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Assessment Practices Review Panel

September 28, 2011

9:30 a.m.

Commissioners’ Conference Room

Duluth Courthouse

Present:  
Dawn Cole, co-chair



John Gellatly



Frank Bigelow



Jim Aird



Rick Puhek




Gerald Palmquist



Bruce Sandberg



Jan Jackson



John Mulder




Roger Skraba




Staff:

Dave Sipila




Mark Monacelli



Kerry Welsh




Rudy Schoolderman


Roni Town

Guests: 
Gregg Swartwoudt, Duluth City Assessor 
Adele Hartwick, Director of Finance, City of Duluth 
John Hagen, Director, Property Tax Division, and

Larry Austin, Property Tax Compliance Officer for St. Louis County, Minnesota Department of Revenue
County Commissioner Chris Dahlberg, Third District

Not present:
Jim Fisher, John Heino, Stephen Abrahamson, John Vigen

The meeting was called to order at 9:34 A.M. by co-chair Dawn Cole.  John Mulder, City Administrator of Hermantown, was introduced; he replaces Fran Hubert on the panel.  

A motion was made by Mr. Skraba and seconded by Mr. Puhek to approve the minutes as presented.  The motion carried on a voice vote.  

Chair Cole called on Gregg Swartwoudt to give an overview of his department.  He spoke of changes in leadership in the last six years that permitted the Assessor’s office to take a more focused approach to Department of Revenue directives.  Vacant parcels were re-valued for the first time in thirty to fifty years, and a regular schedule of inspection was instituted.  Mr. Swartwoudt stated that the department changed the way they did everything; as a result, statistical data is increasing and improving.  
Regarding challenges faced by the Assessor’s office, Mr. Swartwoudt acknowledged that tax court petitions continue to be a problem, with limited staff availability to pursue research.  The City of Duluth averages 35 to 40 cases annually, which compares to Rochester’s 100 and Mankato’s 70 per year.  In the years from 2008 to 2010 there were two spikes of 55 and 63 petitions.  Regarding a question about how many cases were completed within tax court, Mr. Swartwoudt said probably half.  Many cases are dismissed, and the final judgment in the remaining cases is often a small amount.  When asked whether the Board of Adjustment could have performed the work on the same filings, Mr. Swartwoudt felt the Board would not have sufficient research capability to complete the cases.  

Mr. Swartwoudt was asked who funded the Duluth Assessor’s office, and he replied that it was part of the city’s annual budget.  The county does not fund any operations of the City Assessor.  When questioned about a schedule for inspection of both residential and commercial properties, Mr. Swartwoudt stated that a plan was being created.  He hoped that once the city had completed a thorough inspection on a seven-year cycle, the improved data in the CAMA system would assist the city in dropping to a five-year re-inspection cycle.  

Mr. Skraba questioned whether assistance from the County Assessor’s office would help the city become current on overdue assessments.  Mr. Swartwoudt felt that statistically the city was on target for valuation; help from the county would only complete the assessment sooner.  Mr. Gellatly, who preceded him as City Assessor, added that the historical database is fairly stable, and new construction is not missed because of permitting required to build within city limits.  

The panel expressed concerns:

· If all buildings are not measured, how does that affect the quality of assessment?  How do you quantify your results?

· If you had more data, would that give you better support in tax court?

· Are the difficulties with tax court cases a public relations issue for the City of Duluth?

Mr. Swartwoudt asserted the quality of assessment is supported by how closely market value of properties sold matches assessed values.  He acknowledged that tax court is an expensive proposition for the city, and that the office has only a few months to address and resolve filings.  Remedies can be applied within the Assessor’s office when values change dramatically; certain Park Point parcels, for instance, have stratified rates to accommodate long-time residents whose neighborhoods experienced significant increases in property valuation.      

Duluth has 52,000 parcels, 40,000 of which are taxable.  Just under 2,000 are rated commercial; another 8,000 are industrial.  Mr. Swartwoudt’s staff is comprised of three residential appraisers, one commercial appraiser, and three clerical staff.  A new appraiser is expected to be hired soon.  Chair Cole asked if more staff would bring the department to acceptable standards.  Mr. Swartwoudt agreed it would and noted that requests for more employees were made in recent years.  The department will restructure jobs as people retire, condensing and reassigning work.  

