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T a x  D o c k e t  N o .  3 9 2 7 - 8 7
Petit ioners

v .

DTSTRTCT OF COLUMBIA

Respondent

FTNDTNGS OF FACT, CONCLUSTONS OF LAyg AND JIIDGI{ENT

This matter came before the Court upon the petition

fi led by the above-narned petit ioners for a part ial refund of

real property taxes for tax year L9B7 and the answer of the

Distr ict of Col-umbia. Upon consideration of same and the

evidence adduced in  open cour t ,  and having resolved a l l

c ;uest icns of  credib i l i ty ,  t i re  Cour t  rnakes r - j r . . l  fo i : r : r , t ing:

Find ings  o f  Fac t

1. The matter in controversy is for real property

taxes for Tax Year L987 for Lots 2 and 3 in Square 164,

improved by an off j-ce building known as 1001 Connecticut

Avenue ,  N .W. ,  Wash ing ton ,  D .C .

2. The subject property is owned by MidCity Investment

Company, a l imited partnership. The general partners of

MidCity fnvestment Company are the petit ioners.
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3. The subject property is a twelve story off ice

building located at the corner of Connecticut Avenue and K

St ree t ,  N .W.  in  the  D is t r i c t  o f  Co lumbia .  The proper ty  has

an address  o f  1OO1 Connect icu t  Avenue,  N.W. ,  a l though i t s

en t rance is  on  K St ree t .  The bu i ld ing  was bu j - I t  j -n  1953.

The bui l -ding is constructed of br ick, stone, concrete and

steel.  I t  has a lobby and stores on the ground f loor and in

the basement,  where there is also storage space. A part  of

the buiLding was taken in J"97L for subway construct ion. A

perpetual easement was given for which the owner was pai-d a

lun' .p sum. The bui lding has no giarage. I t  has four

elevators. The mechanical  systems are about the ag,e of the

bui ldi-ng. The bui lding has not been renovated in recent

years. In some instances, part i t ions have been instal led

for tenants. The assessment record card shows $35,000 for

remodel ing in 1968. The owners have not increased the power

for the usage of tenants having extensive computer

one ra t i ons .  The  bu i l d ing ,s  cond i t i on  i s  desc r ibed  as

average on the Dis t r ic t 's  assessment  record card.

4.  For  Tax  Year  I9B7 (va lua t ion  da te  L /L /86) ,  the

preliminary assessment proposed by the Department of Finance

and Revenue (DFR) was as fol lows:

Land s I2 ,756  , LzO
Improvernents S10 ,142 ,  BBO
To ta l  P roposed  $22 ,899 ,000

Assessment

5. The Board of Equalization and Review reduced the

assessment  to  $18,91-2,25O. The explanat ion for  the decis ion
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was that the Board agreed with the origj.nal assessment

prepared by  James E.  Conway,  Jy . ,  the  D is t r i c t rs  assessor .

He used an  economic  s tab l t i zed  ne t  income o f  S2,254,34O and

a capital izat ion rate of .11-92 j-n determining value by the

incorne approach. The Board deemed this most rel- iable.

Thus, the assessment reached was as fol lows:

Land
Improvements

$ r 2 , 7 5 6  t L 2 O
$  6  . 1 5 6 , 1 3 O

T o t a l  A s s e s s m e n t  $ 1 8 ,  9 L 2 , 2 5 O

The required taxes were paid, and a timely appeal was rnade

to this Court  f rom the decision of the Board of Equal izat ion

and Rev iew.

6 .  J a m e s  E .  C o n w a y ,  J r .  w a s  t h e  D i s t r i c t r s  a s s e s s o r

for the subject property for tax year I9a7. In calculat ing

a fa i r  marke t  va lue  o f  $18,9L2,25O fo r  the  proper ty ,  the

assessor did not use the income and operating expense

figures which were submitted to the government by

pet i t ioner.  He also admitted that he did not use the actual

vacancy and credj- t  losses as reported by the taxpayer.

i l r .  Conway d io  no t  exp la in  t t re  bas is  fo : :  *c i l i z lng  ; i re

f j -gures that he used. He acknowledged that some of the

f igures rnight be in error.  Thus, Mr. Conway,s or iginal

assessment appears to be f lawed. The ini t ia l  assessment

made by Mr. Conway was not the proposed assessment nade by

the  D is t r i c t  fo r  tax  year  L987.  In  fac t ,  ds  s ta ted  in  the

foregoing f indings, the Distr ict  ul t imately proposed an

a s s e s s m e n t  o f  $ 2 2 , 8 8 9 . 0 0 0 .



