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suUTTnION counT or Tie
DISTRICY OF CCLILIA

SUPERIOR COURT OF THE DISTRICT O OLBMBIA o o o'oN
Tax Division : A?R ) 9,‘:33

t

WASHINGTON SHERATON,

FiLID

Plaintiff,

v. H Tax Docket No. 3123-82

DISTRICT OF COLUMBIA,

Defendant.

OR2INION AND OTDIR

This matter came before the Court on January 6, 1983, for trial. The
Petitioner challenges the Real Property Tax assesszed egainst it for Tax
Year 1982 pursuant to D.C. Code §47-820 (1901). The Respondent's
sssessors placed an initial valuation on the petitioner's land of
$17,557,825 and on the buildingsof $78,642,175 resulting in s total
estimated market value of $96,200,000. The Petitioner appealed to the
Board of Equalization and Review which reduced the proposed assessment
to §80,325,000. The Petitioner paid the resulting tax of $1,710,922.50
and timely filed this appeal.

This Court has jurisdiction to hear this appeal pursuant to D.C.
Code §§11-1201 and 47-3305 (1981).

I.

The Petitioner, Washington Sharaton Corporation ("the Sheraton"),
claims that the assessmant values establiched by the Dosrd of Equaliza-
tion and Review ("the Doard") for both tha land end improvememts ara
invalid becsuse they significantly exceed the "estimated market value"
of the property in violation of D.C. Code §47-001 ct £oq (1981). The
Petitioner also contends that its property was overagsessed in relation
to the valuations placed on surrounding cocpareble properties in viola-
tion of the Due Process Clause of the United States Constitution. The
Petitioner bears the burden of proving that tha govermmcnt's assessmant

{s incorrect. Uyr~r v. District of Colv~bin, 411 A.2d 59 (D.C. App. 198C).

Ordinarily the Respondent, District of Colucbia ("the District"),

defends the estimate of value arrived at by its assessors or by the
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Board. 1In this case, however, the District chose to place into evidence
an entirely new theory of valuation. The District did not argue that
the Board's findings were correct. Instead, pointing out the de novo
character of the trial, the District argued that the Board's actions
wvith respect to the Sheraton property were not properly before the Court.
Neither did the District defend the valuation of the Sheraton property
originally reached by its assessors. In its answer, and in answers to
interrogatories, the District contended that the original assessment was
correct. But at trial, the District introduced no evidence to support
the original assessoent. The District's evidence at trial consisted
solely of the tcnti;ony of an expert appraiser who reached a final
estimate of the Sheraton's value that was entircly different from the
estimate provided by the District's anneanors.l! The expert used a
different method of appraisal than that chosen by the assessors. Under
this method he reached a final valuation that was rema:lhably similar to
the value placed orn the subject property by the Doard{zj In this way
the District attcmpted to show that whether one used a "construction
cost" method of appraisal, or an "income approach," the resulting esti-
mate of the market value of the Sheraton property would be substantially
the same.

Becsuse of the unusual posture of this case it is helpful at the
outset to discuss this Court's scope of review of real proparty asscss-
ment challenges. The Superior Court's juricdiction to review a decision
of the District's taxin3 suthorities is purely statutory. D.C. Code
$47-3303 (1981), which outlines the responsibilities of the Superior
Court in tax sppeals,provides that "[t;he Court shall hear and deter-

nine all guestions arising on appeal and shall make separate findings

of fact and conclucions of law, and shall render its declcion in writing:
The Court may affirm, cancel, reduce or increase the ecoescoent." This
section is made zpplicadle to real estate tax challeages through D.C.

Code §47-3305 (1931). The District of Colurbia Court of Appeals has

1/ Tas export eosigstd o totel value of (31,700,000 to the Cheraten
property, ¢hile tha ovisimal ascescors roached on osticnce of $96,280,00).

2/ The Doard valued the Sharaton property at $20,325,0300.
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construed .ne language of §3303 to mean that p.uceedings in r.he Superior
Court are trials de novo necessitating compotent evidence to prove the

matters at issue. ¥yner v, District of Coiv~%ina, 411 A.2d 89 (D.C. App.

