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January 4, 2010

To the Honorable
the Common Council
City of Milwaukee

Dear Council Members:

The attached report summarizes the results of our Audit of City
Assessments for Commercial Property. To assist in this audit, we engaged the firm
Landretti & Company, LLC, experts in Wisconsin property assessment and appraisal
practices.

The audit concludes that the valuation methods followed by the City
Assessor’s Office adhere to professional appraisal practices and are in full compliance
with Wisconsin law. The audit further concludes the total assessed value for commercial
property that the City Assessor calculates is a more accurate estimate of fair market value
than the equalized value that the Wisconsin Department of Revenue calculates.

Audit findings and recommendations are discussed in the Audit
Conclusions and Recommendations section of the report. The audit consultant’s report is
in Appendix 1, and Appendixes 2 through 6 provide additional information regarding
assessments, taxpayer appeal rights, responsibilities of the Board of Assessors and the
Board of Review, how the State and the City calculate property values and fair market
value, as well as a glossary of terms. The response from the City Assessor follows
Appendix 6.

Appreciation is expressed to the staff in Milwaukee’s City Assessor’s
Sincerely,

Office for the full cooperation extended to the auditors.
Wikl s

W. MARTIN MORICS
Comptroller

Room 404, City Hall, 200 East Wells Street, Milwaukee, Wisconsin 53202 - 3566 Phone: (414) 286-3321, Fax: (414) 286-3281
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I. Scope and Objectives

This Audit of City Assessments for Commercial Property covers the assessments for
commercial real estate in the City of Milwaukee by the City Assessor’s Office for 2007
and 2008.

This audit was conducted in accordance with generally accepted government auditing
standards. Those standards require that the audit obtain sufficient, appropriate evidence
to provide a reasonable basis for the findings and conclusions based on the audit
objectives. The Office of the Comptroller believes that the evidence obtained provides a
reasonable basis for the audit’s findings and conclusions based on the audit objectives.

The objectives of the audit were to:

> Determine the degree to which commercial property assessments comply with
Wisconsin statutes.

» Evaluate how commercial assessments compare with market values at the time of
sale.

» Determine whether the assessment process for commercial properties within TIDs
IS consistent with other commercial properties within the City.

> ldentify and evaluate the effect that alternative values of equalized value for
commercial property as determined by DOR would have on the City, including
the effect on levy limits.

The audit also discusses the equalization practices of the Wisconsin Department of
Revenue (DOR) and describes the methods used by DOR to determine equalized values
for the City of Milwaukee. It then compares the differences between assessment methods
used by the City and equalization methods used by DOR.

The audit utilized the services of Landretti & Company, LLC (referred to as the audit
consultant), experts in Wisconsin property assessment and appraisal practices, to analyze
City assessments and State equalized value. Audit analyses performed by auditors in the
Office of the Comptroller are identified as performed by “audit staff.”



II. Background

A. Wisconsin Constitution and Statutes

Article 8 of the State Constitution states that each Wisconsin taxpayer should pay a
uniform and fair share of taxes, neither more nor less, regardless of where in the State the
taxpayer owns real estate. State law uses the process of “equalization” to provide
assurances that local assessments and the distribution of property tax levies meet
Wisconsin’s “fair share” standard. The equalized values determined by the Wisconsin
Department of Revenue (DOR) form the basis for the assurances that the process of
equalization provides.

Wisconsin law also requires local assessors to value each property at fair market value.
As property values change in the market place, those changes must be reflected on the
succeeding year’s assessment roll. Fair market value is the price a typical, well-informed
buyer would pay for a property in its present condition to a willing seller who is not
under pressure to sell. Fair market value is discussed further in Appendix 5.

B. City Commercial Assessments

The City of Milwaukee has three classes of taxable real property as defined by Wisconsin
Statutes — residential, commercial and manufacturing. DOR determines assessed values
for manufacturing properties. The City Assessor determines assessed values for
commercial and residential properties.

Milwaukee’s City Assessor values each individual property in the City of Milwaukee in
an effort to fairly allocate local property taxes among taxable real estate parcels. Each
year, the City Assessor revalues more than 153,000 real estate parcels in the City
(approximately 139,200 residential properties and 14,000 commercial properties) to keep
pace with changes in the market and to assure that property taxes are distributed fairly
and uniformly. The purpose of assessed value is to insure the owner of each taxable
property in the City pays his/her fair share of property taxes. This audit only examined
commercial property assessments.

