BEFORE THE STATE TAX APPEAL BOARD

OF THE STATE OF MONTANA

THE DEPARTMENT OF REVENUE )
OF THE STATE OF MONTANA, ) DOCKET NO.: PT-2002-15
)
Appel | ant, )
)
-VS- ) FACTUAL BACKGROUND,
) CONCLUSI ONS OF LAW
CHARLES SKORUPA, ) ORDER and OPPORTUNI TY
) FOR JUDI Cl AL REVI EW
Respondent . )

The above-entitled appeal was heard on February 11, 2003,
in the Gty of Billings, Mntana, in accordance with an order
of the State Tax Appeal Board of the State of Mntana (the
Board). The notice of the hearing was duly given as required
by | aw.

The Departnment of Revenue (the DOR) represented by
Speci al i st Rocky Haralson and Appraiser Larry Richards
presented testinony in support of the appeal. Charles Skorupa
(the Taxpayer) presented testinony agai nst the appeal.

The duty of the Board is to determ ne the market val ue of
the Taxpayer’s property based on the preponderance of the
evidence. The State of Mntana defines “market value” as MCA
8§15-8-111. Assessnent — nmarket value standard — exceptions.

(1) Al taxable property nust be assessed at 100% of its



mar ket val ue except as otherw se provided. (2)(a) Market
value is a value at which property would change hands between
a wlling buyer and a willing seller, neither being under any
conpulsion to buy or to sell and both having a reasonable
know edge of relevant facts.

The DOR is the Appellant in this proceeding and therefore
has the burden of proof. It is true, as a general rule, that
the appraisal of the Departnment of Revenue is presuned to be
correct and that the taxpayer nust overcone this presunption
The Departnent of Revenue should, however, bear a certain
burden of providing docunented evidence to support its

assessed val ues. (Western Airlines, 1Inc., v. Catherine

M chunovi ch et al., 149 Mont. 347, 428 P.2d 3, (1967).

Based on the evidence and testinmony of the DOR, the
mar ket value of the property is $1,286 for the |land and val ue
for the inprovenents is nodified as set forth in the follow ng
opi nion. The decision of the Rosebud County Tax Appeal Board
shal | be nodifi ed.

FACTUAL BACKGROUND

1. Due, proper and sufficient notice was given of this
matter, the hearing, and of the tinme and place of the
heari ng. All  parties were afforded opportunity to

present evidence, oral and docunentary.



The Board has jurisdiction over this matter in accordance
with § 15-2-301 MCA

The property which is the subject of this appeal is
descri bed as:

Certificate of Survey 48726 and improvements located thereon. Rosebud
County, State of Montana (Assessor Code —4990)

For the current appraisal cycle the DOR appraised the
subj ect property at $1,286 for the land and $53,000 for
t he i nprovenents.
The Taxpayer filed Form AB-26, Request for |Infornal
Review with the DOR on Novenmber 29, 2001. The DOR
apprai ser reduced the value of the inprovenents to
$43, 800 subsequent to an external inspection, stating:
Reviewed 4/12/2002 @ 11:30 A.M. Building not internally accessible. Some
windows were broken. Removed heat & air condition from building value.
Value changed in CAMA on improvements from $53,000 to $43,800.
The Taxpayer appealed the DOR' s market value for the
i nprovenents to the Rosebud County Tax Appeal Board
(County Board) requesting the value be adjusted to
$10, 000. The Taxpayer cited the foll ow ng:
Vandals destroyed the building making it worthless for sale or fixing it up.
In its Decenber 2, 2002 decision, the County Board
adj usted the value for the inprovenents, stating:
The Rosebud County Tax Appeal Board finds for the Appellant in a reduction

of their property value from the .86 local index factor used by the Department
of Revenueto a .25 local index factor for the following reasons:



1. The remoteness of the area, 25 miles from Forsyth, and 5 miles to the
highway.

2. Poor Ranchland.

3. Noranch headquarter near site.

4. No water source.

8. The DOR appealed the County Board' s decision to this
Board on Decenber 17, 2002, stating:
The DOR is appealing this decision for the following reasons:
1. Rosebud CTAB adjusted a local index factor with reasons that do not
support the purpose and function of alocal index factor.
2. Reasons given for adjustments do not pertain to physical depreciation, the

stated reason of dissatisfaction of taxpayer in appeal.

