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Tax Type: Property Tax / Locally Assessed
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SALT LAKE COUNTY, STATE OF UTAH,

Judge: Chapman
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ThisOrder may contain confidential " commercial information” within themeaning of Utah Code Sec.
59-1-404, and issubject to disclosurerestrictions as set out in that section and regulation pursuant to
Utah Admin. RuleR861-1A-37. Theruleprohibitsthe partiesfrom disclosing commer cial information
obtained from the opposing party to nonparties, outside of thehearing process. However, pursuant to
Utah Admin. Rule R861-1A-37, the Tax Commission may publish thisdecision, initsentirety, unlessthe
property taxpayer respondsin writing to the Commission, within 30 daysof thisnotice, specifying the
commer cial information that thetaxpayer wantsprotected. Thetaxpayer must mail theresponsetothe
addresslisted near the end of thisdecision.

Presiding:

Kerry R. Chapman, Administrative Law Judge
Appearances.

For Petitioner: PETITIONER REP., Representative

For Respondent:. RESPONDENT REP., from the Salt [Gdenty Assessor’s Office

STATEMENT OF THE CASE

This matter came before the Commission for andhiifearing pursuant to the provisions of
Utah Code Ann. §59-1-502.5, on May 11, 2010.

At issue is the fair market value of the subjecprty as of January 1, 2008. The subjectis a
retail development adjacent to the LANDMARK andideated at ADDRESS 1 in CITY 1, Utah. The Salt

Lake County Board of Equalization (“County BOE")stained the $$$$$ value at which the subject was
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assessed for the 2008 tax year. The taxpayettzsk®mmission to reduce the subject’s value t&$$Fhe
County asks the Commission to increase the subjeatue to $$$$$.

APPLICABLE LAW

Utah Code Ann. 859-2-103(1) provides that “[aJiigéble taxable property shall be assessed
and taxed at a uniform and equal rate on the lodisis fair market value, as valued on Januaryriless
otherwise provided by law.”

Utah Admin. Rule R884-24P-20 (“Rule 20") providesdance in valuing construction works
in progress, as follows in pertinent part:

A. For purposes of this rule:
1. Construction work in progress means improvemastdefined in Section
59-2-102, and personal property as defined in &8®-2-102, not functionally
complete as defined in A.6.

6. Functionally complete means capable of progdinonomic benefit to the
owner through fulfillment of the purpose for whiitlwas constructed. . . .

7. Allocable preconstruction costs means experafitassociated with the
planning and preparation for the construction pfaject. To be classified as an
allocable preconstruction cost, an expenditure mestapitalized.

B. All construction work in progress shall be veduat "full cash value" as described
in this rule.
C. Discount Rates
For purposes of this rule, discount rates usedalning all projects shall be
determined by the Tax Commission, and shall be istamg with market,
financial and economic conditions.
D. Appraisal of Allocable Preconstruction Costs.
1. If requested by the taxpayer, preconstructamiscassociated with properties,
other than residential properties, may be allocatdtie value of the project in
relation to the relative amount of total expenditumade on the project by the
lien date. Allocation will be allowed only if thfmllowing conditions are
satisfied by January 30 of the tax year for whieh tequest is sought:;
a) a detailed list of preconstruction cost datsuigplied to the responsible
agency;
b) the percent of completion of the project aregreconstruction cost data
are certified by the taxpayer as to their accuracy.
2. The preconstruction costs allocated pursuar.io of this rule shall be
discounted using the appropriate rate determin€d imhe discounted allocated
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value shall either be added to the values of ptmgseother than residential
properties determined under E.1. or shall be adddte values determined
under the various approaches used in the unit rdethgaluation determined
under F.

3. The preconstruction costs allocated under B.sabject to audit for four
years. If adjustments are necessary after exaimmaf the records, those
adjustments will be classified as property escapsggssment.

E. Appraisal of Properties not Valued under thé Wethod.

1. The full cash value, projected upon completidrall properties valued under
this section, with the exception of residentialgeuies, shall be reduced by the
value of the allocable preconstruction costs datexchjunder] D. This reduced
full cash value shall be referred to as the "aémi$tll cash value."

2. On or before January 1 of each tax year, eauhty assessor and the Tax
Commission shall determine, for projects not valbgdhe unit method and
which fall under their respective areas of apptaesponsibility, the following:

a) The full cash value of the project expectednugampletion.
b) The expected date of functional completiorheffiroject currently under
construction.

(1) The expected date of functional completicalldhe determined by
the county assessor for locally assessed propeatidsby the Tax
Commission for centrally-assessed properties.

c) The percent of the project completed as ofigmedate.

