STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
NEWPORT, SC. SUPERIOR COURT

INDEPENDENCE SQUARE
FOUNDATION, AL. BALLARD &
DORRANCE H. HAMILTON, ET AL

V. : C.A. Nos. N.C. 96-168
: N.C. 97-33
N.C. 98-83
ALLAN BOOTH, TAX ASSESSOR,
CITY OF NEWPORT

DECISION

THUNBERG, J. These consolidated tax gppeds were tried to the court without the intervention of a

jury. The paties, in addition to presenting live tesimony, submitted a twenty-one paragraph
“Stipulation of Agreed Facts' which this Court incorporates by reference.

The parties agree that the sole issue for the court to decide, at this juncture, is the far market
vaue of a28 acre parce of property in Newport known as “Edgehill.”

In 1992, the city of Newport engaged an independent gppraisal contractor, Saver-Systems, to
peform a city-wide re-evaluation of property. Saver-Systems assessed Edgehill a a value of
$10,862,500.00, but the tax assessor, Mr. Booth, explained that he was uninformed as to what
approach the company utilized. Mr. Booth testified thet he *“honedtly fdt ten million dollars might have
been accurate . . . when [the property] was a viadle rehabilitation center.” Edgehill had been a treatment
center for individuas seeking professona care for dcohol abuse. The remova of that operation from
the premises rendered the property less valuable, according to the tax assessor. In 1997, the

assessment was reduced to $6,600,000.00. Findly, in 1998, after the demolition of certain buildings
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which could no longer be taxed as improvements, the assessment was lowered to $3,600,000.00.
Fantff A.L. Bdlard of Houston, Texas, testified that ingtitutiona buildings which had “no function or
vaue’ and were “ugly” were demolished. The conterts of these buildings, eg., beds and hospitds and
kitchen equipment were offered to charities by Mr. Bdlard.

Paintiff’s expert, Peter M. Merritt, was a certified gppraiser (of both commercid and resdentid
properties) with vast experience. He set the vaue of Edgehill, usng the income approach, at
$2,550,000. Defendant’s expert, Ray C. Schaefer, using the comparable sales approach, sat the value
at $6,940,000.

The irregularly - shaped parce in question is comprised of 28.628 acres divided into 3
segments. The first segment isimproved by a three sory modern brick building for office and dormitory
gpace, with a one story medica wing. Additiona office gpace is avalable in a 1-gory recregtiond
building which dso houses a gymnasum. Upon the next ssgment is a 2.5 gory, “turn of the century
mangon." The third segment containing two cottages and farm buildings is referenced as the “Swiss
Village”

Paintiff’s expert, Mr. Merritt describes the property as atypicd in the market place with a high
degree of functiond obsolescence. 1n 1982, the modern buildings were constructed to house an office,
dormitory and medica wing for use as an dcohol abuse rehabilitation center. Of great impact upon the
property’s value are zoning redtrictions limiting its use to a non-profit organization which will provide
sarvices to, or for the benefit of, physically disabled or challenged persons. As Mr. Meritt points out;
“the field of prospective buyers is narrowed to those with a specific use which the property basicdly

satisfies as is and fals within the current zoning parameters, or, to a developer with capitd to make



magor renovations for an dternate use and a potentidly protracted and expensve permitting process
before the zoning board of review."

In evauating the property Mr. Merritt determined that the most reliable method to employ was
the income capitdization approach. Because of the uniqueness of the property and the distressed redl
estate market at the time, neither the cost approach nor the comparable sales methodology would yied
areiable result.

The expert researched rental rates in the market place for income-producing property and
compared them to the contract rents at Edgehill. He calculated the price per square foot for gross
building area and net leasable area and concluded that Edgehill’ s value by income was $2,550,000.

Although Mr. Merritt consdered the sales comparison approach, his extensve research faled
to reved sdes aufficiently amilar to permit relidble andyss. Because Edgehill and the “comparable”
sales were S0 unique, Mr. Merritt omitted the adjustment process and caculated the range of price said
per square foot of the gross building area of the other properties. The range in vaue yieded was
$1,815,000 to $12,785.000. The comparable sales included the former Cranston Generd Hospitd,
the former St. Aloyosus Home, and the former High Point Alcohol Rehabilitation Center.

