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S. 1938 THE CABIN-USER-FEE FAIRNESS ACT
OF 1999

WEDNESDAY, MARCH 22, 2000

U.S. SENATE,
SUBCOMMITTEE ON FORESTRY, CONSERVATION, AND RURAL
REVITALIZATION, OF THE COMMITTEE ON AGRICULTURE,
NUTRITION AND FORESTRY,
Washington, DC.

The Subcommittee met, pursuant to notice, at 3:00 p.m., in room
SR-328A, Russell Senate Office Building, Hon. Larry E. Craig,
(Chairman of the Subcommittee), presiding.

Present or submitting a Statement: Senators Craig, and Baucus.

Chairman CRAIG. The Subcommittee is called to order. The Sen-
ate Agriculture Committee is here today to take testimony on S.
1938.

OPENING STATEMENT OF HON. LARRY E. CRAIG, A U.S. SEN-
ATOR FROM IDAHO, CHAIRMAN, SUBCOMMITTEE ON FOR-
ESTRY, CONSERVATION, AND RURAL REVITALIZATION, OF
THE COMMITTEE ON AGRICULTURE, NUTRITION, AND FOR-
ESTRY

Chairman CRrAIG. Nearly 100-years ago, Congress and the Presi-
dent set up a program to allow American families the opportunity
to recreate on public lands in remote cabin settings. It is a wonder-
ful example of American people being connected to our public lands
in a responsible way, a way that fits with Gifford Pinchot’s vision
of our national forests.

Today 15,000 of these sites remain active providing recreational
opportunities to generations of families. These cabins stand in
sharp contrast in many aspects to modern outdoor recreation, yet
are an important aspect of the mix of recreation opportunities for
the American public.

While many of us enjoy fast off-road machines or watercraft or
hiking in our back country with high-tech gear, others enjoy a re-
laxing weekend at their cabin in the woods with their family and
their friends. The Recreational Residence Program allowed families
all across the country an opportunity to use our national forests.
This quiet, somewhat uneventful program continues to produce
close bonds and remarkable memories for hundreds of thousands of
Americans.

But in order to secure the future of the cabin program, this Con-
gress needs to re-examine the basis on which these fees are now
being determined. This issue first came to my attention in 1997,
when the new base fee in the Sawtooth National Recreation Area
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skyrocketed into an alarming five-digit range, an annual fee that
could be enough to purchase a lot outside the national forest, and
in some instances, to even build a cabin on it. In fact, around 140-
lots in the Sawtooth National Forest saw their annual feel catapult
up more than 500-percent. On the other hand, some areas saw
their fees go down with the new appraisal.

It is obvious now that the Forest Service was appraising and
affixing value to the lots being provided to cabin owners as if these
lands were fully developed, legally subdivided, fee simple residen-
tial lands. In other words, the Forest Service is charging for infra-
structure that they have no investment in. My goal is to see that
the cabin program remains affordable to American families. Con-
sistent with that goal, S. 1938 sets up a methodology for appraising
the cabin, which will determine the value of the use to the cabin
owner, not what the market would bear should the Forest Service
decide to sell off its assets.

Again, my goal here is to set up an appraisal system that guar-
antees a fair fee for the cabin owner and taxpayers, and to insure
the long-term viability of the program.

I look forward to hearing from our witnesses today, and want to
extend a very special thanks to the Appraisal Institute and the
American Society of Farm Managers and Rural Appraisers for the
time they have spent in the last few weeks to provide valuable pro-
fesslifgnal input on the more technical aspects of the legislation
itself.

With that, let me turn to my colleague from Montana, Senator
Max Baucus. Max, thank you for coming today.

STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR FROM
MONTANA

Senator BAucus. Thank you very much, Mr. Chairman. I thank
you for this hearing.

There are a lot of people in our country who face this problem,
and I might say in my state, it is particularly acute, because we
are such an outdoors state. Everybody in Montana is an outdoors
person, everybody. I mean, either we hunt, we fish, or we are in
agriculture, or forestry, mining, tourism, recreation, we are an out-
doors people. It is just the nature of our state.

And cabin sites are a part of life because we are an out of doors
people. I mean, whether it is Labor Day, weekends, whether it is
Memorial Day, 4th of July, recesses—recesses for us, 4th of July
and vacation for our people—we go to our cabins, or just go just
for the heck of it to relax and get away. And in many cases these
cabin sites are second, third, maybe fourth generation.

I might say, Mr. Chairman, I remember when I was a kid, a
friend of mine, a high school classmate of mine was—he was a real
goer. He decided he was going to build a cabin on one of these
sites. Forget it. We went out, and first of all, we laid the founda-
tion. We mixed our own concrete, and my gosh, that is heavy stuff
when you do not have a concrete mixer and you do it in a wheel-
barrow. And then we decided it was going to be a log cabin, so we
went out to get our logs. It probably was not the right thing to do,
but we found some trees. And so we cut down the trees for logs for
our cabin, and then we realized our trees were too big; we could
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not lift them up and put them on our truck. They were just too big.
So anyway, we set our sights a little lower, and had to cut down
some smaller trees, and lo and behold, finally by the end of the
summer, we had our cabin. And I must say, Mr. Chairman, it is
still there. And it has been used by other people in his family over
the years.

In our state, all across the country it seems, folks have sites, and
they are cabin sites, and the rental fees are just going through the
roof, and clearly, we need to find a solution that is fair and that
is fair to everybody, that is fair to the taxpayers, but particularly
fair to the owners. This is their way of life, and they love the land
and take care of it. I mean, if they are not there, the people who
live in the area of the state and take care of the land, then some-
body, more likely than not out-of-state, the Federal Government, or
whoever it is who is going to be there, it is not the same. It is not
what life is, and those people probably would not take care of it as
well as the owners do.

We had come up with a normal solution in our state in a dif-
ferent area with a different Federal agency, but it is another exam-
ple of every situation is different, and they are all unique, but they
are all the same. They are all the same in that we need to find a
solution where as much as possible, in my view anyway, the cabin
owners can continue to have the property. If they are not paying
their rents because they go up too high, they can figure out a buy-
out solution. But that is not going to be true in all cases. In some
cases it is best for the Federal stewardship to prevail, but I think
the preference should be for local people, and for the lessees or for
the owners for the reasons I just indicated. I believe strongly in
this. I know how for many Montanans, and I am sure it is the
same in Idaho and some other states, this is their life. I mean,
there is not a lot else to do in some of our parts of the country,
and this is what we want to do, just to get outdoors, just go to our
cabin, and it is that important. Thank you.

Chairman CRAIG. Well, Max, thank you. And now we know why
there were clear cut spots.

[Laughter.]

Senator BAucus. Mr. Chairman, I must say, it was a very selec-
tive cut.

[Laughter.]

Chairman CRAIG. All right, all right. I had never thought of you
cutting something that was too big, you could not lift it.

Senator BAucus. Well, that was a few years ago.

Chairman CRAIG. I am sure it was. Well, thank you very much
for that testimony, and I share with you in the concern that I think
westerners and public lands states people express over these kinds
of issues. That is why we are here today with this hearing.

Senator BAucus. Thank you. And I wish I could stay for the
hearing, but I know you will do a terrific job. Thank you.

[The prepared statement of Senator Baucus can be found in the
appendix on page 32.]

Chairman CRAIG. Thank you very much, Max.

Now let me ask the Associate Deputy Chief of our National For-
est, Paul Brouha, who is with us today, to offer his testimony on
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behalf of the U.S. Forest Service. Thank you for joining us. We ap-
preciate your time before the Committee, Paul.

