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LOCALLY ASSESSED PROPERTY

TAX YEAR: 2006

SIGNED: 12-28-2007

COMMISSIONERS: P. HENDRICKSON, M. JOHNSON, D. DIXON
ABSENT: R. JOHNSON

GUIDING DECISION

BEFORE THE UTAH STATE TAX COMMISSION

PETITIONER, ORDER
Petitioner, Appeal No.  07-0168
V. Parcel No. A
BOARD OF EQUALIZATION Tax Type: Property Tax / Locally Assessed
OF SALT LAKE COUNTY,
STATE OF UTAH, Tax Year: 2006
Respondent. Judge: Chapman

This Order may contain confidential "commercial information” within the meaning of Utah Code Sec.
59-1-404, and is subject to disclosure restrictiorss set out in that section and regulation pursuartb
Utah Admin. Rule R861-1A-37. The rule prohibits tle parties from disclosing commercial information
obtained from the opposing party to nonparties, owtide of the hearing process. However, pursuant to
Utah Admin. Rule R861-1A-37, the Tax Commission magublish this decision, in its entirety, unless the
property taxpayer responds in writing to the Commision, within 30 days of this notice, specifying the
commercial information that the taxpayer wants proected. The taxpayer must mail the response to the
address listed near the end of this decision.

Presiding:

Kerry R. Chapman, Administrative Law Judge
Appearances:

For Petitioner: PETITIONER REP. 1, Representative

PETITIONER REP. 2, MAI (by telephone)
For Respondent: RESPONDENT REP. 1, from the SddelGounty Assessor’s Office
RESPONDENT REP. 2, from the Salt Lake County Asses 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 July 18, 2007.
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At issue is the fair market value of the subjedperty as of January 1, 2006. The subject
property is a transit/distribution facility locatatiapproximately ADDRESS 1 in CITY, Utah. For 8886 tax
year, the property was assessed at $$$$3$, whi®aihkake County Board of Equalization (“County B)
reduced to $$$$$. The Petitioner asks the Comonigsi reduce the subject’s value to $$$$$, white th
County asks the Commission to increase the subjeatiie to $$$$$.

APPLICABLE LAW

Utah Code Ann. 859-2-1006(1) provides that “[a]eygon dissatisfied with the decision of
the county board of equalization concerning thees®sent and equalization of any property, or the
determination of any exemption in which the per$@s an interest, may appeal that decision to the
commission . . .."

Any party requesting a value different from theweagstablished by the County BOE has the
burden to establish that the market value of thgest property is other than the value determingthie
county board of equalization.

For a party who is requesting a value that is difiefrom that determined by the County BOE
to prevalil, that party must (1) demonstrate thatvilue established by the County BOE containemt,cand
(2) provide the Commission with a sound evidenttzagis for reducing the value established by thenGo
BOE to the amount proposed by the paNglson V. Bd. Of Equalization of Salt Lake Cou@a P.2d 1354
(Utah 1997)Utah Power & Light Co. v. Utah State Tax Commiss&80 P.2d. 332 (Utah 1979).

DISCUSSION

The subject property consists of ( # ) acreaindland a transit/distribution facility that was

builtin YEAR. The facility, which the County refeto as a “( WAREHOUSE ),” contains ( # ) sepuizet

of space, of which approximately %%%%% is officac@ The building’s ceilings are approximately ()
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feet in height. In addition, approximately ( #sguare feet, or %%%%%, of the building is desigived
controlled temperatures and was built as coolecespa

The building is approximately ( # ) feet long andt ) feet wide and has ( PORTION
REMOVED ) Shipments received at the facility amdoaded from trucks at docks on one side of the
building. Next, the goods received are transpottedifferent areas of the building where shipmearts
“staged” for transport. Finally, the staged goadsloaded into trucks at docks on the oppogite sf the
building for delivery.

Approximately ( # ) acres of the total ( # ¢resite is used in conjunction with the ( # )
square foot building. The excess acreage of @éres is available for future development, astiileing is
designed so that it can be expanded at each emellamd to building ratio, based on the ( # )asguoot
building and the ( # ) acres used to suppoid it, # ).

County’s Information. The County proffers an appraisal prepared byl RESDENT REP.

2, in which he concluded that the subject’s fairkeivalue was $$$$$ as of the January 1, 2006déee.
This is the value the County requests that the Cigsiam establish for the subject. The County’srajsal
only includes a cost approach. The County stéigsit would be inappropriate to use a sales coisqar
approach or an income approach, in this partidGoktance, because it is unaware of any sale o lefes “(
WAREHOUSE )" to use as a comparison to the subjéhe County explains that it has created the terch
classification “( WAREHOUSE )” to apply to thelgact because, in its opinion, none of the terrdarily
used or defined by appraisal organizations, sut¢tvaehouse,” “( X ) warehouse,” “( X ) warelsa)” or
“( X ) warehouse,” are applicable to the subpgciperty.

