STATE OF MINNESOTA
TAX COURT


SEVENTH JUDICIAL DISTRICT

COUNTY OF STEARNS
REGULAR DIVISION

	
	
	

	Dale and Mary Schramel, 


Petitioners,
	FINDINGS OF FACT

CONCLUSIONS OF LAW

AND ORDER FOR JUDGMENT

	
	
	

	
vs.
	
	File No.
	73-CV-08-5566

	
	
	
	

	County of Stearns,
	

	
	
	Dated: January 15, 2010

	
	Respondent.
	


The Honorable Sheryl A. Ramstad, Judge of the Minnesota Tax Court, heard this matter on October 22, 2009, at the Stearns County Courthouse in St. Cloud, Minnesota.

David T. Shay, Attorney at Law, represented the Petitioners.

Brenda L. Thies, Assistant Stearns County Attorney, represented the Respondent.

Both parties filed post-trial briefs. The matter was submitted to the Court for decision on November 17, 2009.
The issue in this case is the January 2, 2007 market value of a single family residence located on Big Fish Lake, Stearns County, Minnesota. 

The Court, having heard and considered the evidence adduced at the hearing, and upon all of the files, records and proceedings herein, now makes the following:

FINDINGS OF FACT

1. Dale and Mary Schramel (“Petitioners”) have sufficient interest in the property to maintain this petition; all statutory and jurisdictional requirements have been complied with, and the Court has jurisdiction over the subject property and the parties.

2. The Subject Property, located at 27203 Hidden Cove Road, Cold Spring, Minnesota, is on Big Fish Lake in Collegeville Township. It is identified as Parcel No. 05.03393.0000. 
3. Petitioners purchased the Subject Property on July 9, 2004, which includes approximately 275 feet of lakeshore frontage and a house. Petitioners purchased the lakeshore property from relatives for $340,000.
4. The Subject Property consists of Lots 31 to 34 and part of Lot 35 in Sunset View, a subdivision located on the east side of Big Fish Lake. The site is irregular with an average depth of approximately 200 feet, lake frontage of approximately 275 feet, and approximately 1173 feet along Hidden Cove Road. It is basically level from the street to the house with a gradual slope from the rear of the house to the lake. The land contains some mature tree cover. The general condition of the Subject Property is average.
5.  The two-story house located on the Subject Property is approximately 2,804 square feet. Originally built in 1948, it was modified and expanded from a seasonal cabin to year-round living. The main floor contains a kitchen, informal dining area, formal dining room, living room, family/sun room, powder room, and mechanical/utility room. The second floor has three bedrooms and two bathrooms. There is no basement, and there are some unfinished areas in the home. A large, irregularly shaped deck wraps around the house. There are also two granite patios. The deck and patios combined are approximately 2,000 square feet. 

6. Attached to the house is a two-car garage. There is also a detached 36 by 40 foot garage with three overhead electric doors, a concrete floor, a deck along one side, and an asphalt driveway.

7. The overall quality of the home and its improvements is considered average.

8. The Stearns County Assessor placed a January 2, 2007 estimated market value on the Subject Property of $808,000.
9. Petitioners’ expert, Jesse Towne, placed an April 30, 2007 value on the Subject Property of $650,000. 

10. Respondent’s expert, Suzanne Barkalow, appraised the Subject Property as of January 2, 2007 at $830,000.
CONCLUSIONS OF LAW

1. The assessor’s estimated market value for the Subject Property as of January 2, 2007, shall be adjusted on the books and records of Stearns County from $808,000 to $830,000.00.
IT IS SO ORDERED. LET JUDGMENT BE ENTERED ACCORDINGLY.  A STAY OF FIFTEEN DAYS IS HEREBY ORDERED.  THIS IS A FINAL ORDER.
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	BY THE COURT,

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	Sheryl A. Ramstad, Judge 

	
	MINNESOTA TAX COURT


DATED:  January 15, 2010
Memorandum
Background


This is a property tax valuation case concerning Lots 31 to 34 and part of Lot 35 in Sunset View, a subdivision located on the east side of Big Fish Lake in Collegeville Township, Stearns County (“Subject Property”). Located at 27203 Hidden Cove Road, Cold Spring, Minnesota, the Subject Property is basically level from the street to the house with a gradual slope from the rear of the house to the lake. The site is irregular and has an average depth of approximately 220 feet and a width at the roadside of approximately 173 feet. The parties dispute the amount of the Subject Property’s lakeshore frontage. Respondent’s  expert, Susanne Barkalow, (“Ms. Barkalow”) determined the lakeshore frontage to be approximately 275 feet, while Petitioner’s expert, Jesse Towne, (“Mr. Towne”) reported approximately 258 feet of lakeshore frontage. Although Stearns County public records show the platted lakeshore frontage to be 276 feet, Respondent accepts Ms. Barkalow’s finding of 275 feet.

