BEFORE THE STATE TAX APPEAL BOARD

OF THE STATE OF MONTANA

TERRY BEST/ GORDON CAMPBELL
DOCKET NO PT-1998- 25
Appel | ant s,

- VS_

THE DEPARTMENT OF REVENUE
OF THE STATE OF MONTANA,

CONCLUSI ONS OF LAW
ORDER and OPPORTUNI TY

)

)

)

)

) FACTUAL BACKGROUND,
)

3 FOR JUDI Cl AL REVI EW
)

Respondent .

The above-entitled appeal was heard on Septenber 9,
1999, inthe Cty of Mssoula in accordance with an order of the
State Tax Appeal Board of the State of Montana (the Board). The
notice of the hearing was given as required by | aw

The taxpayers, represented by Gordon Canpbell and JoAnn

Best, presented testinony in support of the appeal. The
Departnent of Revenue (DOR), represented by Janmes Fairbanks
regional lead appraiser, and Ronald Pierson, conmmercial
apprai ser, presented testinony in opposition to the appeal
Testi nony was presented and exhibits were received. The Board
then took the appeal under advisenent; and the Board having
fully considered the testinony, exhibits and all things and
matters presented to it by all parties, finds and concl udes as

foll ows:



FACTUAL BACKGROUND

The property which is the subject of this appeal is
described as foll ows:
Land only described as a cabin site, Lot 2, East
Shore, Clearwater Qutlet, Seeley Lake, 1.38 acres,
Section 10, Township 16 North, Range 15 Wst, State of
Mont ana.
The Departnent of Revenue appraised the |and at a val ue of
$27, 274.
The taxpayer appealed to this Board on Cctober 26, 1998
requesting a val ue of $11, 164, attaching two pages of reasons for

appeal .

TAXPAYERS CONTENTI ONS

M. Canpbell stated he has | eased the subject land fromthe
Department of Natural Resources and Conservation (DNRC) since
1976.

M. Canpbell cited the reasons for appeal, which were
contained in a letter witten to the Departnent of Revenue during
his initial request for review of the subject assessnent:

| believe the appraisal is not correct for
this particular property. First, the val ue
appears to be calculated using a $30, 000
per acre value for the first acre, and an
$800 per acre for additional acreage. I
agree that a hone site land area is worth
nore than non-honme site property but |
think it is stretch of logic to determ ne
that the hone site land is worth forty
times what the non-hone site land is worth.

Using this type of valuation and |ogic
obviously results in a very high appraised
val ue. Also, of the Ilistings | have
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accunmul ated of simlar properties on the
Doubl e Arrow Ranch, all are over one acre
yet all of the properties are listed for
| ess than $30,000, the figure used by the
assessor’s office for the value of the
first acre. Based upon this information

| believe that the $30,000 value for the
first acre is much too high

Secondly, this particular property is
| ocated in Dogtown at Seeley Lake. The
area 1Is not new, and nost of the
i nprovenents are very old cabins and nobile
hones. I was inforned by the county
assessor’s office that in the accunul ation
of fair market values, there were no sales
of properties in Dogtown. | don't believe
the sales information used by the
assessor’s office is <conparable to ny
property if it does not include any
“Dogt own” sales information. For exanple,
properties fromthe Double Arrow Ranch are
popul at ed by expensive hones and have new
i nprovenents, thus the land is nore
val uable. M conclusion is that the val ue
of land in Dogtown is less than the fair
mar ket val ues used in the assessor’s office
anal ysi s.

Third, | analyzed the fair market value
informati on used by the assessor’s office
to determne value and used an average
value per acre by dividing the average
sales price by the average | ot size. That
average is $12,267 per acre. M lot size
of 1.38 acres gives a value, using this
nmet hod, of $16,928 and ultimtely a val ue
of $15,235 after applying the 90 percent
figure wused in the assessor’'s office
met hodol ogy. Using an average sales price
figure appears to be a fair way to
calculate the value, since it is based on
actual sales of many properties that may or
may not be totally conparable to ny
property. An average cal culation may be
nore adequate for that reason al one.