STATEMENT OF PAUL BROUHA, ASSOCIATE DEPUTY CHIEF,
NATIONAL FOREST SYSTEM, USDA FOREST SERVICE, AC-
COMPANIED BY RANDY KARSTAEDT, SPECIAL USES PRO-
GRAM LEADER, AND PAUL TITTMAN, CHIEF APPRAISER,
USDA

Mr. BROUHA. Mr. Chairman, Senator Baucus, good afternoon.
Thank you for the opportunity to testify on Senate 1938. I am ac-
companied today by Randy Karstaedt, our Forest Service Special
Uses Program Manager, and by Paul Tittman, our chief appraiser.

Chairman CrAIG. Thank you both for coming.

Mr. BROUHA. Enactment of 1938 would replace the recreation
residence fee policy for National Forest System lands and direct the
Secretary of Agriculture to establish a new set of guidelines for ar-
riving at an annual fee for the privilege to use and occupy and Na-
tional Forest recreation residence lot. The proposed stipulated prac-
tices would be different from the appraisal standards that all Fed-
eral agencies are required to use in assessing fair market value.
The administration strongly opposes Senate 1938, and I will ad-
dress 3 of our most significant concerns in my testimony, but let
me first give some background in addition, perhaps to what you
identified, Sir.

In 1908 we established cabin tracts and issued special use term
permits for cabin owners. And owners were charged an annual rent
representing the market value of the land at that time, and as you
noted, they took care of that land, and often served us in very good
stead in alerting us about fires and rendering emergency aid. The
permit allowed the holder to build a structure for recreational pur-
poses, but not to occupy it on a full-time basis as a full-time resi-
dent. So the fee is really only for the site, it is not related to the
value of the structure. And as you noted, this privilege is extended
to approximately 15,000-cabin owners nationwide.

In the 1980s the Forest Service worked closely with the public
and permit holders in revising our residence policy, and in 1987
published for public review and comment, proposed revisions to ap-
praisal and fee determination procedures and policies for recreation
residence uses. Nearly 3,200 respondents commented. 96-percent
were permit holders or associations of holders. 85-percent re-
sponded favorably. The regulations were subsequently published
and adopted in 1988.

The terms and conditions of every permit direct lots be appraised
at least every 20-years. And in 1996 we started a 5-year effort to
appraise the fee simple value of all the lots. We will complete that
within the next 2-years, using the same appraisal specifications
and the procedures today that were actually set and agreed to in
1988.

For the record, I would like to include several charts displaying
the changes, this one nationally, as well as in several states, in an-
nual rental fees resulting from the appraisals. The national results
from 9,600 appraisals or about 63-percent of the total. More than
58-percent of our holders will experience either a decrease or a rel-
atively moderate increase. Less than 3-percent will experience a



5

dramatic increase of over 500-percent. The balance will see signifi-
cant increases averaging a tripling of their fee.

Now, we realize that a sudden rise in user fees can be a hard-
ship. Therefore, once the appraisal is completed, we phase in fee
increases that exceed 100-percent over a three-year period. Also, in-
creases in recreation residence fees will be implemented in fiscal
year 2000 only to the extent that they do not exceed the 1999 fees
by $2,000. In addition, no fee can be increased sooner than 1-year
after the time the Forest Service has notified the holder of the re-
sults of the appraisal.

At this time our appraisal evaluation procedures are being evalu-
ated by the Appraisal Foundation, the governing body over all ap-
praisal practices, and we have been given no reason to believe that
the foundation will not recognize our appraisal specifications as
professionally acceptable.

Mr. Chairman, I will now briefly discuss the specific objections
to the legislation.

First, 1938 would exempt the permit fee from fair market value
provisions in existing law and regulation. The Congress and the ad-
ministration have a long-standing policy that the people of the
United States receive not just a fair fee, but fair market value for
all public lands and resources.

Based on our preliminary analysis, we estimate that the fair fee
proposed by Senate 1938 would result in a return of the Treasury
between 8 and $12 million less than fair market value. A signifi-
cant percentage of our recreation residence permit holders would
be paying an annual fee that is less than the fee now being paid,
fees that are actually based on appraisals more than 20-years old.

Second, the fair fee would be different than a fair market value
rental fee. In a market economy, we rely on the market to deter-
mine what is fair. Trying to establish a rental fee without regard
to market rates for similar properties cannot lead to a fair outcome,
but rather, more likely to a subsidized result. That is not fair; cer-
tainly all the permit holders would welcome it.

Moreover, the standard for setting fees would thus be different
than the standard set by the Forest Service to assess and collect
fees for over 130 other types of special uses governing the National
Forests and Grasslands. By exempting recreation residence permit
holders from the principle of fair market value rental fees, this bill
sets a precedent for other user groups to follow, opens the door, as
it were.

Third, Senate 1938 would create a four to five-year period of dis-
ruption and inequity in the assessment and collection of fees for
recreation residence users. It would require the Secretary to con-
tract with a professional appraisal organization to develop ap-
praisal guidelines and promulgate new regulations, which could
take several years.

Senate 1938 would suspend all current appraisals pending the
promulgation of those new regulations. In addition, it would pro-
vide all permit holders who already have had their lots appraised,
an opportunity, within 2-years of the issuance of the new regula-
tions, to request a new appraisal. In the interim, the bill proposes
three options for the Forest Service to assess what are character-
ized as transition fees, and the manner in which the bill proposes
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to assess these fees would create fee inequities between permit
holders occupying comparably valuable lots during that four or
five-year transition period. In sum, most of the 4 million that has
been spent on appraisal since 1996 would be lost if Senate 1938 is
enacted.

In addition, we estimate it would cost 500,000 to develop new
regulations and guidelines, and after that, most of the 9,600 permit
holders with completed appraisals would likely request another ap-
praisal, which would cost in the neighborhood of 3- to 4-million ad-
ditional dollars.

Now, the use of National Forest land for private recreation resi-
dences is a privilege afforded to a relatively few number of persons.
Taxpayers should be adequately compensated for this private use
of public lands. The appraisals we have completed conform to the
value of a National Forest System land being occupied by recre-
ation residences. We realize it has increased over the last 20-years,
and for some lots with particularly desirable amenities such as
being close to water, that value has increased significantly. While
there is sticker shock, and we recognize that, we feel we are imple-
menting our fee policy in a manner consistent with Federal laws,
agency management direction and sound management principles
concerning fair market rental fees for the use of the public’s land.
And we believe the appropriate course would be to allow us to con-
tinue this process.

Thank you for providing me the opportunity to testify, and we
would be glad to answer any questions, and especially those of
more technical nature if you have any.

Chairman CraiG. Well, Paul, thank you very much. I am not sur-
prised by your testimony. We have been trying to struggle with this
issue for some time to create a sense of equity that I and I think
a good many of my colleagues, and certainly some of our resident
holders feel is inequitable.

I do have some questions, and I appreciate your response to
them. What is your ideal or definition of land in, quote, “native or
natural state” in chapter 6 of your handbook? How do you define
that? Do you know?

Mr. BROUHA. Mr. Chairman, the native or natural state essen-
tially means that the property would be appraised based on its con-
dition at the point prior to the construction of any structural im-
provements or ground improvements within the authorized area.

Chairman CrAIG. Would that include access or non-access?

Mr. BROUHA. You are talking about——

Chairman CRAIG. By the definition.

Mr. BROUHA. The permitted area has legal access to it. The phys-
ical access in most cases is over system roads. There are some ex-
ceptions to that where homeowners’ groups have in fact constructed
bridges or roads. Wherein the cost of a ground improvement, in or
outside of the permitted area, was borne by the permittee or the
predecessors, that is disregarded in the appraisal process. Only
those features that were paid for by the public or by a purveyor of
services like the electric company.

Chairman CRAIG. But as it relates to the definition itself, it is
the initial one, the legal—by definition, legal access?

Mr. BROUHA. Yes.
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Chairman CraiG. OK. Would you please explain to the Sub-
committee how you instruct your appraisers to take into account
the restrictive elements of the recreational residence policy and the
special use permit when appraisals are conducted?