The Subject Property contains a two-story house of approximately 2,804 square feet. Originally built in 1948, it was modified and expanded from a seasonal cabin to year-round living when major modifications were made to the home 25-35 years ago. The main floor consists of a kitchen, informal dining area, formal dining room, living room, family/sun room, powder room and mechanical/utility room. The second floor has three bedrooms and two bathrooms. Attached to the home is a two-car garage. A large, irregularly-shaped deck wraps around the house and there are two granite patios. The approximate square footage of the deck and patios combined is 2,000 square feet. There is a detached 36 by 40 foot garage with three overhead electric doors, concrete floor and deck along one side. There is also an asphalt driveway.  Both experts judged the overall quality of the home and improvements to be average.
Highest and Best Use


The highest and best use of a property is defined as “the reasonable probable and legal use of vacant land or an improved property that is physically possible, legally permissible, appropriately supported, financially feasible, and that results in the highest value.” 


The parties agree that the highest and best use of the Subject Property is as it is zoned and exists, single family residential.
Valuation


The Stearns County Assessor originally placed an estimated market value for January 2, 2007, on the Subject Property of $837,800. That assessed value was reduced following a township meeting on May 2, 2007, to $808,800.

Petitioner’s expert, Mr. Towne testified that the value of the Subject Property as of April 30, 2007, was $650,000. Petitioner Mary Schramel testified that the market value of her property is $650,000.


Finally, Respondent’s expert, Ms. Barkalow testified that the value of the Subject Property as of January 2, 2007, was $830,000. 

The Court considers the three traditional approaches (cost, income and sales) to determine market value as outlined in Equitable Life Assurance Soc’y v. Ramsey County.
 Here, both experts considered but did not use the income approach because the Subject Property is not income-producing property. Thus, we give no weight to the income approach in valuing the Subject Property.

Only Respondent’s expert considered the cost approach in her appraisal. We now turn to a discussion of the cost approach.
Cost Approach


The cost approach is based upon the proposition that an informed purchaser would pay no more than the cost of producing a substitute property with the same utility as the subject property. It is useful when the property being appraised involves relatively new improvements representing the highest and best use of the land, or when relatively unique or specialized improvements are located on the site for which there exist no comparable properties on the market. This approach is particularly applicable when land value constitutes a relatively high proportion of the overall property value.


In the cost approach, market value is obtained by adding the estimated land value to the estimated replacement cost of the improvements, less any depreciation accruing to the improvements. Market value estimates for land are developed by comparing sales of vacant sites that are similar to the subject property and then adjusting the sales prices for time, location, physical characteristics and other relevant variations.


Petitioners’ expert, Mr. Towne, gave some weight to the cost approach in his 2007 appraisal, but his appraisal lacks detail. For example, he provides no explanation as to his opinion of the site value, dwelling construction or depreciation values. We, therefore, find Mr. Towne’s opinion as to the Subject Property’s value using the cost approach is unsupported and lacks credibility.


Respondent’s expert, Ms. Barkalow, utilized the cost approach, focusing on an opinion of land value. She used the sales comparison and market extraction
 methods in developing her opinion of land value. After identifying sales of three properties
 along Big Fish Lake she deemed similar to the Subject Property, Ms. Barkalow then deducted the depreciated cost of any improvements on the land from the sale price of those properties. Ms. Barkalow determined that a higher per front foot value should be placed on the first 100 feet of water frontage, with less value on the additional frontage. She then opined the land value for the Subject Property to be $630,500. Inasmuch as Ms. Barkalow did not rely upon the cost approach in her final opinion of market value, we will not rely upon her market extraction method of allocating the Subject Property’s value between land and improvements.

We next turn to the sales comparison approach used by both experts in their analyses.

Sales Comparison Approach


Under the sales comparison approach, the appraiser evaluates sales of similar properties and adjusts for such factors as size, age, location, time of sale, terms of sale, land to building ratio and quality of construction.
 Here, both experts relied upon the sales approach in valuing the Subject Property.