STATEMENT OF THE | SSUE

The issue before the Board is the market value of the
subject property as of January 1, 1997, the base appraisal
date for the current appraisal cycle.

DOR S CONTENTI ONS

The DOR Exhibit A is a docunment containing information

used to value the inprovenents based on the cost approach to

value. Summarized, this Exhibit illustrates the follow ng:
Land Data

Acres Land Value

6.43 $1,286
Improvement Data
Structure Type (398) — Warehouse Quality Grade - Fair
Y ear Built - 1986 Physical Condition — (1) - Poor
Size—-6,820 SF Functional Utility — (1) - Poor
Structure Type (GF5) - Garage
Year Built - 1986 Physical Condition —(2) - Fair
Size—24 X 24 (576 SF) Functional Utility — (1) - Fair
Improvement Value from the Cost Approach $53,000
Total Property Value $54,286



DOR Exhibit C is additional data from the DOR s Conputer
Assi sted Mass Appraisal System (CAMAS) for the warehouse as
illustrated on Exhibit A and the additional garage structure.
Summari zed, this Exhibit illustrates the foll ow ng:

Warehouse

Physical Condition — (1) — Poor

Functional Utility — (1) — Poor

Percent Good 45 (Depreciation — 55%)

Replacement Cost New Less Depreciation (RCNLD) $94,190

Grade Factor — 78%

Local Index — 78%

Economic Condition Factor — 76%

Replacement Cost New Less Depreciation (RCNLD) $48,010
Garage

Size—24 X 24 (576 SF)

Y ear Built — 1986

Physical Condition —2 — Fair

Functional Utility — 2 — Fair

Economic Condition Factor — 76%

Other Building Yard Improvement (OBY) Index — 78%

Appraised Value $ 4,970

o ANEELE BI04

Total Improvement Value $53,000 Rounded

DOR Exhibit D illustrates the “Commercial Local |ndex’s”
for the current appraisal cycle and the 2003 appraisal cycle,
or 78% and 86% respectively.

DOR Exhibit E is a copy of Form AB-26, Request for
I nfformal Review. The review by the DOR appraiser resulted in
a reduced market value for the inprovenents to $43, 800. M.
Richards testified that the values illustrated on Exhibits A
and C are prior to any adjustnent.

M. Haralson testified that the DOR took issue with the

County Board' s decision with regards to the adjustnent of the



local index factor from 86% to 25% M. Haralson testified

that the local index factor is a reflection of |ocal
construction costs that is applied to all conmmer ci al
properties wthin Rosebud County. It would be inappropriate

to adjust this index for one particular property.
The DOR does not dispute the fact the Taxpayer purchased

the property for $20,075, but does take the position that the

nature of the transaction, i.e. sealed bid, does not neet the
test of an “armis-length” transaction. MCA 15-8-111.
Assessnent -- market value standard -- exceptions. (1) Al

taxabl e property nmust be assessed at 100% of its market val ue
except as otherwise provided. (2) (a) Market value is the
value at which property would change hands between a wlling
buyer and a willing seller, neither being under any conpul sion
to buy or to sell and both having reasonable know edge of
rel evant facts. It is the position of the DOR that the
property was not exposed to the market in a typical manner,
i.e. local real estate listing, therefore rendering the
transaction as “non arms-length.”

TAXPAYER S CONTENTI ONS

The Taxpayer testified that the property was purchased
for $20,075 from the federal governnent in 1999 through a
seal ed bid. Informati on about the property was obtained

through the Air Force base located in Geat Falls and the bid



form was received from a federal office in Texas. To be
eligible, 10% was due at the tinme of the bid and the bal ance
was due upon acceptance.

The property is approximately twenty-three mles north of
Forsyth. Eighteen of those mles are on paved road and five
are on gravel road. The property is renotely | ocat ed.

The Taxpayer has contacted a local real estate agent
about selling the property. To date, there have been no
serious interested buyers.

The federal governnment built the property and used it for

simul ated bonbing runs for the Air Force. The warehouse
structure housed the necessary electronic equipnent. The
mlitary personnel resided off the site, nost Ilikely in
For syt h.

The Taxpayer does not dispute that the property was not
listed for sale through a local real estate agent, but it is
his opinion there was wllingness to buy and sell by both
parties.

