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This cause and nmatter came on to be considered by the
Board of Tax Appeals upon two notices of appeal filed herein by the
above-naned appellants, from a decision of the Cuyahoga County
Board of Revision, nailed to the parties on May 9, 1996. In said
deci sion, said board determ ned the taxable value of the subject
property for tax year 1994.

The matter was submtted to the Board of Tax Appeals
upon the notice of appeal, the statutory transcript certified to
the Board by the county board of revision, the evidence presented
at a hearing before this Board, and the briefs subnmtted by counse
to the appellants and the appellee property owner. Al t hough duly
notified, the county appellees did not participate in the
proceedi ngs before this Board.

The subject property, a two-story office and retai
conplex, is situated on approximately .92 acres of land in the
Strongsville taxing district, Cuyahoga County, Ciio and is
identified in the auditor's records as parcel nunbers 393-27-013
and 014, listed together. The building, which was constructed in
1988, contains approximately 12,968 square feet of |easable area
and is located on the main north-south artery in the city of
Strongsville in an area of comercial/retail devel opnent.

Recogni zing that the suite configuration can be changed,
the first floor  of the building has approximately four
office/retail spaces, which house businesses that would be
characterized as service-oriented industries, e.g., an insurance
conpany, a dentist office. The second floor, which houses

traditional "offices", has approximately twelve office spaces. The



first floor tenants each have individual access doors in both the
front and rear of their space, in addition to carpeted and tile
floors, painted drywall walls, drop ceilings, fluorescent |ighting,
a half bath, and independent conbination heating and air
conditioning. The second floor tenants have access to their space
via stairwells to an inside corridor, in addition to carpeted
floors, painted drywall walls, drop ceilings, fluorescent |ighting,
central heating and air conditioning, and conmmnity bathroons.
There is no elevator in the building.

The conbi ned value for the subject parcels for tax year
1994 as determned by the Cuyahoga County Auditor and retained by
t he Cuyahoga County Board of Revision is as follows:

TRUE VALUETAXABLE VALUE

Land $ 109, 800 $ 38,430
Bl dg 890, 200 311, 570
Tot al $1, 000, 000 $ 350, 000

Wiereas, the appellants (hereinafter "city and board of
education"), in their Notice of Appeal, contend that the subject

shoul d be val ued as foll ows:

TRUE VALUE TAXABLE VALUE
Land $ 109, 800 $ 38,430
Bl dg 1, 216, 200 425, 670
Tot al $1, 326, 000 $ 464, 100

Finally, the property owner (hereinafter "Strongsville
Sout h") contends that the subject should be given a true value of
$900, 000, with a correspondi ng taxabl e val ue of $315, 000.

Initially, this Board notes the decisions in O evel and

Bd. of Edn. v. CQuyahoga Cty. Bd. of Revision (1994), 68 Chio St. 3d




336, 337, and Springfield Local Bd. of Edn. v. Summt Cvy. Bd. of

Revi sion (1994), 68 Chio St. 3d 493, 495, wherein the Suprene Court
hel d that an appealing party has the burden of coming forward with
evidence in support of the value which it has clained. Once
conpetent and probative evidence of true value has been presented,
t he opposing parties then have a correspondi ng burden of providing

evi dence which rebuts appellant's evidence of value. Id.; Mentor

Exenpted Village Bd. of Edn. v. Lake Cy. Bd. of Revision (1988),

37 Chio St. 3d 318, 319.

When determning value, it has long been held by the
Supreme Court that "the best evidence of 'true value in noney' of
real property is an actual, recent sale of the property in an

arms-length transaction,” Conalco v. Bd. of Revision (1977), 50

Chio St. 2d 129; State, ex rel. Park Investment Co. v. Bd. of Tax

Appeal s (1964), 175 Chio St. 410. Absent a recent sale, as in the
instant matter, true value in noney can be cal cul ated by applying
any of three alternative nethods provided for in QAC 5705-3-03: 1)
t he market data approach, which conpares recent sales of conparable
properties, 2) the income approach, which capitalizes the net
incone from the property, and 3) the cost approach, which
depreci ates the inprovenents to the land and then adds themto the
| and val ue.

In support of their position that the Cuyahoga County
Auditor and Board of Revision have undervalued the property, the
city and board of education offered the testinony and appraisal

report of Frank J. Basile, MAl and state certified general real

estate appraiser in Onio. M. Basile stated, "the presently



i nproved use of the subject is concluded to be its highest and best
use." (Ex. A p. 21)

In estimating the true value of the subject under
consideration, M. Basile utilized the three standard approaches to
val uati on. He indicated that "(T)he Cost Approach wll be given
some weight since the subject is still relatively new  The Sales
Conparison Approach is typically the nost reliable indicator of
val ue, however, in this case it is afforded only the penultinmate
weight in this report. The Inconme Approach is accorded the nost
weight in the final value estimate because the subject is a multi-
tenant type office/retail structure not intended primarily as an
owner user but to provide an income stream of good quality,
quantity and duration."” (Ex. A, p. 27)

Using the sales conparison approach, Basile did a
conbi ned approach to account for the intended dual purposes to
which the building was to be put. Thus, he wutilized both
comercial/retail property sales and office property sales in
arriving at a final valuation.