To support its creation of a new classificatiorg thounty explains that the subject’s (
PORTION REMOVED ). It also explains that goods asually stored at distribution warehouses for a

significant period of time, whereas at the sulypeoperty, %%%%% of the goods are transferred within)
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hours of their receipt. For these reasons, thenyawoncluded that the subject property needashitsunique
classification.

The Petitioner does not contest that a cost apprimagalue alone, without an adjustment for
obsolescence, would result in the value that thenGohas derived in its appraisal. However, thiiBeer
argues that it is inappropriate for the County teate a term that applies only to the subject @eoto
disregard any obsolescence that the subject magrierge that would be shown by a sales comparison
approach or an income approach. The Petitionetends that consideration of these approaches will
demonstrate that the subject property experienigssl@scence due to certain features built intsthgect
property that would not be recouped in the markigtei subject were leased or sold.

The County appears to recognize that certain featof the property would result in
functional obsolescence if the subject propertyewsold or leased in the Salt Lake County marked as
distribution warehouse. For example, the Counggestin its exhibits that the subject's ( WORDS
REMOVED ) is too specialized “to attract ‘majoapérs™ because “ ( WORDS REMOVED ) At the
hearing, the County explained ( WORDS REMOVED ).

The County also recognizes that the subject isugniggcause: 1) (PORTION REMOVED)
2) ( PORTION REMOVED ) 3) ( PORTION REMOVED and 4) ( PORTION REMOVED ).

Regardless of its unique features, however, thenyaargues that the subject was built to
meet the specific needs of the Petitioner. Fa bason, the County contends that the Commishiomd
disregard any functional obsolescence that coud i€¥he subject is compared to other propesiss should,
instead, determine a “value in use” for the subjecperty. The County proffers that the subjecperty’s
“value in use” is equivalent to its cost approaalue, as this value approximates the value théidtetr was

willing to pay to develop the property less thayear prior to the lien date.
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The County also contends that a “value in use”@ggr is appropriate because The Appraisal
Institute, in itsAppraisal of Real Estatd 2" Edition at p. 25, states that “[t|he highest aestlise of a special
purpose property as improved is probably the caation of its current use if that use remains é@abl
Because the continuation of the Petitioner’s curose of the property is viable, the County arghasthe

subject property must be assessed at its “valuséfiin order to value the property at its “highest best

use.

Petitioner’s Information . To counter the County’s argument that an apgrafgthe subject
property should only consider a cost approach, Reétioner submits a letter from APPRAISER A.
APPRAISER A, an appraiser with the COMPANY A of GITL, Utah, expresses his opinion about the
appropriate methodology to use to appraise theestipjoperty, as follows in part:

It appears to me that there is adequate dataue #a¢ property using both the Sales
Comparison and Income Approaches to value. Thrersoane challenges in that this
building is very large and directly similar compale information may not be
available, however, the data appears to be adecqhf@operties have some unique
characteristics. Itis the job of the appraisexrtalyze these characteristics in relation
to the data and make adjustments to arrive [aghaanable value conclusion. The
subject should not be considered a special usesfyop

The exclusive use of the cost approach in valuiygaoperty is highly questionable.
All properties suffer from depreciation in somenfoor another. It is extremely
difficult, if not impossible, to measure functiorehd/or economic obsolescence
without using improved sales comparables or incamaysis. Without market
transactions of similar properties, the resultingpdy the reporting of the building
cost and | would hesitate to refer to itraarket value. It is not uncommon for
properties to be improved in a way that results market value conclusion that is
lower than the cost. This is especially true whemnque characteristics are
incorporated into the construction. Itis imperatio develop a Sales Comparison or
Income Approach to produce a reliable market vatreclusion.

The Petitioner also proffers an appraisal prepyd@ETITIONER REP. 2, an MAI appraiser,
that includes a sales comparison approach and @amm approach to value. PETITIONER REP. 2

specifically states in his appraisal, however, tfedt the specific request of the client,” he ontynsidered the
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sales comparison approach and income approachiraésthe subject’'s value. As a result, PETITIGNE
REP. 2 did not consider the cost approach and effextt its consideration would have, if any, onfinsl
determination of value. With this limitation, PHTONER REP. 2 concluded that the subject propeftyts)
square foot building and the ( # ) acres of lamplporting it had a fair market value of $$$$$ fathe lien
date. To this value, the Petitioner added $$$$htovalue of the ( # ) acres of excess lanid\ed at the
$$$$$ per square foot price at which the entitie acres was purchased on DATE) to arrive atzd value
of $$$$3$. The Petitioner requests that the Coniarissstablish the subject’s value at this amount.