Ms. Barkalow, Respondent’s expert, utilized sales of five properties on Big Fish Lake which sales occurred between 2004 and 2006. Comparable No. 1, located at 27806 Sundance Lane, Cold Spring, is much smaller than the Subject Property and in a newer development along the northwest shore of Big Fish Lake. It sold for $639,000 on September 12, 2005.
 Comparable No. 2, at 17432 Harbor Road, Cold Spring, sold for $675,000 on September 30, 2005. This was a newer, larger house than the Subject Property. 
Comparable No. 3, located at 27818 Sundance Lane, Cold Spring, sold on October 4, 2004, for $750,000. This, too, was a newer house but smaller than the Subject Property. It had a basement with extensive finish and many upgraded features, as well as an undergarage. Ms. Barkalow placed less weight on Comparable Nos. 2 and 3 because the quality of the houses was higher than the Subject Property. 

Comparable No. 4, at 26574 Theresia Terrace Road, Richmond, started as a cabin and had additions and extensive updating and remodeling. It  is located along the southwest side of Big Fish Lake and is a smaller house, with a loft above part of the main floor and a basement with extensive finish.

Comparable No. 5, located at 26792 Theresia Terrace Road, Richmond, sold on November 1, 2004, for $425,000. Although similar in design, Comparable No. 5 has a much smaller site with considerably less lake front than the Subject Property. 

Ms. Barkalow indicated that it was not possible to find a recent sale of a year-round house along Big Fish Lake that is on as large a site as the Subject Property or that has as much water frontage. After making adjustments to the comparables for time,
 site,
 age,
 design, quality, condition, room count, size, basement and basement finish, heating and cooling, garage and amenities, Ms. Barkalow determined a range of adjusted values for the comparables of less than 15%. She placed somewhat less weight on Comparable Nos. 2 and 3, the houses least similar to the Subject Property in terms of quality. She determined the Subject Property’s value as of January 2, 2007, to be $830,000.00.
At trial, Petitioner introduced two appraisals for the Subject Property

prepared by Jesse R. Towne, which were dated June 23, 2004 (“2004 appraisal”), and April 30, 2007 (“2007 appraisal”). They showed the value of the Subject Property to be $457,000 and $650,000, respectively. Mr. Towne did the 2004 appraisal for the lender at the time Petitioners purchased the Subject Property. He did the 2007 appraisal for Petitioners’ use with regard to their property tax. The 2007 appraisal indicated on its face that it reflected the Subject Property’s values as of April 30, 2007, the date it was prepared. We place no weight on Mr. Towne’s appraisals. First, the 2004 appraisal was completed for First Mortgage Solutions, Inc. for use in a mortgage finance transaction occurring in 2004. It was not intended to develop an opinion of market value for the Subject Property for a Tax Court proceeding and was done nearly three years prior to the assessment date. Second, the 2007 appraisal calculated value for the Subject Property as of April 30, 2007, which was nearly four months after the assessment date. Mr. Towne’s appraisal made no adjustments to account for these differences in dates and gave no opinion as to the Subject Property’s value on January 2, 2007. He also made no adjustments to the comparables he used to account for the differences in time between the dates of sale of and the assessment date, and two of the comparable sales he used took place after the assessment date.

Petitioners assert that the appraisal prepared by Respondent’s expert, Ms. Barkalow, contained errors including using 275 feet of frontage on Big Fish Lake when, in fact, 258 feet should have been the lake shore frontage used. However, the public record corroborates the lake shore frontage utilized in Ms. Barkalow’s appraisal. Petitioners also argue that Ms. Barkalow’s sales comparables included additional parcels of property or property rights, as well as personal property, without adjusting for the values of these interests. The evidence does not substantiate Petitioners’ arguments. For example, the Certificate of Real Estate Value (“CRV”) attached to Ms. Barkalow’s appraisal report indicates inclusion of an undivided 1/9 interest in and to outlots B and C for Comparable No. 1, and for Comparable  No. 2 shows inclusion of an undivided 1/19 interest in outlots ABC Sundance. The record contains no evidence that such interests carried value so as to merit adjustments in Ms. Barkalow’s sales comparison analysis. Furthermore, Petitioners’ assertion that Ms. Barkalow failed to make an adjustment for the $33,850 of personal property included in Comparable No. 4 is without merit. In her analysis, Ms. Barkalow made an adjustment for personal property to Comparable No. 4 in the amount of $33,850, which is the amount of personal property listed in the CRV for that sale.
Ms. Barkalow utilized factors such as time, site size, age, design/size of improvements, quality of construction, condition, room count, basement finish, heat/cool, amenities and garage stalls in order to reflect reactions of a typical buyer in the marketplace. In making her adjustments, Ms. Barkalow made large adjustments but noted, and we agree, that it is common to have large adjustments when valuing lake front properties due to the large variety of designs and features in such homes, differences in land size and topography, and the limited number of such sales. Her range of adjusted values was less than 15%, indicating the suitability of the comparables she selected. Moreover, Petitioners’ expert used three of the same sales as Ms. Barkalow in his analysis, thereby further corroborating their appropriateness for comparison to the Subject Property.