7. Robert  L.  Klugel,  is the Chief of  Standards and

Revj-ew for the Division of Real_ property Taxes for the

Department of Finance and Revenue for the Dj-strict. He has

worked in the divis ion for 24 years and served as i ts chief

for B years. The Standards and Review sect ion is

responsible for establ ishing rnethodology to be used by

assessors and for establ ishing equal izat ion for tax

i l  purposes.  Mr.  KIugeI ,  who is  fami l iar  wi th  the subject
, t

i l  property, part icipated in the review of the assessment for
r i
l l  tne subject property for tax year LgB7. Mr. Kruger reviewed

a computer ized v. 'ork sheet of Mr. Conway j-n which he had

recon lmended a  va lua t ion  o f  $23, I22 ,00O fo r  the  proper ty .

Mr .  K luge l  reconmended a  reduc t ion  to  $22,899,OO0 fo r

equal izat ion purposes. Pr int-outs are ut i l ized. by the

department, which list the values per square foot for other

propert ies in the area. Based on that data, Mr. KIugeI

concluded that  $164.78 per  square foot  was wi th i -n  the range

for the propert ies in that area. Mr. Conway was using a 
.!

f igur :e  of  a3B,969 sguare feet  as the net  rentable area for

the proper ty .  Mr.  K lugel  was us inq I42,A64 square feet  for

total net rentabl-e area. The discrepancies in the net

rentabre area for the property are discussed hereinafter.

The proposed assessment for the year rnade by the respondent

was the f ig :ure reconmended by Mr.  K lugel  o f  $22,999,000.

B. There is an adrnitted discrepancy in the various

figures used and reported. The Annuar r.easing Reports (Rent
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RoII)  for 1985 and 1986 submitted by the owner's agrent show

the to ta l  ren tab le  a rea  ( leased and vacant )  to  be  1-4O,768

sguare  fee t .  (See Respondent ,s  exh ib i ts  K  and J ) .  Ye t ,

f igures in column 4 do not support  the total  ref lected. For

1985, the total-  area of square feet ref lected in column 4 is

14 I ,564.  The to ta l  fo r  1986 as  se t  fo r th  in  co lumn 4  o f  the

Annua l  Leas ing  Repor t  i s  134,O5O.  The Income and Expense

forms fo r  l -984 and 1985 submi t ted  by  the  o l rner  show I24 ,538

square  fee t  o f  ne t  leasab le  o f f i ce  a rea  and 16 ,23O square

feet of net leasable commercial-  space for a total  of

f - 4O,76a .  I n  ca l cu la t i ng  a  va lue  fo r  t he  bu i l d ing  and  i n

making rent rol l  adjustments to determine va1ue, respondent

used the f igure subrnitted by the taxpayer of 16,230 square

feet  for  renta l  space.  However ,  he used I25,934 square feet

of office space instead of the figrure provided by the

taxpayers.  Thus,  he reached the to ta l  o f  142,164.  There is

a discrepancy of 660 square feet between the number used by

the Dis t r ic t  in  i ts  ca lcu1at ions and the to ta l  sguare t . r "a  
. ,

compu1-ed by a.^cing colun' 'n 4 on resl:ond.ent,s exhtbit J, r. ;nici

purportedly reflects al l  rentable area leased and vacant.

The reason for these discrepancies was never adequately

explained. However, the f igure for net rentabl-e used by Mr.

Conway was clearly too Iow. The f igure used by Mr. Klugel

is closer to the number of square feet identif ied in detai l

as either leased or vacant in the building.

9. At tr ial Mr. Klugel concluded that the faj-r market



value for the property on the valuation date for tax year

1 9 8 7  w a s  $ 2 2 , 4 3 O , 0 0 0 .  T o  r e a c h  t h i s  c o n c l u s i o n ,  M r .  K l u g e l

examined the property 's income and expense history for 1983,

L984,  1985.  He accepted  and used pe t i t ioner 's  ac tua l -

repor ted  opera t ing  expenses  ($852,LL I )  fo r  cap i - ta l i za t ion

purposes .  However ,  he  made an upward  ad jus tment  o f  $605,44O

to  the  repor ted  co l lec ted  income o f  $2 t727,477,  ds  repor ted

by pet i t ioner 's accountant,  to arr ive at a stabi l ized gross

of  $3 ,332,9L7 fo r  the  proper ty .  The ad jus tments  to  g ross

income made by Mr. KIugeI are ref lected on respondent 's

exhibi t  L.  Mr. Kluge1 made the adjustments to rents because

he no ted  an  inc rease in  ren ts  f rom 1985 to  1986 fo r  space

not previously occupied. He also considered that some

leases in pet i t ioner 's property had pass-through provisions

for increases in expenses and taxes and for CPI adjustments.

He found some leases to be bel-ow market. Mr. Klugel arrived

at an adjusted net income for capital izat ion purposes of

5 2 , 4 8 O , 8 0 6 .  A f t e r  r n a k i n g  t h e  a d j u s t n e n t s ,  h e  c o n c l u d e d  t h a t
.r"

the average bui ld ing rent  was $23.44 gross per  square foot

and $17.45 net  per  square foot  o f  rentab1e area.  These

figures he found to be supported somewhat by comparison with

rents for other propert ies.

