. Spruill, the DPR assessor, tecstified on be~-
Lalf of the Diotrict of Colucbia and indicated that he relied

%pon the cost «pproach to value for both Tax Year 1983 and
Rax Year 1984. OUnder this approach, lir. Cpruill first deter-

Lined the value of tho land based on recent land sales in the
Lrea. The value he placed on the land portion of the assess-
Lent for both tax years 1983 and 1904 was at a rate of $260
%er square foot for a total land assescroent of 87,133,100,
1r. Spruill then determined the value of the icprovements by

elying upon a cost cozputation sheet which vas prepared

L

Lased on the gross scuare footage of the subjoct building,
%1n1lhed and unfinished, as indexed by liarshall and Swift.
This cost approach did not make any adjustrment for economic
\pr functional obsolcscence. His opinion of value as of
hanuaty 1, 1983, was algo based va the erroncous assuzption
rhat all tenant work in the building had becn installed ao
%f that date, whon in fact none hed becn. T2 Court Linds
|

that 414 not exist on tho proporty end by cezcluding any

that lir. Epruill's coat calculations, by including clcments

H

|

| i
B
! |
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onsideration of economic or functional obsolcscence, over-
‘tated the property's value. His opinion that as of July 1,
982, and January 1, 1983, the total assessed value of the

ubject property was $18,807,885 and $27,533,100, respec-

Pyl emeg 2t cammrd

+ively, is not supported by the evidence.
On cross~-examination, lMr. Spruill testified that he had

1so used an income approach as an exercisc in determining

e
—_

“he fair market value of the subject property as of January

) cmeemas)

s 1983, Under this income analysis, Mr. Cpruill incorrectly
\8gumed a 95% occupancy, and that the subjcct property was
iperating competitively with other buildings in downtown
;ashington. This analysis did not take into account that

_

rent abatements and other tenant allowances would have to be
%iven to any prospective tenant by petitioner. PFurthermore,
1here was no adjustment to his income approach to indicate

uhat the buildi:. g was incomplete and that additional wonies

-

uld have to be gspent on tcnant improvements to complete the

nterior for tenant occupancy.

n his income approach, which he testificd as a "risckless®

rate in comparicon to an interest rate one could have re-

[

t Mr. Spruill also utilized a low 00 ccpitalization rate

eived on a savings account. HNr. Spruill tecotilicd that he

letermined this capitalization rate bascd on sales of occu-

liod oifice buildings in the central bucinecso Giotrict wast

|

I

5£ 15th Street. Thece sales prices, bowveover, according to
ir. 8pruill indicated capitalization rates anywhore between
.53 and 143. Ce Gid not corzpare the salcs to tle ocubject
>roperty and did not indicate the reasoning bshind his choice
€ 83. Tho Court fincs that given the advarsce econonic
Slimate and tho preperty's fringe location, & capitaligation
ate of 0% is plainly unrecalistic.
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The testimony of Mr. Joseph Morey, the draftaman who
prepared the cost computation shecets, revealed an equaliza-
tion problem regarding the subject property. HKr. Morey
restified that he was familiar with a number of new buildings
inder construction in the same time period as the subject
broperty, including the Daon Building located at 1300 New
go:k Avenue, which he deemed to be far superior to the sub-

ject property in construction. On cross-czenination, it was

bhown that the cost conputation sheets prcparced by DPR re-
:lected that a higher cost per square foot was placed on the
Lubjcct property (872.85 per square foot) than on the Daon
guilding (866.29 por oqguare foot). This anomaly was never
Lufficiently explaincd.
L Mr. Robert L. Rlugel testified as to the ostandards of
OPR in deternining tac acsseased value for nowly constructed
Luildinga. During calendar years 1982 and 10C3 DZPR did not
Jave any written manual in regard to assccstoat practices.
Eowevet. thore wore cone genoral mecoranda Gictributed among
be assessors. lir. Rlugel stated taat tac coot approach is
the approach that all asscosors must use in dotermining the
rket value for now construction. lir. Riugel indicated that
Luting calendar yecars 1962 and 1983, DUR was aware of the
ver-developrent of office buildings in the area of the city
Xnown as the Dast Dnd. Ee stated that cduring this sane
Eoriod DPR know that building owners were being required to
give considerable rent abatements and othor tenant con-
essions to prospective tenants. During i502 and 1983 lir.
Xlugel recognized that there wac a posscibility that those
rket conditions could have affected tha value of East Bnd
ffice buildings in a ncgative manner. [ir. RKlugel acknowl-

edged that the cost approach (at leazat as it was being used
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Oy DPR) precluded consideration of market conditions. In
onsideration of this office glut, Mr. Xlugel and DFR gave
Jome thought to the use of the income approach to value,

hich would reflect the depression in the office market.

