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Petitioner, . e
Tax Docket Nos.

V.
3312-83 and 3267-83

DISTRICT OF COLUMBIA,
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Respondent.
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These matters came before the Court for trial on June 21
and 25, 1984. The cases involved a property for which

petitions challenging assessments for tax years 19083 and 1984

jjpursuant to D.C. Code §547-3305 (198l1), made applicable by

e e
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were filed. Both actions were consolidated for purposes of

trial. This Court has jurisdiction to hecar these appeals

§47-825 (1981).

DACRGRCULID

The property cubject to this action is a five story plus
basement building and land identified as Lots 15 and 830 in .
Square 1778. The property is known as 4000 Albcmarie mnnnonx
Northwest, and 4435 Wicconsin Avenue, llortiwoot.

In Tax Docket o. 3267-83, vmn»n»oson chalicongos the tax
year 1983 assessment of the improvemanto and land identified
as Lots 015 and 830. This proporty was asccoced by mbavosnamn
at $1,562,010. Upon adxinistrative appcal and hearing, the

assessnent was scustained by the Boaréd of Egualization and

Review on May 25, 19%32.

S TN

In Tax Docket No. 33i2-83, Petitioner nurwwmanou tax
year 1984 agsccocment of the improvements and land idontified )

as Lot 015 onily for tax ycar 1984. The proporty was

BROSTINGH A S e vt

initially assesced at $1,500,000. Upon clminictrative appeal

and hearing, tho buuoanﬂunn wac increased by tho Coard of
Cqualization and Roview to $1,75G 000 by decision dated iay
27, 19G3.
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The Court, having considered the pieadings, testimony
and documentary evidence offered at trial and argument by
counsel, adopts the following findings of fact:

1. The subject property is an office building with groun)

floor retail use which regularly generates an income stream.

2. Potitioner's expert witness estimated the value of

o e oo

¢

ithe subject property based on the income approach to valua-
btion. The expert witness, F. Alden jfurray, Jr., stated his

| opinion that the subject property is an investment property
and that the value lies in what a prudent invesctor would be
willing to pay for it. BHe based hioc cstimate of value to
investors on a capitalization of net income produced by the

property.
3. The ineccxa approach Ybaces accesced value on the

amount that invoctors would be wiliing to pay to roceive the ’
1

incoma that ¢ho proporty could be cxpected to yield . . . "

l

!9 D.C.M.R. 5307.5 (1902).
4
?? 4., Potiticancr'o appraicer cxpioyced a capitalization
;2
procano wvalca convorts into present vaiuc anticipated future

inztullmantc of not imecma. Tor a ccpitcliiczation rate,

Mr. Murray CGotornincd a rate of roturn on cquity and adjuntod

i
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1/ Thooe nunlicina "P"u;at&01u fuarth~r stato that tho inceme
|l Todronch 40 4o D2 wind o Cho ascecsor's offico in accordancc
i
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"(a) °m Sndieation ©of Sho valre of on inccma oroducing
=z RSy At Do cotirntod oY ce:puting.tne procant
woztad of a futurc incecro strcaa;

{b) Thn dncemn otznmm canii b ca?italizcﬁ or converted ;
into an inCicated vaivoy CnG
c"’ﬂ'“” roturn or the not roturn.* 9 D.C.H.R. 5307.5

f {c) T coennt Al Do enpitalinnd taw b cltchor
i




4

i
i

I

i
i

Bt

' years at isguc.

| region.”  South Atlantic regional figures were 12.8 percent;
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it for non-liquidity and risk. Secondly, he determined a
mortgage component for the value by consulting Washington,
D.C. area lending institutions for interest rates, loan-to-
equity ratios and length of loans. The investor's capitali-
zation rate for Washington, D.C. thus determined was approxi-
mately 15.7 percent for 1981, the calendar period just

preceding the tax year 1983 valuation date of January 1,

1982, Petitioner's expert then consulited tables published byi
the American Council of Life Insurancc of Washington, D.C., '
which indicated the 1981 average capitalization rate for theé
Middle Atlantic region to be 15.5 perceat, in the came range;
as the investor's capitalization rate Geveloped from local

research, He uged the average rate in his calculations.