Mr. Bigelow and Mr. Skraba wondered if a mandate with implied penalty from the Department of Revenue would help the city administration see the urgency of the situation.  Mr. Bigelow asked whether the Assessor’s office had gone directly to the city council to advise them that more people are necessary to be in compliance.  Mr. Skraba suggested that perhaps legislators need to be involved to create this oversight.  Mr. Bigelow voiced a concern that taxes around the county are unfairly assessed if there are inequities in any area.  Chair Cole reiterated that the panel’s focus is on a recommendation that will tell county commissioners what practices will make assessment timely, uniform, and fair.  

Mr. Monacelli put a number of questions to Mr. Swartwoudt.  


Q:  What is the plan for commercial inspection?

A:  We intend to break the city into five zones of reasonable regionality for commercial/ industrial properties of similar value, to determine the feasibility of a five-year inspection cycle.  
Q:  How do you address tax court issues?

A:  It’s difficult to know how to plan for tax court petitions because we never know how many we will get.  Part of the problem with tax court filings is that after cases are filed, we have no further response from the filing attorneys – no letters, no calls.  We send letters and request dismissal if there is no pending action, but we can go no further until we hear from counsel.
Q:  Do you feel you have a qualified staff in the City of Duluth to handle tax court cases?
A:  We’re gathering more knowledge and experience, and we’re building a database.    Qualifications are increasing; we can improve.

Q:  Is there a timeline for these improvements?

A:  It is a balancing act between appraisals and tax court for our staff.  One person can be assigned to tax court filings, but doing that weakens the remaining staff’s ability to perform their regular duties.  I anticipate a schedule of 18 months to two years.  

Q:  If Duluth’s tax base is not on a par with the rest of St. Louis County, others in the county may be overcharged.  Is there a plan of record to address this?

A:  Our residential inspections are in effect on a seven-year cycle, but there is presently no definitive plan for commercial inspections.  

Q:  Are there areas for shared services?  In what ways can the county work with you?  What collaborative efforts can be undertaken?

A:  Most discussions have taken place within our office, because that’s what we control directly.  The county has reached out to us.  In only two months on the job, I’ve not yet developed a familiarity with the job that permits me to identify areas of potential improvement.  

Adele Hartwick, Duluth’s Director of Finance, stated that the city has had conversations with the county and shares the CAMA system and other physical facilities and equipment.  The primary problem is a lack of people.  The city has looked at collaboration with St. Louis County and could not find a savings.  The City Assessor’s office is working with County Assessor Dave Sipila on best practices.  

Mr. Puhek noted that it is difficult to build a good valuation model on incomplete data.  Mr. Gellatly stated that some data issues were due to a home-created software application which didn’t transfer records to a CAMA system.  A good deal of data exists, but must be converted from handwritten records.  Duluth’s zoning laws prohibit major changes in most building footprints, and building permits help track new construction.    

Regarding tax court, Mr. Gellatly stated that during his tenure, most cases were settled out of court.  This was done at the suggestion of the county attorney, whose office provides the attorney for tax court cases.  Most settlements were small reductions.  

Mr. Mulder asked if there is a requirement in place to address cases in which no response is received after the initial filing, to create incentive to act.  Mr. Swartwoudt replied that the city responds to the brief upon receipt, but is hindered by delays and continuances.  Currently, the tax court’s calendar is full enough that no briefs filed in 2011 have been assigned a court date.  Mr. Gellatly stated that St. Louis County bears the financial burden of defending tax court cases, and the cost to complete full trials does not justify the savings to the tax base.
Mr. Monacelli questioned whether the owner of a commercial property in Duluth could be assured of a settlement if a petition was filed in tax court.  Mr. Gellatly replied that once filing occurs, the attorney is not obligated to expedite the matter until the client drops the case or depletes their resources to pursue it.  Mr. Monacelli asked how the city could send a message to the public that it will defend against frivolous cases.  Mr. Gellatly responded that the cost of litigation winnows out most plaintiffs.  Mr. Swartwoudt noted if the Assessor’s office is doing the job it should, it will be able to engage such plaintiffs on the merits of the assessment.  Mr. Gellatly stated that during his tenure, he was advised by the county attorney not to take on small cases, but settle instead, as it was more cost-effective.  
Mr. Swartwoudt gave the Assessor’s current budget as $830,000.  Commissioner Dahlberg suggested the panel invite the county attorney to participate in a future session on tax court.

