vii

ASSESSORS REFERENCE LIBRARY
VOLUME 3 - LAND VALUATION MANUAL

CHAPTER OVERVIEW

Chapter 1 Statutory and Case Law References

Chapter 2 Appraisal Process, Economic Areas, and the Approaches to Value
Chapter 3 Sales Confirmation and Stratification

Chapter 4 Valuation of Vacant Land Present Worth

Chapter 5 Valuation of Agricultural Land

Chapter 6 Valuation of Natural Resources

Chapter 7 Special Issues

Chapter 8 ..o Statistical Measurements

15-AS-DPT
ARL VOL 3
1-89 Rev 9-09



X

CHAPTER 1: STATUTORY AND CASE LAW REFERENCES..........ccccceeverrrurenns 1.1
THE IMPORTANCE OF CORRECT LAND VALUATION ......cccoctiiiiinininineceeeeeene 1.1
STATUTORY AND CASE LAW REFERENCES........cccooviniiniinieneeeeeseeeieees 1.2
COLORADO CONSTITUTION, ARTICLE X, SECTION 20......ccccecvererireirieeerenennes 1.15
Residential Market Appraisal Models...........oocvieriiieriiieriieeee e 1.15
Special Purpose Residential Properties...........occvveeeiieeiiieeciieeiee e 1.16
Partially Constructed Residential Improvements ...........cccceeeeveeeciieecieenciieeenneen. 1.16
Mixed Use Residential Properties.......cc.eeecveeeiiiieiiieeriieeciee e 1.19
Defense 0f VAIUES ......oouiiiiiiiiiee e 1.19
Past O FUtUTE Sales .......ooiiiiiiiiiiee e 1.19
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



15-AS-DPT
ARL VOL 3
1-89 Rev 9-09



X1

CHAPTER 2: APPRAISAL PROCESS, ECONOMIC AREAS, AND THE

APPROACHES TO VALUE ....cuuiiiiiiiuinnicenssnsssisesssissssssessssssssssssssssssssssssssssssssssssssns 2.1
THE APPRAISAL PROCESS AND LAND VALUATION......c.ccoectviiinieieieeeeeeeeeee 2.1
Definition of the Problem.............ccceiiiiiiiiiiiiccicece e 2.1
Identification of the Subject Property.........cccccvevieeciiinieeiiecie e 2.1
Property Rights INVOIVEd ........cccoiiiiiiiiiiiiiiiciee e 2.2
Date of Appraisal and Assessment Date...........cccueevuieriieniieriieenieeii e 2.2
Purpose and Function of the Appraisal...........cccceceeviiieiienieeiieenieeiieeeeeeeeee e 2.2
Definition 0f ValUe .......cooiiiiiiiiii e 2.2
Preliminary Survey and Planning.............cccoevieviiiiiieniiiiieeieeeeceeee e 23
USE DEtermINAtiOn .........eevuiiiiiiiniiieiieeiie ettt ettt ettt e e s eeaaees 2.3
Development of an Appraisal Plan............cccooieiiiiiiiiiiiiiiiciicccceeeee e 24
Data Collection and ANALYSIS........ccoeccuieriieriieiiieeieeiie ettt ereesreeesseeenes 2.5
Survey of Appraisal Information SOUICES .........ceeoeeriierieeiiierieeiee e 2.6
Neighborhoods and ECONOMIC AT€AS.........cccvieruieiiieriieeiieriieeieeeiieeieesve e seae e 2.7
Economic Base ANAlYSIS.........cccierieiiiieiieeiieniie ettt ettt e ereeiee e esaeesveesaesnveens 2.7
ECONOMIC ATEAS ....eeiiiiiiiiieiieeeete ettt ettt 2.9
NeIhDOTROOM .....c.eiiiiiiiiieiee e e 2.10
ECONOMIC ATCA ..ottt 2.10
Economic Area ANALYSIS.......c.cevieiiieiiieiiieiie ettt see e enaesare s e 2.10
Physical/Environmental FOICe...........ccooiiiiiiiniiiiiieiiieiecieeeeee e 2.11
Economic FOTCE........coiiiiiiiiiiiiieicetee s 2.11
Governmental FOTCE ......coc.oiiiiiiiiiiiiiice e 2.12
SOCIAL FOTCE ...ttt 2.12
Development of ECONOMIC ATEAS .....cccuviieiiieeiiieeiiieeiieeeeeeeeee e 2.13
Land Subclass ANALYSIS ......ccvieiieiiieiieeiieiieeie ettt e sareenre e 2.14
Residential Land..........cooieoiiiiiiiiiiiieeeeeee e 2.14
Commercial Land .........ccccooiiiiiiiiiiieeeeeeeee e 2.15
Industrial Land..........cooceoiiiiiiiiiiee e 2.15
"Other Agricultural” Land..........ccccocueeviiiriieiieciieiece e 2.15
Natural Resource Leaseholds and Lands............cocvevieiciieniieiieniecieeieeee 2.15
RecoOMMENAAtiONS.........coiuiiiiiieiieiecece ettt 2.16
REQUITEMENLS .....eiiiiiieiiie et e et eeaeeeenneees 2.16
THE APPROACHES TO VALUE .....cooiiiiiieireeee ettt 2.17
Sales Comparison Method .........cc.eeeeiiiiiiiieiiie e 2.18
Selection of Appropriate Units of COMPATISON ......c.ceeeveveeeriieeeriieeeiieeeiieeeeeee e 2.18
FrOnt FOOL ....ooiiiiiie e 2.19
SQUATE FOOL.....eiiiiieeiiiieeeee et e e e rae e e s eaeeeeenes 2.19
AACTC ettt et e 2.19
N L SRS 2.19
Units Buildable..........ooiiiiii e 2.19
Market AdJUSTMENLES.......eceiiieeiieeiiee ettt et e e et e e sre e e e aeeessbeeesaseeennseees 2.20
Adjustment fOr FINANCING.......c.ceoiiviiiiiii e 2.20
Measuring and Testing the Accuracy of Financing Adjustments.................. 2.22
Adjustment for Time (Time Trending of Sales Data) .........cccceeevveeecieennnnnne. 2.22
Market CONAItIONS .....co.uiiiiiiiiieiie et 2.22
Adjustments fOr TIME........cc.eeviuiiiiiiiiiiie e 2.23
Paired Sales ANAlYSIS .....cccuveieiiiiiiieiiie e e e 2.24
Advantages of Paired Sales Analysis........ccccoevveeeviiieriieeiiieeiee e 2.26
Disadvantages of Paired Sales Analysis ........ccccoeevveriiieeciieeiieeeieeeee e 2.26
Property Re-sales ANalysSiS........cocvuiiiiiiieiiieeiiieeiie et 2.26
Advantages of Property Re-sales Analysis .......ccccceevvvieeiieeeiieeeieeeieeeen 2.28
Disadvantages of Property Re-sales Analysis.........ccccouveeevieeiieeniieencieeenen. 2.29
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



Xii

Sales Ratio Trend ANalySis ......ccceeeiieriieiiieiiieeie e 2.29
Advantages of Sales Ratio Trend AnalysiS........ccccoeveeveriieniieninienieneeenne 231
Disadvantages of Sales Ratio Trend Analysis .......ccccccevveerieneniienienennennene 231

Multiple Regression ANalysiS........ccecierieeiiienieeniienieeiieeieesiee e see e 2.31
Advantages Of MRA ..ot 2.32
Disadvantages Of MRA ........ccooiiiiiiiiiieee et 2.33

Application of Time Adjustments.........ccccecveviereiierienenenieeeeeee e 2.33
Adjustments for Differing Property Characteristics ..........coceevevvvenieneniieneeneenne. 2.34

Location AdJUStMENtS. ........ccueeiieriieiieeie ettt et e 2.34

Other Physical Characteristics Adjustments ............ccoceevervienieneenienienenienene 2.35
Corner Influence Adjustments ............ccccueeviieriiienieeiiierie e 2.35
Depth Influence Adjustments..........coeveeiieriieiiienieeiieeie et 2.36
Excess Land Influence Adjustments ...........coeceeeiieniieniieiienieeiie e 2.36
Irregular Size and Shape Influence Adjustments...........cccueevieeiienieecieennna. 2.37

Calculation of Adjustment AMOUNES .........c.cecvueeriierireriierie et eeeeiee e eieeeeeeens 2.38
Calculation of Adjustment Amounts Using Matched Pair Analysis.............. 2.38
Calculation of Adjustment Amounts Using Cost to Cure...........ccceeveruennnene. 2.38
Calculation of Adjustment Amounts from Other Sources ..........c.ccccevvennenn. 2.40

Comparable Sale Adjustment TeChNIiqUeS..........cceevueeriierieiiiieieeieesie e 2.40