1980). Sce alco VWatrous v. District of Colu~Y4ia, 135 F.2d 654 (D.C. Cir|

1943) (interpreting similar language in predecessor statute). A trial dd
novo means trying the matter anew as if it had not been heard before and
as if no decision had previously been rendered. A trial de novo is de-

cided wholly without reference to a decision by an administrative board

in the matter. Eorton v. Liberty Mutuzl In3. Co., 367 U.S. 348, 355 (196i

II.

The factual and procedural background of this case is essentially

undisputed:

1. The Petitioner, Washington Sheraton Corporation, is a corpora-

tion organized under the lzwas of the state of Delaware with its principai

place of business et 60 State Street, Doston, linssachugetts. It has, at

all times material to this action, been cuthorized to conduct businozs
in the District of Coiuzbia. The Petitioner ownse the iend and the hotel
improvecsnts locoted at 2660 Woodley Road, N.W., and designated as Lot
32 in Square 2132.

2. The lsnd crea owned by the Shoraton 15 spproxicately 702,900
square feet or 16.12 acres located in Northwast Washington, D.C. The
land is bounded by Calvert, 24th and 29th Streots, Woodley Road and
Connecticut Avenua. Approximately 14 of the acres are soned R-5-B, the
rest, along Calvert Strect, is zoned R-5-C. The site is landscaped and
improved with a hotel complax.

3. The Sheraton Wachington Hotel complex consists of three
buildings: The Warcoan Building, completed in 1930, containing 308
rooms; the Motor Inn, completed in 1962, containing 215 rooms; and the
Main Building completed in March, 1980, containing 990 rooma.

4, The original Main DPuilding of the hotel was erected between
1915 and 1919. Construction on the new lain Puilding bagan in 1978.
The newv building vwcs erected alongside of the original building and in-
corporated parts of the original building, such as the baliroom. The
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original building was not torn down until the new building was completed.
The Washington Sheraton chose this method of construction so that busi-
ness could continue throughout the construction phase. Guests continued
to occupy rooms in the old building while the new one was completed. 1In
this manner the Washington Sheraton could continue to meet its convention
commitments, some of which were made up to five years in advance. All
construction, reconstruction, and demolition asgociated with the Main
Building of the hotel was finished by March, 1980. The Washington
Sheraton never closed during the reconstruction, mor did it lose a sig-
nificant amount of busineass during that poriod.

5. At the time that the Main Tuilding was being reconstructed, the
Wardman Towers and the Motor Inn were also underjoing renovations. The
renovations meant that from four rooms to two floors were unavailable for
occupancy at any given tima.

6. Tax Year 1902 runs from July 1, 1901, to Jupne 30, 1982. Pur-
suant to D.C. Ccde §47-820 (1981) the accessed value of real property
zust be the cstimated market value of guch property as of January lst
of the year preccding the tax yesr. Therefore the Sheraton's market
value was to Lo determined as of Janmuary 1, 19C1.

7. Paul Spruiil, the ascessor rosjonoidble for valuatiom of the
Waghington Sheraton property for Tax Yeaor 1932, placed a valuation of
$96,200,000 on the property. This fizure reflected a value of
$17,557,825 for the land and $73,642,175 for ths icproverants.

Mr. Spruill testified that he recached the original sosescmont
solely by using the "construction cost” natied of appraicing the new
building, pius the renovation costs of the two existing otructures end
the value of the land, to arrive at aa cctimated market vaiua for the
Sheraton property. 7he cost fisures wore baged on data cupplied b7 the
Sheraton at his request. Mr. Spruill thenm compared these figures with

data provided by liarchall's Valusticn Earvices to reach ea agssscnent.

Mr. Spruill's workechoot contained only the conclusory asceoszont values.

It did not reflect cny calculations meds to reach tha finsl valua-

tion. Mr. Epruiil testified that, in hic opinion, the tladm Tulildiag |
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was new and thus that the use of the "construction cost" method was
appropriate,

Mr. Spruill testified that he received no guidance from trade
publications or his supervisors as to when to make the switch from an
assessoent as a new building to one as a pre-existing building. First
he testified that he ordinarily stopped using the comstruction cost
approach after a building had been on the tax rolls under that method
for twelve months. Then he testified that he scwitched methods when the
income stream had stabilized to a point where it provided an appropriate
basis for determining taxable value.' Lo could determine the point of
stabilization by analyzing financial statcments. Yet Mr. Spruill atated
he did not look st the income and expense statements provided by SheratoJ.

and did not exonine the Sheraton's income stream In order to reach an

assescment for Tax Year 1982.