Fourth, |1 scanned a Summer 1998 listing
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advertisenent for the Seel ey Lake area and
found the follow ng conparable |istings.
They all appear to be near a creek or
spring. The listings are on the Double
Arrow Ranch, which | believe is a higher
quality area and should comrand higher
val ues than in the Dogtown area.
| have totaled the listings and | ot sizes
and cal cul ated an average asking price per
acre. Please note that all appear to be a
single building site and are fairly small
acreages. Using this analysis, ny lot size
of 1.38 acres would be $11,164. Cbviously,
since these are listed prices, | would
expect actual sales prices of these lots to
be somewhat less than the listed price
since sellers wusually are wlling to
negotiate to sone extent with buyers.

M. Canpbell reiterated his argunents agai nst the disparity
and | ogic of valuing one acre at $30,000 and remai ni ng acreage
at $800 an acre (“That seens to be a large stretch of the
i magi nation to cone to that decision . . . that the first acre
is worth $30,000 and the next acre is worth only $800.)

Dogtown is an area at Seeley Lake of old cabins, and old
nmobil e hones, and is not a highly desirable |ocation such as
Doubl e Arrow Ranch where “all the property is new, there’'s a golf
course next to it, it's very pristine.” (Gordon Canpbell
testinony, State Tax Appeal Board hearing, Septenber 9, 1999).
M. Canpbell is unsure as to whether or not the properties deened
conparable to his for valuation purposes contai ned Dogt own sal es.

To determ ne an appropriate market value in his view,

M. Canpbell took the averages of all the land sales found in the
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DOR sales analysis to obtain a value of $12,267 per acre
$12,267 tines 1.38 acres (subject property) yields $16,928. He
then applied a ten percent discount (“I’'d read that in sonme of
the information) to yield a value of $15,235. “I’m not saying |
know exactly what the value of the land is. | guess, |’mlooking
at it, from what’'s a reasonable approach to conme up with a
value. . . It’s just another way to say, what’s a guess at what
the value of the property is.” He also | ooked at Summrer 1998 real
estate |istings: Clearwater River Realty. He | ooked at only
properties that had sone access or influence by water. He found
five properties and averaged the listing price per acre. The
properties range in size fromtw to four acres. He notes that
each listed price is less than $30, 000. He came up with an
average |listed value of $11, 168.

He also notes that 12 of the 19 properties |listed on
the DOR' s CALP are |l ess than $30,000 and that they range in size
from between 1.39 and 2.89 acres. These sales also led himto
guestion the validity of valuing one acre at $30, 000.

Taxpayers’ Exhibit 1 consists of a copy of the AB-26 form
for property review filed by the taxpayer on Septenber 11, 1998,
a copy of a letter outlining the reasons for appeal (which is
reproduced in its entirety above), and a copy of five real estate

l[istings fromC earwater River Realty, Inc.:



Phase Lot Description Acr es Price

4 184 Fronts on a nmobuntain creek. 2.74 $25, 000
4 9 Quiet & close to a creek, 2.01 $18, 900
Br oker owned.
4 47 Two for the price of one! 4.21 $19, 900
& 52 Smal |, seasonal stream

on property.

4 195 Heavily treed 2.63 acres. 2.63 $22, 000
Spring on property.

7 61 Geat building sites! 2.6 $29, 000
Smal | creek.

