STATE OF ALABANA § STATE OF ALABANA
DEPARTMENT OF REVENUE, DEPARTMVENT OF REVENUE
§ ADM NI STRATI VE LAW DI VI SI ON
V. § DOCKET NO. | NC. 88-141
MAX V. & NIKKI J. MCLAUGHLIN §
4670 A d Shell Road
Mobi l e, AL 36608, §
Taxpayer. §
ORDER

The Revenue Departnent assessed incone tax against Max V. &
Ni kki J. McLaughlin (Taxpayers) for the years 1984, 1985 and 1986.
The Taxpayers appealed to the Adm nistrative Law Division and a
heari ng was conducted on April 10, 1989. Joe Sullivan, Jr., Esq.,
and Manley L. Cummns, 1I1l, Esq. appeared for the Taxpayers.
Assi stant counsel Duncan Crow represented the Departnent. The
followng findings of fact and conclusions of |aw are hereby
entered based on the evidence and argunents submtted by the
parties.

FI NDI NGS OF FACT

The Taxpayers and several other individuals jointly purchased
approxi mately 839 acres of undevel oped property on the Ft. Mrgan
Peninsula in Baldw n County, Alabama in 1972. The property is
bordered on the west by Bon Secour Bay, on the east by Oyster Bay,
and on the north by the Intracoastal Waterway (approximately 6,560
feet). Al nost one-third of the property is marshland.

In the early 1980's, the owners becane interested in selling

the property. One of the options considered was a "bargain sale"
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to a qualified charitable organization, which would allow a tax
deduction for the difference between the bargain sales price and
the fair market value of the property. The owners finally decided
to sell the property to the Nature Conservancy in 1984 for
$1, 150, 000. 00. The Nature Conservancy is a qualified charitable
organi zation under 26 U S.C A §170 and purchases property for
per petual conservation purposes. The property was subsequently
sold by the Nature Conservancy to the U S. Fish and WIldlife
Servi ce.

The Taxpayers clainmed a charitable contribution on the sale
based on their proportionate share of the difference between the
property's appraised fair nmarket value of $3,150,000.00 and the
sal es price of $1,150,000.00. The fair market value used by the
Taxpayers was based on an appraisal perfornmed in 1983 by the Mbile
appraisal firm of Courtney and Mrris Appraisals, Inc. (Courtney
and Morris). The Departnent rejected the Courtney and Morris
apprai sal and revalued the property at $1,248,000.00 based on
information from the Baldw n County Tax Assessor's office. The
charitable contribution was disall owed accordingly.

The Courtney and Morris appraisal was perforned in |arge part
by M. Edward N. Morris. M. Mrris was famliar with and had done
a consi derabl e anount of appraisal work in the area. M. Mrris
physically viewed the property and studied various nmaps show ng

t opogr aphy, soil conditions and the area in general.
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The Courtney and Morris appraisal divided the property into an

| ntracoastal Waterway section and an interior/Bon Secour Bay/Oyster
Bay section. The Intracoastal Waterway property was valued at
$2, 400, 000. 00 based on five conparable sales in the vicinity. The
remaining property was valued at $750,000.00 based an six
conpar abl e sal es. The conbined fair market value was thus
determ ned to be $3, 150, 000. 00.

The Intracoastal Waterway property is encunbered by a
perpetual spoilage easenent which allows the U S Corp of
Engineers to deposit dredge material from the canal on the
property. However, the easenent docunent al so provides that dredge
mat eri al cannot be dunped on any inproved property.

M. Mrris testified that in his 16 years of appraisal
experience he has seen nunerous inprovenents such as slips,
buil ding, etc. along the Intracoastal canal, and that the Corp of
Engi neers regularly allows such inprovenents along the waterway.

Based thereon, M. Mrris assuned that the canal property could
be devel oped for industrial purposes and valued it accordingly.