Comparable Sales Analysis Process — Final Estimate of Value.........c..ccccccccee. 243
Abstraction and Allocation Methods ..........cccceviriiiiiniiiinieniicceeeeeeen 2.43
Abstraction Method ...........coviiiiiiiiiiiie e 2.43
Allocation Method .........coouiiiiiiiiiiiiiiiee e 2.44
Anticipated Use or Developmental Cost Method ..........cccooeeniiiiiiiiniininieniecee, 244
Capitalization of Ground Rent method .............cccooeiiiiiiiniiiiii e, 2.46
Residual (Land) Method ..........c.coooviiiiiiiiiec e 2.47
Reconciliation of Land Valuation Approaches...........ccccceeeveevieeiiienieeniienieeiieeieens 2.48
Colorado Statutory and Case Law Requirements .........c..ccceecvevveneenieniencenennn, 249
Information Access and Confidentiality ..........ccoecieviiienieiiienieciiee e 2.49
REFERENCE SOURCES FOR LAND VALUATION .......ccectniiinirieiinieeereeeieeees 2.50
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



xiii

CHAPTER 3: SALES CONFIRMATION AND STRATIFICATION.....ccccceeesunnnees 3.1
SALES CONFIRMATION PROCESS......ccooioieieieee ettt 3.1
Discovery and Collection 0f Sales ..........coceviriiiiiiiiiiniiniiceeeee e 3.1
Statutory REqUITEIMENTS .......ccuiruiiiiiiiiiieieeterit ettt 3.2
Case Law Relative to Sales Confirmation ............cccceevveeeiieenciieeeiiee e 3.5
Confirmation Of SAlES..........eieiiiieiiie e e s 3.6
DATA MANAGEMENT ...ttt et st e e e naenees 3.7
Master Transaction LiSt...........cccuieiiiiiiiiiiieiiieiieee et 3.7
Qualified (Confirmed/Verified) LiSt........cccccoviiiiiiiiiiiieeiecceeeeeeee e 3.7
QUAlIFIEd SALES......vviiiiiiicie e e 3.8
VErified SaAlES....cueiiiiiiieiiiee ettt 3.8
NON-QUAlIFIEd LISt ....eiiiiiiiiiiiieiee et e et 3.8
AdJUSTMENTS 10 SAIES .....eeiiieiieeieeiteee et eneas 3.9
Required Sales Data Bank............cccoeiiiiiiiiiiiiiiicece e 3.10
SALES IMAPS .ttt ettt ettt ettt et ettt b et e enbeenaeeenbeenneas 3.11
Stratification Of SAIES .......cccuiiiiiiiieie e 3.11
Physical INSPECLIONS ......eeiiieiiiiiieiie ettt ettt ettt e saee e e ssaeebeesaeeens 3.12
FINAl ANALYSIS...ccuiiiiieiiieiieee ettt ettt ettt et et e e e sabeeseeensaens 3.12
SPECIAL ISSUES REGARDING SALES CONFIRMATION ......cccocevivieieieieieieeeeee 3.14
Multiple-Level Sales (Two-Tiered Market).........coooveeiieiiiiiiieniieiieeieeie e 3.14
Foreclosures/Real Estate Owned (REO) Sales .........ccoeoveeiieiiieiiieiieciieieeiees 3.15
FOTECIOSUIES ...ttt ettt et e e e sseessaeeabeenseaenns 3.15
Re-Sales of Foreclosures (REO Sales) .......cccoocvieiiiiiiieniiiiieieceeeeeee e 3.16
SPECUIALIVE SALES.....ccviiiiiiiiieiii ettt et esiaeesbeeseaeenreas 3.19
Conditions t0 DE MEL.........oeviiiiiiiiiiiiiecie ettt sae e e seae e 3.19
FUIther ANALYSIS.....cviiiiieiiiieeieecee ettt et saee b e e 3.20
IRC 1031 Real Estate EXChanges.........cccceevuiieiiiiiiiiiieiiecieeieecee e 3.20
ADDENDUM 3-A, CONVEYANCES WITH NO DOCUMENTARY FEE.................. 3.23
ADDENDUM 3-B, NON-QUALIFYING SALES ..ottt 3.25
ADDENDUM 3-C, ADDITIONAL CONFIRMATION LETTERS.......ccccoovieieeiieenee. 3.27
ADDENDUM 3-D, REAL PROPERTY TRANSFER DECLARATION ....................... 3.35
Real Property Transfer Declaration InStructions...........ccecocveeviveeieerieeeieenieeieeniienns 3.37
ADDENDUM 3-E, Manufactured home transfer declaration...........cccccoeevveeveeeeeeeeeenenn. 3.39
ADDENDUM 3-F, SELLER ASSISTED DOWN PAYMENTS......cccoiiirieireeeee 3.45
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



Xiv

15-AS-DPT
ARL VOL 3
1-89 Rev 9-09



XV

CHAPTER 4: VALUATION OF VACANT LAND PRESENT WORTH................ 4.1

CONCEPT OF PRESENT WORTH VALUATION.......ccooeeiieieeieieeieieieeeieiee e 4.1

PRESENT WORTH VALUATION PROCEDURE ........cooiiiieieeeieeeeeee e 42

Applicability Present Worth Valuation.............ccceeveiiiiieiiiieniiiiieeceeeeeeee e 4.2

DeciSion Tre€ ANALYSIS......cccuiiiiieiiieiieeiieeie ettt ettt et e eee et eeateebeeseaeeseesanaens 4.3

Step #1 — Identify all Lots or Tracts Within An Approved Plat.............cccce.e. 4.4

Step #2 — Applicability of Vacant Land Present Worth Procedure..................... 4.4

Step #3 — Determine Unadjusted Selling Prices (UASP).......ccccevviiviiiiniieieennen. 4.6

Determining Appropriate Adjusted Selling Prices .......c.cccooevievervinieninnciicnnne 4.7

Step #4 - Deduct for Nonrealty Value Included in the Sale Price....................... 4.7

Step #5 - Deduct Unincurred Direct Development Costs in the Sale Price ........ 4.7

Step #6 - Market Adjustments to Determine Adjusted Selling Price.................. 4.9

Step #7 - Apply Present Worth Procedures...........cccooveeiiiniienieniienieeiee 4.10

Determining Present Worth of Vacant Land..........c..ccoceveviininniniinincnene 4.10

Raw Land ValUe.........cocoviiiiiiiiiiicieeeeee e 4.10

Vacant/Subdivision Land Questionnaire..............cceeevvveeevrreeereeesreeeenee e 4.11

Present Worth Valuation Methods..........cocceviiiiiiiniiiiniiiciciesccceeeene 4.13

Sales Comparison Method.............cocuieiiiiiieiiiiiiee e 4.13

Identify All Lots or Tracts Within An Approved Plat ...........ccccceeviieiinnnnn. 4.14

Determine the Actual Value of Raw Land Before Development................... 4.14

Determine the Adjusted Selling Price..........ccoccveviiiiiieniieiieiieeieeieeee e 4.15

Determine the Absorption Period...........ccoovveeiiieniiiiiiniiiieeeeeece e 4.16

1. Absorption (Sellout) Percentage...........ccceeeveerieiiiieniienienieeiie e, 4.16

2. ADSOIPHION RAte .......cooiiiiiiiiiieiie e 4.16

3. Absorption (Sellout) Period...........cccceeviieriiiiiiiiiiieecee e 4.17

Absorption Calculations...........cueeuieriieiiienieeiieeie et 4.18

Apply Present Worth Valuation Procedures to Adjusted Selling Price......... 4.20

Vacant Land Valuation Process - PW of $1 Per Period ..........ccccovvennen. 4.20

Vacant Land Valuation Process - PW of $1 .......cccooiviiiiiiiiiiiee, 4.22

Developmental Cost Method............oceeeiiiiiiiiiiiniiiiee e 4.24

Identify All Lots or Tracts Within An Approved Plat ...........cccccoeviiiiinnnin. 4.24

Determining the Actual Value of the Raw Land Before Development ......... 4.24

Determine the Adjusted Selling Price..........cccccieviiiiiieiiieiieeiieieceeee e 4.24

Developmental Cost Buildup Method ...........cccooeiiiiiiiiiiiiiiieieee 4.25

Developmental Cost Deduction Method............ccccoeviiiiiiiiiniieiieieee, 4.25

Determine the Absorption Period...........ccoocueeiiieniiiiiiniiiiecieeece e 4.27

Apply Present Worth Valuation Procedures to Adjusted Selling Price......... 4.27

DEFINITION OF TERMS .....cooiiiiiieiiirietrieies ettt 4.27

ADDENDUM 4-A, VACANT/SUBDIVISION LAND QUESTIONNAIRE ................ 4.35

ADDENDUM 4-B 2009-2010 DISCOUNT RATE CALCULATION.........cceovvvvvereninnnes 4.37

ADDENDUM 4-C PLANNED UNIT DEVELOPMENTS.......ccoooiieieieteeeee e 4.39
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XVl