Similarly, for the 1902 calendar period recicvant to tax year
1984, Mr. Murray Geveloped {rom local rcscarch an estimated g
investor's rate of 12.53 percent, tacn celacted the Middle i

Atlantic regional average of 12.10 porcent. iAo the respond- |

ent's counsel pointed out at trial, the District of Columbia
;
actually is classificd for the purpoccs of the above-men- !

tioned insurancce tables as part of ¢ho oroader South Atlanti{
2/ i

1

. for 1981 and ii.7 percent for iS02. ;

Mr. lurray Goveloped projections of future net income
and capitalizcd thcem at rates whica Cifforcd between the two
As a result, ais cotimationa of value digd
not remain static botwceen tax ycars 1233 and 1904. In pro-
jecting income, he made adjustments in both yeays to account

for the office cpace occupicd by the property owner.

2/ *UCIle Drlontic® oo uveed Dy tho Noslecon Covmell of
Lifa InouzoncHy Zoli~zs SO Imw Yok, W Oorosy and Doansyle
vanin. ®Couth nELontle® 4o unnd Lo mofcr 40 Bhictaro,
Marsoland, ¢ho Dictrict of Coiuvmbia, Vicginlia, U273t Virginia,

North Caroliina, Couth Carolina, Goorgia and Plorida.
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S. The appraiser concluded that for tax year 1983 the
estimated fair market value of the subject property was
$913,000 and for tax year 1984 the estimated fair market
value was $1,100,00,

6. Petitioner's property manager, Mr. Joseph Donlin,
testified that the income and expense data, on which Mr. Marray
;later testified he based his analysis, was truthful and

4accurate. Furthermore, he stated that in his experience

!such data was normal and reasonable for comparable buildings.
7. Petitioner presented testimony that the subject
property, on which the building was constructed in 1956, was
in relatively poor condition, lacked adequate parking in or

near the building, and suffered the dGisruptive cffects of

nearby subway construction and the competition for rental

income from higher quality propertics. 2Potitioner's witnesse
testified that all icagses in the subject property were nego-

tiated at arms length and with an intont to reflect the

marketplace.

‘ 8. The Respondent's witness Cuinton arvell, was the
assessor who was responsible for ascociing the cubject property
for the years at iscue., He testified that he relied solely on a
market approach to valuation, one of the mzthoda3?ermit-

ted under the District of Columbia reguiations.” In
employing that approach, the assessor rclicd on data devel-

oped from the salco prices of property e deemed comparable

" to the subject proporty.
9. The gales used by the asscessor to asgess the valua-

1977 and 1578. Tho dates of valuation ol the subject
property are January 1, 1982 (tax year 1903) and January 1,

i1 1983 (tax ycar 193¢).

i 2/ Sea 9 D.C.l.R. $5367.2 {1032).

tion of the subjoct property were principally from the years |
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able in oxder to arrive at the asscessment for the subject
property. He did not develop mathcmatical formulas or other
calculations in determining adjustments, nor did he gubstan-

tiate any basis for his adjustments. Adjustments according

to judgment were made by the agscsgor to account for differ-

— e

i

?ences in zoning, building age and sizes, and age of the sales

1
Vo adjustments were made by the assceosor to account for

ﬁdifferences between the properties used as comparable and
the subject property as to the {ollowing: mortgagas or other
“financial Gata, thc amount of available parking, the physical
i
H

%condition of the structurecs, the average net rental incomes,
A
éthe nunber of flooxrs or elevators, the oiza of land area,

jthe nature of the tecnancics (i.e¢., single or multi-tenanted

gproperties), the amount and type of retail uses, or other

! factors. The assespor testified {hat he did not know

'whether thc sales he deemed to de comparable wore arms-

length tranocactions.