10.  Whi le  some of  Mr.  K lugel 's  ad justments were

supported by the evidence, others were not. On the twelfth

f loor ,  Wol f  and WoI f  ( the f i r rn  of  some of  MidCi ty 's  genera l

pa r tne rs )  pa id  on l y  $3 .33  pe r  squa re  foo t  f o r  1984  and  $3 .96

6



per square foot of  rent in 1985 for 2275 sguare feet of

space. Pet i t ioner 's witness conceded that the f i rm was

rece iv ing i  a  ren t  concess ion  o f  approx imate ly  $45,oOO.  An

ad jus tment  shou ld  be  made to  re f lec t  th is  concess ion .  The

Court is not persuaded that the concession j-s just i f ied

because the f i rm keeps a watchful  eye on the investment.

There is a manaqement agent for the property.  The services,

i f  dny, rendered by the law f i rm, the value of such services

and any other remuneration received for thern and other

factors which would just i fy.  this substant ial  concession have

not been establ ished by a preponderance of the credible

evidence.

An adjustment to income is proposed for 850 feet on the

7th f loor.  The tenant,  Parker,  Chapin, Flatten appear to be

on a month to month lease. No plausible reason has been

g iven fo r  the  ren ta l  remain ing  a t$10.e0 ,  a  ra te  be low

market.  An adjustrnent to economic rent of  $20.00 per square

foot t . rould arnount to 92720. Two of the off ices on the

f loor  fo r  wh ich  Mr .  l l l uge l  p roposes  an  -d jus tment  cons is 'cs

o f  525 square  fee t  o f  space based fo r  $9 .98  on  a  month  to

month  bas is .  An ad jus tment  to  marke t  ren t  o f  $2O.oO

proposed by Mr. Klugel appears appropriate. This would

resu l t  in  an  upward  ad jus tment  o f  $10.02  fo r  the  525 square

fee t  o r  an  inc rease o f  $5260.50 .  An increase to  the  marke t

rent potent ial  proposed by the Distr ict 's witness would

resu l t  in  an  inc rease o f  $1000 fo r  the  200 square  fee t .  The
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adjustment for the 2nd f loor month to month tenant with 994

s q u a r e  f e e t  a t $ 8 . 7 9  i n  L 9 a 4  a n d  9 9 . 8 7  i n  1 9 8 5  i - s  p e r s u a s i - v e .

Taking the average rent for the two years and subtracting it

f rom marke t  ren t ,  dD ad jus tment  o f  $10.69  per  square  foo t

f o r  a  t o t a l  o f  $ 1 0 ,  6 2 5 . 8 6  r e s u l - t s .  F i n a l l y ,  r e s p o n d . e n t r s

w i tness  proposed an  ad jus tment  fo r  10rO7O square  fee t  o f

"p r ime re ta i l ' r  space on  the  f i rs t  f l_oor .  However ,  a t  the

hearing, My. Klugel conceded that there are onJ-y B22o square

feet of retai l  space on the f i rst  f loor.  Apparent ly,  some

of the space that was formerly leased by Lewis and Thornas

saLz ,  wh ich  l ras  inc luded in  the  or ig inar  es t imate  o f  the  1s t

f l -oor space, v/as in the basement.  The pr ior tenant had a

lease negot ia ted  in  1955 wh ich  wourd  no t  exp i re  un t i r  1991.

Pet i t ioners purchased the balance of the leasehord interest

f ro rn  the  pr io r  tenant  in  1986 fo r  jus t  over  g3oo,ooo.  Th is

transact ion was not consummated unt i l  af ter the valuat ion

date f  or tax year L987. As of the valuat ion d.ate, i t

aopeared that the lease would d.epress the income for the
'4

next f ive years. This was a circumsLance to be consiu:ree

by any prospective buyer at that time. Und.er the

circumstances, to adjustment should be made for tax year

r9B7 for  income potent ia l  for  th is  space.  r t  wourd have

been too speculat ive in  v iew of  the subsis t ing lease.

Therefore, the total amount of the adjustrnents to income

reconmended by Mr. Kruger to reflect the potentiar income

stream of the property which has been shown to be justi f ied
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to ta ls  $64606 ( rounded)  ins tead o f  $604 t44O.  The remain ing

adjustments suggested by Mr. K1ugel are not convi-ncing. f t

appears that the spaces covered are subject to leases, made

at arms-Iength which have terms which would preclude

adjustments for some t ime. Therefore, the remaining

adjustments are not accepted.

1 1 .  M r .  K 1 u g e 1  a p p l i e d  a  c a p i t a l i z a t i o n  r a t e  o f  . 1 1 0 6

to the net operating income to reach a value by the income

capital izat ion approach- This method is used to convert  a

projected income strean into an indicated valued for the

propar ty .