15-AS-DPT
ARL VOL 3
1-89 Rev 9-09



XVii

CHAPTER 5 VALUATION OF AGRICULTURAL LAND......cccvcenviinvencsniesseessanenns 5.1
INTRODUCTION ...ttt ettt ettt sttt st se s s sensesesseneas 5.1
STATUTORY REFERENCES ........coiiieeeee ettt 5.2
EXEMPTIONS OF AGRICULTURAL PROPERTY ....coviiiiiieiiieieeeeeeeeeeeeeae 5.8
AGrICUItUIal COUTt CaSES....ecvieriiieiieeiiieiieeieeiee ettt e eaeetaeebeeteeebeessaesseesaeeenseenenas 5.9
SUPTEME COUIT ...ttt e et e et eeeeae e eareesnsaeesnseeennseees 59
CoUTt OF APPCALS ....eviieiieiieeiie ettt ettt s taeebeesaaeenreas 5.10
AGRICULTURAL DESIGNATION PROCEDURES .......ccooceoiiiiiiieieeciecseeieee 5.14
Sy 1101700 1 W 1<) o : SRS RPRR 5.14
ZOMIIIZ ...vveeeeeeeeeteeeeteeeeteeessteeeasseeeassaeessaeasssaeanssaeansseeansseeassseeassseesssseeasseeensseesnsseens 5.14
CUTTEIE TSC ..eeutteeiuiteeeitie ettt e ettt e ettt ettt et e e bt e et e e bt e e e bt e e ettt e eabeeesabteesabteesanaeeas 5.14
land used as @ farM.......coouiiiiiii e 5.15
agricultural and livestock products............ceecueieeiiiiriiiecie e 5.15
land used @s @ TANCH ......ooiiiiiiiiie e 5.15
Definitions and Use of LivVeStOCK ........coouiiiiiiiiiiiiiiiiiie e 5.15
S ettt ettt sttt e et e s bt e e sbee e 5.16
Restoration Through Conservation...........ccceeecveeeeiiieeeiieeeiieeeee e evee e 5.16
eligible for classification as agricultural.............c.ccoovviieiiieeiiie e 5.17
(670) 1131110813 2RSSR 5.17
land under IMPrOVEMENTS. .........ccoiuiieiiiieiiieeciie et et et ee e e ereeeereeeareeeaaeeens 5.17
Hunting, Fishing, Wildlife USESs .........cccceoiieriiieiiieceeee e 5.18
FOTest Land .......oo.oooiiiiiiiee e e e 5.18
Designation of Forest Lands as Agricultural Land..........c...cccoveeviieeniieennnnnne. 5.18
Colorado State Forest Service Requirements ...........ccceecveeeviveeeciveeeinieeecneeennennn 5.19
Perpetual Conservation Easements...........cccoevcvvieriiiieiciiieciieecee e 5.19
Decreed Water RIGhtS ........ooooiiiioeeeeee e 5.20
All Other Agricultural PrOPETtY .......ccccuvieeiiiieeiiieeeeeete e 5.21
Aquaculture as “other agricultural”.............cccceeviiiiiiiiice e 5.23
AdMINISTAtIVE CIIETIA . eeuvveiutieiiiieiieeiie ettt ettt ettt e et e seeeebeesaeeens 5.23
Classification QUEStIONNAITE .........veeieeeiuiiieeeeiiiieeeeeiieeeeeeiee e e e eetteeeeeeareeeeearaeeeeeans 5.23
PRy SICal REVIEW.....eviiiiiiieiie et e es 5.24
Taxpayer DOCUMENTAtION........c..eieiireeiiieeiiie e eee et eeeeeereeeeaeeeereeesneeeenreees 5.24
special Designation ISSUES.........cccuvieiiieeiiieeie e eaee e 5.25
PLEASUIE NOTSES ....eeeuiiieeiiie ettt et e et e e e et e e et e e essaeesnseeennseeas 5.25
platting and SUbAIVIAING.........cccviiiiiiiiiiieiie e e 5.25
Agricultural Land Severed By Deed.........ccccooviieeiiiieiiieciieeeecee e 5.26
Separate Parcel used in CONJUNCHION .......eeeeviieiiiieiiieeeiee e 5.27
TTESPASS GTAZINE.....veeeieieeeiiieeiieeeeiee et e et eeaeeeeaeeeaaeeetaeesssaeesssaeessseeesnseeesnseens 5.28
Horticultural Operations ............ccccvieiiuiieeiiieciie et sree e 5.28
TIEE FATIMIS ...eeiniiiiiiie e 5.28
ComMETCIAl NUISETIES .....veeutieiiieiieiiiesiie ettt ettt et seee e 5.29
SOA FAIMIS ... e 5.29
Orchard Land........oooeoiiiii e 5.29
CLASSIFICATION OF AGRICULTURAL LAND.....ccooiiiiieieeeeee e 5.30
Establish Soil ClassifiCations ............cccuiiiiieeeiiie et 5.30
Procedures and SOUICES .........ccviieiiieeiiieeiee et e 5.31
G ettt ettt ettt et ettt et eneas 5.34
SOTL CIASSES ...vveeirieeiiie et ettt ettt e ettt e et e et e e et e e s te e e s sbeeessbeeesaseeessseeesseeennseeennes 5.34
ProdUCtion ATCAS ......ccocuviieiiie ettt ettt e e e aae e e aaeeeaaeeenraeeeanes 5.37
Base Crop Yields and Carrying Capacities........coceeeeerueeierieniennienieneenieneeneeneeennes 5.38
Crop ROLAtION.....couiiiiiiiiiiieeice ettt 5.38
Commodity Prices and Ten-Year Average Yields.......cccccooceriiniininiinicncnncnnn, 5.40
CarTying CaAPACILIES....c..veuierieiiirieeteete ettt sttt ettt ettt sa et sbe b enesaeens 5.43
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XViil

Analysis of Information and ConcluSiOnS............ccueecueeriieiiieniieiie e 543
Statewide Classification GUIAElines ............ccceeviieiieniiiiiieniicieeeeee e 5.44
Irrigated Cropland ...........c.oooiieiiiiiieiiee e s 5.44
Dry Cropland ..........c.ooeiieiiiiiiieieeeee ettt 5.45
Meadow Hay Land .........cccoooviiiiiiiiieiieee e 5.45
DY GIAZE ..ottt et ettt e et e ettt e e e s 5.45
Rounding GUIAEIINES .......c.coeuieriiiiiieiieeiiee et e 5.46
HaAY e e et 5.46
Corn, Wheat, Milo (Grain Sorghum) and Barley ............ccoccvvviiiiiiniiinenn. 5.46
Carrying CaAPACILICS .....eevuvieeieeiiieiieeieeite et esite st estteebeesteeebeesteeebeessaesseenaneans 5.46
Classification Data ENTRY .......cccoiiiiiiiiiiiiiiiiiee et 5.47
OhEr ISSUCS ...ttt sttt ettt et nae e 5.47
Government PrOrams ...........ccooviiiiiiiiiiiieeiieeiee et 5.47
Conservation Easements in GTOSS........ccuevuieruieeiienieeiienieeieeseeeiee e esaeeeveenenes 548
Land Owned by Governmental Entities...........ccoecveeiienieniienieeieeieeieeeee e 5.48
Irrigation Sprinklers and EQUIpMeNt...........ccoooveeiiieriiiiiiiieeieceeeee e 5.49
Elimination of Water on Irrigated Land ............cccooooiiiiiiiiiniiieee 5.49
Sprinkler Equipment Insurance EXPense..........cceecuieviiiriienieeiiienieeieesee e 5.50
VALUATION OF AGRICULTURAL LANDS ...ttt 5.51
Collection of Information............ccceoiiiiiiiiiiiiiiie e 5.51
Agricultural Land COmMMIttEE ........c.cccveeriiiiiieeiieiie ettt eve e eeveens 5.54
Typical Landlord Expense Categories ..........ccvervieruieeiiieniieeiieniieeieeseeeveeeeve e e 5.54
IriAted 1and ....c..eioiiiiiiecie e e ns 5.55
Sprinkler System ITIZAtION ......ccuveivriieiiiie ettt eeeaee s 5.58
Fuel Cost FOrMUIAS........ccoeiiiiiiiiiieieeeeesee e 5.59
Definitions of Fuel Cost Formula Terminology ..........ccccceevevveeviienieenieenneenen. 5.59
Example Calculations of Sprinkler Water Costs..........cceeeveevieeciienieeniienreenen. 5.61
Flood Irrigated Land ...........cocueeviiiiiieiiieeiieiiecie et 5.63
Flood/Pump Irrigated Land............ccoooveriiiiiiiiiieiiecieeeecee e 5.63
Dry Farm Land..........coooiiiiiiiiiiieieeece ettt en 5.64
Meadow Hay Land..........cccoeiiiiiiiiieiceecceeee ettt s en 5.67
Grazing Land..........c.oooviiiiiiiiiieiiccie ettt ettt es 5.70
Classification by Range Site DeSCription .........ccceeeevierieeriierieeniieeieeiie e esee e 5.70
grazing land valuation procedures ...........oocueevviiriiiiiieiieeeecie e 5.71
FOrest Land........oooooiiiiiiiie e 5.73
ADSITACTIIIZ ...ttt et ettt et et e et e e et e e et e e ennaeeenbeeesnnneesnneeas 5.73
AGRICULTURAL STRUCTURES VALUATION .....ccctiiiriieiieeeeeeeeeeeeeeeieee 5.74
Physical INVENLOTIES .....ceevviiiiiiieciie ettt et e e e e s 5.74
Valuation MethOds .........oouiiiiiiiii e 5.74
Recommended CoSt SETVICE .......eoiuuiiiiiiiiiiiieiieee e e 5.75
Replacement or Reproduction CoSt........ccccuieeiiieeiiieeiiie e 5.76
LoCal MUIIPIETS. ....oiiiiiieeiiieciieeee ettt eenaeeenaee s 5.76
D)5 02 (Tor -1 101 o H PSSP 5.77
Minimal Value Designation Criteria..........ccceccveerciieenciieeniieeeiieeeieeeeieeesvee e 5.77
DOCUMENTATION ...ttt ettt et e st e e s ens 5.79
AGricultural RESIDENTIAL IMPROVEMENTS......c.cooeiiiteeeee e 5.79
Valuation MEthOdS .........ooouiiiiiiiieciii e e 5.79
ValUQLION PIOCESS .....vientieeiiieiie ettt ettt ettt ettt et e bt e bt eebeesaeeenbeesaaeenseesnnaens 5.80
AUIEING CIILETIA ..ottt sttt e 5.81
ADDENDUM 5-A, 2009 AGRICULTURAL PRICES and EXPENSES........................ 5.83
ADDENDUM 5-C, AGRICULTURAL LAND QUESTIONNAIRE .........ccccooevirieinne. 5.85
ADDENDUM 5-D, IRRIGATED FARM LAND QUESTIONS .......ccooooiiieieeeeeee. 5.87
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XiX

ADDENDUM 5-E, DRY FARM LAND QUESTIONS ......ooooiiiiieceeeeeeee e 5.89
ADDENDUM 5-F, GRAZING/MEADOW HAY QUESTIONS.........cooeoieieeeieeee, 591
ADDENDUM 5-G, 2009 RURAL STRUCTURES LOCAL MULTIPLIERS................ 5.93
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XX