J

|

! 11. Appiicable law reqguires as follcws:
|

{

i

in C »nrﬂhnung cotinated marlhint vnlve for
voarlouws kindo of mcoali nronariy Lo Imrror
chnil Cale into ceoccunt ony Cretes z:::;“.ch

; nicat have o benring on ehh pazhet valine of
g the zeal pmoparey Lnclivding, LUt oot iinited
# to, ooieon informaticn oa simil~r €25 of

H renl nzeannltl, moricacs, o ol -or Jincncial
Coxotions, rorro.nnstlon gt Leto

q c».uua-

q

{ cccrund dcw*ccinbocn beenuno of o3, conGi- .
(&1

| tica ond othor Canbo:u, inces ecrning

i

H poteatial (1£ any), coning, and government
{

irzoced rcatrictiono.

L

!
g
!
!

: 12. Itunicipal reogulations ctate co {alliowos

H *In C~hemmining S conconnd walen of property
— ~an -7
| thn ?urﬁﬂtm~ mh“a tonn Loto czervat all

¥
b crrallehlis Lafommasicn wh.oh T Dovo o oarding

on twﬂ mACRAS VaIte o G0N SCak mmernInhy
inciuding, »ut not 1imitcd to, tas Lollowing:

10. The assessor testiiied that he used his judgment in

|

jmaking adjustments from those salesc he dcomed to be compar- !

e I
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' net rentadic arca, =zoning, F.A.Q., iand area and tho break-
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(a) Governmental imposed restrictions;

(b) Sales information for similar types of
real property;

(c) lMortgage or other financial considera-
tions;

(d) Repiacemeznt coots, less accrued depre-
ciation because of age, condition, and
other factors;

(e) Income earning potential (if any);

({£f) Z2oning;

(g) The highesct and best ucc to which the
property can be put; and

{h) The precscent use and concition of the
property and its location.

9 D.C.M.R., §307.1 (1982).
13. Applicable municipal reguiations which specifically
govern the comparable sales approach to valuation require

"reagonably comparable properties," rocent cales, cales from

within the same or "similar areas,” and "arm's length

transactions” unless sales are "adjusted for differences".

9 D.C.M.R. 5307.3 (1982).

14. The assessor testificd tiaat ho charted, on a sprea

i
(4
sheet, sale activity of small coc=oreial office buildings in

upper Northwest Vlashington. On this workghcot, waich was
date of gale, cale price, yoar built, grocso bulilding area,

down, 12 any, Jor olfico and rctalil cpocc. Laving done sq,

he testificd that he scelccted a value for tho oudjoct
property of $1,500,000 or $38.66 por groco building area and;

$44.73 per not ronmtable area, figures within the range of

sale activity.
Prépertiem uced as cosparable were at the following

locations, sale dates and pricess

PR




Location Sale Date Price

2241-51 Wisconsin Avenue 7/19/84 $1,800,000
4001 Brandywine 7/19/84 2,700,000
3216 New Mexico Avenue 6/29/78 2,021,000
1680 Wisconsin Avenue 2/22/78 825,000
4228 Wisconsin Avenue 1/4/78 3,100,000
2461 Wisconsin Avenue 12/723/77 525,000
5401 Western Avenue 9/28/77 1,200,000
5185 MacArthur Boulevard 9/12/77 1,851,102

8/5/17 1,780,000
2139 wisconsin Avenue 7/5/77 1,680,000
3301 New Mexico Avenue 3/15/77 7,981,599

2121 wisconsin Avenue 6/19/82 9,000,000

The sales prices of two propertics whica cold in 1982,

E

i ot

e A ey W L3 e e e

and which were offcred into evidence by tiic District of

Columbia solely for tax year 1934, were congsiderably higher

(on a per squarc foot of gross building arca basis) than the

assessment of the scubjcct property in tax ycar 1984. 1In

: contrast to this opocific cales data, tie assecsor testified,
i that salea of properties used as comparadic Gid not indicate

‘3any reagon to increace the value assigned to improvements,

from tax year 1903 to tax ycar 1904.