The City Assessor uses the Income Approach to value commercial properties because
rental income typically drives commercial real estate values. The assessment values



generated by this approach reflect the rental income that a specific commercial property
is capable of generating. The City Assessor also uses recent commercial property sales
to further refine the commercial property assessments. To clarify that the Income
Approach is based on rental income, this audit uses the phrase “Rental Income
Approach” rather than the phrase “Income Approach” that assessors use.

Historically, the City Assessor has used three categories of commercial property to report
assessed values — Special Mercantile, Local Mercantile, and Commercial Apartments.
These commercial property categories are historic classifications from previous
assessment practices. The City Assessor uses these three types only to classify and report
commercial property valuations, not to calculate assessed values.

As of January 1, 2008, there were a total of 14,043 commercial real estate parcels in the
City of Milwaukee with total assessed real estate value of $9.59 billion. The average
assessed value of a commercial property was $682,460. However, as the charts and
discussion below indicate, the average assessed values for the three types of commercial
real estate vary substantially.

Chart 1: Number and Value of Commercial Properties
Number of Total Commercial Value of Total Commercial
Properties Properties

Pie Chart Key

[[] = Special Mercantile
B = Local Mercantile
[ ] = Commercial Mercantile




The Special Mercantile type of commercial property had a total property value of $4.51
billion and 2,081 real estate parcels as of January 1, 2008. This represents about 47
percent of the total assessed value of commercial property in the City and 15 percent of
the number of commercial parcels. The average value of a Special Mercantile parcel is
$2.17 million. The classification of Special Mercantile properties is based on business
function and business or building size. These properties are assessed citywide rather than
at the neighborhood level. Examples include hotels, motels, funeral homes, fast food
franchises, office buildings, and shopping centers.

The Local Mercantile type had a total property value of $2.04 billion and 6,925 real
estate parcels as of January 1, 2008. This represents about 21 percent of the total
assessed value of commercial property in the City and 49 percent of the number of
commercial real estate parcels. The average value of a Local Mercantile parcel is
$295,000. Local Mercantile properties are small commercial properties throughout the
City with values that are strongly influenced by the property’s neighborhood location.
Examples include store front properties, neighborhood restaurants, and taverns.

The Commercial Apartments type had a total property value of $3.03 billion and 5,041
real estate parcels as of January 1, 2008. This represents about 32 percent of the total
assessed value of commercial property in the City and 36 percent of the number of
commercial real estate parcels. The average value of a Commercial Apartment property
is $601,000. Commercial Apartments include all apartment buildings with four or more
units.

Real estate property taxes for the next year are allocated based on assessed values as of
the previous January 1. For example, the November 2009 property tax levy is due
January 31, 2010 and is based on January 1, 2009 assessed values.

Property owners have the right to appeal the assessed value of their property to the Board
of Assessors, the Board of Review, and the Circuit Court. Some appeals continue to the
Court of Appeals and ultimately can go to the Supreme Court. Appeal deadlines, rights
and responsibilities are discussed in Appendices 2 and 3.



C. State Equalized Value

Equalized value is “the estimated value of all taxable property in each taxation district,
by class” (Guide for Property Owners, WI 2008). The Wisconsin Department of
Revenue (DOR) determines an equalized value for each of eight classes of real property
for more than 1,800 local governments in the State of Wisconsin. The City of Milwaukee
has only three of these property classes — residential, commercial and manufacturing.
The purposes of equalized value are to provide equity and uniformity among Wisconsin
municipalities and counties, and to ensure that the local tax burden is fairly distributed
across local Wisconsin governments.

Equalized value is the State’s estimation of fair market value of a class as a whole,
regardless of property type or location. Wisconsin Statutes state that equalized value
represents the market value or most probable selling price for all taxable property in the
entire state. In the City of Milwaukee DOR determines equalized values for the
residential, commercial and manufacturing properties. Fair market value and estimated
fair market value are discussed in Appendix 5.