Mr. Spruiil aleo testified that of primary inportance in dctornininﬁ
wvhen to owitch from the comstruction cost vathod to the income stream
method 1s the point at which a hotel has acquired a competitive
occupancy ratio. He stated that, durinp the tira that the Sheraton's
new building was being constructed, other hotels in the District had
occupancy rates of 65-70%. Spruill did ot look at the Sheraton's
occupcacy rate for this period.

8. Grorzory Dacoira, the Cocptroller for the Washington Sheratonm,
testified that th averoge yoarly occuponcy rate for the Washington

Sheraton duriz the pariod of conmstruction was 63.2%.

9, Iir. Spruill further testificd that other hotels wore undergzoing

major renovaticas during the tima that the Washington Sheraton was roconi
structing ito ain Duilding. 1[lome of tho other hotels were assessed
using the coastruction coots of their rcnovations.

10, The Potitiomer appaaled Spruiil's valusgtica to the Board of
Equalizstion snd Dovicw. The Doard roduced the total aszescomsat on

May 26, 1981, to $30,325,000 reflectins a $17,557,825 valuation for the
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land and a $62,767,175 valuation for the improverznts.
11. The Petitioner timely paid the tax of $1,710,922.50 due on the |
Board's reduced assessment by remitting the appropriate installments in

September, 1981, and March, 1982.
12. Plaintiff's Exhibit #5 shows that the Sheraton had sn overall

return rate of 92 in Tax Year 1982. 1In coantrast the overall return rate
for three other convention hotels ranged from 15.6% to 20.5%.

13. There was no testimony as to which cathod of acooossment was
used to deternine the Sheraton's real property tax 1iadbility for Tax
Years1981, 1980 or 1979.

III.

Due to the District's position at trial, this nattor precents a
true trial de novo in which the prior administrative record 1ic not at
issue. Before turning to evaluate the new evidenca of value offered
in this trial de novo, however, the Court ruot excaing the District's
original assescczent 4n light of the unique featurco of this case. The
original agsesszcnt ond the Board's reduced acsepcmont form the inftial
jurisdictional foundation of this ouit. Ths Petitioner contends that
the District's valuation of its property was arbitrary, thus violating

the Petitioner's cue process rights. For the following reasons this

Court agrees with the Petitionmer's pooitioa.

The “conotruction cost" method of cotimating value 18 the proper

pethod of asseczcmant to use when commercisl property 46 brand new and
thus has not yet attaiued a strocm of fncom2 cufiicient to indicate

value for taxation purposes. Tho construction cost cpproach is used to

S s At

doternine what a willing buyer would pay a wiiling seller for a new

structure. This a>prosch Jenerally outlines the replaccment cost of

the building (tho iend 1s valued separately) to indicate what a bujyer

- %s

would have to pay to comstruct a similar buiidiag.

The Ynlnrslien of I'tals oA "ataln, by the Azorican Institute of

Real Estate Appraicers (1979) p. 56 etates:
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Apdraical literature recor—monds utilizing the cost
anproach for nev propertics (which are not ot affccted
by the various forms of depreciation) as weil as for
unique or specialliced improvements (churches, libraries)
lacking a comparable market and income potential.

« « o A pore gignificont reason why the cost anproach
15 ezldon used to value exisnting hotels ond rotels is that
the underlying accunpticns do not reflect the investreont
rationale of typical hostelry buyers. Lodsinn focilities
are Incem2 producing propartics that are —urchaced with
the intent of realizing future profits. Tonlacersnt cost
has little bearins on an invactozat declsica there the
buyer's primary concern is the potential return om cquity.

Cac insteace vhere tho cost approcch deco niovide a
roaninslul stondard of moasurczment is in determining the
feasibility of a proposed hostelry. |

The Respondent's expert witness, Willian Rarpe, testified that en ?