VaIue Net fncorne o r  2 , 4 8 O , 8 0 6  :  9 2 2 , 4 3 0 , 4 3 3
. 1 1 0 6Cap i ta l i za t ion  Rate

Mr. Klugel rounded his f igures and reached the concl-usion of

an ind icated va lue for  the proper ty  of  $22,430,000.  The

just i f icat ion for  the capi ta l izat ion rate of  .1106 se lected

by respondent is explained on respondent's exhibit tr l .  The

rate selected took into consideration that the property was*

able to  obLain a loan at  an in terest  ra te of  11? wi th  a loan

to value rate of 652 for 25 years amortized. He also took

into consideration the property's equity posit ion. The

assessor considered an investment of 5 years and the

increase in the property value overt ime. Petit ioner did not

refute the capital ization rate used by respondent nor the

methodol-ogy used for achieving it .  This aspect of Mr.

Klugel 's  pro ject ions seem reasonable.
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72- Mr- Krugel checked his conclusions by anaryzing

market data. Having concluded that the subject property was

va rued  a t  $22 ,430 ,00o  and  us inq  a  f i gu re  o f  142 , ] -64  square

feet of net rentable area, he reached the conclusion that

the subject  proper ty  is  wor th 9157.78 per  square foot  o f  net

rentable area.  Mr.  K luger  checked h is  concrus ion of  va lue

which he arrived at by the income capital ization approach by

a revj-ew of 17 off ice building sales j_n the vicj_nity of the

subject  proper ty  ( respondent 's  t r ia l -  Exh.  a) .  Mr.  Krugel

noted two sales of off i ,ce buildings (located at ]-741, Rhode

rsrand Avenue,  N.w.  and L2so connect icut  Avenue)  as

susceptible of comparison to the subject. The sale of these

two off ice buildi-ngs produced sal-es prices per sq. ft .  of

net  rentable of  9180.92. /  sq.  f t .  and g162.34/  sq-  f t .

13-  Mr-  Krugel 's  methodology appears sound.  However ,

the number of sguare feet used is not consj-stent with the

evidence. The total indicated. value is not the value to be

tested l r i ' th  the re ject ion of  cer ta in  ac i justn ients  proposed by

Mr- Klugel- Thus, the f igures should be tested using the

allowable adjustments and the maximum floor area indicated

by the evidence. Mr. K1ugel 's adjustment must be reduced by

$539 ,934 .  Th i s  r educes  h i s  ne t  i ncome  f i gu re  t o  g r t 94o ,g72 .

us ing Mr.  K1uge1's  methodology and only  those adjustments

found to be supported as stated in the f indings, the

fo l l -owing ind icated va lue would resul t :

:  I , 9 4 O , 9 7 2  :  $ 1 7  , 5 4 7  , I 9 7
. 1 I 0 6

Value

1 0



using this f igure and the r4r,564 square feet of rental area

shown on the rent  ro ] ]s ,  the va lue woul -d be $123 .95 per

square foot of net rentabre area. while not equival_ent to

the propert ies compared by Mr. Klugel, the f igure is

comparable to some of the sales prices per square foot of

net rentable area for some of the older buirdings risted on

page 2 of  respondent 's  exhib i t  e .  consider ing the rack of

renovation on the subject property, that the price is

somewhat less than other sales in the area does not suqqest

that the indicated value is understated. The Rhode rsl_and

Avenue property referred to by Mr. Klug:el was remodel_ed in

r976. The connecticut Avenue property was buil t  about

eleven years after the subject. Moreover, Mr. Klugrel

testi f ied that ttre sales prices for the buildings are onry

i-ndi-cators of val-ue.

14.  fn  contrast ,  us ing the two opin ions of  va lue

of fered by pet i t ioners,  a  substant iar ry  lower  va lue per

square foot  o f  net  rentabre area r :esu,r ts .  pet . i t ioner-s /

wi tness would va lue the proper ty  at  $10,356,360 by one

method  and  $13 ,000 ,000  f rom an  r teconomic  v iew . r  us ing  these

fj-gures and the same number of square feet of rentable area

used  by  responden t  resu l t s  i n  a  va lue  o f  572 .85  o r  gg r .44 ,

depending upon which varue is used1. petit ioners' values

do not approach the sales prices for any property which sold

'rf  the number of square feet of net rentable area is
I 4 ) - t 564 ,  t hen  t he  va lues  wou ld  be  973 .16  o r  g9 l_ .83 .

11



in the area. Although each property has unique

character ist ics,  the sales are considered to be some

indicat ion of vafue- The indicators wourd not be support ive

o f  e i ther  va lue  suggested  by  pe t i t ioner .