After a brief recess, Chair Cole introduced representatives of the Minnesota Department of Revenue.  John Hagen, the director of the property tax division, applauded the efforts of the group to look at the critical issues of equalization and quality of assessment in St. Louis County.  He shared his concerns for the city of Duluth.  Mr. Hagen maintained that there is much more to assessment than ratios alone, that a municipality could have a very good ratio without having an equitable assessment.  
Staffing levels are a particular concern, as are tax court issues.   At some point, government cannot do more with less.  Duluth has a lot of property and a lot of value.  If individuals sense weakness in the Assessor’s office, such as insufficient staff support for tax court, they may victimize the city by litigating with the expectation that they will win or overburden the system to the point that the city cannot defend itself in court.  Attorneys who make their living in the property tax field advertise for clients looking to improve their bottom line through tax court relief.  Mr. Hagen felt that perceived vulnerability in the Assessor’s office could lead to an increased number of filings.  
Property inspection, which formerly was done in a quartile, was changed by the legislature to a quintile in 2010.  The previous remedy for failing to meet the quintile was a mandatory reassessment by the Commissioner of Revenue.  Occasionally, there are reasons that the quintile could not be met; new legislation removed the mandate.  The Department of Revenue can still invoke the reassessment, but is now not required to institute it by law.

There will always be variations, but without good data, there cannot be quality assessment.  A complicating factor in 2011 is the replacement of the homestead credit with the Market Value Exclusion (MVE).  Assessors can expect to devote a great deal of time to explain the effects of the MVE to the public, and why property values decrease while property taxes increase.   
Larry Austin, Department of Revenue property tax compliance officer for St. Louis County, agreed the staffing of the Duluth Assessor’s office is unsustainable as currently set.  General recommendations from professional organizations like the International Association of Assessing Officers suggest 6,000 to 8,000 improved residential parcels per appraiser.  Duluth’s approximate 32,000 residential properties should then be divided between four to five appraisers.  The most critical problem, in Mr. Austin’s estimation, was the assignment of 8,000 improved and unimproved commercial parcels to a single appraiser.  With an average file of 1,500 to 2,000 parcels per appraiser, he advocated a minimum of three to four commercial appraisers in the department.  By increasing the size of the staff and having one or two tax court specialists, the message sent is that the department has enough people to defend its assessments in tax court.  Successful verdicts may even get increased values from the court, which sends an even more potent message.  Mr. Austin also advised that additional staff was needed to build the data required for good assessments.  It was his opinion that building permits do not catch all improvements, such as remodeling or finished basements.  The best method to improve assessment quality is to have staff on hand for door-knocking and inspections.

Mr. Bigelow stated that from a city council standpoint, the only way to make certain staffing levels were adequate was for a dictate to come from the Department of Revenue.  Mr. Hagen conceded that although that might bring about better compliance, the process to order reassessment was complicated and extremely costly.  Cities of the first class have been hit hard in the last few legislative sessions, making justification of staff increases difficult.  The expense of added staff, however, pales in comparison to the cost of Revenue-ordered reassessment.  Mr. Bigelow concurred, and said that the prohibitive cost of reassessment should be an admonition to government to protect the revenue it has.
Chair Cole asked about issues of compliance and enforcement the panel had discussed.  She asked whether St. Louis County and the Department of Revenue could collaborate to establish performance enforcement standards for the purpose of providing service to taxpayers that is timely, uniform and fair.  Mr. Hagen stated the Department of Revenue is reluctant to use the solutions available to them because they are draconian.  Cost is excessive and quality cannot be assured, resulting in unanticipated side issues that must be resolved.  Reassessment is a last-ditch remedy, and really the only one they have.  The Department tries to find legislative solutions.  

In the case of Duluth, Chair Cole asked how compliance would be achieved, short of reassessment, if no alternative measure was available or enforceable.  Mr. Hagen asserted that unless the city adds staff, there could be disastrous consequences.  Once data gathering is complete, the records are easier to maintain, particularly with commercial/industrial parcels. 
Mr. Bigelow asked whether a strongly worded letter from the Department of Revenue could sway the city administration, particularly if it identified the penalty faced unless problems were corrected in a timely manner. Mr. Gellatly said that twice, when the city council asked what the consequences would be if the quintile was not met, he had to tell them there were no consequences.  Nothing as simple as a fine can be presented to help make the point.  Mr. Skraba questioned why, if the legislature gave the Department of Revenue authority to mandate compliance, they could not also devise a more accessible, less drastic tool to compel compliance.  