Reconciliation


Since the Subject Property is not currently income-producing and there is no expectation that it will be rented in the near future, the income approach is not used. The cost approach is not used due to the age of the Subject Property and the varying amounts of depreciation. While we generally prefer to rely upon more than one method of valuation, we find that the sales comparison method is the best and only means by which to determine the value of the Subject Property as of the assessment date. 
Here, Petitioners’ expert testified that he did not appraise the Subject Property as of January 2, 2007. His appraisal report indicates the date of April 30, 2007, for his valuation. Petitioners argue that the overall market during the year 2007 was flat, but no evidence supports their position. In fact, the evidence indicates that values in the market for the Subject Property were rapidly increasing during the years prior to the assessment.  Furthermore, Petitioners’ argument addresses a period of time after the assessment date and does not indicate the Subject Property’s market value on January 2, 2007. Thus, we give Mr. Towne’s 2004 and 2007 appraisals no weight. 

Ms. Barkalow obtained reasonable data about the improvements on at least two parcels along Big Fish Lake that sold during 2006, within months of the assessment date. Her other three comparables occurred between 2004 and 2006. Her appraisal is supported by the record at trial, and she verified data used in her report. Therefore, we find her opinion persuasive, and conclude that the Subject Property’s value as of January 2, 2007, is $830,000.
Unequal Assessment Claim


Although Petitioners asserted an unequal assessment claim in their pre-trial brief, they presented no evidence at trial or argument in their briefs regarding this issue. Respondent submitted a copy of the nine-month Sales Ratio Study prepared by the Department of Revenue for the period January 2007 through September 2007, which showed the median ratio for Collegeville Township where the Subject Property is located to be 93.8%. Accordingly, no adjustment is warranted pursuant to Minn. Stat. § 278.05, subd. 4.

       





S. A. R.
� The Appraisal of Real Estate, 305 (12th ed. 2001); SPX Corp. v. County of Steele, File Nos. C1-00-350 (Minn. Tax Ct. July 23, 2003).


� 530 N.W.2d 544, 552 (Minn. 1995); EOP v. County of Hennepin, 733 N.W.2d 270 (Minn. 2006).


� The Appraisal of Real Estate, 142 (13th ed. 2008).


� Supra.


�  “Market extraction is a technique in which land value is extracted from the sale price of an improved property by deducting the contributory value of the improvements, often estimated at their depreciated cost. The remaining value represents the value of the land.” The Appraisal of Real Estate, 366 (13th ed. 2008). It is frequently used to analyze improved sales in rural areas where the building and site improvements contribute relatively little compared to the underlying land value. The technique involves considering sites similar to the subject property except for the improvements and then subtracting the reported value of the improvements from each sale price to calculate value for the land. Those values are then analyzed using sales comparison techniques and reconciled into a value indication for the subject site. Supra. 


� Ms Barkalow placed weight on two of the sales, placing no weight on the third sale due to the large dissimilarities between that sale and the Subject Property.


�  The Appraisal of Real Estate, 301-02 (13th ed. 2008).


� Ms. Barkalow found the values of waterfront properties in the greater St. Cloud market were increasing during the 2003 to 2007 time period. She applied a rate of increase of 0.75% per month to all of the comparables, reflecting the upward movement in the lake front market during this period of time.


� All of the comparables have at least 100 feet of lakeshore. She adjusted the second 100 feet at $1,925 per foot of lakeshore and the final 75 feet at $1,040 per foot. All of the comparables have somewhat deeper lots than the norm for Big Fish Lake, as does the Subject Property.


� The Subject Property and Comparable Nos. 4 and 5 have significant additions and/or updating since the time of their original construction.


� Mr. Towne’s Comparable No. 3 was Ms. Barkalow’s Comparable No. 4; his Comparable No. 4 was her Comparable No. 1; and his Comparable No. 5 was her Comparable No. 2.
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