











Nominating Committee members
Bobbie Saul, Otho Fraher and Bill
Diggs review their recommendations.
(Not shown: John Tye, Tom Lawler
and David Jordan).

Henrico County
Files Suit Against
CAMA Supplier

Henrico County, near Richmond, has
filed a $6.3-million court suit against
Cole-Layer-Trumble, charging that the
company has been unable to fulfill its
contract to provide the County with a
computer-assisted mass appraisal
system.

The suit also alleges that the company
abandoned the project in January of
1990, refusing “without just cause™ to
continue.

C-L-T originally contracted in
November 1986 to provide a CAMA
system by February 1988 for $660,000.
The County has paid approximately one-
third of that amount so far. In an
interview with the Richmond Times-
Dispatch, Bruce Nagel, executive v-p of
the company, blamed the delay on
continuous requests for changes in the
system by the County. He said that C-L-
T stopped work because the County
stopped paying.

The County’s suit claims that C-L-T
did not commit adequate manpower to
the project and missed deadlines. It is
basing the amount of damages in part on
the amount that would have been
collected from taxpayers if the assess-
ments had been closer to market value.

The VAAO Nominating Committee
met on June 8 in Chesterfield County for
the purpose of nominating a slate of
1990-91 officers and directors. Their
recommendatons will be voted on by the
membership at the Annual Meeting in
Fredericksburg on September 13th.

Chaired by John Tye of Chesterfield
County, the nominating committee

includes Association leaders Tom
Lawler, CAE (Lynchburg); David
Jordan (Dept. of Taxation); John
Yeatman (Fairfax County); Bobbie Saul,
ASA (Salem); Otho Fraher, CAE (Dept.
of Taxation); Bill Diggs, CAE (Chester-
field County); and Jay Alexander, CAE
(Henrico County).

The nominees are as follows:

Richmond Newspaper Says Tax
Assessments Unequal & Unfair

A recent series of articles by the
Richmond Times-Dispatch has focused
on the assessment of real estate in
Virginia, with special emphasis on
Henrico County, Chesterfield County
and the City of Richmond.

The newspaper published the four-day
series under the heading “Real Estate
Taxes—Unequal and Unfair”,

As the title suggests, the articles
painted an unflattering portrait of the
assessment function state-wide, using
what the newspaper described as a
computerized sales-ratio study
“modeled...after those done by assessors
throughout the nation.”

The newspaper noted that “all three

jurisdictions met nearly every standard
[recommended by the IAAQ] and that
the work of the local offices would be
considered well-done by national
experts.”

However, the newspaper took all three
to task for what it felt were unacceptable
disparities in ratios between neighbor-
hoods and classes of homes in the
jurisdictions.

Interviews were conducted with Otho
C. W. Fraher, CAE (Department of
Taxation), Richard A. Chandler, CAE
(Richmond), Williiam A. Diggs, CAE
(Chesterfield County) and Jay T.
Alexander, CAE (Henrico County).
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in RF&P;

Supreme Court Rules

COUNTY BOARD OF ARLINGTON
COUNTY,ET AL.

V.
COMMONWEALTH OF VIRGINIA
DEPARTMENT OF TAXATION, ET

AL.

In October of 1988, Judge T. J.
Markow of the Circuit Court of the City
of Richmond heard the case of Arlington
County v. Department of Taxation. He
decided in favor of the Department and
the case was appealed to the Virginia
Supreme Court. That Court issued its
opinion on June 8 of this year, reversing

the Circuit Court and remanding the case.

Here is the Court’s opinion-Editor.

OPINION BY JUSTICE HENRY
H. WHITING
June 8, 1990

FROM THE CIRCUIT COURT
OF THE
CITY OF RICHMOND

In this appeal, we decide
whether the State Tax Commis-
sioner’s assessment of railroad
real estate based upon an
appraisal technique
known as the “unit
method” is consistent
with the provisions of-
Article X, § 2 of the
- Constitution of
Virginia. As pertinent, Lhat section
provides: “[a]ll assessments of real estate

and tangible personal property shall be at

their fair market value, to be ascertained
as prescribed by law.”