15-AS-DPT
ARL VOL 3
1-89 Rev 9-09



XX1

CHAPTER 6: VALUATION OF NATURAL RESOURCES.......ccccoevuvreessrnnrecssnesecs 6.1
CLASSIFICATION ...ttt ettt sttt ettt ettt be e s ese s se s eneeaeneens 6.1
Producing MINES ........cc.eeiiiiiiiiiiieiie ettt ettt 6.1
Producing Oil and Gas Leaseholds and Lands..........cccccoceviininiiniincniinicnicicnne 6.1
Other Natural Resource Leaseholds and Lands ...........cccccveeeiiieiiiiiiiiiccieeceeee, 6.2
PRODUCING MINES. ... ..ottt ettt sttt st e esseessaessaeeseessaessseensaenseenens 6.2
Statutory RETEIENCES ....ccuviiiiiiiieiie et ettt st ens 6.2
MiINE ClasSTICALION ....cuvieiieeiieiiieiieeie ettt ettt ettt ettt eseeeebeesaaeebeessaeenseas 6.4
IMINE DISCOVETY ...ttt ettt ettt ettt et e e ae et eebeeaeeeabeeseesnbeeseasnseeseas 6.4
Mining Valuation Definitions ............ccoecieriiiiiiiniiiiieie e 6.5
Statutory DefinitionS ........ccouiiiiiiiiieiiieiecieee et et 6.5
Other DefINITIONS ....eeouiieiieiiieiieeit ettt ettt e ae et esebeebeesabeensaesnsaens 6.6
Mine Taxpayer Filing REqUITemMents .............cccoeeiriiieniiiiiienieeiiece et 6.7
Allowed and Non-Allowed Costs of Production ............cccceeeeeviiiiieiieniiieieeieenee. 6.8
Mine Allowed Costs of Production ............ccoecieeiiiiiieniienieeieeieeee e 6.8
Examples of Allocation of Asset Cost Methodologies.........ccccecveveenercicrieniennnens 6.10
Non-Allowed Costs of Mine Production ..............ccceeevieiieniieiienieeiienieeeeene 6.12
Confidentiality of Taxpayer Information...........cccceeevienieninieniieneeienieneeeene 6.13
Valuation of Producing MINES ...........ccceecuieriieriieniieeiieie ettt e e ens 6.13
Mine Review and Audit of Books and Records..........cccoevieiiiiiiiiiiiiiiiiiiciee 6.15
Definition of "Review" and "Audit" ...........cccooiiiiiiiiiinie e 6.16
General Review and Audit Procedures..........ccooouieviiiiieniieiiecieeecieeeeeeee, 6.16
Mine Taxpayer "Review" and "Audit" Rights..........cccoooieviiiiieniiiniiiiieieeee 6.18
Division Review of County Review and Audit Procedures ...........cccceeceervenennnene 6.18
Level of Value For Producing MINEs ...........cccceeviieiiieniieniienieeieeie e 6.18
Producing Mines’ Water Treatment Facilities ..........ccccoevvevieninienieniinenienceene, 6.19
PRODUCING OIL AND GAS LEASEHOLDS AND LANDS......cccocooieieieerieeeienen 6.20
Statutory RETETENCES ....occuviiiiiieiiie et 6.20
Oil and Gas ClassifiCation ...........cceecvuieriiiiiieiiieiieeie et eree e 6.21
Oil and Gas DISCOVEIY ...vviiiiiiiiieiiieeiieeieeieeeiee et ereeteesteeseessbeesaessaeeseessseeseas 6.21
Oil and Gas Taxpayer Filing Requirements ............ccccccvevvvieriienieenieecieenieeieeene. 6.21
Reporting of Take-In-Kind Production............c.cccceeeevieriiiiiieniieiecieeie e 6.22
Gas Used Prior to THE Point of Sale.........ccoocviiiiiiiiiiiiciieiececee e 6.23
Oil AND Gas Leaseholds and Lands ValuatioN DEFINITIONS ........................ 6.24
DETERMINING Leasehold Value of an Oil or Gas Wellsite..............ccccvvennennne. 6.26
Constitutional and Statutory References..........ccocvevveeiieriieiieniieieeieeee e 6.27
[lustration of Typical Wellheads ..........cceecvieviiiiiiiniieiececeeee e 6.28
Point of Valuation at the Wellhead.............ccoevviiiiiieiiiiniiciiecee e 6.29
Historical Context of Wellhead Pricing and Statutes ...........cccoeeveviiiiiieniienenne, 6.29
Primary Production VALUATION .......cccoiiiiiiiieiieieeeie ettt ens 6.30
Secondary Production VALUATION ........ooooiiiiiiiieiie et 6.31
Methods for Leasehold Valuation..............ccceeeiieriiiiiiieniiciiecieeeece e 6.33
Netback Expense Report Form and NERF Spreadsheet.............ccccooviieiieninnnnn. 6.34
Oil and Gas Leasehold Valuation Methods ...........ccceeeciieriiiciieniiiiieeicccecieee, 6.35
Netback of Unrelated Party Charges .........ccceevveeeiieniieiienieeieecieeieesee e 6.35
Related and Unrelated Party COStS .......ccvieviieriieiiieeiieieeieeee e 6.37
Unrelated Party Charges as Comparables...........ccceeevvieriieiiienieeiienieeieecee e 6.38
Netback of Related Party CoOStS.........oovvieriieiiieiiieiierie et 6.39
Comparable Netback Sales Price......c.coovvveiiiiiieiieiiiiiieeieeeeee e 6.41
Netback Calculation DEFINITIONS ........cccooiiiiiiiiiieiiieiiecie et 6.41
Netback Deductions Involving Related Parties...........cccccoevveeeiienieeciienieeienne, 6.42
Deduction of Direct Operating CoStS........cccveeriieriieriienieeniieeieerieeeveeseeeeneens 6.42
Allowable Operating Cost Deductions .............cccceeevieeiienienieeniecieeeeee, 6.42

15-AS-DPT

ARL VOL 3

1-89 Rev 9-09



Xxli

Non-Allowable Operating Cost Deductions............cccceerveeriienieenieeneeennen. 6.43
Deductions - Return On Investment (ROI) and Return of Investment (Rof1)6.44
Included Assets In the Physical Asset List........cccceviieriieniiienieiiieieeiceeee e, 6.45
Excluded Assets from the Physical Asset LiSt........cccovviveiiieniiiiieniieieeieeee, 6.45
Determining the Amount of ROI Deduction ..........c.ccocevvenieiinienienennns 6.45
Determining the Amount of Rofl Deduction..........cccceceeveeneniinieninnennns 6.46
Assessment of Natural Gas LiquidsS.......ccceeviieiiriiieniiiiieiecieeee e 6.47
Landfill Methane Extraction Production .............ccceecueevieiiienieeiienieeiie e 6.49
Shut-in and Capped WELLS ........oooviiiiiiiiieiiee e 6.49
Plugged and Abandoned Wells.........cccoeciiiiiiiiiiiniieieeeeee e 6.50
Gas Flared, Vented, or Re-Injected on the Lease ..........cccceeecveeviiiciieniieniienieene. 6.50
OhEr ISSUCS ...ttt ettt et et 6.50
Confidentiality REqUITEMENLS .........cccueeriieiiieiieeiieriie et 6.50
Best Information Available ASSESSMENTS ........c.cccvieeiierieeiiienieeiieeie e 6.50
Taxpayer NOtIfICAtION .......eevuiiiiieiieciieciie ettt et 6.51
Excludable ROYAItIES ......cc.eevuiiiiiiiiieiieeie ettt 6.51
Oil/Gas Leaseholds, Lands Sold Previous Calendar Year.............cccocveeeevennnnenn. 6.51
Level of Value For Producing Oil and Gas ..........c.ccceeviienieniienieeiieieeee 6.51
Review and Audit of Oil and Gas Declaration............cccceeeveeriieiieiieeniiesieenie s 6.52
PUrpose and SCOPE .....cc.viiiiiiiieiieee ettt et 6.52
Oil and Gas General "Review" Procedures ..........ccceevveriienieniienieeiieeieeieeee. 6.53
Oil and Gas Taxpayer "Review" Rights ..........cccceeviiiiiiiniiiiriiieeeeeeee, 6.54
Statistical Review of Wellhead Prices..........ccoooveiiieiiiiiiieniieiieeeeee e 6.55
Oil and Gas General Audit Procedures............coocueeriiiiiieniieiienieeeeee e 6.55
Oil and Gas Taxpayer Audit Rights..........ccccoeeiiiiiiiiiiiiiiiiiee e, 6.56
Other Review/Audit Procedures and Requirements .............cccoeeeeeiieniieniienieennenne, 6.57
Oil and Gas Omitted Property Tax Collection Procedures.........c..cccceeveevueriennnns 6.57
Oil and Gas Confidentiality Requirements..............cceeeueerieeieenieeciienieeieesee e 6.57
Contractual ATTanZEMENTS ..........ccueeriieriieeiieriieeieerie et e ete et e sre et e eeeesaeeenreeneeas 6.57
OVErpaymMENt OF TAXES .....eevvieriieriieiiieeieeriie et eite et e seeeete et e e b e esteeebeesaeeenbeenenas 6.58
Division Review of Audit Procedures .............cceoieeiieniiiiiienieeieeeeeee e 6.58
Other Natural Resource Leaseholds & Lands...........cccceeviiiiieniiinieniiieiecieee, 6.58
Statutory RETEreNnCeS ....cc.vieiiieiiieiiecie et e 6.59
Other Natural Resources DISCOVETY .....c.oovcuiiriiiriiiiiiiiiieieeeieeee e 6.59
Other Natural Resources Site ANalysiS........ccceeeiieriiiiiiiniiieiienieee e 6.60
Other Natural Resources Classification...........ccccueerieeiiienieeiiienieeiieeieeee e 6.61
Taxpayer Filing ReqUIrements............ccocueeciieriiiiienieeieenie e 6.62
Producing Coal MINES ........cccueeiiiiiiieiieeiieiie ettt e 6.62
Producing Earth/Stone Products Operations..............ccccceeveieviienieenieniieniie e 6.63
Valuation of Producing Coal Leaseholds and Lands...........cccceeveeriiiiieniianennne. 6.63
INCOME APPTOACKH . .....oiiiiiiiieiieie ettt e 6.63
Development of Hoskold Factors..........cceeviieiieniiiiiienieeieeeeeeee e 6.63
Remaining Economic Life..........cocciiiiiiiiiiiiiiieie e 6.65
Income Approach Valuation of Producing Coal Leaseholds and Lands........... 6.65
COSt APPIOACK ..ottt et nee s 6.66
Sales Comparison (Market) Approach ...........cccceeeeiieriieiiieniieiieeee e 6.66
Apportionment of Coal Real & Personal Property Values...........cccccveeveriennnne. 6.67
LEVEL OF VALUE, Coal Leaseholds and Lands ............ccooeevvviiieiiiiiiiiiiiieeeeenn, 6.68
Producing Earth/Stone Leaseholds & Lands...........ccccoevuieiiieniiiiiiinieeiieieeieee 6.68
INCOME APPTOACKH . .....oiiiiiiiiieiieie ettt e 6.68
Permitted ACIES ..c..eiueiiiiiiieieiiierteet ettt 6.69
Remaining Economic Life.........ccoociiiiiiiiiiiiiiiieeecee e 6.69
Use of Economic Royalty Rates.........ccoouieiiiniiiiiiiiiciieecee e 6.70
Income Approach Valuation of a Producing Earth/Stone Operation................ 6.70
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XXI1i1