15. The valiuation establiched by the ascegsor for the
improvements on the subjoct property (91.5 million) daid not

vary between tax ycars 1903 and 19C4.

16; Petitionor's oxpert witnoss testificed that he did
not bolicve the properties identified by the acsessor were
corparacble. He stated that thoy micht bo usable as compar-
ables only if cuch moro data than that used by the aszessor

Mr. Harvelle testified that he arrived at the square fooE

to sales figures to account for differcnccc cuch as location,

price used as the kasis for bach asscooment simply by exercia%ng

his "judgment.”™ e was unable to recount any adjustments mad%

]
i
j
!
b

Nt s



- 8 -

were considered and adjusted by means of mathenatical form-
ulas. Such data would include financing, net income strean,
condition of the property and other items. H& also testi-
fied that many of the properties relied upon by the assessor
were in substantially differing locatioas from the subject
property -~ for instance, in Georgetown - and had considerably
larger buildings, had significantly greater available park-
ing, were situated on much larger lots, were in better condi+t
tion, or were characterized by differing tenancies (single
tenancy, special use, etc.). He stated that several of the
sales, including the Washington Clinic and Foxhall Square
Mall, wvere not "arms length® transactions but were distress
sales or corporate or partnership transfers.

NINLY3IS AND CONCLUSION

The petitioner becars the burden of providing its chal-

lenge to assessments and establishing value by competent

evidence. Yyner v. Dintrict of Columbia, 411 A.24 59 (D.C.

1980), Supét. Ct. Tax R. 11(d). By a preponderance of the
evidence in this case, petitioner has met the burden of
proving that the respondent improperly assessed the subject
property using the comparable sales method, that the income
approach to valuation is appropriate in this case, and that
the value of the property is as developed by petitioner's
expert through application of the income approach.

Examining first the government asgescments, the Court
finds that trial tdotimony demonsctrated the existence of
numerous doficiencics. In establishing property value by

the comparcbio cales mothod,

it 1o not o'~cuakte for on anpraicer o nirdiy
report a prior cale of the prozorty in cuoglticong
ha.must alco analwse tho cale Lo Crtorming Lo
rolovancy ond re—ort the reoulis of hio anal:rois.
I2 4% 40 fovnd that the nalo wecurrcd co mied ]
baforo thn date o2 apprairal as to 2 momnincless,
€240 ohould b0 chated. Al it 1o Zeound that <0
cale (LG not yeozasont noarmiet valvn and vas aet

an arms lencith crancaction, that eonecluslicn, ond :
the rcasoning behind it, shoulid aico bz rcportcd.

. . 3
J. D. Daton, D-n1 Doeate Valuation in LAdticotient131
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tenanted office building with ground floor retail uses. The
property's future income stream can be estimated for purposes
of capitalizing net income. The testimony and evidence at
trial revealed a lack of comparable sales in the data used
for assesement. The Board of Equalization and Review recog-
nized income analysis as determinative of value, as reflected by
the fact that after considerina thetax year 1984 assessment,
the Board of Equalization and Review made an increase upon a
finding that “capitalization of net income supports adjusted"
estimated market value.

Petitioner's expert computed the present worth of a
future net income gtream and capitalized it. Respondent
contends that petitioner's expert based his income analysis
on inadequate income and expense data and omitted certain
steps in applying the income method, and that he employed the
wrong capitalization rate.
First, with respect to income analysis data, the DintriJ;

argued that incomz and expense forms gubmitted by potitioner

!lacked information on occupancy. %Tais was true of the

calendar year 1901 form, although the 19803 form did state
vacancy and credit loss as a single figure. The Court credit)
the testimony of petitioner's expert that he gathered nec-

essary information and made adjustments for deficiencies in

these income and expense forms.