BOARD DI SCUSSI ON

The burden of appeal rests with the DOR since this appeal
was brought by the DOR

The Board does not dispute that the sealed bid process is
suspect when attenpting to neet the test of a true “arms-
| ength” transaction. However, it undoubtedly offers an

7



i ndi cation of val ue. The transaction raises the issue that,
if the property were actually worth $54, 286, as determ ned by
the DOR the Taxpayer benefited significantly when he
purchased it for $20,075 in 1999. The taxpayer has a verba
listing agreenent wth a local real estate agent, but there
has been no serious interest in the property. The Taxpayer
testified that he would Ilike nothing nore than get his
i nvestment back at the present tine.

The Rosebud County Board reduced the DOR s |ocal index
factor from 86% to 25% The local Board did not assign a
val ue based upon its nodification, but this reduction in the
i ndex factor would reduce the nmarket value significantly.

The DOR testified that the local 1index factor is a
reflection of |ocal construction costs. The DOR testified
that, had it not appealed the County Board' s decision, it
woul d appear to acquiesce in the presunption that a 25% i ndex
factor is appropriate for Rosebud County. Thus, bad precedence
and an inequity for other commercial properties wthin Rosebud
County woul d exi st.

The DOR valued the subject inprovenents based upon the
cost approach to val ue. MCA 15-8-111. Assessnent -- market
val ue standard -- exceptions. (1) Al taxable property nust be
assessed at 100% of its narket value except as otherw se

provided. (b) If the departnment uses construction cost as one
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approximation of market value, the departnment shall fully

consider reduction in value caused by depreciation, whether

t hrough physical depreciation, functional obsolescence, or

econom ¢ obsol escence (enphasis supplied). |In the decision of

the County Board they stated, “The Rosebud County Tax Appea
Board finds for the Appellant in a reduction of their property
value from the .86 local index factor used by the Departnent
of Revenue to a .25 local index factor for the follow ng
reasons:

1. The renoteness of the area, 25 mles from

Forsyth, and 5 mles to the highway.

2. Poor Ranchl and.

3. No ranch headquarter near site.

4. No wat er source.

DOR Exhibit D indicates that the local index factor for
the current appraisal cycle is 78% not 86% as indicated by
the local Board. This Board does agree with the DOR that the
County Board erred when it reduced the index factor. There is
nothing to suggest that |[|ocal construction costs are 25%
Wen reading the local Board’ s decision it appears, for the
nost part, that the adjustnent it was attenpting to apply to
the property is one of an econom c nature. The DOR has the
ability to recognize economc conditions when establishing
value and has done just that. The DOR applied an econonic
condition factor (ECF) of 78% to the subject property. The

DOR also testified that this ECF is applied to all commercia
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property within Rosebud County. The DOR s Appraisal Mnual
defines the “econom c condition factor” as:

a component of depreciation or market adjustment that is usually applied after
normal depreciation. It normally 1.00 (100%) for the majority of properties
where the cost index has been property established and the depreciation
schedules have been adequately calibrated.

It has a rale in representing the effect of the economic climate on unique
propertiesin a boom or bust economy. |t can affect individual properties, or it
can affect a whole class pf properties (emphasis supplied).

The one aspect of this property that nmakes it unique is

its renote | ocation. It’s apparent that the property was
constructed with a specific use in mnd. The federal
governnment, for whatever reason, made the decision to
termnate use of the property and dispose of it. No one

di sputes that this property, with its renote |location, has a
very limted market. It is the opinion of this Board that the
County Board was attenpting to adjust the ECF of this property
based on the preponderance of the evidence before it.

As MCA 15-8-111 (c) states, there are three forns of
depreci ation: physical, functional and econom c. For the
subject property, the DOR assigned the following for the

structures:

Warehouse Garage
Physical Depreciation Poor (1) Fair (2)
Functional Utility/Obsolescence Poor (1) Fair (2)
Total Physical & Functional Depreciation 55% 19%
Economic Condition Factor/Obsol escence 76% 76%

The Taxpayer did not dispute the DOR s determ nation of
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physical and functional depreciation, especially with the
vandal i sm that has occurred to the property. The DOR adjusted
the value of the property after the Taxpayer filed the Form
AB-26. The DOR did an external inspection of the property and
removed val ues assigned for the heating and air conditioning
system (HVAC). Renmoving the entire value for the HVAC gives
t he appearance that no system exists, even though considerable
testinony was heard on the type of systemthat is present in
t he warehouse structure. It is the opinion of the Board that,
if a HVAC system is in place, the appraisal process should
recognize it and value it based on its condition and utility.
From the DOR s assignnent of “Poor” for physical and
functional depreciation, it’'s apparent the value has been
reduced adequately for this conponent.