15 .  There  is  j -n  ev idence a  l i s t ing  o f  land  sa les  in

the  area .  fn  L9a4,  the  land a t  LL24-3O Connect icu t  Avenue,

N . W . ,  w h i c h  i s  c l o s e  t o  p e t i t i o n e r s ,  b u i l d i n g . ,  s o l d  f o r

$1000 per  square  foo t  o f  land  area .  Land loca ted  a t  7O5

l 8 t h  S t r e e t ,  N . W .  s o l - d  f o r  $ 1 1 9 4 . 4 0  p e r  s q u a r e  f o o t  o f  l a n d

area,  and the  land o f  728,  73O 17th  St ree t ,  so ld  fo r

$998.03  per  square  foo t  o f  land  area .  Both  proper t ies  a re

in  c lose  prox imi ty  to  pe t i t ioners , .  I f  the  proper ty  were

v a l - u e d  a t  $ 1 O , 3 5 6 , 3 6 0  a s  s u g g e s t e d  b y  p e t i t i o n e r s  a n d  o n l y

the land cornponent (1-3,260 square feet)  were considered, the

Iand wou ld  be  va lued a t  on ly  $781.02  per  square  foo t .  The

value assigned to the land i-s proposed by the Distr ict  is

9 1 2 , 7 5 6 , I 2 O  o r  $ 9 6 2  p e r  s g u a r e  f o o t .  T h i s  f i g u r e  i s  m o r e

c o m p a r a b l e  w i t h  o t h e r  l , : i C  v a l - u c : ;  c j i - e u .  
. ,

16 .  Pe t i t i one rs ,  ma jo r  w i t ness ,  W i l l i am  B .  Wo l f ,  J t .

is an attorney who has had some experience in real estate

valuation. He i-s one of the gieneral partners of the

partnership which owns the subject property. He has been a

principal in 7 or B organizations which have purchased

buildings in dovrntovrn Washlngton. He has acted as counsel

in many property transactions and in f inancing. He served

on the Board of the Security National Bank for a nurnber of

L 2



years. He chaired certain committees which were concerned

with property values. He does not c1aim to be an appraiser

of real property, nor does he contend he ever worked as an

assessor. Mr. Wolf has extensive knowledge about the

physical characterist ics and leasing history of the subject

property, which the partnershi-p acquired j-n 1955. He j-s

involved in decision making for the property (e.9. tenant

concessions and rnajor improvements) .

L7.  I t  is  one of  the opi -n ions of  petJ- t ioner 's  wi tness

that  the va lue of  the proper ty  was $10,356,000 as of  January

L ,  1986 ,  t he  va lua t i on  da te  fo r  t ax  yea r  I 9A7 .  Th i s  f i gu re

represents the assessed value for  1984.  The reasons for  the

opini-on of this value is the witness' bel ief that the

property did not increase in value between the I9a4

valuation date and the valuation date for tax year 1987. Of

course, there were higher assessments for intervening years.

No persuasive reasons hrere given for the selection of the

1984 tax assessment  as the appropr ia te va lue for  tax year  
j ,

1987.  No reasonable explanat ion was g iven for  the reduct ion

in value of the property. The selection of the f i-gure

appears to be arbitrary.

18.  The pet i t ioners '  wi tness bel ieved that  the

increased off ice rental activity on Pennsylvania Avenue, or

M Street and in Virginia adversely affected the rental

market at the l-ocation of the subject property. Yet, the

witness admitted that the economic performance for the

1 3
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building improved since L984. The witness' opinion was that

the value was f lat. Although he noted that rents have not
j 1
t l  changed much when tenant concessions are considered,

I

i i  pe t i t ioner 's  income and expense fo rms fo r  1984 and 1985 show

li  "  
substant ial  reduct ion in 1985 j-n the category, Vacancy and

i i  CrediL Loss, under which pet i t ioner also includes tenant

l '  
" o n " " s s i o n s .  

I n  L 9 8 4 ,  t h e  a m o u n t  l i s t e d  i s  $ 1 8 1  , 8 4 7 .  I n

1985, the amount shovrn is 562 ,77'1. The total-  expenses for

, l  1 9 8 5 ,  e x c l u s i v e  o f  t a x e s  i s  s h o w n  t o  b e  $ 8 8 1 , O 7 2 ,  w h i l e  t h e

r l  to ta l  expenses  fo r  1 -9a4 are  re f lec ted  a t  $928,677.  The

,  a c t u a l  g r o s s  i n c o m e  f o r  1 9 8 5  a t  i 2 , 7 I 7  , 8 6 9  i s  a n  i m p r o v e m e n t