- Y e

—
iy

lany in-depth discussions were held with the Corporation

[ B

ounsel's office and the Associate Director of DFR to deter-
aine, in light of the depressed market, whother or not the
ncome approach to value should be used for newly constructed

5f£1ce buildings having lease-up difficultiea., ¥Yet ulti-

Jately nothing come of it and no steps were taken to reflect
ctual market conditions. The Court concludos, at least
Lnder the circumstances of this case, that this failure to
ct was error.

. Conclunion

Changes in market conditions such ac a ccvere over=

R ¥

upply and under-dezand can have a negative offcct on the

alue of new buildincs. lir. Rlugel was in ccreemcont with the

Zollowing statemont found in the Tncyeler-"'~ of D~al Dntate

raisirg, edited by Tdith J. Pricdoan (123C0) at p. 673

An cstipnte edtaland by ti2 Cont I-proach nay not
reflect catircly tho pECVHllch CCORCTAC Or Tarkoet
conditions. T2 coot of ﬁn irmzocommat cannot be
recovezcd In tle mariset 4L Lhhze Lo no nned Zor the
irv:ovcncnt, iu tha pro=Qzir i rc“ mmt to ito
hiclhost and D2gt use, 1 th» ctouchnze is an over
ahvravc'~““ or of m»oor gﬂ,iﬂn, ~r i’ S tah Sa e} <o}

Erioend Cuo to marict conditien~. (wcpadsis cup-
piicul.

éﬁuotcd witd onproval inm “~dicnl mweddding T Co. vl TpAKs-
~nt_of ”*"*n"ﬂ, 203 Ocz. WY, 79, LU, QNG Be id, 962 P.su 616,
421, 422 anu n.l1l (1970)1.

Hr. Rlugel also vaz in concurrence with the principle

3et forth in [2al Pstat~ by Bloom, Weimer and Pisher, Cth
Ldition (1982) at p. 435

22 fondomaatal difficulty with tho cogt rthed,

pmnuﬂ Qv-\ "-’\ﬂ ‘ﬂa—f\ r\ﬂ mmae n’\p-nnﬂ-n—r\—n' -ﬂu '::w’;/‘v “'-"\3
. A »

SmOL0Ar AL YD TLalY 0% ©F RACr0040 A bn Cizceknd
DRzhunrds rathar thna forrisd.  San LRIeTn motted
ctremcons Luture proloble zotuarns: &0 oot patled
ooy crmhendon mant or eurnont cupszlcn'ﬁ o7 the
preponCry patlor than 488 fusvoo. T09 omigimal
decision to construct a building moy bove b@en

T e
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nade at a tine when it was justificd by ezpacta-
tions; however, subsequent cvents ray justifly the
original expcctations or prove them to be in error.
(Emphasis supplied).

Pinally, Mr. Klugel agreed with language in Tho Appraisal of

Real Estate, published by the American Institute of Real

tstate Appraisers, &th edition (1983) at p. 442, which in
Jiscussing the cost approach to value statcd:

Althouga nariiets tend toward eculllbrivn, marchkot
forceo chance. A the forcon chan~c, Ciffrzent
points of ccuilibrium (or pricc) rc-ulit. Cuifto
in oupply azd demand cause prices %o daccenooe or
decreanc. Taus, different values foo Lhe cam?
proporty ooy recuit over tinme, I conta Jo not
shilt proportilonntcly to price caangen, SL» coa-
struction of builcdlngg will be rorn or icos prof-
itable, and tao value of existing buildings will
increase or decrcase commensurately.