"{ncome approach” provided the most appropriate ceasure of the Shernton'ﬁ
i

warkat value as long as there was a continuing ctream of incoma from

which to extrspolate data. He stated that ha would not have uced a

e e St

construction coot cothod even 1f the Main Cuilding were otill in the

process of being constructed at the tims of the sppraical dboccuse guch |
a method does not truly reflect the business incoze of the property, .
and would not take into account the costs of Ccicy or noa=-cozpletion of ;
the building. In Zarps' opinion an income axproceh to value is the

only realistic wethod of assessing business proporty.

Since all authoritative cources, and ail the wvitncsces at trial,
agreed that tha construction coot approach to voluation ic eppropriate
only when a hotel ig ncw, the question becomos vhacther the Cheratiom woo
a new building on Jecuary 1, 1901, co that tiia ©se of thst porticular

approach properly roficcted tha estimated carkeot vaiua of the proporty

on that date. BDascd oa the facts enumerated cdovse the Court has con- !
cluded that the ercction of the Sheraton's ncw [ain Cuilding during i
|

1978-19C0 was a reconstruction. The Sharatoa's hotel businsss continued

uninterrupted during the period of reconstruction. The {heraton main-
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tained a stream of income sufficient to provide an appropriate basis for
determining the estimated market value of the property. The new bain
Tuilding was not "new" in the sense that there vasyzgfincome history
sufficient to form a basis for taxation. The reconstruction of the Main
Building was, in essence, renovation on a grand scale. None of the other
hotels in the District that were engaged in extensive renovations during
the time in question were assessed using a construction cost method.
Furthermore, the use of the construction cost approach resulted in an
sssessnent of the Sheraton's property that wos cignificently higher than
the relative asacasments of comparable convention hotels arrived at
through other appraisal methods.

Therefore, the Court has determincd that the District's use of the
construction cost method to eatimate the market vaiue of the Sheraton
property for Tax Year 1982 was arbitrary and capricious. The Petitioner
has proved, by a prepondersnce of the cvidence, that the final access-
ment was not based on sound or commonly accepted and used appraisal

3/
principles, and it 1s invalid.

Iv.

Having found that the District's acccoszent of the Sheratonm
property for Tax Year 1982 is invalid, this Court cust now determine the
proper estimsted market value of the property as of January 1, 1981.

The evidence of value offered by the parties consists primarily of the
conflicting tostinony of expert sppraiscrs. Doth Hr. Anthony Reynolds,
who testificd es the Potitioner's export sppraicer, snd Mr. William

Harps, the Reoponlcnt's expert witnecs, have had extensive experience

in appraising hotel properties.

‘/ This Court hns previcuscly rejected the uce of tha consiruction cost
r"arohch cotin~ thot 4t vields eca imarfcet cotimnte of rarliot valua,

.~

Cah‘\@p—w‘ '\np.evv. Raletate) “’n"-——dh,\» "‘!nr nn.:.»‘qu LI T\lqpr!'n»- ,«f' f‘ﬂ"m»- «”o. Lm

Docknt 266 (ComorTamium oT(oT, ADTii WV, 190U, Jaen (e~ Anteanie
end DPacific Toa Co. v. Kinzren, 42 R.Y.2d 236, 300 seke2d GGo \AY7/).

Ty s e e
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Since the District abandoned the administrative record, the Court's

function in this trial de novo 18 to weigh the ectizmates of market valua |
reached by two nongovernment expert appraisers using similar appraisal
methods, and to make an informed, impartial determination of the taxable
value of the Sheraton property. In a trial de novo the Court may either
accept the testimony of one of the experts or perform its own calcula-
tions and fashion & final valuation based on all the evidence presented.
Under applicable gtatutes and regulations, acsesscont of property
; 1o the District for taxation purposes is divided into two parts: a deter-
nination of the land value; and a determination of the value of the

izprovements on the land. The Court will therefore consider the compo-

nent parts gepavately.

A. LMD:
Mr. Harps and lir. Reynolds agreed that the bast wethod of computing

the estimated market value of land is to look at cales of comparsble
properties. Both experts used the same four salecs of cozparadle
properties in reaching their conclusions about the market value of the

Sheraton's land.