1 '  o v e r  I 9 B 4  a t  $ 2 , 3 4 7 , 3 0 8 .
t l

19.  Pet i t ioners '  w i tness '  conc lus ions  do  no t  appear  to

increase j-n actual gross income over the two years provided

!  supports the test imony of Mr. Klugel that many of the leases

on the space i-n the property contain provi-sions for 
r ir

i  pass-through of operating expenses and taxes and that rents
I
i

i  increased for space not previously rented. The reduct ion in
i
j tne category in which vacancy losses are reported also weigh

against  Mr.  WoI f 's  conclus ions that  the proper ty  was

adversely affected by the f 'bursting westrr phenonenon or the

renta l  act iv i ty  in  other  locat ions.  Pet i t ioners fa i led to

provide other evidence which would support the conclusions i

that the rental income had not changed and that the value i
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remained constant from 7-9a4. Although the witness indicated

that the condit ion of the building and the need for

reroof ing reduced i ts value, the amount of the reduct ion in

val-ue was not quant i f ied. Neither the cost of  any

ant ic ipated renovat j-ons nor an est imate of the amount of

reduct ion in value based on such project ions was offered in

ev idence.  The pr imary  bas is  fo r  the  w i tness '  conc lus ion  o f

a  v a l u e  o f  $ 1 O , 3 5 6 , 3 6 0  w a s  t h a t  t h e  b u i l d i n g  h a d  n o t

appreciated si-nce the L9B4 Tax year (valuat ion date of

I / I /83) -  The select ion of the value for tax year 1-9a4 is

arb i t ra ry  and unconv inc ing .

20-  Pet i t ioners '  w i tness  a lso  suqqested  tha t  f rom an

e c o n o m i c  v i e w  t h e  b u i l d i n g  i s  w o r t h  $ I 2 , 8 9 6 , 0 O O  o r

$13,OOO,OOO rounded.  He ar r i ved  a t  th is  f igure  by  adopt ing

from respondent 's proposal a 14? return on cash investment.

Beyond this,  the f j -gure was not expl-ained sat isfactorJ-Iy.

21,.  Pet i t ioners'  rnajor witness did not consider the

comnarab le  sa . les  approach,  ds  he  c la ims there  are  no  
.n

comparable propert ies. He made no effort  to review simi lar

propert ies and to adjust for dj-ssirni l -ar i t ies as an appraiser

would. The witness fel t  that absent information about the

leasing and f j -nancing for other propert ies, a comparable

sales approach would not be helpful .  He claims to have used

the income approach whi l -e rrcranking inrr  market condit ions

(e .9 .  re loca t ing  o f  f i r rns  f rom the  area) .  How these fac to rs

impacted on the val-ues suggested was not shown. The witness

1 5



i

r i
I

acknowledged that he did not consider a projected income

strearn for the property in his 'r income approachr to value.

Petit ioner's witness was unabre to assigrn the total- value

between the rand and the building. He noted onry that

wi thout  the bui ld ing,  the rand wourd be va luable,  whi le  he

concluded that the buirding somehow suppresses the val_ue of

the property because it  is encumbered by leases and a

mortgrage - The witness , testimony r4/as not persuasive as to

either of the values sug,gested.

22-  Pet i t ioners '  wi tness d id not  u t i r - ize the three

norma l l y  accep ted  app roaches  to  va rue  ( i . e .  cos t ,  sa re

compar i son ,  i ncome cap i ta l i za t i on ) .  The  se lec t i on  o f  t ax

year 7984 as the basis for varue in LgaT appears to have

been arbitrary and unsupported by specif ic data. The

generalizations made about the market condit ion by the

witness are not persuasj-ve support for the f igures submitted

by the wi - tness as fa i r  market  varue.  Addi t ionar ly ,

pet i t ioners \ . rere able to  obta in a l -oan of  anprox i r i . : l : - :11,  l t  
*

ni l lon in r9a4. The minimum valuation required by t ire bank

wh ich  p rov ided  the  l oan  wourd  have  been  $11 r7oo ,ooo .  Th i s

minirnum valuation is above the f igure petit ioners urgre as

the  fa i r  marke t  va lue  o f  t he  p rope r t y  o f  $10 ,356 t36o .  The

actual appraised value used by the bank is not in evidence.

23-  Pet i t ioners '  wi tness s tated that  he makes no

allocation between the land and the building. Nevertheress,

an al location must be mad.e. No challenge was made to the
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manner in which the Distr ict  al located total  value between

land and bui lding. Mr. Conway proposed a land value of

5 1 2 , 7 5 6 , I 2 O .  T h e  l a n d  v a l u e  w a s  r e t a i n e d  b y  t h e  D i s t r i c t

when i t  proposed the L9a'1 assessment.  The l-and value at

th is  amount  wou ld  be  $962.00  per  square  foo t .  As  prev ious ly

s ta ted ,  th is  j -s  cons is ten t  w i th  land sa les  fo r  s j -mi Ia r

propert ies in the area is shown by the evidence. Under the

circumstances, and absent any evidence to the contrary, the

$12,756, I2O fo r  wh ich  the  land was va lued shou ld  be

maintained. The improvement component would represent the

d i f fe rence be tween the  to ta t  and the  land component .  Thus ,

the assessed val-ue supported by the credible witness woul_d

b e  a s  f o l l o w s :