In general terms, the unit method, as
applied in this case, involves an appraisal
of all railroad property as a single
operating unit or a “going concern.” The
railroad’s weighted average net income
over a period of years is capitalized by
dividing this average net income by a
weighted average cost of debt or equity
over the same period of years. Estimated
values of the following railroad proper-
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ties are then deducted from this capital-
ized value:

1) Noncarrier property (;

2) Rolling stock;

3) Roadbed and track;

4) Operating improvements;

5) Various materials and supplies

The remainder is designated as “other
apportioned value.” This remainder is
considered to represent the assessed value
of all the railroad’s operating real estate
and remaining tangible personal property.
This value is then divided among the
local taxing jurisdictions in proportion (o
the railroad’s main line, side and yard

. track mileages in
~ % each jurisdiction.

The local taxing jurisdictions levy their
railroad real estate taxes upon these
apportioned values.

The Richmond, Fredericksburg and
Potomac Railroad Company (RF&P)
owns approximately 420 acres of land
(Potomac Yard) in Arlington County and
the City of Alexandria, most of which is
used as a railroad marshalling yard.
Situated in a densely developed part of
Arlington and Alexandria, near National
Airport, Potomac Yard lies in a corridor
bounded by U.S. Route 1 on the west and
George Washington Memorial Parkway
on the east.

Until 1984, the State Corporation
Commission (SCC) was responsible for
appraising and then assessing railroad
operating real estate pursuant to former
Code §§ 58-503.1 and -522. The SCC
appraised and assessed each of RF&P’s
operating real properties in each taxing
jurisdiction, and then totaled these results
in each jurisdiction. Consequently, there
was no apportionment among the taxing
jurisdictions. Each taxing jurisdiction
levied its tax by applying its tax rates to
the SCC’s assessed total values for that
jurisdiction.

We have reviewed and generally
approved SCC tax assessments of
Potomac Yard in three previous cases.
Railroad Company v. Commonwealth,
203 Va. 294, 124 S.E.2d 206 (1962)
(RF&P I); RF&P V. CORPORATION
COMMISSION, 219 VA, 301, 247
S.E.2d 408 (1978) (RF&P 1I); RF&P
R.R. Co. v. State Corp. Comm., 230 Va.
260, 336 S.E.2d 896 (1985) (RF&P III).

In 1983, the SCC

appraised Potomac Yard

at $80,820,700 by a
market value review of
nearby comparable
properties.
: Effective in 1984, the
- General Assembly

¢ transferred the railroad

assessing function from
the SCC to the Depart-
ment of Taxation, acting
Lhrough the commissioner. See Code §§
58.1-2600 and -2655 (specifically
transferred by Acts 1983, c. 570). Using
the unit method, the commissioner
appraised and thereafter assessed
essentially the same property in 1984 at
$6,882,152, in 1985 at $15,599,324, in
1986 at $16,276,146, and in 1987 at
$18,320,447.

On December 31, 1986, pursuant to the
provisions of Code § 58.1-2670, the
County Board of Arlington filed an
“Application For Correction Of Errone-
ous Assessment” with respect to the
commissioner’s 1984 assessment of
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... Unit Cost” Method Rejected

Arlington’s portion of Potomac Yard,
naming the Commonwealth of Virginia,
the department, and RF&P as defendants.
Arlington was later permitted to amend
its application in order to challenge the
1985 through 1987 assessments as well.
On September 1, 1987, the City of
Alexandria filed a similar application,
based on the commissioner’s assessments
of Alexandria’s portion of Potomac Yard
for 1984 through 1986. These cases were
later consolidated. On June 14, 1989,
after hearing evidence, the trial court
denied the applications and sustained the
commissioner’s assessments. Arlington
and Alexandria appeal.

Code § 58.1-202(1) empowers the
commissioner to administer the tax
laws “with a view to ascertaining the
best methods of reaching [taxable
property and] effecting equitable
assessments.” Furthermore, Code §
58.1-2655 directs the department
annually to assess railroad real
property “upon the best ;and most
reliable information that can be
procured.” Accordingly, the
department argues that the
commissioner has the discretion
to utilize the unit method as
one of several possible
appraisal methodolo-
gies. On the other hand,
the localities main-
tain that there is no
constitutional or
statutory authority for
the use of such a method in appraising
RF&P’s real estate.