In his appraisal, PETITIONER REP. 2 stated that gshbject is unique ( PORTION
REMOVED ). To illustrate, PETITIONER REP. 2 indied a chart showing five “true transit warehouse
projects,” which show an average size of ( #Uase feet and an average width of only ( # 1. f@e
largest of the projects shown on the chart is § sfuare feet in size, and the largest width gfafrthese
projects is ( # ) feet. PETITIONER REP. 2 expdal that because of their smaller widths, mosisitan
warehouses only allow for the transfer of goodefiane truck to another, whereas the width of tHxpest
property allows for storage as well. For thesesoaa, PETITIONER REP. 2 concluded that the subject
property is a large distribution warehouse, stattmat “[i]t is clear that the subject does notifito the
parameters of the Salt Lake County transit warehowsrket.”

RESPONDENT REP. 2 Sales Comparison Appro&ETITIONER REP. 2 compared the
subject to comparables he concluded to “have redbprimilar amenities and overall market appetiiab of
the subject.” PETITIONER REP. 2 compared the stilije six sales that sold at prices ranging between
$$$$$ and $$$$$ per square foot and that he adjts@ices ranging between $$$$$ and $$$$$ parsqu
foot. Given these comparables, PETITIONER RERzkided that the ( # ) square foot subject had #

) acres of land would have a value of $$$$$ peasgfoot, which equates to approximately $$$$$.
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The two sales comparables that are ( # ) and §tiare feet in size and that sold for $$$$$
and $$$$$ per square foot, respectively, appeadiszimilar in size to be persuasive. The remgirfidur
comparables, however, are of similar size to thgesii property, as they range from ( # ) to ] Sguare feet
in size. These four comparables all sold for prEe$s$$$$ per square foot or less and adjustedces that
support PETITIONER REP. 2's conclusion of value.

The County proffered pictures to show that the famaining comparables look different
from the subject. It also included the charactiesof the comparables to show that they werehfit from
the subject in the size of their ( PORTION REMOVEDThe County also stated that Comparable #8ldho
not be considered because its research showedlg® He an “intercompany” transfer, not an arlerggth
sale.

The Commission notes that the four comparablesianiéar to the subject in size and appear
to be used as warehouses or transit or distributamehouses. The Commission also notes that PENER
REP. 2 made adjustments, as he thought approgoatége differences that the County pointed out tirat
no information was proffered to show that PETITIGREEP. 2’s adjustments were incorrect. Howeveh wi
the exception of Comparable #5, which may or mayemresent fair market value, and Comparable H&hw
is too small to be persuasive, all of the compashlere at least four years old when they soldlewhi
subject was only a few months old as of the liete.da

PETITIONER REP. 2's Income Approacho determine a market lease rate for the subject
property, PETITIONER REP. 2 compared the subjesbt@roperties that had been leased and one fiyoper
that was offered for lease. The comparables, wizinged in size from ( # ) to ( # ) square felktw lease
prices ranging between $$$$$ and $$$$$ per sqoaréNNN). Two of the comparables are smaller thén
) square foot. The four remaining comparablesaager, and two are similar is size to the subgxtthey are

( # )and ( # ) square feet in size, respelstivBETITIONER REP. 2 adjusted the comparablgsrites
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ranging between $$$$$ and $$$$$ per square foaletedmined a market lease rate of $$$$$ per stpetre
for the subject. When PETITIONER REP. 2 appliad thte to the subject’'s ( # ) square feet, hivele a
potential gross income (“PGI”) of $$$$$ for the jadib.

To this PGI, PETITIONER REP. 2 applied a %%%%% wagarate, a %%%%%
management fee expense, and a %%%%% maintenararesexp arrive at a net operating income (“NOI”) of
$$$$$. He then applied a %%%%% capitalizationt@teOl to derive a value of approximately $$$$6 fo
the subject building and the ( # ) acres he apgdausing the income approach.

The County again proffered pictures and the charistics of PETITIONER REP. 2's lease
rate comparables to show that they look differemd have different features from the subject. The
Commission notes that at least two comparablesianéar to the subject in size and appear to bel ase
distribution warehouses. The Commission also nbsPETITIONER REP. 2 made adjustments he thought
appropriate for the differences that the Countyifeal out and that no information was profferediiosthat
PETITIONER REP. 2's adjustments were incorrectweleer, all of the comparables were at least foarsge
old when they were leased, while the subject wgsafew months old as of the lien date.