The DOR testified that, if the structures were |ocated
within the city limts of Forsyth, an average quality grade
woul d have been assigned for the structure. The DOR al so
testified that the depreciation was also reduced based on the
property’s | ocation. It is the opinion of the Board that the
application of an inferior quality of construction based upon
a property’s location is an inappropriate nethod to appraise a
property. The Board commends the DOR for attenpting to
recogni ze the property’s less than desirable |ocation, but it
is our opinion that the ECF would be the nobst appropriate
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place within the appraisal process to do so. It is also the
opinion of this Board that the l|ocal Board attenpted to do
just this but erroneously applied it to the |local index
factor, thus pronpting the appeal by the DOR
It is the opinion of this Board that the DOR s CAMAS
reflect the foll ow ng:
1. Land val ue remains at $1, 286.
2. Quality of construction is “average” for both the
war ehouse and gar age.
3. The HVAC systemis put back on the appraisal.
4. The physical condition and functional utility remain
unchanged for the warehouse and garage.
5. The ECF for this property reflect 25%

CONCLUSI ONS OF LAW

1. The State Tax Appeal Board has jurisdiction over this
matter. §15-2-301 MCA

2. §15-8-111 MCA. Assessment - market value standard -
exceptions. (1) Al taxable property nust be assessed at
100% of its market value except as otherw se provided.
(2) (a) Market value is the value at which property would
change hands between a wlling buyer and a wlling
seller, neither being under any conpulsion to buy or to
sell and both having reasonable know edge of relevant
facts. (b) If the departnent uses construction cost as
one approximation of market value, the departnent shall
fully consider reduction in value caused by depreciation,
whet her t hr ough physi cal depreci ati on, functi onal

12
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obsol escence, or econom c obsol escence.

8§15-2-301 MCA, Appeal of county tax appeal boar d
deci si ons. (4) In connection with any appeal under this
section, the state board is not bound by common |aw and
statutory rules of evidence or rules of discovery and may
affirm reverse, or nodify any deci sion.

It is true, as a general rule, that the appraisal of the
Departnent of Revenue is presuned to be correct and that
the taxpayer nust overcone this presunption. The
Departnent of Revenue should, however, bear a certain
burden of providing docunented evidence to support its

assessed val ues. (Western Airlines, Inc., v. Catherine

M chunovi ch et al., 149 Mont. 347, 428 P.2d 3, (1967).

The Board finds that the evidence presented supports its
conclusion that the decision of the Rosebud County Tax

Appeal Board be nodifi ed.
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ORDER

| T IS THEREFORE ORDERED by the State Tax Appeal Board of
the State of Mntana that the subject property shall be
entered on the tax rolls of Rosebud County by the [ ocal
Department of Revenue office at the value of $1,286 for the
land and the value of the inprovenents be nodified consistent
with the discussion above. The appeal of the DOR is granted
in part and denied in part.

Dated this 5th day of March, 2003.

BY ORDER OF THE
STATE TAX APPEAL BQOARD

( SEAL)

GREGORY A. THORNQUI ST, Chai rman

JEREANN NELSON, Menber

M CHAEL J. MJULRONEY, Menber

NOTI CE: You are entitled to judicial review of this Oder in
accordance with Section 15-2-303(2), MCA. Judicial review may
be obtained by filing a petition in district court within 60
days followi ng the service of this Oder.
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CERTI FI CATE OF SERVI CE

The undersigned hereby certifies that on this 5th day of

March, 2003, the foregoing Oder of the Board was served on

the parties hereto by depositing a copy thereof in the U S

Mai | s, postage prepaid, addressed to the parties as foll ows:

Char | es Skorupa
9070 M dway Road East
Conrad, Montana 59425- 2457

Rosebud County Appraisal Ofice
C/ O Ri chard Sparks

Rosebud County

County Courthouse

Forsyth, Montana 59327

Yel | owst one County Appraisal Ofice
C/ O Larry Richards

P. 0. Box 35013

Billings, Montana 59107-5013

Ofice of Legal Affairs
Depart nent of Revenue
M tchell Buil ding

Hel ena, Montana 59620

Harlin Steiger

Rosebud County Tax Appeal Board
Route 2, Box 59

Forsyth, Montana 59327

DONNA EUBANK
Par al egal
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