First, Basile conpared 6 sales of comerciall/retai
properties dating from Novenber 1989 through January 1993 to the
subj ect . In doing so, Basile adjusted these sales for such
differences as tinme, age, size, location, and building material.
Based upon these commercial/retail conparables, Basile's fina
estimate of value was $79 per square foot, or $1,270, 000.

Basile then surveyed conparable office property sales

dating from July 1988 through Decenber 1994. He adjusted these



sales for differences fromthe subject in time and age and arrived
at a final value estimate of $71.50 per square foot, or $1, 150, 000.

The foregoing valuations were weighted based upon the
percentage of the building used for each type of endeavor and
resulted in an overall, final valuation of the subject via the
sal es conpari son approach of $1, 200, 000.

In conpleting the cost approach, Basile first determ ned
a value for the land on which the building is |ocated. Using a
sal es conparison approach, he conpared the subject to three I|and
sales, dating from Novenber 1989 to Decenber 1993. After making
adjustnments for tinme, size, and location and determ ning the mean
of the foregoing sales, Basile concluded that the subject |and
shoul d be val ued at $175, 468 per acre or $161, 500.

Basile then went on to determne the replacenent cost
new of the inprovenents, wusing actual cost information from
recently constructed retail and office buildings of simlar quality
in addition to the Mrshall & Swift cost reporting manual, or
$1, 138,432. From that value, he deducted all accrued depreciation
and obsol escence, as extracted from sal es of conparable properties,
i.e., physical deterioration, or $129,613. From the remaining
$1,008,819, he deducted the depreciated value of the site
i nprovenents, or $49, 000. After adding the value of the site to
that total, Basile's final indicated value via the cost approach
was $1,222,000. (Ex. A, p. 72-74)

In conpleting his income approach, Basile first
estimated a stabilized incone for the subject. Based upon the

subject's actual experience, which he determned after surveying



the market to be reflective of the general narket for office and
retail space, Basile derived an effective gross incone of $182, 828.
After deducting 5% for vacancy and credit loss, a total effective
gross income of $173,687 resulted. Deductions for fixed,
operating, and reserve-type expenses are nade, resulting in a net
operating incone, including reinbursenments, of $142, 127. Based
upon sales from his sales conparison approach, as well as the
Korpacz Study and the American Council of Life Insurance Study,
Basile used a capitalization rate of 12.10% including the tax
addi tur of .0210. Accordingly, Basile's final rounded value for
t he subject, using the incone approach, is $1, 175, 000.

Basile's calculations under the income approach can be

sunmmari zed as fol |l ows:

Rental | ncone = $182, 828
Vacancy & Credit Loss @5% =$ 9,141
Ef fecti ve Gross | ncone =$173, 687
Expenses =$ 54,591
Rei mbur senent s =$ 23,031
NET | NCOVE = $142, 127
capitalization rate = 10. 0%
+ 2.10 tax additur
12. 10% =$1, 175, 000
( ROUNDED)

Basile reconciled his three valuations by determning
t hat :

"The Incone Capitalization Approach is
gi ven the paranount weight in establishing the
final value estimate since the subject
devel ops a consi derabl e i nconme stream



"The Sales Conparison Approach is

accorded the penultimate position in the fina

value estimate due to the fact that only one

other retail center with wal k-up offices above

it was uncovered during a search of the |oca

mar ket pl ace.

"The Cost Approach 1is accorded the

tertiary weight in establishing the fina

val ue estimate. This approach is used as a

check for wvalidity concerning the other two

appr oaches. This approach also has the

advant age of valuing the underlying land via a

full sal es conparison approach for conmerci al

sites in the Strongsville marketplace."” (Ex.

A, p. 89)

Accordingly, Basile relied first upon his incone approach to arrive
at a final rounded val uation of $1, 200, 000.

The property owner offered the appraisal of Richard D
Racek, MAI and state certified general real estate appraiser in
Chio. Racek stated that the highest and best use as if vacant of
the subject parcels is "for permtted office developnment in
accordance with both comunity zoning ordinances as well as the
devel opnent plan submitted for this particular GCeneral Business
District.” Further, '(T)he highest and best use of the subject
site as inproved is considered to be for the continued multi-tenant
office utilization." (Ex. 1, p. 24)

Racek, like Basile, utilized all three standard
approaches to value in appraising the subject. In conpleting the
cost approach, Racek first determned a value for the I and on which
the building is |ocated. Using a sales conparison approach, he
conpared the subject to six land sales, dating from July 1989 to
Sept enber 1995. After meking adjustnments for time, size, and

| ocation and zoning, and giving the nost weight to sales 5 and 6,



Racek concluded that the subject |and should be valued at $120, 000
per acre or $109, 920.