Mr. BROUHA. The fee determination process, Senator, is in 2
parts. The first part deals with the value of the site as though un-
improved for the use. That does not reflect anything other than the
fair market value of that site within a prescribed highest and best
use recreation residence, summer home, something in that ilk. The
determination—or the recognition of the terms and condition to the
permit as opposed to the terms and conditions found in typical land
leases is reflected in the 5-percent of land value fee determination.
Current return rates based on recent market analyses reflect a
range of return rate for real estate of between 8- and 12-percent.
The 5-percent would reflective of the difference, and that was
agreed to administratively in the early 1980s as a part of this proc-
ess of negotiations with the homeowners associations.

Chairman CrRAIG. OK. At Pettit Lake in the Sawtooth National
Recreation Area, the Forest Service has been systematically termi-
nating or failing to renew cabin permits for decades, then ordering
the cabins to be removed. This creates another form of scarcity of
cabins or lots available for cabins, contributing primarily toward
the increased value of the cabins that remain active in the cabin
program. Nationwide, over recent decades, the Agency has ordered
elimination of many thousands of cabins from the cabin system,
replicating the same consequence of driving up the value of cabins
that remain in the system.

I would like to know what plans you have for the future with re-
spect to reducing the number of cabins that are currently active.

Mr. BROUHA. Sir, the Forest Service terminates or revokes no
more than 5 or 6 recreation permits annually, and it is done for
three primary reasons: the abandonment of the use by the holder;
the non-payment of fees; a holder’s breach of terms and conditions
of the permit; and from the administration’s—the land area, some-
times if there is a determination of the need for an alternative pub-
lic use of the site, that can also lead to a termination of the permit.
But we have discontinued a very small number of residence per-
mits over the past 20-years.

Chairman CRAIG. And we could go back into the records and doc-
ument 5 or 6 a year and no more than that?

Mr. BROUHA. Randy, would you?

Mr. KARSTAEDT. At one time in the 1960s, when the Agency
made a administrative decision not to issue any more new permits
for new recreation residence tracts, at that point in time we peaked
in terms of numbers of authorizations at around 19,000 authoriza-
tions. We are down around 15,000 right now. I do not have records
with me, but I would venture to say the majority of that reduction
has occurred over time, where we in fact have actually conveyed
out of fee title of the underlying land to the recreation residence
owners.

Now, admittedly, we have also terminated and converted some of
these sites to alternative public purposes, where we have identified,
through a planning process, that there are other public purposes
that might be served in the locale of a particular tract or lot, like
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proximity to a trail head, a boat launching area, a campground, a
picnic site, that sort of thing.

In the future—and it is in our policy right now—whenever a de-
cision like that is made, it is made through the Forest Land and
Resource Management Planning Procedures, public disclosure, com-
ment, notice, and decision making with opportunity to appeal, and
in the policy we are obligated to give the holder a minimum of a
ten-year advance notice of when the conversion to an alternative
public purpose might occur. So to predict what might happen in the
future is really dependent on individual land and resource manage-
ment planning process at the local level.

Chairman CRAIG. You peaked at 19,000 when?

Mr. KARSTAEDT. In the mid 1960s.

Chairman CRAIG. So within a 40-year period or a little less, you
have dropped by 4,000.

Mr. KARSTAEDT. Right.

Chairman CRAIG. And you believe most of those were converted
to fee simple?

Mr. KARSTAEDT. Most of those, I believe, were—yeah, were con-
verted through a land exchange, most typically, where we convey
the fee title to the cabin owners.

Chairman CRAIG. Cabin owners in the Valley View Cabin Tract
in the Sawtooth National Forest initially faced much higher fees as
a consequence of the Forest Service’s appraisal results. The cabin
owners contracted with an independent appraiser, a man who is
state-certified to conduct appraisals in Idaho, for a second ap-
praisal, as provided by the recreational residence policy. The ap-
praisal value of the typical lot at Valley View turned out to be
much lower in the second appraisal than the Forest Service’s initial
appraisal, resulting in a substantially lower fee. The Forest Service
accepted the results of the second appraisal, yet nearby, at Pettit
Lake in the Sawtooth National Forest, a second appraisal was also
conducted by another Idaho-certified appraiser, and the Forest
Service has sat on the record, the second appraisal, for over a year
without making a decision.

Let me ask a couple of questions specifically to this, if you are
knowledgeable of this situation. What do you intend to do at Pettit
Lake, and could you also tell us whether the Forest Service ap-
praiser or appraisers who conducted the initial appraisal of the
Valley View tract, and at the Pettit Lake tract, were certified by
the State of Idaho to be conducting appraisals in our state?

Mr. BROUHA. Mr. Chairman, all Forest Service staff appraisers
are certified in a state under OMB 9207, and because of the scope
of the jurisdiction, we are only required to be certified in a state,
meeting the intent of USAP, but every Forest Service staff ap-
praiser holds general certification.

Second, regarding the specifics, the second appraisal is looked at
in context with the instructions. If it is prepared to the same stand-
ard as our Chapter 6 instructions, and it is well documented, that
report would be accepted, and that is part of the appeal process,
if you will, or a proxy for the appeal process, and it has worked
fairly well in those cases where the second appraisal was written
to the same standards.
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The second appraisal at Pettit Lake had a number of issues, and
I am personally familiar with it. It was an extremely complex proc-
ess, and the review on the second appraisal will be forthcoming. I
think it probably would be inappropriate for me to talk about
whether it is accepted or rejected.

Chairman CRAIG. I respect that.

Mr. BROUHA. But I will tell you that there were a number of
problems that were associated with that, and the review
appraiser——

Chairman CRrAIG. When do you expect that to be out? I think
that is an appropriate question.

Mr. BROUHA. I would say probably within the next week to 2-
weeks. The review appraiser has to wrestle with a lot of tough
issues and consulted with me on a whole flock of it. I did not be-
come the reviewer of record, but I did provide substantial assist-
ance in interpreting the policy and procedures. It is very important
that those second appraisals be written to exactly the same stand-
ard as the first. Otherwise, we end up with divergent opinions
every time, and then there is no resolution. So that was the major
issue.

We have had a number of cases where the second appraisal has
been written; it was written to the appropriate standard, and has
been accepted, and resulted in a reduced fee over what the first ap-
praisal suggested.

Chairman CRAIG. No matter how good your appraisal process is,
if the result is hundreds or even thousands of cabin owners being
forced to sell, would it be your choice to go ahead with the present
process or reevaluate the process?

Mr. BROUHA. Mr. Chairman, we have, on the basis of the 9,600
that we have already surveyed, in fact, we do not feel that will be
the outcome. Certainly, there are some situations where there may
be some appraisals forthcoming around highly attractive lake
tracts where we have significant development and appreciation of
value, where those value increases have not been matched by our
process to increase the fees over time. The sticker shock is going
to be pretty evident. There are some ways of mitigating that, per-
haps in the future, where we could have a return of an appraisal
on a more frequent term than every 20-years. We could also tie the
escalator of the rental fee to a county appraisal and note the in-
crease generally in that particular area. There are several ways
that we could hopefully resolve that particular, but I think the ap-
praisal process is sound, and I think the concept of obtaining fair
market value is a valid one.

Chairman CRAIG. Well, obviously, I am in search of some of the
things you have suggested, although those suggestions have not
been forthcoming in policy or rule or regulation from the Forest
Service. Any time you do not appraise except every 20-years and
the circumstances of the area change and somebody gets a 400,
500- or 600-percent increase, sticker shock is evident. And the cir-
cumstances of the owner may not have changed. The circumstances
of the area may have changed. And to suggest after the fact that,
yeah, we could do this or we could that, you know, thank you very
much. That is long after the person has either had to sell the cabin,
get rid of it or walk away. I do not think that, that serves our prob-
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lem, and that is probably why I am sitting here today with a bill,
and you are sitting there giving testimony on it. I have sensed a
rigidity that I thought was unacceptable on the part of US Forest
Service in certain instances. I followed it very closely. I agree with
you, the broad argument is there. In this instance, the narrow ar-
gument is, in my opinion, unrealistic.