Equalized value is used to distribute State shared revenues and to apportion local tax
levies such as county and technical college levies among municipalities. The local
assessor, on the other hand, assesses each property to make sure that each individual
property owner within the local government pays his/her fair share of property taxes.

In the early 1980's, the Wisconsin legislature passed a law that required the estimated fair
market value to be included on all property tax bills. This estimated fair market value is
based on the equalized value that DOR calculates. As a "truth in taxation" measure, the
legislature thought it was important for property owners to have a relative measure of
their assessment.

Under truth in taxation, local governments now are required to assess within 10 percent
of equalized value once every 4 years, that is, between 90 percent and 110 percent. State
law allows the 10 percent leeway both because appraisal is not an exact science and
because DOR uses different appraisal methods to calculate equalized value than local
governments use to calculate assessed values for individual properties.



D. Stratification

Stratification is the process of grouping similar properties together to analyze market
changes to property value. ldentifying key attributes and their contribution to value are
essential to a fair assessment process. According to the Wisconsin Property Assessment
Manual, assessors should divide properties into groups with similar attributes to facilitate
comparison for valuation purposes.

Both DOR and the City Assessor use stratification to estimate property values, but they
stratify in different ways. DOR stratifies property in the City of Milwaukee into three
statutory classes — commercial, residential and manufacturing. DOR uses sales to
calculate an economic adjustment and equalized value for each class. The equalized
values of each class are added together to determine the equalized value of all the taxable
real estate in the City. The process used by DOR is consistent with the following
statement from Property Appraisal and Assessment Administration (PAAA), an
assessment manual published by International Association of Assessing Officers
(Chicago, IL, 1990, page 517), “Equalization agencies [such as DOR] usually stratify
properties by jurisdiction and classification.”

In calculating equalized value for Milwaukee, DOR analyzes an entire class of property
within a municipality, but does not analyze individual properties within each class. As a
result of this macro-view of property values, DOR does not consider attributes of
individual properties, property inspections, adjustments for neighborhoods within the
municipality, or improvements to individual properties.

According to PAAA [pages 518 and 542], the process used by DOR provides a reasonably
accurate estimate of value for an entire property class. While the estimated fair market
value of an individual property as reported on the tax bill (which is based on equalized
value) may not accurately reflect market value, the value that DOR calculates for a class
as a whole is close to 100 percent because over-appraisals are balanced by under-
appraisals. However, the estimated fair market value that is listed on a property tax bill
presumes equalized value accurately reflects market value for individual properties.
PAAA states that perhaps the most frequent and serious obstacle to effectively calculating
the value of a large class of property such as the equalized value calculated by DOR is
the scarcity of sales data for certain types of property, particularly commercial properties.



PAAA also states that insufficient sales or over-representation of sales from one type of
property within a class or one locale can distort results.

In contrast to DOR, the City Assessor uses a wide array of property characteristics to
stratify commercial property, including age, size, use, building type, neighborhood, and
location. The value of any individual commercial property within the class generally
moves independently of the value of the total class. Recognizing this, the City Assessor
has 113 unique commercial building types, 129 city neighborhoods for commercial
property, and a wide array of property sizes, uses, and locations. Unlike DOR, which
uses property sales to determine changes in economic value for an entire class of
property, the City Assessor reviews property sales to identify key attributes that are
important to buyers and sellers and to verify the accuracy of individual property values.

I1l. Audit Conclusions and Recommendations

A. Summary Conclusions

The audit found that in the conduct of its commercial property assessments, the City
Assessor’s Office is in compliance with both professional standards and statutory
requirements. The City Assessor’s staff collects the necessary information, analyzes and
verifies sales and correctly applies professional valuation methods, consistent with
current laws and rules. Procedures used by the City Assessor yield dependable and
high quality commercial property assessments.

State Statutes require that local assessed values be within 10 percent of estimated market
(equalized) value at least once every four years. The audit found that assessed values
for commercial property in the City of Milwaukee exceed State standards, and have
done so since these standards were introduced.