Paintiff’s counsd aso requested gppraiser Paul J. Hoganto do a*limited” gppraisa of Edgehill
to edtimate its market value on an “as is’ bass as of December 31, 1994. (The evauation was
performed in October 1999 when market conditions were consderably stronger than in 1994). Mr.
Hogan noted that in 1994 the market for Newport estate homes was extremdy limited, no home having
been sold in 1993 or 1994 for more than one million dollars. He felt that it would be prohibitively
expensve to remove the medica complex and restore Edgehill to estate condition. Thus, its highest and

best use, as improved, was as a physcd rehabilitation center. Mr. Hogan determined tha the
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comparable sdes approach was the pertinent methodology to apply but he could find only one
comparable. He used the sde of the former High Point Rehabilitation Center now known as the Tower
Hill Rehabilitation Center, on Tower Hill Road in North Kingstown. This property, which was sold for
one million dollars in September of 1993, had been constructed in 1982 and 1983 as an in-patient
acohal rehdbilitation fadlity. It consds of five free-standing one-story medical buildings interconnected
by heated breezaways. The totd square frontage of the buildings is 25,358 square feet and they St
upon 18.53 acres of land.

In his concluson Mr. Hogan gtates. “1n comparing hospita like properties the most gppropriate
unit of comparison is capacity, as is measured by patient beds.” He then cdculated a per bed price a
High Point of $20,833 for each of the 48 beds based on the million dollar sdle. Hogan concluded that
since Edgehill was authorized by Zoning Board to have 160 beds (which it did not in redlity have), each
with avaue of $20,833, Edgehill was worth $3,333,280.

The court has great difficulty accepting this opinion of vaue because it does not regard the High
Point sde to be a true comparison. The court’'s hedtation in endorang the comparable sdes
methodology is sgnificantly increased by the fact that only one sde was used. Mog importantly,
Edgehill is stuated on a beautiful park-like Newport estate with turn of the century congtruction. The
medica buildings were not congtructed until the 1980's. That is when dl of High Point was built on a
highway in North Kingstown for the express purpose for operating an in-patient rehabilitation center.
The only thing these two properties have in common is that for some time both were used for
rehabilitation centers. The properties being compared, in the court’s estimation, and based upon the
evidence, have no like atributes aside for their onetime use. Therefore, the court regjects the three

million dollar figure as representative of the true vaue of Edgehill.
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The defense expert, Ray C. Schaeffer opined that the sales comparison approach was the only
valid approach and he sat Edgehill’s value a $6,940.000. Despite the fact that the land with
improvements is assessed as a whole, Mr. Schaeffer evaluated the manson and 160,000 square feet of
supporting land separately. He stated: “it is an assumption that the property will be subdivided from the
28.6 acres dte and be marketed as an entity separate from the hedth care faclity.” There is no
evidence whatsoever to support such an assumption. Even if there was such evidence, it is a totdly
improper condderation as the issue is the fair assessment of the property in the condition which it
existed.

Having impermissbly severed off the manson as a separate vauation, Mr. Schaeffer then
proceeds to assess the “heath care” portion of the property. Despite his awareness of the deed
redriction limiting use of the property to handicapped persons, he states that it is “an assumption of this
gopraisa that the ownership entity could successfully petition the courts for rdief from the redtriction.”
Clearly one can not give a vdid opinion of the fair cash value of any property by making assumptions
that the owner will, in the future, be able to expand the use by obtaining relief from deed or zoning
restrictions.

There is no sound legal basis, based on the credible evidence, for this expert’'s opinion and
therefore it cannot be accepted by the court.

In the court’s opinion the most comprehensive, competent and credible evauation of the full and
fair cash vdue of Edgehill isthat of expert Merritt. His gppraisa report is thorough, very detailed, and
based on sound methodology. Mr. Merritt's in-court testimony reinforced the conclusions set forth in

his report.  Accordingly, the court, endorsing the Merritt vauation which is supported by the credible



evidence, declares tha the full and fair cash value of Edgehill during the years in controversy was

$2,550,000.00.