Is it the opinion of the Forest Service that the cabins it admin-
isters are equivalent to other vacation cabins on private land?

Mr. BROUHA. Let me have Paul address that, because that is an
appraisal question.

Mr. TITTMAN. For the most part the utility that is afforded a
cabin holder is equivalent to what an individual on a commensu-
rate piece of private land gets, the difference being ownership. Any
time you rent something, the difference is that you pay for it every
year, and if you rent it long enough, you will pay for it multiple
times, and it makes no difference whether it is a recreation resi-
dence or a house in the city. That is just the nature of renting.

Fair market value, as it applies to these—and I would like to di-
gress a little bit if I may, Mr. Chairman?

Chairman CRAIG. Sure.

Mr. TiTTMAN. If you look at the total picture, nearly all of the
dramatic increases have occurred in and around waterfront prop-
erties, as Mr. Brouha stated. Lake effect has a tremendous effect
on value. There are not any more lakes, and there is fewer and
fewer lots available for those lakes. The demand for that kind of
thing is tremendous.

I have been monitoring on an unofficial basis what I would refer
to as leasehold sales, those situations where cabin owners sell their
cabin to another permittee and we reissue the permit. And in a lot
of cases I have been able to determine the actual price paid for the
cabin. We find that in the waterfront areas there is a dramatic re-
flection of leasehold and by definition—I know you are very aware
of this—leasehold represents the difference between contract rent
and market rent on a cumulative basis. When you see that kind of
thing, it can only tell you that the use charge under the prior regi-
men are not being recognized in the market, and the market is say-
ing they should be substantially higher, and those leaseholds re-
flect that.

The concern that we have is, is the annual indexing process, and
to supplement what Mr. Brouha said, I personally contacted five
states, your state among them, spoke to the state departments of
revenue. And what I have found is that in the counties where we
have occupancy of recreation residence, the states in all cases can
provide us a county index that reflects appreciation for this par-
ticular class of property on an annual basis. There are ways to uti-
lize that to keep the sticker shock thing from happening once we
start with a level plateau, the beginning point of fair market value.
So there is a way to mitigate that.

The history—and I have to go back to ground zero—I was in-
volved in the reappraisal of Priest Lake and Ponderay in the 1980s,
early 1980, and I was involved in the appraisal of Georgetown Lake
in Montana in 1979. In fact, I personally did that appraisal. The
evolution of value in those areas has been dramatic. If you were
to try and buy a lot on any of those lakes, and there are privately
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held lots on both lakes, the price difference is huge, wherein we go
to the Black Hills in South Dakota, and for the most part we had
values remain static or go down, and these were not water-related
properties, but scattered tracts. We had the same thing occur in
Montana on the Helena Deer Lodge and Beaverhead Forest, where
we had scattered homes that were not water-related.

Once we have established a plateau of fair market value, we can
then index annually using localized measures that will reflect that
class of real estate in that competitive arena, and avoid one of the
major traumas. And I was an advocate of this 20-years ago, and I
still am. The issue of IPD was one selected by the homeowners.
That was contrary to what the Agency wanted. We wanted to use
CPIU because it was more commonly understood, but the IPD is
one that was selected as a more conservative index, and what hap-
pened was, is where we had dramatic increases in property values,
the IPD index that we have been using annually to reflect changes
does not——

Chairman CRAIG. Just a moment here. We will let these folks
complete.

[Pause.]

Chairman CRAIG. Please continue.

Mr. TITTMAN. Does not under any circumstance reflect changes
in the market, either on a subjective basis or on a national basis.
As a matter of fact, the IPD formula the Department of Commerce
uses has no component of real estate in it. Therefore, its applicabil-
ity is very questionable. So again, from my perspective as an ap-
praiser, to start with a current value and then go forward with a
commensurate index that reflects changes in that class of property
in that competitive arena, including Pettit Lake in the Sawtooth or
wherever, we are going to be able to stay cyclical.

The other half of this is, is when you index anything for much
more than 10-years, you lose context with reality unless you do a
market test periodically during that extended time frame, and that
has also happened here. We did not revisit value until 18-years had
passed from the prior appraisal, and on that premise, using an in-
appropriate index, you cannot help but have all kinds of serious
problems come out of the new numbers. This was destined to hap-
pen. It was predicted 20-years ago, and it happened.

Chairman CRAIG. So are you still contending that the current
method, settling cabin fees, is the same method that you created
in the 1980s?

Mr. TrrT™MAN. Yes, it is. It is exactly. The appraisal procedure
was prepared—my predecessor, Bill Wakefield, worked with a rep-
resentative of the homeowners’ association, I understand an ap-
praiser out of Florida, or a man who had appraisal experience out
of Florida, and the handbook was crafted based on their work. We
have not changed a period or a comma in that thing ever since.
And that is another issue, because technology changes, various and
sundry things that have happened that would have given rise to
changes and a cleaner definition of “native” and “natural state” to
avoid confusion. There is a number of things we could have done,
but because of the outstanding agreement, we did not touch that
document.
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Chairman CraiG. OK. Well, gentlemen, I think for the short
term, that is all the questions I have. I will leave the record open,
and I may submit some additional questions in writing for you, but
Paul and gentleman, thank you, all of you very much for coming
today to testify.

Mr. BROUHA. Thank you, Mr. Chairman.

[The prepared statement of Mr. Brouha can be found in the ap-
pendix on page 34.]

Chairman CRAIG. Now let me ask the second panel to come for-
ward if they would, please. David Mead, President of the Sawtooth
Forest Cabin Owners’ Association from Twin Falls, Idaho; March
Clarke VerHoef, National Forest Homeowners, Sacramento, Cali-
fornia; Paul Allman, American Land Rights Association, Berkeley;
Richard Betts, Betts and Associates, Berkeley, California; and Joe
Corlett, Mountain States Appraisal and Consulting from Boise.

Ladies and gentlemen, if you would come forward and take your
seats, please.

I would ask for sake of time that we—well, first of all, your pre-
pared statements will become a part of the Committee record, so
you can speak from them or abbreviate as you wish, but I would
ask that all of you try to stay within the 5-minute limit if you can.
And, David, we will start with you, David Mead.

STATEMENT OF DAVID MEAD, PRESIDENT, SAWTOOTH
FOREST CABIN OWNERS’ ASSOCIATION, TWIN FALLS, IDAHO

Mr. MEAD. Thank you, Mr. Chairman. I am David Mead of Twin
Falls in south central Idaho. Our base economy is from farming,
ranching and food processing. As a country banker, retired, and ac-
credited rural appraiser, retired, of the American Society of Farm
Managers and Rural Appraisers, I am testifying today in support
of Senate Bill 1938, Fairness Cabin User’s Fee Act of 1999.

I am here today as President, a volunteer, of Idaho’s Sawtooth
Forest Cabin Owners’ Association, representing recreational resi-
dent permittees.

My special use permit allows me a cabin on half an acre of raw,
native, natural, undeveloped land on one of the tracts in the forest.
All Sawtooth Forest Cabin lots were reappraised in 1996, one of
the first in the Nation. We were stunned by the results. Fees in
our tract increased 541-percent from $390 a year, too low, to $2,500
a year, too high. Each family then was forced to decide whether the
limited seasonal use and Forest Service heavy restrictions were
worth the fee increases or not. Some cabin owners sold imme-
diately, could not afford what was coming. Most of us got a second
appraisal, allowed by the Forest Service, for it was evident that the
Forest Service’s first appraisal was based on cabin lot being fully
developed within legally subdivided neighborhoods as fee simple
property, not the raw, undeveloped natural lots with no improve-
ments, as the stated policy of the Forest Service is. My small log
cabin my family built, has no electricity, no plumbing, no phone.
We have an outhouse and carry water in a bucket up from the
creek.