Land L 2 , 7 5 6  , I 2 O
I m p r o v e m e n t s  4  , 7 9 I , O 7 7
T o t a l  A s s e s s m e n t  1 7 , 5 4 7 , L 9 7

Conclusion of Law

Peti t ioners have the burden of proving that the

assessnent  i s  incor rcc i  o r  : - I Ieqa1.  Safe i , ra \ r  S tores

Dis t r i c t  o f  Co lumb ia ,  525  A .2d  2O7 ,  2 IL  (D .C .  1987 ) .

Petit ioners have met this burden. First, they have shovrn

that Mr. Conway failed to use the actual- income and

operating expense figures subrnitted by the taxpayer for the

actuaL vacancy and credit loss as reported. Mr. Conway

could not explain the basis for the results reached.

Thereafter, his f igures were adjusted upward by the

standards and review section of the Distr ict. The amount of
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the  proposed assessment  a t  tha t  t ime was $22,899,000.  A t

tr i -aI ,  the Dj-str ict  abandoned this f  ig"ure for a lower

nurnber,  I t  al-so appears that there was some confusion by

the Distr ict  regarding the number of square feet of  total

ne t  ren tab le  a rea  fo r  the  bu i ld ing .  Th is  resu l - ted  in  f laws

in the calculat ions which tested the values reached and the

adjustments made by the Distr ict .

Pet i t ioners are not required to establ ish the correct

I  va l -ue  o f  the i r  p roper ty .  Br isker  v .  D is t r i c t  Co lumbia ,  510

i  a . z a ,  1 0 3 7 ,  1 0 3 9  ( D . c .  1 9 8 6 ) .  A l t h o u g h  t h e y  a r e  n o t

required to do so, they attempted to propose a value for the

proper ty .  Cons ider ing  the  qua l i f i ca t ions  and c rec ib i l i t l '  o1

pet i t ioners '  w i tness ,  the  reasons  g iven in  suppor t  o f  h is

conclusions, and the evidence in the case, i t  appears that

p e t i t i o n e r s '  c o n c l u s i o n s  o f  v a l u e s  o f  $ 1 0 , 3 5 6 , 0 O O  o r

$ 1 3 , O O O r O O 0  a r e  n o t  v a l i d .  T h e  f i g u r e s  a r e  a g a i n s t  t h e

weight of the evidence. The suggest ion of two di f ferent

f igures  as  the  fa i r  marke t  va l -ue  under :n ines  h is  o r j r : j .ons  
" t . , ,

fa i r  narker t  va lue  a lso .

The general ly recognized approaches to val-ue are the

comparabl-e sales approach, the replacernent cost approach,

and the  income approach.  Safeway Stores ,  fnc .  v .  D is t r i c t

o f  Co lumbia t  525 A.2d  a t  2O9.  A l though pe t i t ioners '  w i tness

claims that he employed the income approach to value, he did

not take into considerat ion the potent ial  income stream for

the  proper ty .  Pet i t ioners '  w i tness  u t i l i zed  the  fo rmula  fo r

1 8



the income capital ization approach. However, he did not use

a stabil ized annual net income figrrre for a fJ-grure to

represent the income earning potential for the property.

See  Sa feway  S to res ,  I nc .  v .  D i s t r i c t  o f  Co lumb ia ,  525  A .2d

at  2O9i  Dis t r ic t  o f  Columbia v .  Washincr ton Sheraton,  Inc. ,

499  A .2d  1O9 ,  113 -114  (D .C .  1985 ) .  Pe t i t i one rs '  w i t ness

also fai led to consider any other approaches to value. He

did not test his f igrures by considering other approaches to

value. In assessi-ng real property and determining estimated

market val-ue, the Distr ict must consider the factors having

a bear ing on the subject ,  inc l -ud ing sa les in format ion of

similar propert ies, mortgagre and other f inancial-

considerations, reproduction cost less accrued

depreciation, condit ion, incorne earninq potential and other

factors hav j -ng a bear ing on the subject .  D.C.  Code S47-

820 (a ) (1981 ) ;  Sa feway  S to res ,  f nc .  v .  D i s t r i c t  o f  Co lumb ia ,

525  A .2d  a t  2O9-  Pe t i t i one rs '  w i tness  fa i l ed  to  cons ide r

adequa'i-eIy such matters. Although he attempted to take inco

account the age and condit ion of the building, the extent to

which such factors affected the estimate of fair market

value could not be determined from his testimony. The

foregoing considerations require rejection of the estimates

of market value proposed by petit ioners.