¥r. Reynolds testified that the Sheraton's land area is approxi~

mately 16.12 acres (702,313 square fset). Approximately two acres of

is zoned R-5-B which permits a 1.8 PAR. Deyroids stated that the
highest and best uce of the land, 1f it werc unicrrovoed, would be as a
: gite for townhouses. Cales of largs lots of ualrproved land for
; development ao touxnicuce ceczunities in f{avorchle [orthwest locations
. with comparable goain; restrictions in the provicus five yoars drought
betveon $4.60 exd (9.74 por cquare foot. In cvaluating the Cheraton i

property, ileynolds congsidared the femeral upward trond of real cctate |

prices, differences im pormitted density botwooa the cudject land and 5

the comparable propartiss, and the overcuppiy of toumhoucga-type living ;



-~

™z ]
3 _f\

v,

TR - v
e
A

P

i

‘_,,.v
\‘.; PN

L3
' cal

i
!
§

i
i
i

i
.

1 type of uniqua property. The Gifferences in estimated value are not

- 10 -

srrangements in the District. Based on these factors, he determined that
the market value of the Sheraton's land as of January 1, 1981, waa $14.95
per square foot. Therefore, Reynolds concluded that the total valuation
cf the land for Tax Year 1982 ghould have been $10,500,000.

Mr. Harps testified that the Sheraton's land area is approximately
16.11 acres (702,900 square feet), with mixed R-5-C and R-5-B zoning.

He testified that if the land were unimproved, its highest and best use
would be as a townhouse development. He concluded, howaver, that the
land's present use as & hotel is its current hishest and best uce due

to the presence of the improvements ;nd the necessity for installation
of sewer lines, power lines, strects, etc. if the land wore to be con-
verted to townhouse usa. In lMr. Harps' opinion, the lend produces more
income due to its use as a hotel site than it would if it were converted
to a townhouge development.

Mr. Earps used the same four cocparcble sales as did ir. Reynolds,
and adjusted the price per square foot to reflect diifercaces in size
and increases in real estate prices over time, Usrps rade his calcula-
tions on tha basis of price per PAR, and deternimeid that the four
comparable sales ranged from $3.01 to $13.10 per FAR. He then concluded
that the subject land would bring $12.00 por PAR. This figure trans-
lates to $19.00 per square foot for a final total ectimated market value
as of January 1, 1931, of $13,400,000.

The Court recozaizes the difficultics inhereat in sppraising this

surprising. Although the final figures reached by both expert ap~
praisers are supported by their own data snd expertice, the Court is
persuaded that lir. Uarps' method yields a better eotimate of carket
value than Kzr. Reynolds' msthod. BDoth experts used the seme "compar-
able" gsales. lir. Iarps, however, extonoively cansiyzed the factors
which could mezke those cales mot “cemparcble" to sm expected sale of
the subject property. He calculated dif{ferences in size of lots snd
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allowable density. He adjusted the sales prices to reflect the effects
of inflation and the real estate market boom between the date of the

sales and the date on which the Sheraton land was valued. Nr. Harps

then related this data to the Sheraton lend to determine the price at

which the Sheraton land could be expected to transfer between a willing

buyer and a willing seller on January 1, 1531,

Therefore, the Court finds that the Respondent has proved by a
preponderance of the evidence that the value of the Sheraton land on
January 1, 19Ci, vas $13,400,000.

B. T20CTTTINS:
L AXFANET 1

In order to determine the estimated market value of the Sheraton's
improvezients as of January 1, 1981, Kr. Doynolds considered the costs of
construction and rcnovation, sales of co=parable hotel propertics in the
District, and the income history and imvestoent cxperience of the
Sheraton. Ee cettled on the "incoma cepitalization” approach to valua-
tion. This type of eppraisal analysis permite the breakdown of income
stream into its component parts, one of which is real estate. Using
this approsch, Reynolds wae sble to separste the income attributable to
room rental, which in his opinion reflects the value of the real estate,
from the incono attributazble to the operation of a hotel business.

Reynolds did th11'by stabilizing income at January 1, 1981, and then

capitalizing it.
To rcach the stabilized figure Deynolds uced the me=—jer of svail-

able rooms (1,513) over 365 days. BEe looked at the average room rates
and occupancy rates for the six months prior to Jasuary 1, 1981, sad
projected these forward for the subsequscat six conths. Ee adjusted
both the room rate and the occupancy rate upward for tha six projected
months due to an improving climate for the hotel busincss. Mr.