The bill will provide relief to some 15,000-cabin owners in 25-
states and Puerto Rico who mostly, suddenly, face alarming and in-
creasingly high fee permits. In our high profile cabin area, the
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Pettit Lake Tract, new fees are scheduled to go from roughly
$1,100 a year to $22,500, and up to $67,500 a year. These permits
contain many Forest Service restrictions on our use of a lot, and
I have attached a list of these in my written testimony. The cabin
permit is one among other documents that must be read and un-
derstood, the values of positive and negative, to be considered dur-
ing the appraisal process.

However, the major problem is that the appraisal methodology
utilized by the Forest Service, in this round has proven to be incon-
sistent and unreliable, and permittees learn quickly that there is
no inclination within the Agency to resolve the several problems
that plague the fee determination process. The unquestionable
piece of evidence that validated the flaw in the current system is
that the Forest Service accepted the results of our second ap-
praisal, setting aside their own first appraisal. It appears that only
further guidance from Congress will succeed in sorting out the con-
flicting Forest Services faces. On one hand Congress and the GAO
has directed resource agencies to maximize revenues from Federal
lands, and in so doing, the agencies contrived a system that now
will capture more than the fair market value from the cabin own-
ers. On the other hand, both Congress and the Forest Service made
commitments to the American people to provide ample opportuni-
ties for appropriate, affordable recreation on Federal lands, diverse
recreational opportunities for average families and individuals with
average or lower incomes or pensions, the new cabin fees make
unaffordable for most one of the oldest recreational program, the
Cabin Program, authorized by Congress in 1915. These policy ob-
jectives need not be in conflict. The program has been providing
families with affordable recreation for decades.

The legislation preserves that program objective and returns fair
market value.

Forest Service cabin lot permit fees are very different, and far
less than private lot fee simple rights. As you can see from the
large display on the easel over there, we Forest Service cabin own-
ers have very few rights compared with the private owners. One of
the biggest differences is that we cannot prevent public access on
our lots except within our cabins.

As a banker type, I leave with one fundamental professional ob-
servation. Assuming credit worthiness, I would approve a mortgage
to the owner or prospective buyer of a fee simple parcel, but even
assuming vast riches, no banker would grant a mortgage for the
asset that is a cabin authorized on the forest land under this pro-
gram.

Please support S. 1938. Thank you, Mr. Chairman.

[The prepared statement of Mr. Mead can be found in the appen-
dix on page 42.]

Chairman CRrAIG. David, thank you very much.

Now let me turn to Mary Clarke VerHoef. Please proceed.

STATEMENT OF MARY CLARKE VERHOEF, CHAIR, NATIONAL
FOREST HOMEOWNERS GOVERNMENT LIAISON COMMITTEE,
SACRAMENTO, CALIFORNIA

Ms. VERHOEF. Thank you. Good afternoon, Mr. Chairman. My
name is Mary Clarke VerHoef. I am the chair of the Legislative Li-
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aison Committee and on the Board of Directors of the National For-
est Homeowners. Thank you very much for the opportunity to ad-
dress you today.

The Forest Service recently began updating the special use fee
that we cabin owners pay every year. The first area to be com-
pleted was the Sawtooth National Forest in Idaho. The new fees
were astronomical, some as high as $30,000 a year. The procedure,
as it continued around the country, resulted in other unreasonable
fees. Although none were quite as egregious, they were high
enough to wonder just who could or would want to pay such a fee
for this use. This program has not been the sole province of the
rich before. With such fees, we fear it will be. We all agree that
we s%hould pay a fair fee, but many of the resulting fees are simply
not fair.

In an effort to solve this problem, we joined together with other
representatives of recreation residence users to form a coalition.
The coalition hired a consulting appraiser to help us analyze the
problem. We reviewed the process in many areas of the country.
We found errors in procedures and inconsistency in application.
The current appraisal method is not the same method as was craft-
ed by the 1980’s regulatory revisions.

The current method of setting our annual use fee was based on
the concept that a percentage of that fair market value of com-
parable underlying land in its raw state could be used to determine
the value of our use. It was based then on the belief that apprais-
ers for each typical lot or lots in a tract of cabins, could identify
sales of comparable privately-held parcels in the same geographic
area. Thus, the comparable parcels must be truly comparable.

In order to implement the policy this time around, the Forest
Service prepared a new set of guidelines for appraisers. Our review
of those guidelines and our review of the resulting appraisals led
us to believe that these guidelines, as currently written, mislead
the appraiser to use market transactions which are fundamentally
not comparable. Where there are no comparable sales, market
transactions are being used without the proper adjustments to
make them reflective of the cabin lot’s value. This results in flawed
appraisals, and in some places, excessive values.

Further, the fact that this is an unusual asset, and the unusual
method by which the appraisers are to produce a comparable sale
when there are few really comparable assets, has made the assign-
ment even more difficult.

Finally, various governmental acts, such as the creation of the
Sawtooth National Recreation Area in Idaho and the Government’s
act of buying up or limiting the use of most of the surrounding
land, added an unusual inflationary pressure on local land which
requires an adjustment to this method to result in a fair fee for
those area.

The bill before us today is intended to remedy the errors we see.
It recognizes the cabin program for what it is, not as equivalent to
vacation homes on subdivided lots in resort locations. It is aimed
at producing reasonable and fair fees for cabin use. The bill in-
cludes specific detailed requirements for the appraiser, since it is
such an unusual appraisal assignment and its current implementa-
tion has revealed so many problems. It is written in a language an
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appraiser can understand. It calls for appraisal every 10-years in-
stead of 20, to make sure the Forest Service is getting a fair mar-
ket value of our use in the event the annual index does not work
as expected. It chooses a new index, one more closely tied to local
land value, but not one tied to urban use.

In those circumstances where certain governmental acts produce
an unfair fee, the bill requires the comparable land analysis to go
outside the area influenced by those acts. In those circumstances,
the annual index used is a statewide index instead of a local one.
In the event there is a further disagreement with regard to the ap-
praisal, a mechanism is provided for a dispute resolution. If the
current appraisals are acceptable, as some are, no new appraisal
is required. Other transition provisions are also provided.

In conclusion, the high fees resulting from improper application
of the underlying policy, if allowed to stand, will change the face
of this program, limiting its use to the rich. This program should
stay affordable by the ordinary American. This bill is essential to
that end.

[The prepared statement of Ms. VerHoef can be found in the ap-
pendix on page 51.]

Chairman CRAIG. Ma’am, thank you very much.

Now let me turn to Paul Allman, American Land Rights Associa-
tion from Berkeley, California. Mr. Allman, welcome.

STATEMENT OF PAUL ALLMAN, DIRECTOR OF CABIN OWNER
AFFAIRS, ON BEHALF OF THE AMERICAN LAND RIGHTS AS-
SOCIATION, BERKELEY, CALIFORNIA

Mr. ALLMAN. Thank you, Mr. Chairman.

The American Land Rights Association thanks the Committee for
this opportunity to comment on S. 1938.

One, the current appraisal process makes no sense. It is clearly
inequitable as well as being blatantly unreasonable. These cabin
lots are not for sale. This is not a real estate transaction. This is
simply a method of determining a fair user fee for a recreational
use.

What are we really talking about? A small site on which a cabin
owner can maintain a small summer cabin under strict guidelines
at no expense to the Government. What possible sense does it
make to have the use fees for the exact same use vary by over 150-
times, 15,000-percent? This range of user fees from under $200 to
$30,000 makes clear the current Forest Service appraisal process
is blatantly flawed.