Mr. Palmquist described a situation in which a contract assessor did not complete work to an acceptable standard.  Because it was a long-standing problem and the Department of Revenue had been made aware of it, he wondered why the Department took so long to address it.  Mr. Hagen noted that some specific job functions for St. Louis County contract assessors are different than they are in other counties, and the Department decided not to interfere with a system that in most instances worked well.  Changes in leadership at the Department during that time were also a factor.  The problem the Department of Revenue faces is that the state pays for their own staff, but counties pay for assessors.  If the director gives an assessor an instruction which the county board countermands, the assessor will listen to the county board.  Some assessors market their job by guaranteeing the jurisdiction the lowest ratio possible, forcing surrounding communities to pay more.  Underbidding seems like an attractive prospect in a time of financial uncertainty, but there are consequences.  

Mr. Austin recalled a penalty instituted in the 1980s to deter non-compliance by withholding state aid.  Complaints from local government were so numerous that implementation was delayed by five years, then an additional five years, and finally dropped.  Once complaints to the legislature begin, such measures fall out of favor.  It’s difficult to formulate a workable system of compliance that everyone agrees to.

A map showing three options in assessment systems in Minnesota was distributed.  
1. True county assessment is a mode which requires a special resolution of the county board.  All employees are county employees, and the county provides a budget to support salaries, benefits, equipment and all things necessary to do assessments in all jurisdictions in the county.  Communication is easy because everyone is housed together.  
2. The second option is the not true county assessor system; all districts not assessed by the county negotiate with the county to do their assessments.  County employees do the work, which provides continuity and communication.  
3. The third system is a hybrid, such as the one used in St. Louis County:  the county does some assessment, cities can have their own assessors, and the remaining assessment is performed by contract assessors.

Mr. Skraba asked, if the Department of Revenue regulates St. Louis County, who regulates local assessors?  Mr. Austin responded that the county assessor has the authority to examine a contract assessor’s work; if it is unacceptable, the county assessor may order a reassessment by his staff.  The Commissioner of Revenue also has authority, and the Minnesota State Board of Assessors can revoke a license.  Mr. Skraba questioned if employees of contract assessors were required to have the same licensing standards as the contract assessor.  If something more than simple data gathering is done, Mr. Austin replied that the contract assessor may be in violation. Licensure is required at levels determined by the state.  The Department of Revenue can pull licenses if violations occur.  Townships have to make a commitment to quality.  
Ms. Jackson added that townships have accountability for the choices they make.  When a contract is bid low, and that contractor’s work is deficient, the county reassesses the jurisdiction for an additional price.  The township may take the cost of the two together and still consider it less expensive than hiring someone else at a higher rate.  Townships need to know that such a practice is not a value.  Education on the subject would be helpful.  Mr. Hagen said that the Department of Revenue holds classes for township supervisors and county commissioners.

Mr. Monacelli asked for Mr. Hagen’s thoughts on strengthening remedial action and putting teeth in penalizing non-performance.  Mr. Hagen acknowledged a previous “hear no evil, see no evil” attitude, which is transitioning to a more strict posture.  He also believes the State Board of Assessment should be more responsive and responsible to assessors, and exercise their authority as necessary.   He recognized a need to find middle ground in crafting enforcement tools and penalties that address issues without creating hardship.  Communications between the State Board of Assessment and the Department must also improve.  

Mr. Austin suggested that depending on the recommendations of the panel, Mr. Hagen can bring them forward to legislators and look for legislative remedies in technology or revenue policy bills.  With the support of local legislators, the chance of implementing change improves.

Chair Cole stated that ultimately, the solution to these problems may come down to licensure and qualifications for assessors.  A partnership with the Department of Revenue would help resolve inequities.  Mr. Hagen complimented the panel on the scope of their discussions.  In other counties, he speculated, this conversation would be unthinkable.

Hearing no further business, Chair Cole called for a motion to adjourn, made by Mr. Skraba and seconded by Mr. Bigelow.  It passed on a voice vote.  The meeting adjourned at 12:24 P.M.

Respectfully submitted,

Roni Town
Recording Secretary                
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