Reynolds testified that ha did not uss ths Decexzder~Jcuary, 1950, montt
times twelve because that is the worst occupancy period of the year.

e
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Mr. Reynolds further testified that the 1980 business experience
was not, in itself, a proper basis for determining market value (althougt
it would be a proper basis for equalization). The 1980 experience is not
representative of the last day of the year for two reasons. First, it
does not properly reflect the inflation rate. Second, the hotel's
operations were somevwhat reduced at the beginning of 1980, whereas by
January 1, 1981, the hotel was fully operational. Therefore, using the
actual 1980 data would result in an unfairly low income figure. Mr.
Reynolds testified that the income stabilizatiom-figure is not an
average, but rather the "in-between" that would exist if each year were
the same in degree and extent of operatiocn.

Therefore, Mr. Reynolds determined the otabilized rooms' incore as
the product of 1,513 rooms times $61.00 per room, timocs 365 days, times
652 occupancy. [e used a capitalization rate of $14.38. He concluded
that the value of the Sheraton's improvemcnts as of Jsnuary 1, 1931, was
$48,150,000.

Mr. Reynolds further testified that if he had been selling the
Sheraton to a willing purcheser om Jcouccy 1, 1931, ho would mot have
sold the property for less than §73,000,0C00., Eo explsinad the differ-
ence between the tub figures as the diflcrcnce boetweon present worth
and potential worth. A prudent purchascr will ba interested in the
future economic g;ncfita to be derived fron an investuent in income
producing property. This interest in the future is not necessarily
indicative of prescnt worth.

Mr. Oarps also uped sn "incoms capitalization™ approach to deter-
pine the Sheraton's esticated market vslue as of Jamuary 1, 1931.
Fowaver, vhere lr. Deynolds chose Jenuary 1, 1931, as the stabilizing
date and used six months actual expericnce and eix months projected
experience to determine an income figure as of January 1, 1981, Mr.
Harps chogse January 1, 1903, as the gtabilizing date. MNr. Harps be-

l1ieved that, due to reconstruction and removation of the hotel, "the
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Sheraton Washington had to have lost business." He did not produce any
evidence to support this assumption. Although ilarps admitted that the
Sheraton had completed its renovation and returned to normal operations
by January 1, 1981, he explained that it "couldn't have" recouped all
the business it had lost during the period of reconstruction. He
testified, howe#er. that the Sheraton's income streanm would stabilize
two to three years after major recoustruction, and therefore that the

choice of Janmuary 1, 1983, as the stabilization date was appropriats.

Thorefore, Mr. Usrps projected the Sheraton's potential incoma to

arrive at a fizure for Jenuary 1, 1983. Then ho Giccounted that fisure,

using the discount rate of 162, to arrive at a voluation for January 1,
1981. Harps did not ugse the actual 1981 incom2 cmd cxpence data pro-
vided by the Sheraton in determining a stabilized figure for January 1,
1981. He ugced the diocounted, Jnnﬁary 1, 1953, figcure alone.

}r. Horpo toscifled that his appraisal cpprocca 4o often called an
"{nvestment znalycic." It is guided by the doctrine of onticipatiom,
so that velue is defined as the present right to futuro benefits.
Although Darps' cefinition of market value ao got forth in his appraisal
report doos not ianciude @ diecussion of "ecaticipation” or "future

benefits,” Harps believes that an analysis of a property's future worth

is necessary to dateipino its present mariet valua.

Kr. Harps teotified that an appraiser rust roaca real estate value

A

by evalusting the iccoze of the business. [Dowover, he did mot factor

into his calculstiozo the value of "good will." Darps aimitted that if
a fictional ™iotel 1" wore operating the hotel instead of the Cherston
Corporation, the hotel's expenses would have beea higher snd it'a otrocné
of incoms would havo been lowsr. Dut he cdccd that it was imposaible to

place a dollar valua on tha “good will" attridutadle to the Cheraton nax:,

Using the investrant cnslysis approach, dy which he firet projectad
and then discountcd the Cheraton's etediiized inceme, Iiz. Uarps esti-

zated the value of the Sheraton's improvemsats cn Jamuary 1, 1931, to be

m.m.mo

(4
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| parties who have knowledge of the uses to which the property may be put, i