Audit staff evaluated the processes used to assess commercial property located
within Tax Incremental Districts (TID) and found them consistent with the
processes used for other commercial properties within the City. In spite of this
consistent process, the audit found that owners of TID commercial properties appear to
be more likely to appeal the assessed value of their property to the Board of Assessors
(BOA) than owners of non-TID commercial properties (14 percent of TID properties



were appealed versus 8 percent of non-TID properties). In contrast, property owners in
TIDs are less likely to bring a BOA decision to the Board of Review (8 percent of TID
BOA decisions filed appeals with the BOR, compared with 19 percent of non-TID BOA
decisions). The audit staff reviewed changes to value made by both the BOA and BOR,
and concluded that BOA and BOR decisions regarding TID commercial properties
appear to be consistent with decisions regarding non-TID commercial properties.

The audit found that the City Assessor uses a variety of record formats and computer
applications to produce assessments that meet Wisconsin statutory requirements. While
not all of the necessary legacy data is available through the assessment software, it is
available in other formats, including paper files and other City software systems. The
audit recommends that the Assessor’s Office evaluate the costs and benefits of
obtaining and implementing software that would calculate the three approaches to
assessed value that Wisconsin Statutes identify. The audit further recommends they
continue to improve the integration and record-keeping capabilities of the
assessment software. Improving the integration of the assessment software with the
assessment process would increase staff efficiency, reduce data entry errors, and
eliminate redundancy.

The audit verified that DOR uses property sales to estimate market changes to equalized
value. However, during the period audited, commercial property sales in the City of
Milwaukee were dominated by apartment sales, but the DOR process did not consider or
adjust for statistical differences within the class of commercial property. Consequently,
during the period audited DOR sales based estimates of market value change applied
to the entire commercial property class in the City of Milwaukee were skewed by
commercial apartment sales.

The audit concludes that because the property values calculated by DOR and the City
Assessor have different purposes and use different methods, it is unlikely the two figures
would be identical. Given the demonstrated accuracy of commercial assessments
performed by the Milwaukee City Assessor, the audit recommends that DOR redirect
its due process away from determining equalized value and instead focus on
auditing the accuracy of the City Assessor’s assessment figures. If commercial
assessments are accurate, the audit further recommends that DOR accept the City’s
total assessed commercial values as the most accurate basis for establishing the



equalized value of commercial property. The audit determined that these changes to
equalized value would not materially affect City Revenues.

B. City Commercial Assessments

City Assessor Complies with Professional & State Regulatory Standards

The audit found the valuation methods used by the City Assessor follow professionally
acceptable appraisal practice and comply with Wisconsin Constitutional provisions,
Wisconsin Statute Sec. 70.32 (Fair Market Value Assessments), and the Wisconsin
Property Assessment Manual. The City Assessor collects the necessary information,
analyzes and verifies sales, understands and applies professional valuation methods, and
stays current with changing laws and rules. The audit concludes that the staff in the
City Assessor’s Office follow professional standards and practices, and the
procedures used by the Assessor yield dependable and high quality commercial
assessments.

The audit also compared the assessment practices of selected cities with the City of
Milwaukee. For example, the overall performance of assessments for commercial
properties in the City of Milwaukee as measured by appraisal/assessment statistical tools
was similar to Minneapolis and St. Paul, which are Midwest cities of comparable size.

Sales Ratio Study of City Commercial Assessments

The audit consultant conducted a Sales Ratio study to analyze the City’s assessments of
commercial property. This analysis calculated the Sales Ratio for each of 456 improved
commercial properties that sold in 2007 by dividing the assessed value by the sales price
for each sold property. Appraisal/assessment statistical tools were critical to evaluate the
assessment performance of commercial properties as a whole, including the Average
Sales Ratio, the Variation of the Ratios, and the Price-Related Differential. The Average
Sales Ratio is calculated by adding the sales ratios together and dividing by the total
number of ratios; it measures the tendency of assessments to be at, above or below
market value. The Variation of the Ratios measures the uniformity of the assessed values
within a group. Finally, the Price-Related Differential measures the uniformity between
high and low value properties.
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The analysis performed by the audit consultant found that the statistical measures for the
City’s commercial property assessment as a class fell within acceptable ranges, indicating
the procedures that the City Assessor uses yield dependable and high quality
commercial assessments. For example, the citywide Assessment-to-Sales Ratio in 2007
for commercial property was 91.3 percent, which was within the standard. Details of this
analysis are in Appendix 1.