Total s 14. 19 $114, 800

Average listing price per acre: $8, 090
X 1.38 acres

Esti mate of val ue $11, 164

Taxpayers’ Exhibit 2 is a docunent entitled “Analysis
of Land (Wth Water) in Seeley Lake Area”:

M_S# ADDRESS FW ACRES COST/ ACRE

83161 74 GRANDVI EW $25, 500 2.54 $10, 039
SEELEY LAKE

73464 211 W WAGON WHEEL $26, 500 1.55 $17, 097
SEELEY LAKE

80356 59 DOUBLE ARROW $28, 500 2.91 $ 9,794
SEELEY LAKE

73237 60 GRANDVI EW $23, 500 2.22 $10, 586
SEELEY LAKE

50669 108 BOBCAT $14, 400 2.37 $ 6,076
SEELEY LAKE

83146 150 VEST WAGON WHEEL $18, 000 1.42 $12, 676
SEELEY LAKE

71966 203 WAGON WHEEL $18, 000 1.37 $13, 139
SEELEY LAKE

82080 200 WEST PEACEMAKER $19, 000 1.34 $14, 179
SEELEY LAKE



90438 84 RAI NBOW $21, 000 1.71 $12, 281
SEELEY LAKE

TOTALS $194, 400 17. 43

AVERAGE FW/ ACRE $11, 153
SUBJECT PROPERTY 1.38
ESTI MATE OF VALUE $15, 391

This exhibit also contains several pages of detailed
information from MS concerning the above properties. M.
Canpbel | testified that each of the above sal es occurred sonetine
during 1998 and 1999 and concerned uni nproved | and only.

M. Canpbell testified that he undertook the above
exercises in an attenpt to determine what he considered a
reasonabl e fair market value for the subject property. He stated
that an anmount within the range of $11,164 and $15, 391 m ght be
a reasonabl e request ed val ue.

In response to questioning by the DOR, M. Canpbel
testified that the use of the subject property is recreational
(fishing, boating, etc.)

DEPARTMENT OF REVENUE CONTENTI ONS

M. Fairbanks testified the taxpayers’ nobst recent
annual |ease anount, prior to 1998, was $325 based upon an
apprai sed value of approximately $9,300. The lease term is
fifteen years, renewable every five years. Wthin that five year

time period, the | ease anmount remains static. During that tine
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period, the DOR provides the DNRC a revi sed | evel of assessnent
for all lands | eased by the DNRC.

DOR Exhibit Ais a docunent entitled “Response to your
chal  enge of DNRC | ease value.” M. Fairbanks testified that
this docunment was prepared in response to M. Canpbell’s request
for property review via the AB-26 form which he filed in
Sept enber of 1998:

| have provided the Departnent of Natura
Resource and Conservati on ( DNRC)
val uations for 1998 and 1999 |ease
renewal s. These appraisals are consistent
wi th valuations provided |ast year to all
of us who own property subject to property
tax. That is, sales of vacant lots up to
January, 1996 were used in determ ning |ot
val uations. Since your |ot was not subject
to renewal |ast year, the updated val uation

applies to 1999. Previous |ease site
appraisals were based on January, 1992
sal es.

For next year, your Dog Town Lot 2 |ease
fee will be based on $27,274, representing
a 10 percent discount of the standard
$30, 304 acreage based value appraisal.
While your lot is considered to possess
superior short attributes, a discount is
appl i ed addressing the | ess than desirable
| ocational characteristics you referenced
in our Property Review Form Area sales
used in valuing your lot are all river
fronting. Time adjusted prices indicate
little value placed on residual acreage. In
ot her words, purchasers paid little nore

for increased size. The prem um was
instead placed on the proximty to rivers
and streans. (non-river fronting

recreational | ot sales indicated additional
acre values from $2100 to $4000.)

| reviewed your detail of properties |isted
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for sale in Double Arrow. Understand that
the regression analysis applied the sales
| provided you are not per acreages.
Typically, larger parcels sell for |ess per
acre when conpared to small tracts |ike
yours. You are correct that no Dog Town
| ots have been sold by DNRC.

Fol | owi ng st udy of your t hought f ul
comments, | am unable to reduce your |ot
val ue further.

DOR Exhibit Bis a copy of a portion of an appraisal report
entitled “An appraisal report for the Departnent of Natural
Resources and Conservation, State of Mntana, Cabin Site Leases
in Mssoula County.” Thi s docunent provides sone historical
background as to how the DOR becane involved in valuation of
DNRC- hel d I ands and the DOR rational e and net hodol ogy behind its
appr ai sal :

In 1983, Mntana |aw provided that cabin

site |licenses and | eases be detern ned at
5% of the current market value of the

property.