. regulations allow assescors wide lecway in collecting and using data on

. estate sppraisal is ecucated guesswork, but it is percuaded that projec-
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The appraisal prodblem in this case is to find the full rcarket value

of the Sheraton's buildings on January 1, 1931. D.C. Code §47-502(4)

(1981) defines “"estimated market value" as "the oot probable price at
which a particular piece of real property, if exposed for sale in the
open market with a reasonable time for the seller to find a purchaser,

would be expected to tranafer under prevailing market conditions between

both seeking to maximize their gains and neither being in a position to

take advantage of the exigencies of the other." 1In applying this

i

definition an appraiser may take into account any factor which might
affect the market value, such as cozparable salca, rortgage or other %
financial considerations, reproduction cost, depreciation, income .nrniné
potential, zoning, etc. D.C. Code {47-020 (i%31). D.C. statutes and |
13
vhich to basc their professionsl estimatea of rarket value. Their
judgnent is limited only by profescional choice of wmathod and statutory
directives requiring fairnecs and equalisation c—onj properties. The
Court finds the Respondent's chosgen method flzwad in both respects.
First, the choice of an "investmont analysic” or "imcoma projection’

method 1s hizhly speculative. The Court rocosnizes that much of real

tion of estimated incfhe three to four yoaro in the future sccocpanied

by an accounting device for discounting back the ozza three to four ycats
to reach an estimate of precemt worth is leos reciichle thon a method f
vhich uses actual incomz fisures for a six conth period to project :
anticisated incoma for the icmediately subsccuent cix momth period in E
order to dotermine value at the midpoint. iir. Larps' mathod eeems to !
increase the risk that the District will base taxation on prospective

valuse, rather than actual market value as of Jecmuary 1, 1931. Prospec~
tive value canmot properly be mode the sudstentive basis of en acscesc~
ment, but can be considercd only to the extent that it cniers into, or

1s reflected by, preceat vaite. 47444 Co. v. Czo~i, 79 AJD.2d 856, 434

R.Y.8.24 409 (4th Tops. 1000).

L e
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Although a prudent purchaser would not neglect to look at the
present income yileld of property so that future profits could be judged,
the anticipation of thoae future profits does not necessarily indicate

the actual present worth of the property. The anticipation that, at a

given time in the future, the property would yield a larger income, woulg
be an inducement to give more than its present actual value. Yet payingé

more for the present, based upon anticipation of the future, wouid be

speculative rather than real, dependent upon a varicty of circunstances
i
and potential casualtiea. An assessor, making yeariy valuations of E
property, should consider only those factors bearing upon valus at the
valuation date. Increases in value over tire can be taoken advantage

of in future acsesszents. Speculation as to f{uture value cannot be

upheld in the face of relicdle evidence of precent value.

Furthercore, it is axiomatic that the purpose of resl property tax-:

]

ation ie to place a value on, and to tax, the lend and the structures it
supports. There arc other provisions for the taxation of business in- 3

come. Thoe busincos income conaidered by both experts is to be considereé
only insofar cs it roflects tho value of the structures. Ur. Reynolds ;
clearly stated tuat his catimste of value wzs based primarily on room |
rentals. This epproach is coneistent with many liow York cases which ;
diocuss tha problca'of valuation of hotel property. {=a Teenie cx rel.

Totel Pare—ormnt Como, ve Ch~b%arp, 290 K.Y. 372, 83 WN.Z.2d 839, re-

nittitur denied 223 1.V, 919, 05 N.E.2d 61 (1949); Dconla on rel. Tstel

St. C-ozen Corn, v, 211~, 45 N.Y.8.2d 599 (1943), rev'd 200 A.D. 830,

49 1.Y.S.2d 374, rov'd. 293 W.Y. 893, 60 {I.C.2d 30 (1944) (upholding

trial court's cozputation of value); Dconin oz zol, Toinl Astor v,

£a=ten, 159 Kioe. 200, 207 6.Y.S5. 746 (1935), aff'd. 256 A.D. 912, 10

s s 7,

K.Y.8.2d4 232, lecve to appcal denied 200 N.Y. 853, 21 W.Z.2d 220 (1939).