(2) Inthe case of all other projects under cartsion and valued under
this section the percent of completion shall bedeined by the county
assessor for locally assessed properties and Wath€ommission for
centrally-assessed properties.
3. Upon determination of the adjusted full cadi@dor nonresidential projects
under construction. . . , the expected date of detop, and the percent of the
project completed, the assessor shall do the foligw

b) multiply the percent of the nonresidential podjcompleted by the
adjusted full cash value of the nonresidential guhj
¢) adjust the resulting product of E.3.a) or E.30db the expected time of
completion using the discount rate determined u@der

UCA 859-2-1006(1) provides that “[a]ny person dissied with the decision of the county

board of equalization concerning the assessmerg@uaization of any property, or the determinatibany

exemption in which the person has an interest, apggal that decision to the commission . . . ."
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For a party who is requesting a value that is difiefrom that determined by the County BOE
to prevail, that party must: 1) demonstrate thatwlue established by the County BOE containg;earml
2) provide the Commission with a sound evidentlaagis for reducing or increasing the valuationht t
amount proposed by the partidelson v. Bd. of Equalization of Salt Lake CouS43 P.2d 1354 (Utah
1997);Utah Power & Light Co. v. Utah State Tax ComnBA0 P.2d 332, (Utah 197®gaver County v.
Utah State Tax Comm/'816 P.2d 344 (Utah 1996); abthh Railway Co. v. Utah State Tax Comn51.3d
652 (Utah 2000).

DISCUSSION

The subject property is comprised of 15.18 asféend and a retail center. The retail center
includes a large anchor store (STORE 1), two mediiz®d anchor stores (STORE 2 and STORE 3) and a
number of smaller retail stores and restaurangsstuction on the retail center began in YEAR stmolild be
completed in YEAR. As of the January 1, 2008 liate, the STORE 1 store was 100% complete and the
STORE 2 store was 90% complete. Otherwise, mo#iteobther stores only had their “shells” builtdan
several “pads” in the project were completely engstyf the lien date.

The subject property is a locally-assessed, cogial@roperty that is a “construction work in
progress,” as defined in Rule 20(A)(1). Rule 26virles the methodology to value construction wanks
progress. Both parties submitted income approdatia¢sittempt to value the subject property in etaoce
with the rule. Both parties’ income approachesba®ed on the rent revenues projected for thegrading
December 31, 2010 (i.e., once construction is gratied to be complete).

The taxpayer used 2010 projected rents to estifsiatalized” net operating income (“NOI”),
which it capitalized at %%%%% to estimate a “pragelcstabilized value” of $$$$$ for the project. ths
projected stabilized value, the taxpayer made demhecof approximately $$$$$ to account for threarg of

short-term rent losses and “lease-up” costs adsooith the stores that were not built or leasedf#he lien
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date. The taxpayer then deducted $$$$$ of corigirnuaosts (both direct and indirect costs) thabittends
were needed to complete the project as of theliée. Based on this methodology, the taxpayenatds that
the subject’s value as a construction work in peegiis $$$$$ as of the 2008 lien date. The taxpeys the
Commission to reduce the subject’s value to thiswarh

The County, on the other hand, developed a digedwash flow (“DCF”) model to estimate
the value of those stores in the project that wenaeplete or under construction as of the lien dates County
did not estimate the value, in its DCF, of thosees whose construction had not begun as of thedbge.
Instead, the County valued the land associatedtivitbe latter stores as vacant land. It addedbthisvalue
to its DCF value to determine a total value forshbject property.

Based on the County’s methodology, its DCF modehdi include the 2010 rent revenues of
those stores whose pads were not under constriadiofthe lien date. However, the County diduidelthree
years of rent loss and lease-up costs associatiedhiportion of the project completed or understauction
as of the lien date. The Division also determitieat the taxpayer would expend $$$$$ to completseh
portions of the project already under constructisnof the lien date. The County, however, limitieel
construction costs it used in its model to “direzti5ts only, arguing that the “indirect” costs ttiet taxpayer
also included in its methodology would have beemired prior to construction and, thus, prior te lien
date. With its DCF model, the County estimated tha value of the stores either complete or under
construction as of the lien date was $$$$3$.

For the stores whose pads were not under consinues of the lien date, the County
estimated a land value for the empty pads of $$$$$$$ per square foot for 1.07 acres of vacawmf)lamhe
County added the $$$$$ land value to the $$$$$ Z#ke to derive a total value of $$$$$ for the sabj

property. The County asks the Commission to ire@dhe subject’s value to this amount.
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Both parties ask the Commission to change the $$&l% established by the County BOE.
As aresult, each party bears the burden not ordigdw that the current value is incorrect, bud tdsprovide
a sound evidentiary basis to change the valuedathount it proposes. In this case, neither gaaty
provided sufficient evidence to show that the scttgecurrent value of $$$$$ is incorrect.