Reappraisal of all renewing cabin site
|l eases by the Departnment of Natural
Resources and Conservation (DNRC) resulted

in substantial increases. Resul tant fee
i Nncreases wer e met W th val uati on
challenges from lessees difficult to
mtigate.

In 1989, 77-1- 208, MCA, was anended
requiring the Departnment of Revenue (DOR)
to appraise the cabin sites in the course
of reappraising property subject to
taxation. This change nmade avail able the
property appeal processes necessary to
resol ve valuation disputes. Addi ti onal ,
the fee was changed to 3.5% of value (70%
of the original 5% to address |easehold
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val ue) .

In the summer of 1989, county appraisal
of fices (DOR) supplied DNRC with val ues for
cabin sites consistent with ad val oremt ax
val ues based on 1982 market sales. I n
1993, DOR supplied state | ease val ues were
based on January 1992 nmarket indications.

For 1998, DNRC i s provided val ues based on
current market influences consistent with
a recently conpl eted statew de reapprai sal
Wil e ad val oremtax appraisals affected by
Senate Bill 195 were “phased-in”, DNRC
state |lease values were affected in
pertinent part by 77-1-208 MCA The val ue
may be increased or decreased as a result
of the statewi de periodic revaluation of
property pursuant to 15-7-111 w thout any
adjustnment as a result of phasing in
val ues.

Mar ket sal es of | ake properties increasing
dramatically in the past few years have
consequently influenced cabin site val ues
for current renewal s.

. . . The purpose of the appraisal is to
estimate the current MARKET VALUE of the
subject DNRC cabin site |leases as of
January 1, 1996. DOR procedures for the
valuation of DNRC |eases provide in
pertinent part that The annual fee for the
DNRC cabin site | eases is based on the full
mar ket val ue as determ ned by the DOR (77-
1-208, MCA). The valuation of tract |and
and other parcels in the area where the
| ease is |ocated should serve as the basis
for valuation of the cabin site acreage.
To this end, the property rights appraised
are here considered in fee sinple interest,
assum ng no indebtedness or incunbrances
agai nst the property.

: Fundanmental to the concept of val ue
is the theory of highest, best and nost
profitable use. Defined as the use that,
at the tinme of the appraisal, is the nost
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profitable, |egal use. For purposes set
forth in this report, the Hi ghest and Best
Use is considered to be the existing | ease
arrangenents fromthe perspective of DNRC

.. . The Conmputer Assisted Land Pricing
(CALP) system is based on the principle
that it 1is possible to arrive at a
reasonable and satisfactory estimate of
land value through the application of
vari ous i ncrenment al adj ust nment s and
i nfluence factors to a BASE PRI CE paid for
a unit of land. The unit of land may be a
standard lot size in front feet, or in
acres. Once the BASE Sl ZE and BASE VALUE
is determ ned, the PRI MARY and RESI DENTI AL
VALUES are assigned. Parcels that are
smaller or larger than the BASE are
adjusted from the BASE VALUE by the
resi dual

Exanpl e: Base size = 1 Acre
or 100FF
Base/ primary val ue = $20, 000
or $300
Resi dual val ue = $ 7,500
or $155

1.5 acre Lot, 1 Acre @ $20,000 + .5 acre @
$7500/ ac = $23, 750
.85 acre Lot, 1 Acre @%$20,000 - .15 acre @ $7500/ ac

= $18, 875
115" by 200 Lot, 100FF @ $300 + 15FF @ $155
= $32, 325
85" by 200’ Lot, 100FF @ $300 — 15FF @ $155
= $27, 675
DOG TOMWN

Located in the NWM/4 of section 16, T16N
R15W the so-called DOG TOM residential devel opnent
is located at the intersection of the C earwater
Ri ver and Riverview drive near the town of Seeley
Lake. These cabin sites are devel oped with nodest
hones providing year-round use. Sixty-five lots
exist in the developnent. Lots 1 through 22, and 33
through 37 enjoy access to the Cearwater River
bel ow the Riverview Drive Bridge, offering no boat
access to Seel ey Lake.