The District's further contention that the expert

omitted steps in income analysis merits attention. The

comparable propertics to demonstrate their reasonableness.

i govermment. has obscrved that the process for income capitali-

zation by an appraigcer includes cotimation of qrbno income,
deduction of vacancy and credit loss to determine net in-

coma, and comparicon of both incoma and expense data to y
 §

~ - "‘.- - L] Ed bed
®/ Sed, ©.9., J.D. Tiem, Do ToATAn TTUratten fn TAMtens

Eim 133 (1902), rffint DITACAR FHDTLLUEC On woad L Cunte

3

ippraisers, Thn M- whind of Donl Mansa (7th ed. 197C) .

S . e,
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The District asserts that petitioner's expert failed to
estimate gross income or to review comparable properties’
gross income, vacancy and credit loss, and expenses. The
appraisal report and support documents submitted by Mr. Murra
do contain estimates of gross income, as well as vacancy and
credit loss based on actual figures reported for the subject
property. However, no comparables were discussed in the
report or testimony. This omission goes to the weight of the
expert's testimony and his opinion of the proverty's value,

Actual figures for property being valued do suggest a
reliable basis for projecting future income and expenses.
Although the District has criticized petitioner‘'s appraisal,
it has not offered any evidence that the income and expenses
used for the subject property are unreasonable.

Second, the yovernment hrgues that the capitalization
rates used by Mr. Murray were improper, because they repre-

sented averages for {inancing done by insurance companies in

‘the Middle Atlantic rcgion. Theco ratoes were, however, very

clogse to rates Corived fronm Mr. Murray'c reccarch of local

financing.
proximity to ctates clagscificd for purpoces of the tables

i

as "liddle Atlantic™ -- Ponnsoylvania, llcw Jorcey and New Yori

T g g o e e
-~

The Court is not percuaced that thoe copitalization rates

e el AT T

The Court obscrves that the expert had use of actual.

i 1902 and 19083 ficures in determining value, information the
: asgpesgor could not have had at the timo of assessoment. Peti

tionor arguocs, and tho Court is porsuaded, that had the

' ovidconcs of valuo undor the incoz=s approach. It chose not

EL.to do so.
I

E
) Furthczmore, the Digstrict of Columbia is in closA

selected undernins tiic expert's opinion of value in this cas!

govarnmont performcd income analyois the rénulting asgensmon :

y

‘e

i
|
L

; i

/| would have bcon within the rangs of orror. %ie District had
Z i
an cpportunity to uco tho trial im part to precoent alternatc’




{|With respect to the tax year 1984 assessment, which the Board
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In light of all the facts and evidence presented, the
Court is persuaded that the assessor applied the comparable
sales method in an improper and arbitrary manner and the

income approach was the proper valuation method in this case.

revised, the Court ftully recognizes the Board's expertise
and acknowledges the necessity of equalization. Nonetheless,
the Court concludes in this case that the expert opinion of
value has sufficient basis and accurately states the market
value of the subject property for tax years 1983 and 198¢.
The assessments therefore shall be reduced by authority of
D.C. Code §47-3303 (1981), made applicable by Section 47-825
(1981).

Wherefore, it is by the Court': this [‘[ b:y of
September, 1984,
ORDERED that the asgessment value of Lots 815 and 830
in Square 1778 for tax year 1983 be, and hereby is, reduced

from $1,562,010 to $913,000; and it is

 from $1,750,000 to $1,100,000; and it io

FURTHER ORDERCED that the assessment value of Lot 815
in Square 1778 for tax year 1984 be, and hereby is, reduced

FURTHIZR ORDCRID that the petitioner within 10 days of
the date this order is signed shall precent a proposed order
for refund of taxes for tax years 1983 and 1904.

. '\.
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