Commercial Property Valuations

By necessity, the City Assessor utilizes Mass Appraisal techniques and concepts to value
its commercial property. Mass Appraisal is the systematic appraisal of groups of
properties, as of a given date, using standardized procedures and statistical testing.
According to the Wisconsin Property Assessment Manual, “Mass appraisal is the
underlying principle that Wisconsin assessors should be using to value properties in their
respective jurisdictions” (page 7-32, italics added).

The Manual goes on to say that “Wisconsin Assessors must also consider Section 70.32,
Stats” (page 7-32). WI Statute §70.32 defines the Assessment Hierarchy that assessors
should use to determine the market value of property. The Assessment Hierarchy states
the best indication of the value of a property is the price paid for that property in a recent
arm’s-length transaction. The “next best” indicators of value are recent arm’s length sale
prices of properties that are reasonably comparable to the property being assessed. After
sale of the subject or sales of reasonably comparable properties, the assessor may
consider all other factors that, according to professionally acceptable appraisal practices,
affect the value of the property, such as a cost or an income approach to value.

The City Assessor uses the Rental Income Approach (described on page 3 of this report)
to calculate assessed values for the City’s commercial property. Rental income typically
drives commercial property values, and rental income varies depending on the use of the
property, such as gas stations, local restaurants, taverns, super markets, fast food chains,
hotels, office buildings, apartments, and shopping centers. In contrast, residential
properties are more homogeneous because each residential property is used as a domicile.
The Rental Income Approach as applied by the City Assessor’s Office to assess
commercial property complies with Wisconsin statutory requirements and is
consistent with generally accepted professional assessment practices.
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The audit consultant determined that the City Assessor uses several generally accepted
methods of applying the Rental Income Approach. Two methods the City Assessor most
often uses are (1) Gross Income Multiplier, which is usually used for smaller apartment
type structures and local commercial property, and (2) Direct Capitalization, which is
usually used for all other commercial property and larger apartment property. The City
Assessor then uses recent sales to fine tune the mass appraisal income approaches to
value. According to the audit consultant, these approaches were appropriately applied by
the City Assessor.

The audit also found that the City Assessor often uses all three appraisal approaches
when responding to assessment appeals — the Rental Income, Cost, and Sales Comparison
Approaches. While Cost and Sales Comparison approaches are prepared for appeals,
these alternative approaches to value are not calculated by the assessment software.

Preparing for the appeal process is very time-consuming because assessors cannot use the
existing assessment software to calculate the cost and sales comparison approaches that
are required for appeals. The existing commercial assessment software is only able to
calculate assessments based on the Rental Income Approach; it is not able to incorporate
or utilize sales and cost data to calculate cost or sales assessment values.

Recommendation 1: The City Assessor evaluate the costs and benefits
of obtaining and implementing assessment software that would
incorporate the use of the cost and sales approaches to assessment as
well as the rental income approach.

The audit recommends that the City Assessor evaluate options that are available to
update the assessment software to incorporate and implement each of the three
recommended appraisal approaches to commercial property valuation, namely, the
Rental Income Approach, Cost Approach, and Sales Comparison Approach. The audit
recommends that this assessment document the costs and benefits of acquiring and
installing software options that would calculate the three assessment approaches.

The audit consultant indicated that software is available that incorporates sales and
cost data as well as data for the Rental Income model. New software would then
calculate all three approaches to value, which cannot be done with the current
software. New assessment software would reduce the effort necessary for an appeal

12



because this information would already be captured in the software. It would
automatically generate the three approaches to value that are required when
responding to appeals and would produce appeal information more efficiently than the
current manual system.

Assessment Records and the Assessment Software

The automated and manual assessment records maintained in the City Assessor’s Office
meet Wisconsin statutory requirements. A variety of formats (e.g. electronic and paper
files) and automated computer systems (e.g. the City Assessor’s assessment software and
the City’s Pictometry system) provide staff in the Assessor’s Office with access to the
legacy data they need to calculate accurate assessments. The City Assessor is
progressing toward a fully integrated system, but not all of the necessary legacy data is
available through the assessment software.

Paper Records and Narratives — The audit found in some cases, alternative approaches to
property value that were prepared by the City Assessor were captured on paper. While
the assessment software indicates these alternative approaches to value are available,
these paper records were not incorporated into the assessment software.