Area sales of parcels with river exposure
provi de val uation at $30,000 for the first (primary)
acre, and $800 for addition (sic) acres. Adjustments
to the base valuation are made for |ots devel oped

11



with less than useful access to the river. Interior
lots are subject to CALP pricing schedules also
devel oped from market sales at $18,300 for 1 Acre
BASE S| ZE, and for parcels snaller or larger than
one acre, $2200 per acre adjustnents are made.

EXAMPLES:

Ri ver backing 1.38 acre Lot 22
$30, 000 + $304 (.38 Ac @ $800) X 90% grade/ access
factor = $27,274

Interior 1.38 acre Lot 23,
$18,300 + $836 (.38 Ac @ $2200)
= $19, 136

Interior .91 acre Lot 45,
$18,300 - $198 (.09 Ac @ $2200)
= $18, 102

The subject property “is one of the better lots on the
river”, according to M. Fairbanks.

M. Fairbanks produced a spreadsheet entitled “DNRC Leases
Subject to DOR Valuation in Mssoula County.” (DOR Exhibit B,
page 6). In keeping with DOR testinony and evidence, this
docunent shows that, for Dogtown lots, the first acre is val ued
at $30,000, if it enjoys river frontage, with a residual value
of $800 per acre. Interior lots without direct river influence
are valued at $18,300 for the first acre with a residual value
of $2,200 per acre. This docunent notes that the DOR appraiser
visiting the subject lot found it to be of “level terrain; dry
ground to river; 6 +/- elevation” (fromthe river).

DOR Exhibit B (page 7) is a docunent entitled “Land Val ue
Model i ng” for Nei ghborhood 24C ( Seel ey Lake/ Double Arrow). This
is a regression analysis prepared by M. Fairbanks. He testified
that he built the Conputer Assisted Land Pricing tables to all ow
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appraisers in Mssoula County, as they appraised all of the
i nprovenents, to scrutinize the land value in a consistent and
equi t abl e manner.

M. Fairbanks stated that, when he was appraising land in
the Seel ey Lake/ Swan Valley area, he tried to identify the basic,
typical lot. He testified that all of the sales referenced on
the “Land Val ue Modeling” docunent for the Seeley Lake/ Doubl e
Arrow lots are located on a “substantial river or creek.” M.
Fai rbanks di scounted for steep topography, based upon sal es data
for the typical lot, and augnented for river-fronting properties.
These sal es occurred between June of 1992 and Septenber of 1995.
These sales were tinme-adjusted to arrive at a valid indictor of
mar ket value as of the DOR general assessnent date for the
current appraisal cycle: January 1, 1996. The DOR assuned a
monthly rate of change between the actual sale date and the
general assessnent date of .26 percent.

Regardi ng the taxpayers’ concern that the ratio of the
assessed value of the first acre to that of the residual acreage
seem excessive (37% to one), M. Fairbanks responded that the
sal es data seened to indicate that “size didn't matter mnuch.
peopl e are paying right around thirty grand to be on the river,
regardl ess of size.” M. Fairbanks acknow edged that very few
exanpl es exist within the entire DOR CALP system whi ch have such

a small adjusted rate ($800 per acre) in conparison to the base
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rate ($30,000 per acre.) He again characterized this snall
adjustnment rate as an indication that size doesn’t matter nuch to
a potential riverfront property buyer. Wil e wunusual, he
considers the base and adjustnent rates used for the subject
property to be valid and credi bl e based upon sal es indicators.
According to M. Fairbanks, the taxpayers experienced

such a dramatic increase because their |ease period saw the
occurrence of two reappraisal cycles (1989 and 1993). The prior
val ue of $9,300 was the val ue assigned by the DOR for the 1989
apprai sal cycle. The inpact of the 1993 cycle was not experienced
because the | ease termhad not expired. The full effect of three
apprai sal cycles was experienced in 1998 when the | ease cane due
agai n.