A second apprai sal of the property was done by M. M D. Bel
in 1984. M. Bell was hired by the Nature Conservancy and is a
qual i fied appraiser wth extensive apprai sal experience in Bal dw n
and Mbile Counties. M. Bell also used the conparable sales
met hod, but in doing the appraisal assuned that the I|ntracoastal
Wat erway property could not be used for industrial purposes or

ot herwi se devel oped because of the perpetual spoil age easenent.
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M. Bell's assunption that the property could not be devel oped was
based only on his know edge that the easenent existed, and not on
hi s personal know edge that the canal property in fact could not be
devel oped. M. Bell determned that the fair nmarket val ue of the
property was $1, 258, 500. 00.

M. Bell was approached in 1987 by an attorney representing
t he Taxpayers and was requested to reconsider his earlier appraisal
under the assunption that the Intracoastal Waterway property could
be used for industrial purposes. Wth that stipulation, M. Bel
reconputed the 1984 fair nmarket value of the property to be
$3, 250, 000. 00.

The Revenue Departnent rejected the Courtney and Morris
apprai sal and conducted its own appraisal based on the records in
the Bal dwin County Tax Assessor's O fice. The Tax Assessor val ue
real property for ad val orem tax purposes nmass appraisal using a
uniform sales ratio is required to value real property for ad
val orem tax purposes and does so by mass appraisal using a uniform
sales ratio study. Using the values of conparable property as
conputed by that the fair market value of the subject property in
1984 was $1, 248, 000. 00.

The Departnent disputes the Courtney and Morris appraisal
arguing that the conparable sales used in the appraisal were
substantially different fromthe subject property in configuration,
t opogr aphy, allowable use, and | ocation. Conversely, while the

Taxpayers agree that the Tax Assessor does a good job of nmass
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apprai sing property for ad val orem tax purposes, they argue that
the uniform values conmputed by the Assessor cannot be used to
accurately determne the fair market value of a specific tract of
| and. The Taxpayers illustrated their point by giving severa
exanpl es where recent sales of various parcels were not considered
by the Tax Assessor in determining the property's fair market
val ue. The Taxpayers al so contend that sone of the conparabl e used
by the Departnent were non-arms |ength transactions.

The primary discrepancy between the appraisals in evidence
concerns the proper value of the canal property. The Departnent
argues that the spoil age easenent effectively prevents devel opnent
of the canal frontage. However, the evidence indicates that other
property along the canal has been devel oped, which establishes that
the Corp of Engineers wll allow inprovenents in sone instances.

Further, the easenent docunent itself states that dredge materials
cannot be dunped on any inproved property, which further indicates
that the property can be inproved.

A reasonabl e conclusion fromthe evidence presented is that the
canal frontage can be inproved and used for industrial purposes, in
whi ch case the Courtney and Mrris appraisal and the 1987 Bel
apprai sal would present a nore accurate value of the property in
1984.

CONCLUSI ONS OF LAW

Al abanma | aw all ows a charitabl e deduction to the sane extent as
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allowed by 26 U S . CA §170, see Code of Ala. 1975, §40-18-

15(a) (10). Section 170 allows a deduction for any gift or
contribution neasured by the fair property |ess any val ue received.
The fair market value of property is defines as "the price at
which it could be purchased by a willing buyer from a wlling
seller; neither being under any conpulsion and both having
reasonabl e know edge of relevant facts". |1.R C. Reg. Section 1.

170A-1(¢c) (2).

As concluded in the above findings of fact, the fair market
value of the property was properly conputed in the Courtney and
Morris appraisal to be at |east $3,150,000.00. Accordingly, the
charitabl e deductions clained by the Taxpayers which are based on
the Courtney and Morris appraisal should be all owed.

The above considered, the assessments in issue should be
reduced and nmade final showi ng no additional tax due.

Entered this the 28th day of Septenber, 1989.

Bl LL THOMPSON
Chi ef Adm nistrative Law Judge