Racek then devel oped a repl acenment cost estimate for the
subject, using cost information from Boeckh's Building Valuation
Manual of $1,126,550. From that value, he deducted accrued
depreciation of 20% or $225,310. After adding the value of the
site to that total, Racek's final indicated value via the cost
approach was $1, 000, 000. (rounded)(Ex. 1, p. 34-35)

In his market data approach (sal es conparison approach),
Racek utilized sales of four office buildings, dating from
Septenber 1990 through Decenber 1994, In his report, Racek
specifically stated that "(T)he appropriate unit of conparison for
properties such as the subject is the price per square foot of net
rentable area. This reflects the notivation of the typical buyer
and is the basis on which these properties are frequently
marketed." (Ex. 1, p. 37) Thus, his adjustnments to those sale
prices, for items |ike location, size, income and expenses,
condition, and age, were also nmade in light of the net operating
i ncomes of the sale properties. Racek ultimately concluded that the
appropriate unit price for the subject was $70.00 per square foot
of net rentable area, or $900, 000 (rounded).

In his incone approach, Racek considered the renta
rates of fifteen conparable properties as conpared to those from
the subject in order to stabilize the rents at $177,023, or
approxi mately $13.65 per square foot, at full occupancy, which
approximates the mddle of the range of the conparables utilized.

To that base rental inconme, he deducted a vacancy and credit |oss



of 10% or $17,702, based upon his survey of the market as well as
the subject's experience. He then added nai ntenance rei nmbursenent
incone and utility reinbursement incone to arrive at an effective
gross incone of $181, 320.

From the effective gross income, Racek deducted expenses
for utilities, janitorial and mai ntenance areas, adm nistrative and
ot her payr ol | itens, i nsur ance, servi ces of a non-
mai ntenance/repair type, and replacenent reserves anounting to
$72,477 or $5.59 per square foot. According to the subject's
hi story, these expenses fall at the high end of the range it has
experi enced, however, they would be considered "significantly |ower
t han conpeting properties |located wthin the imedi ate area"” of the
subject. (Ex. 1, p. 57) Racek then determned an overal
capitalization rate of 10% as taken from the marketplace for
simlar property sales. To the capitalization rate, Racek added a
tax additur of 2.1% for an overall rate of 12.1%

Hs calculations wunder the incone approach can be

sunmmari zed as fol |l ows:

Rental | ncone =$177, 023
Vacancy & Credit Loss (10% =$ 17,702
Adj usted Gross | ncone = $159, 321
Mai nt enance Rei mbursenent | ncone =$ 09,000
Utility Reinbursement |ncome =$ 13,000
Ef fective Gross |Incone = $181, 321
Expenses =$ 72,477
NET | NCOVE = $108, 844
capitalization rate = 10.00%
+ 2.1 tax additur
12. 1% = $900, 000
( ROUNDED)

10



When reconciling the foregoing approaches to value,
Racek indicated that his final valuation was "based primarily on
the Income and Direct Sales Conparison methods of valuation.™ (Ex.
1, p. 59) Racek determined a final value of $110,000 for the
subj ect land and $790,000 for the subject building, resulting in a
total value of $900, 000.

Upon review of the two appraisals presented to this
Board, we note that both appraisers used the sanme approaches to
estimate the subject's val ue. However, the initial prem se upon
which the appraisers based their valuations were very different.
Basil e acknow edged that when the building was built, it was
intended to serve two uses, both retail and office; therefore, he
val ued the building considering both uses, as a mx of retail and
of fice. Racek, on the other hand, when comenting about the

building, indicated that "(While it was built and marketed for

retail, it was not successful. So as a result, to me it's a
commercial building. It isn't a hybrid retail/comercial. It's a
conmerci al  bui |l di ng. | think the office sales are a better
indication of the present worth of the future benefits. The

present worth of the past benefits is really not a neasure of
value." (R, p. 119) Racek elaborated that "the market speaks for
itsel f. It's owned and operated as a commercial building rather
than operated for the use that it was originally designed to be
used, and it's just been converted into office space now that is

treated as an office space user and the | eases reflect that rather

11



than a typical retail |ease where you rent it as is and you do all
the other work." (R, p. 167-168)