Pictometry System — The audit found the City’s automated mapping system is not linked
to parcel-level data within the assessment software. To access the City's automated
mapping system, the City Assessor must invoke a separate program (the Pictometry
System) and then switch between software system windows to compare data.

Building Sketches — Sketches are top-view diagrams showing the number of stories and
the spatial relationships of buildings. Often, other data are also shown on a sketch that
give an assessor additional information upon which to base a judgment. While the audit
found many paper files contained sketches, there were no sketches in the assessment
software. Further, some paper sketches were found to be old and fragile.

Supervisory Review and Approval — The audit found that supervisors discuss property

values with the assessors before finalization. However, these supervisory reviews were
not documented in the assessment software.
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Changes to Property Records — The audit found the assessment software does not include
documentation on how changes to property records are made (when and by whom
changes were made, what changes were made, the original information). While there is
an effective review process that compares current and prior year assessed values for each
property, these changes are not documented in the assessment software.

Recommendation 2: Consider integrating other assessment tools and
documentation within the Assessor’s Office assessment software.

The audit recommends that the City Assessor integrate the assessment software with
other assessment tools. While it is not necessary for compliance with Wisconsin
assessment requirements, it would be helpful to have building sketches, paper records,
and other automated systems available through the assessment software. Improving
the integration of the assessment software with the assessment process would increase
staff efficiency, reduce data entry errors, and eliminate redundancy.

The audit recommends that the City Assessor consider integrating the following
functions into the software:

1. The Pictometry or mapping system should be accessible from within the parcel
record in the assessment software.

2. Paper records showing the approaches to value should be scanned, incorporated,
and referenced in the assessment software.

3. Narrative appraisals, such as for appeals, should be digitized and linked within
the assessment software.

4. Building sketches should be completed for every commercial parcel, digitized,
and made part of the automated record in the assessment software.

5. Supervisory reviews and approvals should be documented in the assessment
software.

6. Changes made to property records should be documented in the assessment
software, including who made each change, when the change was made, the
changed and original values, who approved the change, and when it was
approved.

Commercial Assessments in Tax Incremental Districts

The audit found the assessment process for commercial properties within Tax
Incremental Districts (TIDs) is consistent with other commercial properties within
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the City. Assessment histories for commercial property were similar for both TID and
non-TID properties, and results of Board of Assessors (BOA) and Board of Review
(BOR) commercial property appeals to 2008 assessed values were similar for TID and
non-TID properties.

The audit staff reviewed annual assessed values from 2001 through 2008 for 30 sample
properties in TIDs, with 10 properties from each of the three commercial types (Special
Mercantile, Local Mercantile and Commercial Apartments). The audit also reviewed
assessment files to compare the assessment process applied to the sample TID properties
with the assessment process applied to a sample of non-TID properties. The audit found
no differences between TID and non-TID assessment practices.

BOA Decisions — Commercial Property Appeals

Chart 2 - TID Appeals Chart 3 - Non-TID Appeals
50.0%-+ 50.0%
45.0% 45.0%
40.0% 40.0%1
35.00% 35.0%
30.0% 30.0%
25.0% 25.0%1
20.0% 20.0%1
15.0% 15.0%-
10.0% 10.0%+
5.0%1 5.0%
0.0% 0.0%-+
1 2 3 4 1 2 3 4

Key to Charts 2 & 3 — BOA Decisions — Commercial Property Appeals

TID Properties Non-TID Properties

# Percent # Percent

1 BOA Did Not Change Property Value 44 34% 449 42%
2 BOA Decreased Property Value 62 48% 509 48%
3 BOA Increased Property Value 11 9% 45 4%
4 BOA Correction/Other 11 9% 69 6%
Column Totals 128 100% 1072 100%

The audit staff also reviewed the appeal decisions made by both BOA and BOR
regarding TID and non-TID properties. Of the 14,047 commercial properties in the City
of Milwaukee on January 1, 2008, 916 were TID commercial properties. Of the total
TID commercial properties, 14 percent filed appeals with BOA. Of the total 13,131 non-
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TID commercial properties, 8 percent filed appeals with BOA. Owners of TID
properties appear to be more likely to file BOA appeals than owners of non-TID
properties.