M. Fairbanks also testified that the DNRC cabin site | eases
are not subject to the phase-in provisions of SB 195 in
accordance with Section 77-1-208, MCA

BOARD DI SCUSSI ON

The Board finds that the sales presented in Taxpayer’s
Exhibit 2 all have occurred past the general assessnent date for
the current reappraisal cycle of January 1, 1996. Further, the
Board is not convinced that these sales are of river-fronting
properties or substantial river-influence properties. The
t axpayers acknow edged at the hearing before this Board that

their requested value is “probably on the |lower end of the
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scale.”

The DOR' s statutory m ssion, pursuant to Section 15-8-111
MCA, is to arrive at market value, or what a property would sel
for on the open market. The ei ght sales referenced on page seven
of DOR Exhibit B (sale nunbers 100 through 107) are |ocated on
the Clearwater R ver Qutlet of Seeley Lake, as is the subject.
The average size is 1.44 acres, the average adjusted sale price
is $32,030, and the average price per acre is $22,243 (%$32,030
divided by 1.44 acres). The subject property has been appraised
at $30,304 and discounted to $27,274. The subject property is
1.38 acres. The subject is valued at $ 19,764 per acre. The
Board is satisfied that the DOR has arrived at a valid indicator
of market val ue.

On the issue of the fact that DNRC | easehol ders do not enjoy
the sane “bundle of rights” as fee sinple owners, the DOR
testinony was that it nade no adjustnments in recognition of that
di sadvant age. The 1989 legislative session did, however, by
reduci ng the percentage of market value due from | easehol ders
from five percent to three and a half, or a market value
reducti on of 30 percent.

On the issue of the fact that DNRC cabin site | easehol ders
do not receive the benefit of the phase-in provisions of SB 195,
the Board notes that this is an unfortunate circunstance. The

taxpayers, and simlar situated | ease hol ders, are subject to the

15



full effect of the 1997 reappraisal while fee sinple property
owners across the state are sonewhat protected through an
increnental realization of the reappraisal’s inpact.

CONCLUSI ONS OF LAW

1. The Board has jurisdiction in this matter pursuant to
Section 77-1-208 (1), MCA
2. The DOR has properly followed the dictates of Section
77-1-208 (1), MCA, in assigning a market value to the subject
property for | ease fee purposes.
3. The appeal of the taxpayers is hereby denied and the
deci sion of the Departnment of Revenue is hereby affirned.
11
11
11
11
11
11
11
11
11
11
11
11
11
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ORDER

| T I'S HEREBY ORDERED by the State Tax Appeal Board that
the assessed value of $27,274, as deternmined by the
Depart ment of Revenue pursuant to Section 77-1-208 (1), MCA
shall remain as the derivation for the subject cabin site
| ease fee.

DATED this 28th day of Septenber, 1999.

BY ORDER OF THE
STATE TAX APPEAL BQOARD

GREGORY A. THORNQUI ST, Chai r man

(SEAL)

JAN BROMWN, Menber

JEREANN NELSON, Menber
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CERTI FI CATE OF SERVI CE

The undersigned hereby certifies that on this 28th
day of Septenber, 1999, the foregoing Order of the Board was
served on the parties hereto by depositing a copy thereof in the
US Mils, postage prepaid, addressed to the parties as
fol | ows:
Gordon Canpbel |
P. 0. Box 630
MIltown, Montana 59851
Ofice of Legal Affairs
Departnent of Revenue
M tchell Buil ding
Hel ena, Montana 59620
Appr ai sal / Assessnment O fice

M ssoul a County Court house
M ssoul a, Montana 59802

DONNA EUBANK
Par al egal
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