The County also states that the %%%%% capitalizatite PETITIONER REP. 2 used is too
high. The County explains that it talked to thenews of the COMPANY B Building, which is PETITIONER
REP. 2's sales comparison Comparable #1, and Wathtat it sold at a capitalization rate of %%%%b.
addition, the County states it calculated a %%%%#tdbof investment capitalization rate. None of thi
information, however, was proffered for review. hiis appraisal, PETITIONER REP. 2 included a pdge o
capitalization rate comparables that show rategingnbetween %%%%% and %%%%% for sales of
“industrial related office warehouses” that soldidg 2005 and 2006. Only six of these sales were f
properties that were in excess of ( # ) squageifesize. The rates for these six sales were %

%%%%%, %%%%%, %%%%%, %%%%%, and %%%%%, respegtivbich suggests that a %%%%%
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capitalization rate for the subject may be too higere the Commission to conclude that an %%%%%
capitalization rate is more appropriate and to b the NOI PETITIONER REP. 2 derived, his ino®
approach value would increase from $$$$$ to apprately $$$$$.

PETITIONER REP. 2's ReconciliatioPETITIONER REP. 2 reconciled a final value foz t
subject’s building and ( # ) acres by giving dqwaight to the estimates he derived from the sales
comparison approach and income approach. If I$$$Sales comparison approach value and the revised
$$$$$ income approach value are given equal weaghtiue of $$$$$ is derived for the subject baoidand
the ( # ) acres of land. Adding the excess laide of $$$$$ that the Petitioner proposed woesdilt in a
total value of approximately $$$$$ for the subjaiperty.

Analysis.  The Commission is not persuaded that eithely}s approach is necessarily
correct. First, the Commission finds the County&ation of a unique classification for the subjgoperty to
be unpersuasive. In addition, it does not find tha subject property is a special use propdttythermore,
even were the subject to be a special use progbeyCommission is not convinced that the cost @ggr
alone is always adequate to determine its fair etar&lue.

In fact, the Commission has previously determitieat a special use property should be
valued at its “value in exchange,” if that valuaifferent from its “value in use.” In its Finale@ision in
XXXxXx V. Board of Equalization of RURAL COUNApeal Nos. 03-1417, 04-1366 & 05-1470 (February
27, 2006), the Commission considered a unique ndubuilding that was designed for a special uke,
repair of large mining equipment. In that case @lommission considered expert testimony from éepsor
who explained “that value in use is always highemt value in exchange” and concluded that it “must
determine the value for the property based on ahange value.” Although the Commission did notcgj
RURAL COUNTY's appraisal on the basis that it oimgluded a cost approach, it found that, in thsteince,

the cost approach alone “failed to fully accoumtdbsolescence.”
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The subject property at issue in this matterovdg a few months old as of the 2006 lien date,
whereas the special use property in the RURAL COYN&se had an effective age of at least seven years
when the Commission considered its value. Perthegimct that the subject property is new wouldiltés a
cost approach alone being sufficient to value thxest property. However, without the County cdesing
the subject’s “value in exchange,” the Commissgndt persuaded that its appraisal, which it adioite a
“value in use” appraisal, is sufficient evidencetfe Commission to conclude that the value estadd by the
County BOE is incorrect.

Nor is the Commission persuaded by the Petitienevidence that the subject’s
improvements, though newly built, immediately exgeced such obsolescence that their value is 48%6 le
than their cost to build. Were the subject theesage as the most similar comparables found in ABNER
REP. 2’s appraisal, perhaps the Petitioner's apgkaould be more persuasive to show that suchga la
amount of obsolescence has occurred. HoweveGdhemission is not convinced that a new propergh s1$
the subject, would experience the amount of obselee shown in PETITIONER REP. 2's appraisal withou
the appraiser addressing and explaining this pro@tmore convincing manner. Furthermore, PETITEBN
REP. 2, at the Petitioner’s instructions, doesatlatress the cost approach and its effect, if amyg final
reconciliation of value for the subject propeiyithout such evidence, the Commission is not caredrthat
the Petitioner's appraisal considers all aspecte@ming the subject property. For these reasies,
Commission does not find the Petitioner’'s evidesidéicient for it to conclude that the value esistiebd by
the County BOE is incorrect.

For these reasons, the Commission rejects thet€suequest to increase the subject’s value
and the Petitioner’s request to decrease the disjedue.

DECISION AND ORDER
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Based upon the foregoing, the Tax Commission fihdsthe fair market value of the subject
property, as established by the County BOE, shbeldustained at $$$$$ for the 2006 tax year. dois
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 filastien
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 mustidecthe Petitioner's name, address, and appealetumb

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 , 2007.

Kerry R. Chapman
Administrative Law Judge

BY ORDER OF THE UTAH STATE TAX COMMISSION.
The Commission has reviewed this case and the sigded concur in this decision.

DATED this day of , 2007.
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Pam Hendrickson
Commission Chair

Marc B. Johnson
Commissioner

KRC/07-0168.int
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R. Bruce Johnson
Commissioner

D’Arcy Dixon Pignanelli
Commissioner