Two. We feel the Agency has made a number of errors in policy
interpretation. Through 10-years of negotiation resulting in the Na-
tional Recreation Residence Policy, the cabin owners were assured
that the language of the policy pertaining to cabin fees would never
result in permittee lots being appraised as if they were fee simple
lots, because the many differences between permitted lots and fee
simple lots made them obviously not comparable. We were repeat-
edly told that the appraisal had to begin with an estimated fee sim-
ple value in order to arrive at some form of reasonably objective
base figures.

These differences were cited repeatedly to permittees as reasons
why the value of the land would not be comparable to fee simple
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land, but would reflect the land’s “cash market value based upon
its use as a recreational residence homesite.” That is a direct quote
from the policy statement.

But it is now the interpretation of the Agency to appraise every
permitted lot as if it is being offered directly for sale on the fee
simple market. This has resulted in an increase in fees in some
cases of over 1,000-percent. The absurdity of this position is obvi-
ous.

If a private landowner were to offer a 20-year lease with the re-
strictions demanded by the Forest Service, there is genuine ques-
tion whether anyone would be willing to lease the land at any
price.

The real answer to this problem is that the Forest Service should
properly instruct its appraisers to recognize the many restrictions
and limits included in the permit as is provided in S. 1938.

Three. Contrary to what the Forest Service and others have told
you, cabin owners already pay their fair share and more. Rec-
reational residence permittees pay the highest use fees per acre of
any of the many uses of the National Forest system. Cabin permit-
tees, even under the old fee structure, were paying over $2,400 per
acre per year, with many paying much more. Under the Forest
Service current proposed fees, cabin owners would be paying an av-
erage of well over $8,000 per acre per year. Because recreation per-
mittees, by regulation, cannot restrict or prohibit public use of their
lots, the actual permitted area over which they have control con-
sists only of the footprint of their cabin. By any real world real es-
tate standard, they already pay more per square foot than most
commercial leases in comparable fee simple areas. This is the sin-
gle most revenue positive recreation program on the National For-
est System.

Four. The Recreation Residence Program is the most successful
provider of recreation opportunities managed by the Forest Service.
Recreational residences provide more RVDs, recreational visitor
days, per acre than any other use of the National Forest System.
Because of the nature of the recreation provided, they also over-
whelmingly provide the greatest recreation opportunity to the re-
tired, the elderly and the disabled, those Americans which by law
the Agency has directed to consider in its programs. Because of the
nature of the cabin experience, these cabins are overwhelmingly
also a family experience.

Five. Given that the average lot size is roughly one-quarter acre,
all of the 15,000 recreation residences occupy less than 4,000-acres
of the 192-million acres currently in the National Forest System,
roughly 2/1,000ths of 1-percent.

You are also told by the Agency that we are private use of public
lands. We are unable to imagine a human use of the public lands
that is not private, at least for the period of use. One retired Forest
Service officer told us the only public use of the National Forest he
could think of was when the military held maneuvers there.

Now, I would like to make an additional comment. Mr. Karstaedt
estimated 17,000. The historian in region five tells me that there
were over 15,000-cabins in California alone in 1962. There are now
less than 7,000. The Forest Service told us, in 1988 there were
15,600-cabins on the National Forest System. They now tell us



17

there are less than 14,500. These are inconsistent with the infor-
mation which Mr. Karstaedt has given you, and I thought it should
be pointed out. Thank you.

[The prepared statement of Mr. Allman can be found in the ap-
pendix on page 61.]

Chairman CRAIG. Mr. Allman, thank you very much.

Now let me go to Richard Betts of Betts & Associates of Berke-
ley, California.

STATEMENT OF RICHARD M. BETTS, CALIFORNIA STATE-CER-
TIFIED GENERAL APPRAISER, BETTS & ASSOCIATES, BERKE-
LEY, CALIFORNIA

Mr. BETTS. Mr. Chairman, my name is Richard Betts, and I am
a California State—Certified General Appraiser, and the principal
in Betts & Associates, Berkeley, California. I appreciate the oppor-
tunity to present to the Subcommittee my analysis of the difficul-
ties that have arisen with respect to the calculation of fees for occu-
pancy of cabin lots in the National Forest System.

I was retained in 1998 by a coalition of cabin owners to analyze
the appraisal methodology and instructions employed by the Forest
Service. I am being compensated by the coalition for my appear-
ance here today, but the coalition has exercised no control over my
statement, nor whatever replies I might offer in response to ques-
tions from the Subcommittee.

As a quick statement of my qualifications to be before you, I
would describe myself as a very active appraiser, an MAI, ASA in
real estate, and SRA, specializing in complex properties and com-
plex situations, with more than 35-years of experience in appraisal
and real estate economics consulting. I hold bachelor of science and
master of business administration degrees in real estate and urban
economics from the University of California, Berkeley. I have
taught extensively. I am the author of a number of books and arti-
cles, including several college textbooks. I have testified as an ex-
pert witness on very many occasions. I have performed assign-
ments for the US General Accounting Office, US Department of
Justice, the National Park Service, the California Auditor General,
and numerous other clients.

I also want to give the Subcommittee the same professional cer-
tification that was in my report, including that I have no bias with
respect to these properties or to the parties involved. My compensa-
tion from the cabin coalition was not contingent in any way upon
my findings or the outcome. My analyses, conclusions and opinions
were developed, and my report is prepared in conformity with the
Uniform Standards of Professional Appraisal Practice.

In conducting my analysis, I reviewed some 16-key documents,
the Forest Service Recreation Residence Authorization Policy, sec-
tions of the handbook, memorandums, correspondence, testimony
in earlier congressional hearings, and I also examined in detail the
initial appraisal reports and second appraisal reports from cabin
tracts in Idaho, Oregon and California.

The primary focus of my analysis was upon the appraisal process
itself, including the instructions and their implementation. Un-
questionably, major work is needed to clarify the instructions, to
remove material that is contrary to the adopted policy, and to guide
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appraisers to proper practice in this very complex and unusual set-
ting.

The major problem area that I note is in the definition of the
property being appraised. Policy clearly states that the Forest Serv-
ice is providing raw acreage, but most appraisals are of subdivided
lots, and much of the guidance from the Forest Service implies that
the appraisal should be of a subdivided lot.

A second major problem is with adjustments for access and utili-
ties, usually provided by the permittees, but incorrectly handled in
Forest Service instructions and often in appraisals. In most cases
cabin owners put in all of the effort and management and took all
of the risk of developing access and utilities and the cabin. Forest
Service language leads the Forest Service to capture the cabin own-
er’s investment and the portion of value that results from the cabin
owner’s effort and risk taking. In addition, the current instructions
put the burden of proof on the cabin owners to document who did
what many decades ago, which the service never required them to
document.

The third problem was with the selection of market data upon
which to base the valuation. This usually was because of the first
problem I have noted, the incorrect definition of the property being
appraised.

The fourth problem was with the adjustment of the market data
for relevant differences, and particularly using incorrect or unsup-
ported cost estimates and incomplete data.

Based upon my analysis, I had made recommendations to the
cabin owners’ coalition for appraisal guideline language intended to
provide clear direction to appraisers and resulting in a proper mar-
ket value appraisal.

Following introduction of the bill, I have had the opportunity to
consult with representatives of the Appraisal Institute, and the
American Society of Farm Managers and Rural Appraisers and the
Appraisal Foundation, and I believe that the bill, with minor
changes, will be satisfactory, will comply fully with appraisal
standards, will meet the statutory definition of “market value” and
correct these appraisal implementation problems.

[The prepared statement of Mr. Betts can be found in the appen-
dix on page 66.]

Chairman CRAIG. Mr. Betts, thank you very much.