In estimating fair market val-ue, the Distr ict is

required to consider the factors which may be equated with

the genera l ly  recognized approaches to  va lue ( i .e .

1 9
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comparable sales approach, replacement cost approach, and

the income approach). rd. The replacement cost approach

was not discussed by the witnesses for respondent. However,

i t  appears that such an approach would not be appropriate

under the facts of this case. The methodology employed by

the Distr ict 's primary witness seems reasonabfe and

appropriate j-n afr respects. rt  took into account both the

income approach and the comparable sares approach. The

witness rel ied most on the income approach to varue. The

only area in which the witness/ estimate of fair market

varue did not seem to be supported by the evidence was in

the adjustments made to income. The adjustnrents by the

witness appeared to be excessive, considering the leases in

the building and the age and condit ion of the building. The

court finds it appropri-ate to accept the rnethodology

ernployed by Mr. Klugrel, but to reject some of the

adjusturents he proposed. After weighinq his credibi l i ty and

qual i f icat ions and the reasons g iven in  suppcr t  o f  h is  
. ) ,

op i -n ion,  the cour t  f  inds h is  rnethodoloqy is  sound and

consistent with the rnethods used to determine the value of

rear property in the Distr ict of corurnbia. The witness has

extensive exper ience actual ty  determin ing fa i r  market  va1ue.

He was able to support his concrusions with the evidence.

The court is persuaded that some of his proposed adjustments

were appropriate to refrect potential income of the property

as requi red by current  author i t ies.  Saleway Stores,  fnc-  v-
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D i s t r i c t  o f  C o l u m b i a ,  5 2 5  A . 2 d  a t  2 L 3 ;  D i s t r i c t  o f  C o l u m b i a

v .  S h e r a t o n  C o r p .  4 9 9  A . 2 d  a t  1 1 3 - 1 1 4  ( D . C .  1 9 8 5 ) , .  R o c k

C r e e k  P l a z a - W o o d n e r  L t d .  v .  D i s t r j _ c t  o f  C o l u m b i a ,  4 6 6  A . 2 d

8 5 7  8 5 8  ( D . C .  1 9 8 3 ) .  U s i n g  t h e  w i t n e s s ,  m e t h o d o l o g y  a n d

el i rninat ing inappropriate adjustments, the fair  market value

of the property can be deterrnined.

When a taxpayer appeals to the Superj_or Court ,  the

Cour t  may a f f i rm,  cance l ,  reduce or  inc rease the  assessrnent .

D . C .  C o d e  S 4 7 - 3 3 O 3  ( 1 9 8 1 ) ;  S e e  R o c k  C r e e k  P l a z a - W o o d n e r  L t d .

v .  D i s t r i c t  o f  C o l u m b i a ,  4 6 6  A . 2 d  8 5 7 ,  8 5 9  n . 1  ( D . C .  1 9 8 3 ) .

A  decrease in  the  assessment  i s  war ran ted  by  the  ev idence.

Consistent r , , ' i - th the methodology employed by l1r.  Klugel and

the adjustments found just i f ied by the Court ,  the Court

concludes that the fair  market value of the property as of

January  1 ,  1986,  the  va lua t ion  da te  fo r  tax  year  I9B7 the

v a l u e  w a s  $ \ 7  , 5 4 7  |  1 9 7  w i t h  1 2 , 7 5 6  , L 2 O  a t t r i b u t a b l e  t o  t h e

land and the bal-ance attr ibutable to the imnrovements.
. t  ^  + .1

I t  is theref ore by the Court this__ _4-C', __aay of June,

L990 ,

ORDERED,

determined to

tha t  the  assessed

b e  a s  f o l l o w s :

Land
Improvements
Total  Assessments

value for the property is

$  12  , 756  t r zo  ^
4 ,79L ,O10 '

$  L7  , 547 ,130

It is further

ORDERED, that the parties shall subrnit to the Court on

zthis f igure has been rounded.
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and a refund for the overpayment

pet i t ioners  cons is ten t  w i th  th is

,  L 9 9 O ,  a

in the assessment records

of taxes due to the

Order .

^, .J:
Copies  rna i led  E l i ' : - s ' i )  /  day  o f  June,  1990 to  each o f  the
f o l l o w i n g :

Ju l ia  L .  Say les
Assj-stant Corporat ion Counsel
C h i e f ,  F i n a n c e  S e c t i o n
113 3  Nor th  Cap i to l  S t ree t ,  I ' I .  E .
W a s h i n g t o n ,  D . C .  2 O O O 2

M. Paul Zimmerman, Esquire
WoIf & Wol-f
1001 Connect icu t  Avenue,  N.W.
W a s h i n g r t o n ,  D . C .  2 0 0 3 6

H a r o l d  L .  T h o m a s ,  D i r e c t o r
Depar tment  o f  F inance and Revenue
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