Development of Hoskold Factors..........cceeviiiiieniiiiiieiieieeeeeee e 6.71
COSt APPIOACK ..ottt et as 6.73
Sales Comparison (Market) Approach ...........cccceeeeuieiiiiiieniieiieeee e 6.73
Level of Value, Producing Earth/Stone ...........c.cooceviieiiiiiienieeeeeeceee e 6.73
NONPRODUCING LEASEHOLDS AND LANDS......c.ooviieeieeeeeseeie s 6.74
Nonproducing Patented Mining CIaims...........ccceecveeriieeiieniienieeiieeieeiee e esieeeeveens 6.74
Statutory RETEIENCES ....ccuviiiiiiieiiieciie e e 6.74
Mining Claim ClassifiCation ..........c.cecvieriiiriieiiieiieeie et 6.74
Mining Claim LiStING......cc.eeoiiiiiieiiieiieeie ettt esbe e 6.75
Mining Claim DISCOVETY ....ccuvieiiiiiiiiieciieiieeie ettt s ebe e 6.76
CLAIM TYPES.utietiieiiieeiieeieeetie et et eete e st e et e e staeeteesaeeesbeessseenseessaeesseessseensaensseans 6.76
Patenting CIaimsS.........c.ceeviuiiiiiiieeiie ettt et eebee e 6.76
Mining Claim Sit€ ANALYSIS......c.cccviieriieriieiieeie ettt eee e ere e eee 6.76
Valuation of Nonproducing Patented Mining Claims............cccceevvevieeciieniencieennnnnns 6.78
Sales Comparison (Market) Approach .........c.ccccueecvieriieiieniieeiieeie e 6.78
INCOME APPIOACH . .....eiiiiiiiiiiiiciie et e eene 6.79
COSt APPIOACK ..ottt ettt et naeenraas 6.81
Level of Value, Nonproducing Patented Mining Claims .............ccccveervveevrennnnnne. 6.81
Nonproducing Severed Mineral INtErests .........cc.ocvveeriieriiierieeiierieeieeere e 6.81
Statutory RETEIENCES ....ccuvieiiiiiiiiiecie e e 6.81
Severed MINETALS .........cocuiiiiiiiieiieieee et 6.81
Minerals in Place (Mineral RESErves) .......cccveveeeviieniieiiieeiieiie e 6.82
Severed Mineral Interest DISCOVETY .......ccvieiiiiiiiiiieiiieiieeie et 6.83
Severed Mineral Interest LiStINg.........ccveviieiiieiiieiiieeieenie e sve e 6.83
Determination of Net Mineral ACT€age ......coevvvvveriiieiiiieeiie et 6.83
Valuation of Nonproducing Severed Mineral Interests..........ccccceevveeriieriiennnnne. 6.83
Sales Comparison (Market) Approach .........c.cccceevvvverieeiiienieeiierie e 6.83
INCOME APPIOACK ....veiiieiiiicie e et 6.84
Severed Mineral Interests In Production .............ccccooeeveriiiienienenenecece 6.85
Level of Value For Nonproducing Severed Minerals ...........ccceeeveeviienciieniencieennnnns 6.86
Other Nonproducing Natural RESOUICES ........ccccevviiriieiiiriiieiieeie et 6.86
Statutory RETEIENCES ....ccvviiiiiiieiiieciieece et 6.86
Classification, Listing, Discovery, Site Analysis ........ccccceeveiierciieeriieeeniieerieeens 6.87
Other Nonproducing Natural Resources valuation............ccccceevvveeciveniienieenneennen. 6.87
Level of Value, Other Nonproducing Natural Resources...........c.ccccveevverriennnnne. 6.88
NONMINERAL NATURAL RESOURCE PROPERTIES.........ccccoiiiieieieeeene 6.88
TIMIDET ..ttt ettt ettt et e it e e e 6.88
Waater RIZIES......viiiiiiiiiie et e e et e e ensaeeenes 6.89
GEOthermal ... ..coo.iiiiiii et 6.89
ADDENDUM 6-A, 2009 SAND & GRAVEL ECONOMIC ROYALTY RATES ........ 6.91
ADDENDUM 6-B, 2009 COAL & OTHER RATES AND PRICES .......ccoocvveiveienen. 6.93
0L .ttt sttt 6.93
Other Natural Resource OPerations ...........c.eeeeeeieeriieeiiieniieeiieeniieeieeseeeeeesseeseesnns 6.94
ADDENDUM 6-C, 2009 HOSKOLD FACTORS WORKSHEET ........cccccceeiinreinnes 6.95
ADDENDUM 6-H, ACCESSING THE COGCC WEBSITE .......cccccoovieinireiirieennee 6.97
ADDENDUM 6-1, ACCESSING THE drms WEBSITE .........cccccoviiiiiieeeee, 6.99
ADDENDUM 6-J, OIL & GAS 2009 NETBACK BBB BOND RATE, 2009 NERF, AND
NERF SPREADSHEET INSTRUCTIONS......coooiiiiiieieieieeeeeeeeeieeee e 6.101
Instructions to Access NERF Spreadsheet On-Line ..........cccceeevveriieciienieeciiennnnnns 6.101
ADDENDUM 6-K, COAL LEASEHOLDS & LANDS WORKSHEET ....................... 6.103
ADDENDUM 6-L, EARTH & STONE PRODUCT WORKSHEET ........ccccooeiennne. 6.105
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XX1V

15-AS-DPT
ARL VOL 3
1-89 Rev 9-09



XXV

CHAPTER 7: SPECIAL ISSUES IN LAND VALUATION ....cocvvenecrcsecececessens 71
EQUITIES IN STATE LAND ..ottt 7.1
IDENTIFICATION .....oiiiieieitieie ettt ettt ettt ettt saeenaeenaesseenseeneenseenes 7.1
VALUATION ..ottt ettt ettt e et e s e ae st e nseensesseenseensenseenns 7.2
common interest CoMmuUNIty OWNEISNIP .....o.eoveuiriiriiirieiininicireeect e 7.3
Statutory RETEIENCES ....ccuviiiiiiiieiie ettt ettt ens 7.3
(033115 4 OO TOUP PP 7.5
Valuation ProCeAUIES ..........ceeiiiiiiiiniiiiiiieeeceee e 7.6
Market APPIOACK ......ooviiiiiiiieeii et 7.6
Nonresidential Common Elements Valuation ............cccccocevirveniininniiieneenennns 7.7
Level Of VAIUC.....cc.ooiiiieiie e e 7.8
WATER RIGHTS VALUATION ......ccoiitieirenierieiet ettt ettt 7.9
Water Rights Statutory References ........ccoovieeiieriieiiieiiieieeieetece e 7.9
Water Rights ASSESSIMENL.........ccuiiiiieiieiiieiieeieeiee ettt ereeeee e e seeeeneeseaeesaesaneens 7.11
LONG-TERM NON-MARKET LEASE VALUATION.......cccecvtriiieireieereeseeeeieee 7.13
Leased Fee and Leasehold Defined...........coccoiiiiiiiiiiiiiiiiceeeceeee 7.13
Valuation MethodolOgY .......ccoouiiiiiiiiiiiiee e e 7.13
COSt APPIOACKH ..ottt et e e e e aee e 7.14
Market (Sales Comparison) APProach ..........ccceeeevveeeiiieeriieeesiie e eeieeeevee e 7.14
Leased Fee INterest: ......ooiiiiiiiiiieceeee e 7.14
Leasehold INterest:......c.oiiiiiiiiiiieeeee e 7.14
INCOME APPTOACH.....coiiiiieiieeeiee e e e et eeae e enanees 7.14
Unit Assessment RULE .........oouiiiiiiiiiiii e 7.15
Recommended Procedure............ooiuiiiiiiiiiiiiieecee e 7.15
DI INITIONS ..ottt ettt et naee e 7.17
GOVERNMENT-ASSISTED HOUSING VALUATION......cceiiiieeieieeeeeeeeenes 7.18
Definition of Government-Assisted HOUSING.........ccccoeriiiriiniiiiniinicicnicneceees 7.18
Types Of PrOZGIams ........coveiuiiiiiiiiiiiieeeet e 7.18
Public Housing Authority (PHA) Programs ..........c.ccocceeiinieniniiineinenicnienenns 7.19
Non-Profit, 5S01(c)(3) COrpOrations ..........ceceeerueerieerieenieeiienieeiee e eiee e eeee e 7.19
FOr-Profit Programs ..........cccccoiiiiiiiiiiiieiicee et 7.19
Housing and Urban Development Programs..........cccccoeeverieniineencniicneenieeicneene. 7.20
Rural Housing Service Programs .........c..ccccvievieiiniiinienenieniciecieeeesieeeeeeeeeees 7.20
Colorado Housing and Finance AuthOrity ........cccccoceevirviriieniincniiinecieeicseeeens 7.21
Sources of Information on Housing Projects ...........ccceecuenieniininiinniencneccens 7.22
Government-Assisted Housing QUestionnaire..........c..ceceecververeenienieneenenneennens 7.22
Verifying Contract Rent Information ...........cccccoceviiiiniiniinininiccneccens 7.22
Colorado Housing and Finance Authority (CHFA) .....cc.cocviiiiiniiniiiiiicene 7.23
Rural Housing Service (RHS) .....coooiiiiiiii e, 7.23
Fair Market Rental Information...........cocccooiiiiiiiiiiiiiieceeee e 7.23
Government-Assisted Housing Valuation..........c.ccocveveriinieniincniineciencnecienns 7.24
General Market Analysis Considerations ..........c.ccecueveereerienieneeneesieneeneeniennens 7.24
Rent-Restricted Government-Assisted HOUSING .......cocevviviriiniiininiiinicnieic, 7.24
Use Of Gross Rent Multipliers (GRMs) As A Check for EDMA Calculation.7.26
Level of Value and Assessment Considerations ............c.ceceevveerieiieeniiesiieenneeieans 7.27
MIXED-USE PROPERTY VALUATION........oceieiieiieeeieeeeeeeee e 7.27
Hotel/Motels as Mixed-Use Properties ..........cccueeveerieeiiieniieriieeieeiie et 7.27
Allocation of Mixed-Use ASSESSIMENL.........cccueririiriinienienienieeieeie e 7.30
Colorado Statutory References .........c.oocueiuieriiiiiienieiiieieeeee e 7.31
Colorado Case Law Involving Mixed-Use Property .........ccccceevveviiienieeiieneeennen. 7.33
Terminology DefiNItioNS ........cccuiirieeiiieriieeiieie ettt 7.33
Allocation of Mixed-Use Hotel/Motel Property ..........ccceeevveviieniieniieeiienieeieeeeene 7.34
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XXV1