Taxpayer's Proposed Valudhe taxpayer's proposed value of $$$$$ is naernonvincing

than the subject’s current value of $$$$$. Fih&t taxpayer used an %%%%% capitalization raterigelits
proposed value. The taxpayer stated that it usiedrate because the Commission determined that an
%%%%% rate was appropriate to value a stand-a&staurant in the LANDMARK in another 2008 appeal,
specificallyUSTC Appeal No. 09-09itial Hearing Order Nov. 5, 2009). As notedtlrat appeal, the
Commission made its decision based on testimongatidg that restaurants are riskier than genetallr
buildings. If this is correct, the subject’'s cafitation rate would arguably be less than %%%%%.
Furthermore, ippeal No. 09-097a@he Commission stated that capitalization raseslin a decision may or
may not be applicable to a future decision, dependn the evidence submitted in each appeal.elouhrent
appeal, the County proffered comparable capitadinatates that support the %%%%% rate it usedsin it
income approach. Based on the evidence profferatiealnitial Hearing in this matter, a %%%%%
capitalization rate appears to be more approptiete the %%%%% rate proposed by the taxpayer. This
change alone would increase the value derived tivétltaxpayer’s income approach from $$$$$ to $$$$$.
Second, in the taxpayer’s approach, it deducte@$sHconstruction costs that it determined
were necessary to complete the project. The $$$$dtal costs included $$$$$ of “indirect” costshe
County contends that all of the indirect costs virecarred prior to construction beginning in 200id athus,
should not be considered when determining the vafuhe subject property as a construction work in
progress. The taxpayer's representative statédhéraas new to the case and that he did not knoenhe

indirect costs were incurred. However, as a génaligy he believed that the amount of indirectsoscurred
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after the lien date would be equal to at least 26%he direct costs incurred after the lien datée direct
costs incurred after the lien date amount to $$$#% of this amount equates to $$$$$. If the agwps
methodology were revised to reflect $$$$$ of indtieosts and a %%%%% capitalization rate, a vafue o
approximately $$$$$ would be derived for the sulgpeaperty. This value is relatively close to thbject’s
current value of $$$$$. For these reason, theaighas not met its burden to show that the stéb@arent
value should be reduced.

County’s Proposed ValueThe County’s proposed value of $$$$$ is not noorevincing

than the subject’s current value of $$$$$. Itgaiable that Rule 20 anticipates the County trgdtie entire
subject property as a construction work in progiestead of treating only those portions under taoson as
of the lien date as such. However, even if therBpproperly excluded those portions of the propetiere

construction began after the lien date from itsstrarction work in progress analysis, the Countysitted no

evidence to support its contention that the taxpiangeirred all of its indirect costs prior to thendiary 1, 2008
lien date.

The County appraiser stated at the hearing tha¢leved that most of the indirect costs were
expended prior to construction having begun. Hargve had not investigated and determined thagjiof
indirect costs to determine whether they were irezlibefore or after the lien date. The taxpayevided a
breakdown of its $$$$$ of indirect costs. It iaysible that certain indirect costs described esit@cture
costs and planning and engineering costs may heee imcurred prior to the beginning of construction
However, it is also plausible that a portion ofseosts continued to accrue throughout the cartistru
process. In addition, several of the indirect gostich as insurance, property tax, constructiamagement
and onsite supervisor costs, would appear to asmtmaccrue during all phases of constructioydicg that
construction that occurred after the lien date.thélit evidence to the contrary, the Commissionos n

convinced that all $$$3$$ of the project’s indireasts occurred prior to the January 1, 2008 li¢e.daven if

-7-



Appeal No. 09-2453

only $$$%$$ of the indirect costs occurred aftediredate, the value derived with the County’stmeiblogy
would be more in line with the subject’s curreniuesof $$$$$ than the County’s proposed value &%
For these reason, the County has not met its buimlesmow that the subject’'s current value should be

increased. In conclusion, the subject’s currehterahould be sustained.

Kerry R. Chapman
Administrative Law Judge

DECISION AND ORDER

Based upon the foregoing, the Tax Commission isissttae subject’s current value of $$$$$$
for the 2008 tax year. Itis so ordered.
This decision does not limit a party's right tocarRal Hearing. However, this Decision and
Order will become the Final Decision and Ordethef Commission unless any party to this case filestten
request within thirty (30) days of the date of tthéxision to proceed to a Formal Hearing. Suelyagst shall
be mailed to the address listed below and mustdgcthe taxpayer's name, address, and appeal number
Utah State Tax Commission
Appeals Division
210 North 1950 West
Salt Lake City, Utah 84134

Failure to request a Formal Hearing will precludg further appeal rights in this matter.

DATED this day of , 2010.
R. Bruce Johnson Marc B. Johnson
Commission Chair Commissioner
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D’Arcy Dixon Pignanelli Michael J. Cragun
Commissioner Commissioner
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