Baged upon the testirony of NMr. Harps and ir. Cpruill,
the Court f£indas neither of their straight income and cost

appraisal methods entirely recliable, and therofore rejects
the assessnonts cach has placed upon the subject properties

Lo: Tax Years 1203 and 1904. EDowover, [ir. Darps teotified at

trial that he algo pade an appraisal based on a cost approach
hat factored in c¢cononic and functional obsoicccence. A-
greeing with respondent that petitioner's incomz approach is
oo speculative, and finding that petitioncr's testicony as
Lo the usefulneas of calculating economic and functional
obsolescence for appraisal purpogses credibleo, tao Court
Letorntnoa that lir. Barps' recent appraical utilizing both

he coat approach and obsolescence factors tao oot fair and
eliable of all the mathods presented to the Court. In light
f the fact that recpondent cust conduct an annual assess-~
Lnnt, the Court £inds kr. Barps' assessmont bascd on tho

cost approach with obsolescence calculations, as opposcd to
the income approach, the prelerable of tho two ozproachcs to
smploy in determining tho true market value. Taus Hr. Garps'
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eport supports an assessment of 1220 L Street, N.W., for Tax
fear 1983 in the amount of $7,133,100.30 (land only) and for
lax Year 1984 in the amount of $16,053,433.00.
Wherefore, it is this e day of June, 1985,
' ORDERED that the value of the subject property desig-
hated as Lot 42 in Square 284, for purposes of District
bS Columbia real property taxation for Tax Year 1983 is
37+133,100.00 (land only) and for Tax Year 1904 is
316,053,433.00; and it is

PURTHCR ORDERED that :;ébondent'modify the assessnent
record card for the subjeci property to reflect the values'
here attributed to it for Tax Year 1984; and it is

FURTHER ORDERED that petitioner shall submit within ten
days of the signing of this Order, through their expert Mr.

arps, a calculation representing the valuc of the subject

roperty for Tax Year 1983, consistent with the Court's
E;ling that the building was under roof and using the same
approach as Nr. Harps employed for the Tax Year 1984 calcula-
tion; and it is
PURTHOER ORDCRED that petitioner is entiticd to a refund
of the taxes paid, with interest, on tho property to the

2xtent that it was improperly overassessed by tho District;

and it is
PURTHER ORDBRED that petitioner shall cubnit within

twenty days of the signing of this Order a Proposed Order
setting forth the amount of refund due for Tax Years 1533 and
1984 based on MNr. Darpa' roport utilizing a cost approach in
iconjunction with obsolescence factors.

wue Liktidiue Ge “ssbisimid &
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sopies to:

. Dampton Daumgartner, oguire
:tanley J. Finenan, Escquire
harles A. Camalier, III, Esquire
i666 K Street, N.W., Suite 600
ashington, D.C. 20006

fulia L. Sayles, Esquire

Yffice of the Corporation Counsel, D.C.
133 North Capitol Strcet, N.E., #238
rashington, D.C. 20002

ielvin Jones, Pinance Officer, D.C.




APPENDIX

1220 L St. NW

COST APPLOACH

Cost - 834,000,820
Leas Land - - 7,0€0,002
Inproveaents - $27,000,000

1. Based on reat of $23.00 per sf average
2. And Rent up by end of 1233

3. Started larketins -~ 11/81

. 4. Rent reccived - 515.00 per nq. ft.
5. Differcnce = $8.00 per sq. ft.

6- Ama Of hed - 269 » 649 aq. ‘:t .
7. Area of Rotail Space - 12,505 cq. £%.
- 290.956 8Q. ft.

~ 8. - Gross Area

s w— -
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1220 L St. NV

CALCULATION OF EFPFECT OF
LEASE ON INCOME AND VALUE

Facts

All annual rent in excess of annual expenses is net income. For example,

if expenses for year 1 = $4.50 per sq. ft. without taxes, then all income

above that figure is NOI.

If gross income . - 515.C0
And expenses - - 4.50
¥oI ' - $10.50
Or if gross income - $23.00
.And expenses - -~ 4.50
()¢ - $18.50

And $23.00 - 515.00 = £3.00

-Actual collectible rent for long term lease is $20.25 por yoar for first
five years. The adbatement for this lease wvas §2.200.000. The abatement in
dollars per sq. ft. was $2,200,000/113,700 aq. }t. = $19.35.

If this $19.35 is spread over the rir-t five years, the annual lona in
reat is the amount of monoy that is lost p-r ycar at 13.53 intorest. If the
present vo}ti is $19.35, the paymeat por y;ar to equal $19.55 o8 a luzp oun ”~
over a five year period is 1/5 of $19.35, plus the interost loot at $3.55.