Now let me turn to Joe Corlett, Mountain States Appraisal and
Consulting, Boise, Idaho. Joe, welcome before the Committee.

STATEMENT OF JOE CORLETT, CERTIFIED GENERAL REAL ES-
TATE APPRAISER, MOUNTAIN STATES APPRAISAL AND CON-
SULTING, INC., BOISE, IDAHO

Mr. CORLETT. Good afternoon. Thank you, Mr. Chairman. My
name is Joe Corlett. I am a resident of Boise, Idaho. I am a cer-
tified general appraiser in both the states of Idaho and Oregon. I
am also an MAI member of the Appraisal Institute, and I have
been in the appraisal business about 26-years, and I am a partner
with Mountain States Appraisal and Consulting out of Boise.

Today I am testifying in general support of Senate Bill 1938 for
improving the consistency and fairness in the appraisal applica-
tions of Federally permitted sites.
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My specific experience IS with the cabin tracts on Pettit Lake,
Idaho, where I acted as the second appraiser, following an original
appraisal done by a government appraiser from Ogden, Utah. He
valued those sites, natural native values, ranging between 450,000
to $600,000. I also had the opportunity to review that report, and
I could not agree with it, so I was then engaged to conduct my own
appraisal according to the specifications set forth by the Forest
Service. And based upon my analysis, the natural and native sites
had a minimum value of $83,000 with a maximum value of
$212,000.

It is my general opinion that the errors made in the Government
appraisal were really fueled by the appraiser’s analysis of leasehold
sales or cabin sales that were improved. The difficulty there is that
you overlook the externalities created by Blaine County, for exam-
ple, that has a minimum site size of 10-acres. So the externalities
were overlooked in the Government appraisal.

Also, the appraiser is instructed to appraise at the stricter of the
police powers, according to the specifications, and these would not
even be legal lots. So that is another issue that we might have to
deal with. the cabin owners developed these sites. The government
did not help. They did not do anything with the infrastructure, to
my knowledge, but it was created by the cabin users. So all im-
provements on and to the land, as per the instructions, created by
the cabin owners were deleted in my analysis. In my opinion, the
incentives due to the permittees were not deducted in the Govern-
ment appraisal, so in other words, these permittees are, in essence,
paying twice.

A recent transfer of an improved cabin sale was substantially
below the base minimum value of a vacant, native and natural site
at Pettit Lake, which I thought was interesting. This was an 854-
square foot cabin that was in very good condition, very habitable,
had a lot of deck area, and it sold below the actual bare land value
estimated by the Forest Service.

The instructions issued to me through the Intermountain Region
of the Forest Service via a memorandum, which I have attached,
from Chief Appraiser Tittman, were contrary, in my opinion, to the
original written instructions, where I was told to appraise the nat-
ural native land. Also, he instructed me to use—or that I may be
able to use the leasehold sales, and use a type of—a residual analy-
sis. This is not recommended in the Uniform Appraisal Standards
for Federal Land Acquisitions. So I feel that this memorandum is
contrary to the written instructions, and I had difficulty with that.

And, finally, I think if you look at this bill as passing, it would
more or less cause the Forest Service not to have different interpre-
tations of their specification and the valuation of these properties.
In other words, it would be consistent and much more fair for both
the taxpayer and the cabin users.

So I would welcome any questions, and thank you for the privi-
lege of testifying.

[The prepared statement of Mr. Corlett can be found in the ap-
pendix on page 78.]

Chairman CRAIG. Well, thank all of you very much. I will ask a
series of questions now, and while I may ask it specificly of one
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witness, if others feel they have something to contribute to the di-
rection of that question, please feel free to do so.

Ms. VerHoef, would you describe, if you can, a typical owner of
one of these cabins, from your experience with the associations?

Ms. VERHOEF. Well, National Forest Homeowners did a survey
of its members in January of 1999. 4,600-members received ques-
tionnaires. 48-percent of the households responded. 54.7-percent of
them are retired. The principal careers included business owners or
managers, 14.5-percent; farmers or ranchers, 4.7-percent; construc-
tion worker involved people, 5.5-percent; engineers, 9.2-percent;
and teachers, 15.6-percent. My personal opinion is that is because
they have their summers off.

Chairman CRAIG. Probably.

Ms. VERHOEF. As far as the age is concerned, they are primarily
middle-aged to elderly with two or more generations of the family
involved in the use of the cabin.

Chairman CRrAIG. Have you read the GAO report dated December
1996, entitled “Fees for Recreational Special Use Permits Do Not
Reflect Fair Market Value,” and if so, can you offer any insight into
the GAO’s findings? I ask that of you, ma’am, but any of the rest
of you who might wish to comment who have read that, go ahead,
please.

Ms. VERHOEF. Yes, I have read it. The report’s conclusions are
incorrect, because the GAO asked the wrong question of the county
assessor. The issue is not the market value of the cabin sites, as
if they were subdivided, fully developed lots. The cabin sites are to
be valued as land in its natural state without lot developments,
utilities or access provided by the permittees or at the permittee
expense. I think the GAO misunderstood that, and therefore, I sus-
pect that the appraisers misunderstood that too. Sorry, county as-
Sessors.

Chairman CRAIG. The Forest Service testified in earlier hearings
that the cabin owners agreed to use 5-percent of appraisal value of
the cabin lot to determine the fee. Did the cabin owners make such
an agreement to your understanding?

Ms. VERHOEF. No, they did not. I attached to my——

Chairman CRAIG. Do you know of any cabin owner group that
might have?

Ms. VERHOEF. No. I attached an exhibit to my written testimony,
which is a joint statement by the three living members of past
members of the Chiefs Committee, which was involved with the
creation of the policy. No Forest Service members are left in the
Agency from that group. It explains in detail what actually did
happen, and clearly shows that there was no agreement. The 5-per-
cent capitalization rate was dictated. It was not agreed to. The IPD
was—the driving force was the Agency. The input—this report
shows that the current system is not the one to which we agreed.
The agency has significantly modified the understandings reached
with permittees. The package accepted was changed by withdrawal
and revision of the tenure provisions, and by unilateral revision or
reinterpretation of the fee provisions. The statement shows clearly
what was agreed to and what was not.

Chairman CRrAIG. Yes, Mr. Mead.
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Mr. MEAD. Mr. Chairman, it was noted by the Forest Service in
their testimony that a survey sent out to all the cabin owners back
in that time, showed that the cabin owners were for what was pre-
sented to them. And in my case and other cabin owners’ cases, we
were told by our National Forest Homeowners that what they had
agree with and what the Chief's Committee cabin owners had
agreed with was all right. However, when it actually came down
and out in the FEDERAL REGISTER, etc., etc., and understood, we
found out that it was not what we thought we were voting for. So
therefore those figures are askew.

Chairman CRAIG. Mr. Betts, how do these Forest Service cabin
sites differ from privately owned cabin sites, say in the same area?

Mr. BETTS. A typical privately-owned cabin site will have utili-
ties, any necessary grading, access roads, possibly a provision for
water, and in a few cases septic systems of some sort or the testing
work will have already been performed, so that they are a com-
pletely different beast, and would sell at a completely different
price than the raw native land that we are talking about here.

The cabin owners themselves are the ones who took on the risk
of being able to successfully develop a physical access. They took
on the risk of being able to get these lots to perk or in some way
handle the sanitary issues. Some of them, in fact, have had to do
pumps and bring a pump truck in on a periodic basis. And the
same thing with wells. If the first well does not work, you drill a
second well, or third well, or in Mr. Mead’s case, you fall back on
hand carrying the water from quite a ways. Those risks are not
present in the typical privately developed lot, simply because buy-
ers of lots do not want to take those risks on. Therefore, the price
of that privately-held lot has a major premium in it for both the
cost of those differences, but also the risks that have been over-
come and the effort that it took to get there. It is a big problem
for an appraiser in making that adjustment.