Revenue Analysis Methodology ........cccoeuiiiiiiiiiiiiieiieeee e 7.34
Room-night Analysis Methodology...........cccoeviieiiiriiinieiiieeeeeee e 7.35
Total Number of Room-Nights Available for Overnight Accommodation ......7.35
Total Number of Room-Nights Attributable to Extended Stay Use.................. 7.36
Number of Days Hotel or Motel Was Open For Business .........c..cccceecveveenenne 7.36
Appropriate Allocation Methodology..........ccoecuieriiiiiiiiiiiieeeee e 7.36
Application of Mixed-Use Percentage...........ccceevveeviienieeiiienieeiieeieeee e 7.36
Hotel and Motel Mixed-Use QUEStIONNAITE.........ccveeeevieeeiieeeieeeeieeeevee e 7.37
Auditing of Taxpayer Documentation ............ccceeeceeerieerieeriienieeieeeie e 7.37
Mixed-Use Classification ANalySis ..........cccceeviieriieniiienieiiieieeieerie e 7.37
Mixed-Use Allocation of a Hotel/Motel Property. .........cccceevuienciiiniinciienieeiene 7.38
Allocation Information Supplied by Taxpayer.........cccoecveevieriienieeciienieeeeenee. 7.38
Mixed-use Percentage Calculation and Allocation of Actual Value................. 7.38
Information Supplied by TaXPayer........cceevieriieiieeiieiie et 7.40
Calculation and Allocation of Actual Value...........cccoeevieviiiiiiniiiieeeeeeee, 7.40
BED AND BREAKFAST PROPERTIES .......ocoviiiieeeeeee e 741
Colorado Statutory References ..........ccuvevivieriiiieiiieeeiieeee e 7.41
D TNITIONS ..ttt et 7.43
ASSESSMENT PTOCESS ...ttt 7.45
Bed and Breakfast ClassifiCation...........oocuevuierierienieniinieieeiecesieee e 7.45
Valuation of Bed and Breakfast Properties...........ccoeeveeieenienieenieeiieiecieeeen 7.45
Market (Sales Comparison) Approach .........cccceeeveeiieiiieriieenieecieeieeeeere e 7.45
COSt APPIOACK ...ttt ettt e be et e e e ssbeenraesaae e 7.47
INCOME APPIOACK ....veiiieiiiicie e et 7.47
Examples of Bed and Breakfast Allocation .............ccceevvieviieeiienieiieeiie e 7.48
Example 1 - Single Bed and Breakfast Improvement.............ccccceeeeiieniriiiennnnne. 7.49
Steps for ALIOCAtION .....cccuiiieiiieeiiie ettt ebee e es 7.49
Example 2 - More than One Bed and Breakfast ............cccocoeevviieiiiiciiiniiiiie, 7.51
Steps for AIIOCAtION .....cccuviiiiiiieiiie et ebee e es 7.52
CONDOMINIUMS, TIMESHARES, AND UNDIVIDED INTEREST PROPERTIES..7.54
Statutory RETETENCES ....cccuviiiiieeciie ettt 7.54
Residential CrIteria........coiuiiiiiiiiieiie ettt 7.57
CONDOMIMIUM CONVERSION Procedures...........cccceverienieieenienieeiesieeiesenans 7.59
General Valuation Procedures...........c.ooiuiiiiiiiiiiiiiiiiieceeee e 7.60
NONGAMING PROPERTY IN A LIMITED GAMING DISTRICT .....ccccocevireeinnee 7.61
ASSESSMENT OF POSSESSORY INTERESTS.......oooiieeeeeeeeeeeeeee e 7.63
Purpose of the Procedures............oocuieiieiiiiiiieiicie et 7.63
Le@al RETEIEINCES ...ccuvieiiieiieeiii ettt ettt et e s beesnaeenraens 7.63
Colorado SUPTEME COUIT ...c..eeeiieiiieiieeie ettt ettt et e e e e e 7.63
Synopsis of the Colorado Supreme Court’s Ruling: ...........ccocceeviienieniiennne. 7.64
C0lorado CoUrt CaSES......eevviriiriieiieieriierie ettt sttt 7.65
Out Of State CoUrt CASES ......evviriiiriieiieiienieeie ettt ettt e e 7.66
C.R.S. Regarding Possessory INterests .........couevuierieiiiienieeiienie e 7.68
Definition and Classification CriteTia .........ceevvierieeriienieeiiierie e eie e ereeseee e 7.70
Possessory Interest Definition ...........coeoieeiiierieeiiienieeee e 7.70
Possessory Interest Classification.............occueeviieeiienieeiiienieeieece e 7.70
Determining Taxable Possessory INterests ..........ceevveeiiieriieniienieenieeieeeee e 7.70
Taxable Possessory Interests v. Management Contracts..........ccoceeverueenuennnene 7.71
Examples of Taxable Possessory INterests ..........cceevvierieeciienieeiienieeiieeeeenen. 7.72
Examples of Non-Taxable Possessory Interests...........cceeveerieiiienieeniienneennen. 7.72
Discovery of Possessory INTETESTS ........eevuiieiieriiiiieiiieiie et 7.72
Governmental Entities and Related AZencies .........cceecuveveeeieenienciienieeieeieeen. 7.73
Colorado State Board of Land COmMMISSIONETS ..........ccueervieriieiiieniieeieenireenieans 7.73
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XXVil

Colorado Division of Wildlife........c.cooieiiiiiniiiinineeeeee 7.73
Colorado State Parks .........cccocvivieiiiiiiniiieeieeeesee e 7.74
U.S. Department of Agriculture — National Forest Service..........cccceevveenenennnen. 7.74
U.S. Department of Interior — Bureau of Land Management................c.......... 7.75
U.S. Department of Interior — National Parks Service ..........ccecveviieiiennnnnen. 7.75
Documentation REQUITEMENTS..........ccceeruiiiiiiiniieiieeie ettt 7.76
Valuation of P0sSeSSOry INTETESES.........eevuiieiieriiiiieiiieiiecie et 7.77
Valuing Commercial Possessory INterests. .........ccuvevveerieniieniieeieenieeieesie e 7.77
Definition of Net Present Value (NPV).......ooooiiiiiiiiiiiiceceeeeeeeeee 7.77
Data Needed to do the NPV Calculation...........ccceeeevienieniienieeiieieeieeee e 7.78
Obtaining Necessary Information...........c.eecveeieerieniiienieeiienie e 7.78
Exclusions from Actual Rents/Fees Paid ..........ccceveiieiiiiiiiniiiiececeeee, 7.78
Discount Rate Development............cocveeiieriiiiienie et 7.80
Development of the Effective Tax Rate ..........ccooceeviieiiiiiiiiiiiceeeeeee e 7.80
Calculation of the NPV Conversion Rate...........cccocceveviieriiiiiieniieiecieeeeeee 7.81
Present Worth of One Factor Application ...........ccceecvveviierciienieeiiienieeiceeee e 7.81
Level of Value Adjustment Factor ............coceeeiieiiiiiiieniiiiieieceee e 7.81
Steps to Value Commercial Possessory Interest...........ooceevereciieniieiiienieiiiienieans 7.82
Agricultural Possessory Interest Valuation .............ccceeveeeiiiiiiieniieiienie e 7.84
Data NECded ......covuiiiiiiiiieieeere et 7.84
Obtaining Necessary Information...........ceeceeeieerieiiiienieeiienie e 7.84
Level of Value Adjustment FACtor ...........ccceeviieniiiiiieieciceie e 7.84
Steps to Value Agricultural Possessory INterests ...........ccoevveeeiienieeiiienieiiiiennenns 7.85
Ski Area Possessory Interest Valuation............ccceeveeeiienieenieniiienieeieecie e 7.86
Capitalization of Income Definition ..........c.ceccveriieriiiiienie e 7.86
Data NECded ......covuiiiiiiiiieiieee et 7.86
Obtaining Ski Area Permit Fees from USFS..........ccoooiiiiiiiiiieeee, 7.86
Capitalization Rate Development...........cccceevieiiieniiiiienie e 7.86
Pass-Through Rate Development ...........ccoooieeiieniiiiiienieeiieie e 7.86
Effective Tax Rate Development ...........ccooovieiieriieniieniieiecee e 7.87
Adjusted Capitalization Rate Calculation ............ccoccveviiiiiieniiiiieiccceeeee, 7.87
Adjusted Capitalization Rate Application............cceecveevieeiiienieeiiienieeieeee e 7.87
Level of Value Adjustment FaActor ...........cccceeviieiiiiiiieiiiiiieie e 7.87
Steps to Value Ski Area Possessory INterests........ccooovveveerieeciienieeiiienieeiieeens 7.88
AAMINISTIAIVE ISSUCS ...veeutieiiieiieteete ettt ettt ettt sttt et e saeeaeeieens 7.89
Apportionment Between Two or More Counties .............occeeeeeerieeeveenieenneennen. 7.89
TaxX Ar€a ASSIZNMENT .....ccuiiiiieiieeitieiieeieeeiteeieeeteeteesaeeseeesbeesseesbeesseeenseeenas 7.89
MiINIMUM VAIUC. ....coviiiiiiiiiiiiiiitecce et 7.90
Property DeSCIIPHION.......cvieiuiiiiieiieeiteie ettt et 7.90
Parcel NUMDETING ......coueieiiiiiieiieeit ettt ettt 7.90
ADSract Of ASSESSIMENL .....couviiuiiiiiiiiieiiieie ettt 7.91
CollECtion OF TaAXES...cc.ueruieiieiiieiieieee ettt ettt 7.91
TRANSACTION ADJUSTMENTS ...ttt 7.92
Real Property RIGHtS.......ccooiiiiiiiiiieiieciecteccee e 7.92
FINancing TeIMS ......coevuiiiiiiiieiiiee ettt e e e e 7.92
Conditions OF SALE .....ceevuiiiiieiieieee e 7.95
Expenditures Made Immediately After Purchase.........ccccocceeviiiciieniiccienieenen. 7.96
NON-REAItY IteIMS......eiiiiiiieeiie e 7.96
Measuring and Testing the Accuracy of Transaction Adjustments...................... 7.96
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XXViil