This is calcnlat‘d by uoing tho partial payment factor for {ive years at
13.5%. That factor ie 3.474743. And $19.35/3.474743 = $5.56G7 or $5.57.

The contract rent was £20.25
The loss is - 5.5
The actual rent payadle - C14.60 per eq. ft. por year.

%he pro-~forma for this proporty cslied for a rent desinmanins at an average
of $23.00 per sq. ft. with full reat up by the end of 1633. 4ad a roant of
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1220 L St. NW

$20.00 per sq. ft. for the commercial with full rent up by the end of 1983.
The facts are that as of March 1685, no retail has been rented.
The rent used therefore for both the office space and the retail apace 1is

$14.68 per sq. ft. as the fair rent under the existing economic conditions and

the conditions which existed on January 1, 1983. The loss for the firat five

years is then as follows:

$23.00 « basis for cost

Less qctual =14.68 ,
Loss for 113,700 sq. ft. ' $ 8.32/8q. ft.

And 13,314 8q. ft. retail at $20.C0

Less =14.29

Loss S 5.32/8q. ft.

This two year loss in ccunorcial rent alrcady excocis the loss of £3.32
por sq. ft. for a five year period without interest, inaszuch as 85.32 loss x

2 = 3$10.64 for two yoars.
. The renaindor of the office space, not including tho bolow grade crace,

is 143,949 sq. ft. All of this space is not ronted a3 of [larch 15, 1505,
however, if the ront 1o ostinatcd the seze aa the long tors leage for a five

-—

year period at 820.253 por sq. ft. vith six months abatcooaty the loss in rent

say he calculated as follows:

143.9‘9 8Q. ft. x 320-25/!’1‘ x 6/'2 L b} ] '4;7'484 abatczoat

And 01,457,424/143,9°0 o2 . - S10.17 4n tho £105¢ Frat.
Towever, th2 r—ow~t por rear with interest at 13.55 to cqual the preseat worth
of $10.13 is $2.52 per year,

And $20.25
h. -~ 20?.?

$17.53/sf first five yoars bslove CP1
increase..
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1220 L St. WV

The two graphe on the preceding pages illuatrate the difference botween
the rent expected when the development was proposed and the ront obiained.
Craph Ho. ¥ illustrates the diffor‘nc. betwoen the r?nt payable under the 25
yoar lease, and Graph 2 iflluatratea a probadble trend of rent for the remaining
143,949 8q. ft. for a ten y&ar period.

The overall rate usod.for the calculation’of the economic value as if

complete on January 1, 1933 vas 13.53. The same rate will be uced as a

discount rate. The reant loso for tho first ton years only, wiil bo ostimated.

Por the lease, the factor for the present value of 81.00 {or {ive yoars

is 3.475. Therefore:

1=5 yra. = 113,700 af x $3.32 x 3.475 - 83,050004
6-10 yrs. ~ 113,700 of x $4.05 x 3.475 x 531 = AANO.!
- $4,126,922

Loss in ten years from leass

Loss froa the 143,949 remaining oq. ft.:

1-5 yrs. - 143,949 sf x $5.67 x 3.475 - 82,025,070
6-10 yrs. - 143,949 of x 3.475 x $10.63 x 531 = 3.77?.?72
' - $5,659,753

Lose



Total Bconomic Obsolescence:
Froa lLong Tern Lease
From Remainder

Total

Functional Obsolescencod

Cost of property is osticated at

$7.50/of nore thea it caould have

cost based on conparadlo costs
And 37050 b 4 2900956 of

Physical Depreciation
Total Accrued Depreciation

Coat Conpleted-nev
Less lLand

Construction Cost

Cost to complete

Less Accrued Depreciation

Value of inccoploto proporty o8
affected by accrued deprociation
As of January 1, 1833

Rounded

at

/

L Y
./
> . .
/}$4¢Zﬂ2<»¢4// /<?f’—/’141}447‘£“,
8T5a, V4

1220 L St. N¥

$4,136,9392
5,659,755

$ 9,796,777

2,182,170

lonn

$11,978,947

$34,620,LC0

- 7,602,€72

$27,€¢9,C00
5,057,622 (pace 30)

$21,022,2°9

C 291,993,570

Cisp

$ 9,050,430

+ 7,602,800 - send

$16,035,453

$16,020,C50

wd i’
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