Experts weigh in on industry issues
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Eliminating Real Estate Taxes on Non-Real Estate

Items is an Ongoing Effort

ow do you get a $7.2 million
H assessment on a well-run 145 room
Marriott Courtyard hotel reduced
to $4,200,0007 In a landmark case, the
State Board of Tax Appeals in Tennessee
led the Country in establishing a proper
methodology to separate non-real estate
items from hotel assessments, This same
case was overtuned later by the same
court. In New Jersey the Courts rook
years to decide how they might deal
with intangibles. So far the only guid-
ance that courts have given is that the
current methods are not sufficient to
quantify the value of branding, service,
work force, and other non-real estate
items associated with hotels.
The Supreme Court in Ohio has
ruled chat assessors are only to tax real
estate, Non-real estate items are not to

be included in assessments. The Ohio
Supreme Court held that where there is
a combination of business and real estate
that the two activities must be kept
separate. Furthermore, the separation
of income and expenses is important
not only when determining value based
upon an income approach, but aiso when
utilizing sales comparisons. However, the
Court did not give any guidance on how
to accomplish this separation.

Some appraisers trying to comply with
the mandate to only value real estate
for taxes, have used the theory that by
applying an appropriate rate of return on
the investment for non-real estate items
an appraiser can estimate the income
derived from that item. For instance,
the value attributable to the income
strearn attributed to furnishings can be
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determined by applying market rates of
return to the invesrment for furnish-
ing the hotel. That.income stream is
the return on the investment. And the
amortized cost would be the return of
the investment. Thus by removing both
the return on and of rhe furnishings the
total income attributable to furnishings,
the appraiser separates income attrib-
uted to the furnishings and removes
the value of the actual furnishings, Or
said differently, the income and the
principal of the non-real estate invest-
ment is removed from the real estate tax
assessment.

Other appraisers merely remove the
cost to purchase the furnishings, ignor-
ing the fact that persons paying for a
hotel room are not paying for a fur
nished room. Or said differently the
principal of the non-real estate invest-
ment is removed but not its associated
income. As clearly erroneous as this

seems it is the method most favored by -

taxing authorities and the courts.

Other issues surround the actual pur-
chase price of hotels. Although many
States like Ohio mandate that real estate
tax be based on the uniform marker value
of the real estate alone, problems arise
because courts have tradirionally inter-
preted market value to be the purchase
price berween an unrelated willing buyer
and willing seller. As a result, assessors
and courts tend to assess based on recent
sales in the market place. Hotels pres-
ent a distinct problem because they
almost always sell as an ongoing business
complete with personal property, inven-
tory, an assembled workforce, cash, and
flag affiliation. Assessors applying sales
prices to the tax roles over-tax hotels by
assessing not only real estate, but also
the entire business operation.

Because the courts have not fully
embraced the theory separating non-
real estate items, taxpayers are forced to
choose between advancing the theory
which removes non-real estate income
and principal investments or to be satis-
fied being over assessed.
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