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LOCALLY ASSESSED PROPERTY - COMMERCIAL
TAX YEAR: 2009

SIGNED: 08-19-2010

BEFORE THE UTAH STATE TAX COMMISSION

PETITIONER, INITIAL HEARING ORDER
Petitioner, Appeal No. 10-0326
V. Parcel No. ###H#H#

Tax Type: Property Tax/Locally Assessed
BOARD OF EQUALIZATION OF COUNTY, Tax Year: 2009
UTAH,

Respondent. Judge: Cragun

This Order may contain confidential " commer cial information" within the meaning of Utah
Code Sec. 59-1-404, and is subject to disclosure restrictions as set out in that section and
regulation pursuant to Utah Admin. Rule R861-1A-37. Therule prohibitsthe parties from
disclosing commer cial information obtained from the opposing party to nonparties, outside
of the hearing process. However, pursuant to Utah Admin. Rule R861-1A-37, the Tax
Commission may publish this decison, in its entirety, unless the property taxpayer
responds in writing to the Commission, within 30 days of this notice, specifying the
commercial information that the taxpayer wants protected. The taxpayer must mail the
responseto the addresslisted near the end of thisdecision.

Presiding:
Michael J. Cragun, Commissioner

Appearances:
For Petitioners: PETITIONER REP., Taxpayer's Repnéative (by telephone)
For Respondent:. RESONDENT REP., COUNTY Assessotdlephone)

STATEMENT OF THE CASE

Petitioner brings this appeal from the decisiothef County Board of Equalization. The

parties presented their arguments in an Initialridgapursuant to the provisions of Utah Code
Ann. Sec. 59-1-502.5, on May 18, 2010. Petitidittee “Property Owner”) appeals the assessed
value established for the subject property by tl@UBITY Board of Equalization as of the
January 1, 2009 lien date. The County Assessosétthe value at $$$$$ and the County Board
of Equalization sustained that value. The Propewyners request a value reduction to $$$$3$.
At the hearing, Respondent (the “County”) requested the Tax Commission sustain the value
set by the County Board of Equalization.
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During the hearing, the County’s representativeedothat the Property Owner’s
representative had supplied tax return informaltiber than requested. Consequently, the County
was unable to obtain income based valuation evigémen a more experienced appraiser who is
employed by a sister county’s assessor. The Caskyd that the hearing record remain open so
that its income based valuation could be submittesl next day. The Property Owner's
representative said that he could submit any respém the County’s post-hearing evidence by
May 26, 2010. The hearing officer agreed to kdephearing record open until June 1, 2010.
Both parties acknowledged the deadline.

The County submitted its evidence on May 19, 20Mhen the Tax Commission’s
Appeals Unit contacted the Property Owner’s repriegive after May 26, 2010, he said that he
would like to respond to the County’s evidence Wwas unaware of any time limits. He also said
that he was traveling and would call the Appeald Uack for further discussion. The Property
Owner’s representative has neither made furthetacbnor submitted any response.

APPLICABLE LAW

All tangible taxable property located within thetst shall be assessed and taxed at a

uniform and equal rate on the basis of its fair keivalue, as valued on January 1, unless
otherwise provided by law. Utah Code Ann. Sec. 832(1).

“Fair market value” means the amount at which prigp@ould change hands between a
willing buyer and a willing seller, neither beingder any compulsion to buy or sell and both
having reasonable knowledge of the relevant facts .. Utah Code Ann. 59-2-102(12).

Any person dissatisfied with the decision of therty board of equalization concerning
the assessment and equalization of any propertyaeodetermination of any exemption in which
the person has an interest, may appeal that dedisithe commission by filing a notice of appeal
specifying the grounds for the appeal with the ¢p@uditor within 30 days after the final action
of the county board. Utah Code Ann. Sec. 59-2-{0)06

To prevail in a real property tax dispute, the tReter must (1) demonstrate that the
County's original assessment contained error, @&hdoiovide the Commission with a sound
evidentiary basis for reducing the original valaatto the amount proposed by Petitiords.son
v. Bd. of Equalization of Salt Lake County, 943 P.2d 1354 (Utah 1997). See also Utah Code Se
59-1-1417 which provides, “In a proceeding beftre ¢commission, the burden of proof is on the
petitioner . . .”

DISCUSSION

The subject property is a ( # ) room lodgingilfgcaffiliated with COMPANY A,

located in CITY, Utah. At the hearing, the Propddiwvner’s representative presented an income

statement reflecting estimated revenue of $$$$&26f19. Based on the ratio of 2008 actual
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revenues and expenses, the income statement ¢efculat operating income at 25% of total
revenue or $$$$$ for 2009. The 25% income ratie Wwased on an Income and Expense
Statement (“income statement”) provided by the PBrigp Owner’'s representative. This
document used figures derived primarily from thegerty Owner’s federal income tax return.
The Property Owner’s representative explained thatincome statement uses 2009 revenue
estimates rather than 2008 actual revenue bechegeroperty Owner had experienced declining
revenues over previous years and anticipated téadl tto continue. The income statement then
applies a %%%%% capitalization rate based upon &8 rate derived from the Korpacz
Real Estate Investor Survejus an effective tax rate of %%%%%. This ratlds an estimated

total property value of $$$$$ from which the Prap@wner subtracted personal property valued
at $$$$$, resulting in an estimated property valug$$$$. The Property Owner further reduced
this value by 10% ($$$$3$) to account for “businesgerprise value,” which the Property
Owner’s representative explained as the lodgingness’s franchise affiliation, market position,
and working capital. Thus, the Property Ownertguested value for the property is $$$$$