Yew York courts hove consistently held that the only income which
may properly be concidored as a fector in deotermining tha valuaticn of

hotel realty for tax purposes is incoms derived from routals of space,

L L e 5 Gt P N,
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not from a business conducted thereon. D-c¢c~l~ eox w~1.1"0221 Pape-ovnt

Corp. v. Chr—~hora, 209 W.Y. 372, 83 K.E.2d 839 (1949). The reaesonin;

the taxchle valus of other hotel propertics. I[a testified that he undcr7

.;*

1

|
i
i
§

i wothod 18 closer to the ome uced by 1. (oyoolds, than to tha ous chosen

i

§

i e

underlying this rule is that cthe income from the "hotel" reflects addi-
tional elemants of management, good will, personal property, and services
which are not properly the subject of a real property tax.

This Court is not persuaded that Mr. Harps eliminated all the
elements of incoze attributable to the business, rather than to the
realty, vhen formulating his income projections. For example, Harps
testified that he did not deduct a figure reprcoenting the element of
"good will" in calculating the net 1n§omn of the hotel. Reynolds did
deduct a "good will" emount, using a percentajze of net income that is
suggested in appraisal technique menuals. [arps never stated that his
income projections wsre baced solely on incoce attributable to the rental
of space. lorecover, Harps' prior testirony that he did not choose the
construction cost method of asgescment prcecicoly beceuse it did not
accurately reflect "business income,” lends weizht to the conclusion that
Harps did not properly separate realty inmccz2 {roa bLusiness income.

These factors lecd the Court to conclude that lixr. GLorps' chosen mathod
of appraisal is spcculative and cay izproperly consider elements of
business, rather than realty, income.

Second, lir.gtarps testified that the District's ascessors, to his

knowledge, did not use his "investment cnalysis" mathod for deternining

! stood that the ascescors regularly uscd tue incoms and expcase gtatczeate

provided by the botels for the prior yoor, cad then projocted the etpcctc}
!
income for ome Taor to resch a valuatica for the moxt tox year. Tnds

by ¥r. Harps. Tae £cothod of assescmcat of wha Wachingten Shoraton's

1

property chould dbe co cloco as poasible to tie oathod used to escoas

other District hotols in order to promote {airvess azd eqgualiszation.
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After careful consideration of the testimony of both expert
appraisers, the Court is persuaded that the method chosen by Mr. Rey-
nolds is more accurate. Therefore, the Court finds that the plaintiffs
have proved by a preponderance of the evidence that the estimated
market value of the Sheraton's improvements on January 1, 1981, was
$48,150,000.

V.
Although the case before the Court ic a challenge to the 1982 Tex

Year assessment only, under Ristrict ol Colu~bZa w. Zurliastea Anart—-at

Bour2 Co., 375 A.2d 1052 (D.C. App. 1977) a trial court's determination E
of the value of & parcel of property subject to texation in the District !
of Columbia in a given tax year remainc binding on the District's

assessors for gubsequent tax years until a secauine reascescment of the

property has taken place. Accordingly, this Court's determination of
the Jenuary 1, 1931, estimated market valuc of the Sheraton proparty is j
the basis for taxation in Tax Year 1932 end im ail subsequent tax years
unless there has been a lawful reasgessment of the property.
Vi.
Thais Court, having made its findings of fact and conclusions of
law, this M day of April, 1983,

DERS: ’
1. That the full market value for the lend end improvexeants of th.;
subject property, Cesignated as Lot 32 im Cquare 2132, for purpoces of |
District of Colucdia raal proporty taxation for tha Tex Year commencing ;
July 1, 1981, 2ad ending June 30, 1982, 1o ss follows:
Lend - $13,400,C00
Irprovenmonts - $483,150,000
TOTAL -~ $61,550,050
2. That the Respoandent, District of Colusmbdia, modify the szvescmer:

record card for the subject property to reflect the values here attributad

to it for the period July 1, 1981, to Junae 30, 1902 (Tex Year 1932).
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3. That the Petitioner, washington Sheraton Corporation, is en-
titled to a refund of the taxes paid, with interest, on the property to

the extent that it was improperly overassessed by the District.

4. That the Respondent shall submit a Proposed Order setting forth
the amount of the refund due pursuant to this Court's valuation of the

Sheraton property, within ten days of the date of this Orxder.

S / \ &w’
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John R. Richcr, Jr., Coquire
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Ansictont CorTotatica Courrel
District Tuilding, Twed 306
Washington, D.C. 205004
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