We observed in RF&P I that
“[w]hatever the rule may be in other
jurisdictions, the plain provision of
Section 169 [now Article X, § 2] of the
Constitution which requires all real estate
to be assessed at its fair market value is
the only legal rule which can be used for
the assessment of real estate in Virginia.”
203 Va. at 299, 124 S E.2d at 209-10
(citation omitted). Generally, in assessing
real estate for local taxation, the commis-
sioner should seek to determine its fair

market value by a consideration of its
highest and best use in its particular
location. Sce generally RF&P I, RF&P 11,
RF&P 111,

The commissioner testified, however,
that his appraisals do not reflect the fair
market value of Potomac Yard in its
particular location, but do reflect its fair
market value as a part of the railroad unit.
This, however, is merely the “use value”
of Potomac Yard. Use Value is defined
as:

“...the value a specific property has for
a specific use. Use value focuses on the
contributory value of the real estate to the
enterprise of which it is a part, without

: 3% regard toits

highest and best use or the monetary
amount that might be realized upon its
sale.” (American Institute of Real Estate
Appraisers, The Appraisal of Real Estate,
9th Edition (1987).

[This] describes the three generally
accepted “approaches” to ascertaining
market value of real estate as those of
“sales comparison,” “income capitaliza-
tion,” and “cost.” Similarly, we have
referred to these as the “market data
(comparable sales), capitalization of
income, and reproduction cost less
depreciation” methods of real estate

appraisal. (Arlington County Board v.
Ginsberg, 228 Va. 633, 639,325 S.E.2d
348,351 (19859).

The unit method simply defines the
parameters of what is being valued under
the capitalization of income method. The
issue here is whether this method can be
used when it does not produce the fair
market value of the specific property
being appraised.

The department contends that the unit
method is similar to that used in apprais-
ing and assessing rental real estate for
local taxation. See generally Clarke
Associates v. County of Arlington, 235
Va. 624,369 S.E.2d 414 (1988). How-
ever, we think the comparison is inapt for
two reasons.

First, when rental property income is
capitalized, only the rental income of the
assessed property is capitalized. Here, the
income capitalized is the operating
income of a larger property or entity of
which Potomac Yard is only a part.

Second, rental property
income is typically the
primary basis for a rental
property’s value. Here,
RF&P’s capitalized net
income arises from the

operation of the entire
- railroad. This capitalized
&2 netincome, and the
i consequent valuation
put upon RF&P’s real
estate, is influenced by
many elements unrelated to the land
and its improvements. RF&P’s primary
function is transporting persons and
property, not simply renting its land and
improvements. The efficiency with which
its roiling stock and other equipment
unassociated with the land is used, as
well as the management skills of its
supervisors and the quality of services
rendered by its employees, all have
substantial impact upon RF&P’s net
income.

Moreover, we have noted the incom-

patibility of “the unit approach and the
(See RF&P Case, Page 8)
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RF&P Case...

(Continued from Page 7)

Virginia system of taxation of railroad
properties.” N. and W. Ry. Co. v.
Commonwealth, 211 Va. 692, 699, 179
S.E.2d 623, 629 (1971). Because the
value of railroad properties appraised by
the unit method could be affected by the
railroad’s net income, it is possible that a
negative value might be attributed to its
real property should the railroad sustain
an operating deficit. Indeed, one court
has noted that use of the unit method is
“simply not real property taxation either
in substance or in form.”

Because the commissioner’s method of
appraisal did not determine the fair
market value of Potomac Yard in its
particular location, as required by the
Constitution of Virginia, we conclude
that his assessments were invalid and that
they cannot be sustained. Therefore, we
will reverse the judgement of the trial
court and remand the case for further
proceedings consistent with this opinion.

ANNUAL CONFERENCES

Frederickshurg Preparations Proceed;
Williamsburg Hosts 1991 Conference

The 1990 Annual Conference will be
held at the Sheraton Conference Center in
Fredericksburg on September 12, 13 &
14. A total of 9 hours of recertification
credit will be available to attendees.

Educational topics will include
spreadsheet software applications for
assessors, a demonstration appraisal
report on a restaurant, a mock trial on a
shopping mall assessment and informa-
tion on the Appraisal Foundation.

The registration fee for the Conference
has been set at $110.00 after remaining at
$90.00 for the last five years.

Looking Ahead to 1991

Williamsburg has been selected as the
site of next year’s VAAO Annual

Conference, to be held September 18-20,
1991. A contract has been signed
designating the Williamsburg Hilton on
King’s Mill as the host facility.

In addition to a newly refurbished
Conference Center, the Hilton features an
indoor/outdoor pool, tennis and racquet-
ball courts, a weight room, sauna and
electronic game room. A championship
golf course surrounds the lodgings.

Annual Meeting Committee Chairper-
son Maria Rozos (Suffolk) reports that a
room rate of $68.00 (single or double)
has been fixed. Early birds may contact
the Williamsburg Hilton at (804) 220-
2500 for additional information/reserva-
tions.
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