ADDENDUM 7-A, HOTEL OR MOTEL MIXED-USE QUESTIONNAIRE ................ 7.97
ADDENDUM 7-B, GOV’T-ASSISTED HOUSING QUESTIONNAIRE..............c........ 7.99
ADDENDUM 7-C, FORMAL OPINION OF THE ATTORNEY GENERAL.............. 7.101
ADDENDUM 7-D, 2009 POSSESSORY INTEREST VALUATION RATES............ 7.111
Ski Area Capitalization Rate...........cccoeviiiiiiiiiiiiiiiiieie e 7.111
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XXIX

CHAPTER 8: STATISTICAL MEASUREMENTS......ccccceiviinviinnninnenssninsncssnncsaneans 8.1
STATISTICAL PERFORMANCE ANALYSIS ... 8.1
Sampling Techniques and Sample SiZe ........cccooeeviiiiniiniiiice, 8.1
Measures of Central TENdENCY.........cceevueriiriiiiiiinieieeeee e 83
IMLEAI ...ttt ettt ettt et e e naree e 8.3
IMIEAIAN ...ttt ettt ettt e et e et et e e b e e neeenneens 8.3
WEIZhted MEAN ...ttt ettt et 8.3
Measures of Relative Variability ........cccccoceeviiiiiiiniiiiniieeeecceceeceee e 8.4
Coefficient Of DISPerSION.......c.coiiriiiiiirieniiiieierieeteet ettt 8.4
Coefficient Of Variation .........ccoeeiiieiiiiiiieiie et 8.5
Measure of AssesSMENt Bias........ccoeoiiiiiiiiiiiiieiiieeeee e 8.7
Confidence INerval...........oooiiiiiiiiiie e 8.8
SBOE PERFORMANCE STANDARDS ..ottt 8.9
ADDENDUM 8-A, State Board Of Equalization (sboe) COMPLIANCE REQUIREMENTS
..................................................................................................................... 8.11
Required MethodolOgY ........eeeiiiieiiieciieeee et 8.11
SBOE Statistical Compliance Requirements...........c.cceccveeevieeenieeenieeeeiee e 8.12
SBOE Procedural Compliance Requirements ...........ccccceeeevveeenieeenieessnieeeneee e 8.12
SBOE Supplemental Statistical TeStS ........cccvveeriiiiiiieeiiieeiee e 8.14
Optional StatiStICAl TESES ....cccuiiiiiiieeiieeiie et e saee e 8.15
Auditor's Supplemental TestS........cueivcuiieriiiieiiie e 8.16
Comparison of Sold and Unsold Parcels ..........cccceeeviieeiiiecciieeieeceeee e 8.16
supplemental apPraiSals ..........c.ccoovieeiiiiiiiiiie et 8.16
SBOE Reappraisal Orders..........ccvieeuiieiiiieeiie ettt 8.16
ASSESSOT REQUITEIMENTS ......viieeiiiieeiiie ettt ettt ete e etee et e e etee e e aae e esbeeesaseeennseees 8.17
15-AS-DPT
ARL VOL 3

1-89 Rev 9-09



XXX

15-AS-DPT
ARL VOL 3
1-89 Rev 9-09



3.25

ADDENDUM 3-B, NON-QUALIFYING SALES

The following is a list of real estate sales for which documentary fees are required. If, through analysis,
they have been determined to be non-arm’s-length sales, they can be coded as non-qualifying. Non-
arm’s-length sales generally should not be used in market analysis. Non-arm’s-length sales should
never be used in statistical analysis or to establish values.

Also shown are the associated codes that should be used to identify such sales on the master sales list.
These sales will not be shown on the qualified list and, therefore, will not be used in determining values.

Assigned Code

51
52
53
54
55
56
57
58
59
60
61
62
63
64
65

66
67
68

69

70
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Documented Reason

Sale involves a government agency as the buyer
Sale involves a public utility

Sale involves a charitable institution

Sale involves a religious institution

Sale involves an educational institution

Sale involves a financial institution as the buyer
Sale is between related parties

Sale is between business affiliates

Sale is to correct defect in title

Sale is to settle an estate

Sale results from judicial order or decree

Sales of doubtful title, e.g., quitclaims

Sale involves property trades

Sale involves multiple properties

Sale involves unfulfilled agreements for which no
market value can be determined

Sale involves non-realty items of an undeterminable value
Sale includes a franchise or license of unknown value

Sale not verified before extensive remodeling or
building of additional improvements or change in use

Sale of a partial interest, i.e., less than 100 percent
of fee simple interest, in the property

Other

Note: Sales disqualified under #70 must be extensively documented as to the reason the
sale has been determined non-arm’s-length.



3.26

This page intentionally left blank.

15-AS-DPT
ARL VOL 3
1-89 Rev 9-09



Colorado State Forest Service Requirements

The forest management plan may be prepared by any designated professional forester;
however, it must be reviewed and receive a favorable recommendation from the Colorado
State Forest Service (CSFS).

e The CSFS must also annually inspect each parcel of land subject to a forest
management plan to determine if the terms and conditions of the plan are being
complied with.

e A service fee is charged to the landowner for the annual inspections and any other
work performed, e.g., development of a plan or timber cruising.

PERPETUAL CONSERVATION EASEMENTS

If land that is currently classified as agricultural and acquires a conservation easement , it
will remain agricultural for property tax purposes if it meets the following criteria as allowed
in

§ 39-1-102(1.6)(a)(III), C.R.S.

e [tis land that is at least 80 acres if it contains any residential improvements, or it may
be any size if it does not contain residential improvements, and

e That is subject to a perpetual conservation easement, and
If the land was classified by the assessor as agricultural land at the time the easement
was granted, and

e If'the grant of the easement was to a qualified organization, and
If the easement was granted exclusively for conservation purposes, and

e If all current and contemplated future uses of the land are described in the
conservation easement.

e It does not include any portion of the land used for nonagricultural, commercial, or
residential purposes

"Conservation purpose”" as defined by § 39-1-102(3.2), C.R.S., means the preservation of
land areas for outdoor recreation, the education of the public, or the protection of a natural
habitat for fish, animals or plants; or the preservation of open space for the scenic enjoyment
of the public, or is pursuant to a government conservation policy where such preservation
will yield a significant public benefit.

"Perpetual conservation easement" as defined by § 39-1-102(8.7), C.R.S., means a
conservation easement in gross as described in article 30.5 of title 38, C.R.S., that qualifies
as a perpetual conservation restriction under section 170(h) of the federal Internal Revenue
Code of 1986.

A "qualified organization" as defined by § 39-1-102(13.2), C.R.S., is one that is exempt from
federal income tax within the meaning of the federal Internal Revenue Code of 1986, Section
170(h)(3). Examples are government agencies such as the Colorado Division of Wildlife, or
nonprofit land trusts such as the Nature Conservancy, American Farmland Trust, and
Wilderness Land Trust.

15-AS-DPT
ARL VOL 3
1-89 Rev 9-09



5.20

Agricultural land that becomes subject to a perpetual conservation easement shall continue to
be valued as agricultural notwithstanding its dedication for conservation purposes; except
that, if any portion is used for nonagricultural commercial or residential purposes, that
portion shall be valued according to such use, as required by § 39-1-103(5)(a), C.R.S. The
land shall continue to be valued at the agricultural land value rather than at market value
except for any land that is actually used for nonagricultural commercial or residential uses.

When a perpetual conservation easement has been terminated, violated, or substantially
modified so that the easement is no longer used exclusively for the conservation purposes
stated in the easement, the assessor may reassess the land retroactively for a period of seven
years and the additional taxes, if any, that would have been levied on the land during the
seven year period shall become due, as allowed by § 39-1-103(5)(d), C.R.S.

The intent of these statutes is twofold. First, they are intended to encourage those
agricultural land owners choosing to preserve the open character of their land rather than
allowing it to be developed for other purposes. Second, they are intended to ensure that
those owners who preserve their land by means of a perpetual conservation easement, and
their heirs, will benefit from low property taxes whether the land is used for agricultural
purposes or only for the conservation purposes permitted by the conservation easement.

A perpetual conservation easement outlined in § 39-1-102(1.6)(a)(Il), C.R.S., is not to be
confused with the Conservation Easements in Gross topic found later in this section.

DECREED WATER RIGHTS

A fourth category of land to qualify as agricultural land 1is described in
§ 39-1-102(1.6)(a)(IV), C.R.S. The qualifying criteria include the following.

The land must be used as a farm or ranch on the assessment date, and

e The owner of the land must have a decreed right to appropriated water granted in
accordance with article 92 of title 37, C.R.S., or

e A final permit to appropriated ground water granted in accordance with article 90 of
title 37, C.R.S., and

e The water must be for purposes other than residential purposes, and

e The water appropriated must be used for the production of agricultural or livestock
products on the land.

e If the criteria are met, the land will qualify the first year of use as a farm or ranch.

Even though the “used the previous two years plus current” provision pursuant to
§ 39-1-102(1.6)(a)(I), C.R.S., does not apply to this category, the property must be used as a
farm or ranch on the assessment date and have a documented decreed water right in order to
receive the agricultural designation.
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Because both land and improvement(s) of a condominium, timeshare, or undivided interest
project are valued as a unit using the three approaches to value, the calculation is based on
the projected taxes paid if the residential assessment rate was applied to the unit versus if the
nonresidential assessment rate of 29 percent is applied.

For additional information regarding this requirement, refer to ARL Volume 2,
ADMINISTRATIVE AND ASSESSMENT PROCEDURES MANUAL, Chapter 6,
Classification Guidelines and Assessment Percentages.

