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Caught in ‘The Twilight Zone’
Property owners haunted by flawed approach
to tax assessments. By Stewart Mandell, Esq.

A compelling case
A recently litigated tax appeal regarding
a big-box retail building offers a persuasive example. The taxpayer-submitted
appraisal included not only income- and
sales-comparison based valuations, but
also a proper cost approach.
The cost-based analysis differed in
several ways from the tax assessor’s hasty
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In a litigated tax appeal case in the Midwest involving a big-box retail building, the property owner successfully argued that accounting for all depreciation justified an assessment adjustment of more than 40%.
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lawed cost-based assessments are
a common cause of unlawfully
high property taxation. Year after
year, inflated valuations by government
assessors can impose excessive tax bills
on a property, notwithstanding annual
taxpayer efforts to correct them.
For property owners, persistently
unfair assessments are like Talky Tina,
the infamous talking doll in the television series The Twilight Zone. The evil toy
ultimately prevails against homeowner Erich Streator, notwithstanding his
repeated efforts to remove the doll from
the Streator family home.
The bad news for taxpayers is that
assessors will continue to impose excessive, flawed assessments because they
often employ error-prone appraisal
methods in the interest of expediency.
The following demonstrates a common
route to a cost-based assessment.
Software can help assessors quickly
calculate the cost of reproducing property improvements, an amount I’ll call
“cost to build today.” To account for
physical deterioration of improvements,
assessors can use an age-life method.
For example, let’s say a five-year old
structure’s estimated life is 50 years and
its cost to build today is $10 million. The
assessor deducts 10% for physical deterioration and adds the resulting $9 million
value to the land value for a quick — and
often inflated — assessment. The good
news for taxpayers is that, unlike the
Twilight Zone’s Streator family, they have
the means to seek and obtain justice.
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valuation. First, the appraisal explained
that in addition to physical deterioration, depreciation must reflect functional
obsolescence or drawbacks to the property itself, as well as external obsolescence. The latter refers to factors outside
the property, such as reduced demand
for space due to a recession.
The taxpayer proved that the original assessment was flawed because only
physical deterioration had been subtracted from the cost to build today.
Additionally, the property owner’s
appraiser presented comparable sales of
other big-box locations where a taxpayer had purchased a site, developed a
building and sold the property within a
few years. These comparable sales were
properties in which the owners had a fee
simple interest.
For each comparable sale, the appraiser established the total depreciation of
the improvements by first subtracting
the original land purchase amount from
the recent sale price to arrive at a current
depreciated value for the building. Then
the appraiser compared that building
value to the cost to build today, which
showed how much the building had
depreciated over time.
The total depreciation at these similar
properties supported the case for a lower
assessment. In the most extreme example
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from several comparable sales, the value
of the building and improvements was
56% less than the cost to build today.
Total depreciation of the improvements in the comparable examples
ranged from 42% to 56%. Applying this
analysis, even after adding back the property’s $700,000 land cost, the property
assessment should have been about $3
million instead of more than $5 million.
In this case, the appraiser had comparable sales data on similar properties
where land acquisition, construction and
a sale had taken place in a relatively
short time. In cases where the available
comparable sales are of older properties,
land sales may be used to establish the
land value, rather than using the actual
original price.
As the accompanying chart shows,
the taxpayer demonstrated that the government’s assessment was unlawfully
inflated by over 40%. Clearly, comparable sales can help taxpayers fight the
kind of excessive taxation that should
only exist in the fictitious world of The
Twilight Zone.
Stewart Mandell is a partner in the
law firm of Honigman Miller Schwartz
and Cohn LLP, the Michigan member
of American Property Tax Counsel
(APTC). He can be reached at
slmandell@honigman.com.
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