The County's representative testified at the heatimat rural Utah properties have
experienced neither dramatic valuation increases uwaduation decreases due to economic
fluctuations as has been the case elsewhere. ®Ohetys representative opined that despite a
national economic downturn in 2008 and 2009, prige®in CITY, Utah have shown a steady
increase in market value. While acknowledging tédi commercial sales in the area, the
County’s representative presented the followingdatillustrate their premise by noting that the

sales prices exceed the assessed values:

Sale Date Sale Price Assessed Value Location Notes

June 2007 $55$% $5$3$$(2009) ADDRESS 1 Subject prope

June 2009 $5$5$ $$$$$ (2008) ADDRESS 2 Lodgingentgp

October 2008 | $3$$$% $$$$$ (2008) ADDRESS 3 Vacantnd la where
COMPANY 2 was later
constructed

The County’s representative further testified tiat subject property’s 2010 valuation, based on
Marshall and Swift cost data, will likely be $$$$Kinally, the County’s representative suggested
that the subject property is located in CITY’s coenaial growth area.

The Property Owner's representative disputed #hevance of the property sales and
assessment data as the additional lodging properthe vacant land are not comparable to the

subject property. He further testified that thegarty Owners purchased the subject property at
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the peak of the market. Finally he questioneddbenty’s 2010 cost approach valuation because
it includes no depreciation for either base costeating and cooling.

Following the hearing, the County's representatsigmitted an income approach
valuation. The County calculated the value by gipgl an %%%%% capitalization rate to net
operating income of $$$$$ yielding $$$$$. The opgrating income reflects income of $$$$$
less expenses of $$$$$. These figures were takeetlg from the Property Owner’s tax return.
After subtracting $$$$$ in “reported personal propealue,” the County concludes that the
subject property’s value is $$$$$. The Countyfermation does not explain the capitalization
rate derivation or account for the difference bemvéhe personal property value it used and that
relied upon by the Property Owner

The Commission has significant concerns over iffees between the Property Owner’s
income statement and the tax return. Although sofribe discrepancy resulted from offsetting
adjustments by allocating salary expenses from fRjoto “Repairs and Maintenance” in the
amount of $$$$$; two other expenses had no exptematFirst, “Marketing,” which included
“Advertising” and “Commissions” on the tax retumas in the amount of $$$$$ on the income
statement, but $$$$$ on the return. This is aedifice of $$$$$. In addition, the income
statement showed $$$$$ for “Management Fee,” bgtudes $$$$$ within $$$$$ of
“Administrative & General” expenses. The tax ratuindentified the $$$$$ figure as
“Management Fees.” The two unexplained discreganitital $$$$$, would account for a value
difference of close to $$$$$. The Commission nttes removing the unexplained adjustments
to the expenses from the tax return results in a%#%8% income ratio as opposed to the
%%%%% ratio used by the Property Owner.

We do not find the Property Owner’s pro forma e estimate to be persuasive for
several reasons. First, there was no evidencepposuthe testimony that revenues have been
declining over the last several years. In any gviie County testified that the market had not
experience any recent decline. We do note, howthatrthe County’'s testimony was equally
unsupported; the ratio of sales prices to assedsntexs nothing to do with market trends.
Finally, the discrepancies between the Property @isneported expenses and those listed on the
return raise concerns about the credibility ofréneenue estimates.

For similar reasons, the Commission does not adbepProperty Owner’s estimate for
Business Enterprise Value. There was no allocatibivalue between franchise affiliation,
market position, and working capital, nor was themg support for the 10% figure. In particular,

! At the hearing the parties’ testimony reflectetheamisunderstanding among them between an amount

the Property Owner’s allegedly invested in new ifsliings after purchasing the subject property, the

portion of the subject property’s purchase pridecaited to personal property, the value reportethen

Property Owner’s personal property tax return dredvialue determined by a personal property taxtaudi
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working capital was improperly characterized anduded with enterprise value. It has nothing
to do with enterprise value; working capital is aocounting or financial measure used to
determine the liquidity of a firm. Also, the testiny does not sufficiently describe why the
subject property’s valuation should exclude thes#iqular elements.

Although a pro forma revenue and expense estiofdigture income and expenses is an
appropriate valuation methodology, the Property @wvenestimates were not well supported.
Accordingly, the Commission finds that the actualdme and expenses on the 2008 tax return
are an acceptable approximation for the 2009 netatimg income. After adjusting the County’s
estimate to reflect the audited personal propestye; the resulting estimated value of $$$$$ is
higher than the current assessnfent.

After weighing the evidence provided by both partihie Commission concludes that the
evidence supports the current assessment as et Bpard of Equalization.

DECISION AND ORDER
Based upon the foregoing, the Tax Commission sustdhe County Board of

Equalization’s determination that the value of #wbject property as of January 1, 2009, is
$$$$$. It is so ordered.

This Decision does not limit a party's right to @Ral Hearing. Any party to this case
may file a written request within thirty (30) dagé the date of this decision to proceed to a
Formal Hearing. Such a request shall be mailgétg@ddress listed below and must include the
Petitioner'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
D’Arcy Dixon Pignanelli Michael J. Cragun
Commissioner Commissioner

MJC/10-0326.int

2 The Owner estimated $$$$$ for “Reserve for Reptargs. However neither party used this figure in
developing their respective valuations.
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