CONDOMINIUM CONVERSION PROCEDURES

The Dictionary of Real Estate Appraisal- 4th Edition defines “Condominium Conversion” as
“Conversion of rental properties, e.g., residential, commercial, office, or industrial
buildings, into condominium ownership.”

If a condominium conversion is created during an even numbered year (intervening) so that it
is in existence on January 1 of an odd numbered year (revaluation), it is listed, appraised and
valued for assessment the same as a new condominium ownership under § 39-1-105, C.R.S.
(assessment date) and § 38-33-104, C.R.S. (assessment of condominium ownership). That is,
the units are listed separately on the records of the assessor, and, the individual units are
valued to the applicable level of value by the appropriate consideration of the cost, market,
and income approaches to value.

If a condominium conversion is created during a revaluation year, so that it is in existence on
January 1 of the intervening year, Colorado has specific law relating to the valuation of a
conversion of a multiple-unit building into condominium ownership. It is included in the
“unusual condition” portion of statute, § 39-1-104(11)(b), C.R.S.:

(IT) The creation of a condominium ownership of real property by the conversion of an
existing structure shall be taken into account as an unusual condition as provided for in
subparagraph (I) of this paragraph (b) by the assessor, when at least fifty-one percent of the
condominium units, as defined in section 38-33-103 (1), C.R.S., in a multiunit property
subject to condominium ownership have been sold and conveyed to bona fide purchasers and
deeds have been recorded therefore.

The statute specifies that in order to change the valuation method from the previous single
ownership fee simple to valuing the condominium units on an individual basis, the following
conditions must be met:

e Fifty-one percent (51%) or more of the units must be sold
e The units must be conveyed to bona-fide purchasers
e The deeds must be recorded

It may be helpful to note that:
e The units do not have to be in a single structure;
e Use is not part of the criteria; it may be single or mixed use;
e There is no distinction as to what type of building may be converted. It could
be residential, office, commercial, industrial, or mixed use, or any other type
of condominium conversion that may exist.
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Because the above citation is from the unusual condition portion of statute, its application is
only in an intervening year as shown below:
Example #1
A building was converted to condominium use during a revaluation year
but had not achieved the 51% sellout threshold on January 1* of the
intervening year. In order that any sold units would receive a proper tax
billing, the individual units would be listed separately on the assessor’s
records and tax warrant roll. However, it would continue to be valued as
an apartment, office, or industrial use at its, bulk value for the intervening
year. That value would be apportioned to the individual units.

On January 1% of the subsequent year, and for every year thereafter, the
property would be valued on an individual condominium basis with no
discount, regardless of how many of the units had been sold.

Example #2:
A ﬁfty-umt apartment complex was converted to condominium use on

August 30" of a revaluation year. The apartment complex has an overall
value of $2,500,000 for the single tax schedule number. Twenty-four
units have been sold to bona-fide purchasers and their deeds recorded by
January 1%,

Because the 51% threshold has not been met, the $2,500,000 must be
allocated among the fifty units.

In the subsequent year, and every year thereafter, the assessor should
value the units on an individual condominium basis.

Example #3:
The same fifty unit apartment building mentioned above was able to sell,

close and record the twenty-fifth and twenty-sixth units. It now exceeds the
51% threshold. All fifty units must be valued as individual condominiums.

GENERAL VALUATION PROCEDURES

Condominiums, timeshares, and undivided property interest units that are excluded from the
definition of hotel or motel properties pursuant to § 39-1-102(5.5), C.R.S., are valued
through appropriate consideration of the cost, market, and income approaches to appraisal.
All land and improvement(s) of a condominium, timeshare, or undivided interest project are
valued as a unit. Once the overall value of the project is established, determination of
residential and nonresidential property classification occurs.

If the project has one or more units or other portions of the project that cannot be classified
as residential, then the project is classified as a mixed-use property. The residential portion
of the mixed-use property includes the units owned by developer, or lender, or owner’s
association if acquired pursuant to foreclosure or other similar transaction, and any part of
the project dedicated solely for the use of the residential unit owner. The commercial portion
is all other property in the project not classified as residential.
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Calculation of the NPV Conversion Rate

For purposes of the procedures, a NPV conversion rate is used to determine the appropriate
present worth of one factor that is applied to the estimated payments for each year remaining
in the agreement to arrive at a present value of the possessory interest. The NPV conversion
rate consists of an appropriate discount rate and the effective tax rate.

Discount Rate (calculated by the county)
+ Effective Tax Rate  (calculated by the county)
NPV conversion rate

The assessor may round up the NPV conversion rate to the next highest half percent. For
example, a discount rate of 12.32 percent may be rounded to 12.5 percent. Rounding the
discount rate will allow counties without access to a financial calculator or spreadsheet
program to use published present worth of one (or present worth of one per period) tables to
determine the appropriate conversion factor or factors.

Present Worth of One Factor Application

After the NPV conversion rate is determined, the applicable Present Worth of One factor
from the compound interests tables is applied.

The calculation must be done for each year remaining in the initial term of the lease.
The calculation can be done on a financial calculator or as a formula used in a computer
spreadsheet program.

If review of the payment amounts over the remaining term of the agreement indicates that the
payment will be identical for each year, use of a present worth of one per period factor based
on the conversion rate and remaining years may be used in place of the present worth of one
factor.

Level of Value Adjustment Factor

Pursuant to § 39-1-103(17)(a)(I) and (II)(B), C.R.S., the administrator is required to establish
the level of value (LOV) adjustment factor(s) for possessory interests using the same
procedures and principles as are provided for property in § 39-1-104(12.3)(a)(I), C.R.S. For
each assessment year, the Division of Property Taxation publishes separate LOV adjustment
factors for real and personal property possessory interests.

For each tax year, the Division utilizes the U.S. Department of Labor, Bureau of Labor
Statistics data changes to the CPI-U: Denver- Boulder-Greeley from appraisal date to
assessment date to calculate the LOV factor.
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The factors are derived as follows:

1. For real property, the factor is based on median changes to the Western District
averages for real property construction costs between the June 30 appraisal date and
the January 1 assessment date as reported in Section 98, page 7 of the Marshall and
Swift Valuation Manual published by the Marshall Valuation Service.

2. For personal property, the factor is based on median changes in the equipment cost

indexes from the “Average of All” industries category between the June 30 appraisal
date and the January 1 assessment date as reported in Section 98, page 7 of the
Marshall and Swift Valuation Manual published by the Marshall Valuation Service.

STEPS TO VALUE COMMERCIAL POSSESSORY INTEREST

As required by § 39-1-103(17)(a)(II), C.R.S., the actual value of commercial possessory
interests is determined by the present value of the reasonably estimated future annual rents or
fees required to be paid by the holder of the possessory interest to the owner of the
underlying real or personal property through the stated initial term of the agreement.

Steps in the valuation process:

STEP #1

Contact the appropriate federal, state, or local agency or entity to obtain
information regarding the agreement.

Use the list provided by the Division for the federal and state agencies. The
items on the list include names, mailing addresses, annual payments, terms
and the original date and/or the expiration date of the agreement. If you have
any questions regarding information contained on the list, refer to Discovery
of Possessory Interests for the name, address, and phone number of the
applicable agency.

In the event that property owned by a governmental entity other than federal
or state land is used for commercial purposes by a private party, the county is
responsible for obtaining the necessary documentation.

STEP #2 Develop the applicable NPV conversion rate.
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Calculating the applicable net present value conversion rate:

Discount Rate (calculated by the county)
Effective Tax Rate  (calculated by the county)
NPV Conversion Rate

For additional information regarding how discount rates for commercial
possessory interest properties are developed, refer to Development of the
Discount Rate for Commercial Possessory Interests. For the formula used in
calculating an effective tax rate, refer to Development of the Effective Tax
Rate.
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STEP #3 Determine the present worth of one factor.

For each year remaining in the agreement, determine the appropriate present
worth of one factor in the compound interest tables based on the net present
value conversion rate previously established by the county.

For possessory interests that have a duration of one year or less, the payment
is the present worth.

STEP #4 Calculate the present value of the payments over the remaining years in
the initial term of the agreement.

Conversion of the annual payments to present value is calculated by
multiplying each year’s payment by the applicable present worth of one factor
based on the previously determined NPV conversion rate. The calculation is
completed for each of the remaining years in the initial term of the agreement.
Add each year’s present value together for the total NPV of the possessory
interest.

Example calculation of a commercial possessory interest:

Assumptions:

e Remaining years of income stream 4 years
e Net present value conversion rate including ETR 14%
e Annual payment (less exclusions) for
remaining years in the agreement  Year #1 $10,000
Year #2 $11,000
Year #3 $12,000
Year #4 $13,000
‘Calculation of NPV:‘
Year#1 Year#2 Year#3 Year#4
Annual payment (less exclusions) $10,000 $11,000 $12,000 $13,000
PW of 1 Factor for 14% 877193 769468 .674972 .592080
Net Present Value of payment $ 8772 §$ 8,464 §$ 8,100 $ 7,697
TOTAL NPV of the Possessory Interest $33.033

The net present value for each remaining year in the agreement is totaled to arrive at the
NPV of the possessory interest. Simply stated, $33,033 is the value today of the total
payments over the remaining years in the agreement.

The Division developed an electronic spreadsheet that may be used to determine the present
value of the payments over the remaining years in the agreement. Please contact the
Division for an electronic copy of the spreadsheet.
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STEP #5 Apply the level of value adjustment factor published by the Division.
The calculation of the actual value of the possessory interest is:
NPV of the possessory interest

x__Level of value adjustment factor (published by the Division)
Actual value of the possessory interest

AGRICULTURAL POSSESSORY INTEREST VALUATION

Land owned by a governmental entity and used through an agreement for farming or
ranching by a private individual is a taxable possessory interest. Agricultural possessory
interests are valued in accordance with § 39-1-103(17)(a)(II), C.R.S. Senate Bill 04-059
established, as of January 1, 2005, that the actual value of a possessory interest in
agricultural land, including land leased by the state board of land commissioners other than
land leased pursuant to § 36-1