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CONTENTS: M odifies appraisal requirementsfor state agencies and political subdivisions making real
property acquisitions from private owners

State Fiscal Highlights

STATE FUND FY 2003 FY 2004 FUTURE YEARS
General Revenue Fund and other state funds
Revenues -0- -0- -0-
Expenditures Potential increase Potentid increase Potentia increase

Note: The state fiscal year is July 1 through June 30. For example, FY 2003 is July 1, 2002 — June 30, 2003.

There exigts a potentid for increased costs under the bill’s requirement that State agencies begin negotiations to
acquire property using the gppraised vaue as the minimum offer and not merdly with an offer which te agency
believes to be just compensation. In generd, the purchase price for the property is usudly the appraised value, as
agencies do not usudly deviate from it. In afew cases, purchase prices can exceed the appraised vaue of the

property.

The hill requires a second appraisa to be performed if a lengthy period of time has passed between an appraisa

and the onset of earnest acquisition discussions, or if the owner presents information that shows that the value of the
property has changed. As gppraisa costs vary according to the size and type of property—indudtrid, commercid,
or resdentia—this provision may add additiona costs to the acquisition process.

The Department of Adminigrative Services (DAS) on behaf of the Board of Regents (BOR) for Sate universties,
the Department of Natura Resources (DNR), and the Department of Transportation (DOT) are the agencies most
frequently involved in property acquisition. These agencies generally conduct second or updated appraisas if the
owner contests the origind appraisd vaue.

The Department of Adminidirative Services (DAS's) Divison of Red Edtate Services coordinates appraisal review
and property acquisition formalities for other state agencies. For most agencies, DAS is cited as the date entity
involved when property acquistions go into eminent domain proceedings. Cases involving DNR, DOT, and the
Department of Public Safety (DHS) are handled separately by those agencies.




Redl property acquistions undertaken by the Department of Trangportation (DOT) are covered under federal law.
DOT currently follows the procedures outlined in the bill, such as providing second appraisds, and thus would not
be subjected to increased costs as required by the bill’ s provisions.

Local Fiscal Highlights

LOCAL GOVERNMENT FY 2002 FY 2003 FUTURE YEARS
Political subdivisons
Revenues -0- -0- -0-
Expenditures Potential increase Potentid increase Potential increase

Note: For most local governments, the fiscal year isthe calendar year. The school district fiscal year is July 1 through June 30.

Property acquisition costs for these entities may aso increase, as they would be required to adhere to the new
gppraisa standards prescribed for state agencies. Counties, municipalities, and other units of government such as
Sanitary sewer digtricts and conservancy didtricts are dl typically involved in property acquisition.

Although the number of property acquistions in negatiation varies eech yedr, it is likey that the cost of providing
second or updated appraisals could increase redl estate acquisition costs.

Red property acquisitions undertaken by politica subdivisionsin conjunction with the Department of Trangportation
(DOT) are covered under federa law. The procedures outlined in the bill, such as providing second appraisds, are
currently carried out and thus would not subject those political subdivisons to increased costs as required by the
bill’s provisons.




Detailed Fiscal Analysis

The bill modifies aspects of current law that govern the way in which state agencies and politica
subdivisons acquire red estate for public purposes. There are now certain guidelines that agencies and
public entities must follow in the gppraisd and acquisition negatiation process. The bill modifies these
guiddines and requires sate agencies and palitical subdivisonsto do the following:

Furnish the owner a copy of the appraisa if the property is appraised a a vaue over
$10,000;

Obtain updated gppraisas when the existing gppraisa is more than two years old or the
current owner presents evidence that the value of the property has changed since the
origina appraisa was performed; and

Require that the appraised vaue be used as the minimum offer when acquisition negotiations
begin.

The provisons listed above could increase the codts of red estate acquidtion, both for state
agencies and political subdivisons. These added costs may be included in requests for capitd
gppropriations, both on the state and local leve.

Furnishing a copy of the appraisal if the property is appraised above $10,000

Typicaly, an agency or political subdivison does not provide a copy of an gppraisa to a
property owner. If an agency or political subdivison were required to do o, it islikely that a property
owner 1) would contest the appraisal, or 2) take afirmer stance in negotiating the sale price of property.
State agencies or politica subdivisons customarily show gppraisas to owners only when the proposed
acquidtion results in eminent domain proceedings. In a few cases, limiting state agencies leverage to
negotiate might have the effect of increasing overal property acquisitions costs.

Updating appraisals if the property owner demonstrates valid reasons why previous one is
incomplete or outdated

The bill outlines conditions under which a gate agency or politica subdivison would have to
obtain a new gppraisa, and this provison may add additiona cogts to the acquigtion process. Costs
range from $200-$10,000 per appraisa according to the sze and type of property—indudrid,
commercid, or resdentid—and the methodology employed. Second appraisas or updates required
under this provison would impose a financid cost upon politica subdivisons that do not conduct
second or updated gppraisals except under unusud circumstances. Under current law, political
subdivisons conduct second or updated gppraisas a their discretion; this provision in the bill would
mandate them to conduct second or updated appraisals.




For example, in urban Franklin County, gpproximately 115 appraisas were contracted out for
property acquisition during caendar year 2001 with costs ranging from $1500-$4000 for each
gopraisa. Franklin County estimates that twelve to thirteen percent of their gppraisals would need a
second or updated appraisal under the bill’s provison. Based on these estimates, Franklin County
would be required to pay an additiona $20,700 for these gppraisas. In order for a locd impact
determination to be assessed upon a political subdivison, a threshold of $5,000 must be surpassed;
Franklin County would have aloca impact determination as it surpasses the minimum threshold.

Deaware County conducted twenty-three property acquisitions during calendar year 2001 with
costs ranging from $800 for residential appraisals to $3000 for commercid gppraisds. Delaware
County would need to conduct only two commercia appraisas, seven resdentid appraisals or any
combination thereof to surpass the $5,000 local impact determination threshold.

Requiring that the established appraised value be the minimum offer for real estate
acquisition

A dae agency’'s or politica subdivison’'s negotiations to buy resdentid red edtate usudly
begins and ends with an offer that is equivaent to the appraised vaue of the property; commercid red
edate acquistions generdly begin negotiations below the appraised vaue but increase up to the
gppraised value through the negotiation process. By requiring that the appraised value be the minmum
bid, the cost of red estate acquisitions, particularly commercid property acquisitions, could increase.
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