As Charts 2 and 3 on the previous page indicate, of the 128 TID appeals heard by the
BOA, approximately 9 percent were increased in value, 34 percent were not changed, 9
percent were corrected, and 48 percent were reduced in value. Of the 1,072 non-TID
properties that were appealed, approximately 4 percent were increased in value, 42
percent were not changed, 6 percent were corrected, and 48 percent were reduced in
value. Nothing in these results would indicate a material difference in the BOA
appeals process for TID versus non-TID appeals.

Of the TID properties that filed appeals with the BOA, approximately 14 percent went on
to file appeals with the BOR (18 TID appeals filed with BOR). Of the non-TID
properties that filed BOA appeals, approximately 24 percent filed appeals with the BOR
(255 appeals filed with BOR). While the BOA receives a greater percentage of appeals
from TID property owners than from non-TID property owners, at the next level of
appeal, the BOR hears a slightly smaller percentage of appeals from TID properties than
from non-TID properties. Approximately 12 percent of TID properties and 30 percent of
non-TID properties received no change in assessed value, and approximately 13 percent
of TID properties and 3 percent of non-TID properties received increases in assessed
value from the BOR. BOR appeal decisions also appear to not favor TID properties.

C. City Assessments Versus State Equalized Values

Analysis of Commercial Property Assessments by City’s Reporting Types

Chart 4 on the next page identifies the number and value of commercial properties in
each of the three property types that the City Assessor uses to report commercial property
values — Special Mercantile, Local Mercantile, and Commercial Apartments. The chart
shows that Special Mercantile property is only 15 percent of the number of commercial
properties but almost 50 percent of the assessed value of commercial properties. Local
Mercantile is 50 percent of the number of properties but only 20 percent of commercial
assessed value. Commercial Apartments are 35 and 30 percent of the number and value
of commercial properties.
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Chart 4: Number and Value of Total Commercial Properties
Number of Total Commercial Value of Total Commercial
Properties Properties

Chart 5: Number and Value of Sales of Commercial Property
Number of Sales Value of Sales

Chart Key

[] = Special Mercantile
[ = Local Mercantile
[ ] = Commercial Mercantile

Chart 5 above shows the number and value of commercial property sales for each
property type. (The actual number and value of total sales for each property type are
presented in Table 1 on page 20, with the discussion of assessment analyses performed
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by the audit consultant.) The Special Mercantile type of commercial property was only
11 percent of the properties sold in 2007, but it represented 43 percent of the total sales
value of commercial property. The average sales price of a Special Mercantile property
that sold was $3 million.

The Local Mercantile type of property was 45 percent of the City’s commercial property
sales in 2007, but it represented only 18 percent of the total sales value. The average
Local Mercantile property sold for $323,000, a much lower price than Special properties
or Apartments.

The Commercial Apartments type was 44 percent of the number of commercial property
sales in 2007, and 39 percent of the total sales value. The average sales price of a
Commercial Apartment property in 2007 was $699,000.

A greater percentage of the number and total value of Commercial Apartments sold in
2007 than either Special or Local Mercantile properties. Approximately 3.5 percent of
the total number and 4 percent of the total value of Commercial Apartments sold in 2007.
Approximately 2 percent of the total number and 3 percent of the total value of Special
properties sold in 2007. Approximately 2.5 percent of the total number and slightly less
than 3 percent of the total value of Local Mercantile properties sold in 2007. The above
analysis of the City’s three commercial property reporting types indicate that commercial
property sales were disproportionately weighted by Commercial Apartment sales during
the period audited.

The three major groupings of commercial property that the City Assessor uses to report
commercial property, Special Mercantile, Local Mercantile, and Commercial
Apartments, are historic traditions from previous assessment practices; they are not used
to analyze property or produce assessments. The audit indicated that continued reporting
by these three types confuses the reader and may limit valuation consensus with DOR
(discussed on page 22, in Recommendation 4).

Recommendation 3: Replace historic Special Mercantile, Local
Mercantile and Commercial Apartment types with more refined groups.

The audit recommends that the City Assessor replace the three commercial types of
property with more comprehensive and useful categories that better reflect assessment
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values. Property categories tha