W agree with Racek's treatnment of the subject as a
comercial building and his determnation that the subject building
should not be characterized as a hybrid when naking a value
determnation for it. W also note that Racek testified that even
if he had treated the subject as part retail/part office, as Basile
did, his valuation determnation would not have changed. (R, p.
168) He contended that "(T)here's no particular difference between
a capitalization rate on a viable comercial property and a viable
retail property. So when you look at the incone streans, an
investor would readily pay the equivalent of a ten percent run on
either of them * * * . It's a measure of the econonics rather
than the physical entity.” (R, p. 166)

W nust also note that Basile's hybrid theory nost
dramatically inpacts upon his conclusions wunder the sales
conpari son and cost approaches and not as definitively on the
i ncone approach to valuation, which, as both appraisers herein
agree, is the nost appropriate and reliable nethodology to utilize
when valuing the subject, considering that it is an incone-
produci ng property. As stated in RC 5715.01, "in determning the
true value of lands or inprovenments thereon for tax purposes...the
incone capacity of the property, if any...shall be used." The
i ncome approach is a nethod of valuation that can be "property-
specific", i.e., many of the figures used in the income approach
often originate in the subject's records and are then conpared to

the rates of conparable properties in the marketplace. Thus,

12



arguably, the incone approach |eaves less opportunity for the

apprai ser's personal bias or guesswork to influence the outcone as

conpared to other, nore subjective methods of valuation.
Accordingly, we wll primarily focus upon the incone approach in
determ ning val ue her ei n, and  will evaluate the ot her

nmet hodol ogi es, as utilized by each appraiser, based upon how each
supports the val ues determ ned under the income approach.

First, when we conpare the two inconme approaches
utilized, we find that the differences between themare mninal, at
best, with the exception of the anounts allocated for vacancy and
credit | oss and expenses.

Basil e, describing how he arrived at his vacancy and
credit loss rate, indicated that "by talking with players in this,
the Strongsville nmarketplace, and other evidence that | had, that
was an appropriate rate.” (R, p. 46) No other information about
the vacancy rate was provided in the appraisal report. Racek, on
t he ot her hand, included docunentation in his report to support his
rate of 10% which was based not only wupon the subject's
experience, but that of other conparable properties in the
subject's vicinity.

Wth regard to his expenses, this Board finds that
Basile's unsubst anti at ed deducti ons, with no supporting
docunentation included, lacks the depth of analysis and support
necessary for this Board to place any reliance upon it. Racek' s
expenses were based upon the actual experience of the subject as
well as conparable properties in the subject's general |[ocale,

which nore clearly reflects the marketplace as a whol e.
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A review of each appraiser's treatnment of the remnaining
approaches to value indicates that Basile's characterization of the
subject as part retail/part office, in part, led to sone
questionable results. Specifically, in his cost approach, Basile's
valuation of the land is flawed not only because the val uation date
he utilized reflected the entire tax lien date year instead of the
tax lien date only (R, p. 78), but also because of the |ack of
conparability of the land sales to the subject land in size and
|ocation. Further, Basile's determnation of the replacenent cost
of the subject building anbunted to a valuation of two separate
buildings with two distinct uses; he used two sections of Marshall
& Swift that refer to the two different planned uses for the
bui | ding and conbined them for the ultinmate valuation. By doing
so, his calculations included a roof and foundation for each "use".
(R, p. 82) In addition, his deductions for obsolescence do not
appear to take into consideration the functional and externa
obsol escence present in the subject. (R, p. 82)

Basile's sal es conpari son appr oach reflects a
conpilation of both office and retail sales which he weighted
according to the proportion of the building utilized for each use.
He provided no support in his report for using this type of
calculation, and w thout same, we will not assume its accuracy or
applicability to the subject.

Wth regard to Racek's renmaining approaches to val ue,
appellants criticize both his sales conparison and cost approaches
for making unsubstantiated adjustnents under both. Wile every

facet of his approaches to value may not be set forth in witing
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within the appraisal report itself (which, incidentally, has never
been a requirenent of appraisal reports submtted for this Board's
review), Racek does supply considerabl e background and support data
for the conparables he wutilized, allowing this Board to nmake
informed determinations as to the credibility of the information
upon which he relied.

Accordingly, this Boar d adopt s t he val uati on
determ nation as set forth in the appraisal authored by Racek and
of fered on behal f of the property owner. e find hi s i ncone
approach to value, as supported by the cost and sales conparison
approaches, to be the nost reflective of the marketplace and the
nost conplete and credible evaluation of the subject with nore
t hor ough supporting docunentation. Thus, the value of the subject

property, as of January 1, 1994, shall be as foll ows:

TRUE VALUE TAXABLE VALUE
Land $ 110, 000 $ 38,500
Bl dg 790, 000 276, 500
Tot al $ 900, 000 $ 315,000

It is the Decision and Order of the Board of Tax Appeal s
that the Cuyahoga County Auditor shall l|ist and assess the subject

property in conformty with this decision. ohi osear chkeybt a
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