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Is it Still the Right Fit? 

Remember back when you first purchased your building?  It 
was the perfect fit.  You moved in and began operations with 
little or no fuss and muss.  Same for those machines you 
bought a decade ago.  They were the highest efficiency 
available and boy you were off to the races.  Well, as it 
happens, things change.  You’ve grown and added space in a 
kind of hodgepodge to keep things working…if not with the 
greatest efficiency.  Technology has made great strides 
making a number of your machines inefficient or worse, idle. 
In other words, you have obsolescence! 

Obsolescence plays a significant role in property taxes.  
Property plant and equipment are subject to three different 
forms of obsolescence; physical, functional and economic.  
Each has its own way of impacting your property tax burden.  
In this article we will focus on functional obsolescence (FO) 
as it relates to real property and how it can negatively affect 
property values. 

Functional obsolescence is defined in “Real Estate Appraisal 
Terminology” and published by the Society of Real Estate 
Appraisers as follows: 

“FO is an impairment of functional capacity.  It 
reflects the loss in value brought about by such 
factors as over-capacity, inadequacy and changes in 
the art that affect the property item itself or it’s 
relation with other items comprising a larger 
property.” 

FO directly relates to functional utility (utility, capacity, 
design and/or layout) which may or may not be obvious in a 

particular property.  However, if it is present it can severely 
affect the market value of the property. 

Functional obsolescence can exist directly or indirectly.  An 
old plant having numerous additions can have direct FO in and 
of itself while another property can have indirect FO to one 
user and not another.  To illustrate, consider a building having 
30’ wall heights but only 15’ are necessary for the operation to 
be housed in it.  A prudent purchaser would normally be 
unwilling to pay for such overcapacity. 

Similar in theory is a large industrial facility comprised of 5 or 
6 small buildings all conducive to the manufacturing process.  
Piecemeal construction, as this is commonly referred to, 
would typically result in a disjointed production flow.  
Consequently, the inefficiency of such a building to the 
working environment would ultimately detract from the 
property’s market value.    

After identifying the FO within a property, the valuer must 
measure its effect on market value and negatively adjust the 
value of the improvements. Quantifying the overall 
depreciation in a property is a difficult task.  In the case of ad 
valorem taxation, should an assessor be unaware of or 
underestimate FO the resulting assessment will be excessive.  
The results would be over taxation for the taxpayer. 

If you think one of your properties may suffer from a form of 
functional obsolescence please call us for a review.  While we 
are constantly on the watch for this form of obsolescence your 
input is invaluable in identifying FO situations we may have 
missed.  If it is no longer a good fit let us take a look at it!  

 
Hell Hath No Fury Like….Mother Nature 

We send our sincere sympathy to all those who have suffered at the hands of Mother Nature this season.  It’s been a rough year 
and we haven’t hit winter yet. Numerous taxing bodies have announced tax relief measures for various taxes including property 
tax. Be sure to check with your local authorities. 
 
 Real estate is valued as of the assessment date and taxes are paid on that value, despite any catastrophe that happens after that 
date.  While in some instances it is possible to reduce the assessment for the current year, most statutes dictate these disasters be 
considered in the following year.  Even if your property has been restored by the subsequent assessment date, in some cases it is 
possible to have the value prorated for the reconstruction period. 



Some UPdates! 
South Carolina—H 3713, signed into law by Gov. Nicki Haley 
helps negate the negative impact of prior legislation that led to 
higher property taxes following assessable transfers of interest 
or ATI.   
 
The bill grants an exemption of 25% when a property sells at a 
higher price than its current tax assessment.  However, the 
exemption cannot reduce the value of the parcel below its 
current fair market value as reflected on the property tax 
assessor’s books. 
 
The first year the exemption is claimed the owner or their 
agent must notify the county assessor before January 31. 
 
Colorado—Senate Bill 11-119 passed and signed this year 
changes the rules for appealing property taxes for income 
producing commercial real estate.  
 
Previously a taxpayer protesting was not required to exchange 
information until ten days prior to the hearing.  The Bill 
changes that deadline to 90 days after filing the appeal.  At 
that time the taxpayer must disclose specific financial data and 
the assessor must disclose the data and methods they used to 
determine the property’s value. 
 
Owners must now submit, within 90 days of filing their: 

 Actual annual rental income for the past 2 full years 
 Tenant reimbursements for 2 full years 
 Itemized expenses for 2 full years 
 Rent roll for 2 years including: tenant names, 

addresses, lease dates, option terms, base rent, square 
footage leased and vacant space. 

 
Colorado County Assessors hope this will help limit the 
number of protests filed with the Board of Assessment 
Appeals.  Taxpayers, however, shouldn’t let that stop them 
from appealing when they feel they are over assessed. 
 
Illinois—HB 212 effective 1/1/2012 allows that Illinois 
property not otherwise exempt from property tax, but situated 
in a qualifying business corridor created by in 
intergovernmental agreement is entitled to a property tax 
abatement.   
 
A qualifying “business corridor” is property that encompasses 
territory along the common border of two disadvantaged 
municipalities and is 1) undeveloped or underdeveloped and 
2) is not likely to be developed with the creation of the 
business corridor.  The abatement under any such agreement 
cannot exceed 10 years in duration.       
 

 
 

 

Go Bears!! 
 

Defining Non Profit 
The Illinois Department of Revenue put some plans for 
nonprofit hospitals on life support recently when they denied 
exemptions for three nonprofit healthcare providers.  Rulings 
on 15 more hospital groups will be coming in the next few 
months.  These rulings will affect hundreds of parcels.   
 
Illinois is facing record deficits and has a pile of unpaid bills.  
This is causing them to take a hard look at all the exemptions 
they offer.  Although no clear statutory guidelines on the 
nonprofit hospital exemption appear to exist there is the State 
Constitution and a recent Supreme Court decision prompting 
this latest action.  
 
The Illinois constitution states exemptions can be granted 
when property is used “exclusively…for charitable purposes”.  
The Illinois Supreme Court in 2010 ruled against Provena 
Covenant Medical Center which had challenged the state’s 
denial of the hospital’s tax-exempt status.   
 
The Chicago-based Center for Tax and Budget Accountability 
reports that about 75 percent of the hospitals in Illinois are 
nonprofits and those in the Chicago area received $489.5 
million in tax exemptions and delivered charity care valued at 
$175.7 million.   
 
Hospitals point to the fact that they are one of the few 
industries in Illinois still hiring.  The state, with an 
unemployment rate above the national average, can hardly 
afford to antagonize them.  They also argue that charity care is 
only one of the nonprofit benefits they provide to their local 
communities.  
 
As of this writing Illinois Governor Quinn ordered state 
officials not to issue any new rulings that could deny tax-
exempt status to nonprofit hospitals.  The Governor hopes this 
will give all parties time to work towards new legislation that 
would clearly define what hospitals must due to earn tax-
exempt status.   
 
This is a trend we have been seeing as we file appeals 
throughout the country.  Tax bodies are fighting harder to pull 
in all the tax revenue they can garner.  Taxpayers need to be 
vigilant and appeal when warranted.  
 
 
 

Savings Ticker…..Savings Ticker……Savings Ticker…….Savings Ticker…….Savings Ticker…….Savings Ticker………Savings Ticke 
Here is a small sample of the savings we’ve been able to secure , in the last quarter, for our clients 
$272,197 two year savings for a warehouse 
$207,605 three year savings for a shopping mall 
$60,582 three year saving for a industrial plant 
$25,465 three year savings for a restaurant 