Mr. MEAD. Mr. Chairman?

Chairman CRAIG. Yes.

Mr. MEAD. May I bring out the property rights poster over here
on the easel, the bundle of sticks? There is a big difference. For in-
stance, the private one has how many—there is 33 we have listed
there, rights that they have, whereas we only can list 6 under our
right. And the appraisal of the Forest Service was not allowed,
through their instructions from their chief appraiser, to discount
any of the ones we do not have that the private do have, the big-
gest one being, many of us have said, is the fact that our lot, any-
body can come out and camp on it. We can keep them out of the
cabin, per se, but not even off the front porch, and that is not at
all common on private. Matter of fact, in Idaho, as you well know,
Mr. Chairman, you might find some buckshot if you try that,
whereas we cannot use that. Not that we want to.

Chairman CRAIG. In some instances in these rather bare neces-
sity cabins, I have understood that some people actually don’t lock
the doors, put good latching systems on them, anticipating that
someone might traffic through and otherwise use them, and in-
stead of allowing them to be broken into, they found over the years
that to leave them open put them in a safer condition, and that is
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a unique private piece of property that allows that, but under cer-
tain circumstances I understand that is the case.

Mr. Betts, the bill that we are discussion, 1938, is rather detailed
in its appraisal procedures. Would you believe that that kind of de-
tail is needed?

Mr. BETTS. Mr. Chairman, from the appraisals that I reviewed,
I reached the conclusion that part of the problem was inadequate
direction from the Forest Service, or even direction that I would
have to interpret as being acmdentally misleading. But part of the
problem is that this is a very, very unusual beast for an appraiser
to encounter, no matter how experienced they are in rural prop-
erty. It is also technically very difficult to appraise, as I am sure
both Mr. Mead and Mr. Corlett, who are experienced as rural ap-
praisers, can comment on as well as I can.

Given that, it was my belief that it would be helpful to give advi-
sory guidance to appraisers to help steer them towards what they
need to do. It may be that part of this can be handled in the defini-
tion of the appraisal process or the property being appraised, rath-
er, and material in the appraisal instructions might not need to be
as long, but it is very clear, in my opinion, that this matter needs
to be clarified, or we will never get good appraisals.

Chairman CRAIG. Mr. Corlett, would you comment on the same
question, and also expand to the phrase you used in your testimony
called “general support,” meaning you give general support to the
legislation, specificity as to the procedures and your expression of
general support.

Mr. CORLETT. Yes, Sir. Thank you, Mr. Chairman.

I generally support the concept of the bill. I think that there are
some language problems in the technical application of Section 6 of
that—well, that is in the House side—but it tends to be leading the
appraiser more than if—in a way that could be in conflict with the
standards, which we are told earlier in the bill that we have to fol-
low. So, we are going to try and work on the language and get the
bill where it is practical for the appraisers to use. Is that appro-
priate?

Chairman CRAIG. Yes.

Mr. CORLETT. The second issue is I think what the appraisers
have been missing throughout the country, and especially with
Pettit Lake coming into view, is that nobody tells them what to ap-
praise really. What are we appraising? The native natural land is
in the language; is it in the instructions. Well, native natural land
is not a developed site. And my disparity with the Forest Service
is dealing with the difference. They would prefer that we appraise
these sites as if developed, with all incentives, and just deduct
nominal—virtually nominal expenses for roads, power, telephone,
on-site systems. So the real problem has been in focusing on what
is being offered by the Government. If the Government developed
these sites, then they would be entitled to the return, if they took
the risk, but they did not in this case.

Chairman CRAIG. In the Pettit Lake experience, you were talking
about lots from 450 to $600,000 in appraised value by the Forest
Service process. Then you had gone in on a second appraisal. Give
me the characteristics of a 400 or a $600,000 appraised lot, size,
and how you found them different. My notes say that you found
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them to be upwards of 50-percent less of value than what had been
appraised by Forest Service appraisers.

Mr. CORLETT. Yes, Sir, Mr. Chairman, that is correct.

Chairman CRAIG. Give me a little more detail for the record in
that experience if you would?

Mr. CORLETT. The Forest Service appraiser, I could see him ago-
nizing in his report over the sales of the improved leasehold or the
cabins on sites. They were selling for much more than they had
sold for in earlier years. So he, I think, had a hard time reconciling
how to deduct those improvements from the sales prices that these
permittees had paid. So what he did is he went to the Fisher Creek
subdivision, which is in Custer County, and allocated improve-
ments out of sales based on their cost or contribution and that is
a compliant subdivision. It is not a preexisting, non-conforming use
type of situation that exists at Pettit, and that preexisting, non-
conforming use is what drives the improved property values. So
there is a bonus, if you want to call it that, to the improvements.
So the improvements were not allocated correctly in my opinion.

I also deducted in my analysis the incentives due to the risk tak-
ers. In this case the risk takers were the permittees, so that is the
basis for the disagreement.

Both of us used developed improved conforming site sales on
Payette Lake and Priest Lake, and we were aware of those; they
were fee simple transactions, and I truly believe that I followed the
letter of the instructions by going to the natural native form of the
land, what was provided by the Government.

Chairman CRAIG. Mr. Betts, this question may be for you, but,
Joe, you can respond to it also. The bill contains very detailed pro-
cedures for handling the value contributed by—well, assets like
utilities. Why is that necessary?

Mr. BETTS. The first reason, Mr. Chairman, is that Forest Serv-
ice instructions, and my conversations with Mr. Tittman personally
corroborate this, do not accept the concept that the value contribu-
tion that a utility system makes to a lot is more than the bare
bones cost. I mentioned earlier that the person who puts the sys-
tem in takes on all the risk, and that may mean very substantial
overruns of cost which are now lost in the historical record.

Chairman CRAIG. Sure.

Mr. BETTS. How bad it was, how many alternatives; that is all
unknown now. It is just lost ancient history, so to speak. But it is
part of the cost basis that anybody buying a lot with that utility
pays versus someone who is buying a lot without. It is not just the
hard cost; it is also what appraisers call the soft cost. There has
to be his or her time for managing this, monitoring the provision
of the well or whatever, and taking the risk on. And the Forest
Service instructions appear to disregard that, which means that
they are way under adjusting for these features when they show
up on a lot sale. Given the fact that the Forest Service

Chairman CRAIG. Under adjusting meaning the situation where
value would adjusted down?

Mr. BETTS. Mr. Chairman, let me put it

Chairman CRAIG. The value for deduction from an overall value
expressed?
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Mr. BETTS. One starts with a sale price from some type of com-
parable evidence, and then you must adjust that sale price up or
down to make the sold property more like the subject property.
That is the basic statement of the appraisal process. And here, be-
cause these lots, the subject property lots are being appraised in
their native natural state with no utilities in most cases, no phys-
ical access and so forth, most of the sales will have those; therefore,
this adjustment process is rather critical, and it typically will be
downward because the subject properties do not have most of the
features of the properties that are in the market, unless you use
larger acreage parcels where they may not have any utilities ei-
ther.

Cl&g‘i?rman CRAIG. Any addition to that, Joe, that you would like
to add?

Mr. CORLETT. I tend to agree with that. That is a standard way
of appraising. My analysis was deductive, where I started with a
value as if they were in fee simple title, with all the amenities and
the infrastructures in place, and then I deducted for those factors
that they (permittees) provided, including the incentive. So I came
up with a raw dirt, raw land type of value, and that is what that
83,000 to 212,000 represents.

Chairman CRrAIG. Can either of you express to me the provision
in the bill that deals with entrepreneurial incentives; why should
entrepreneurial incentives be part of what appraisers consider?

Mr. BETTS. That is the payment for taking on the risk.

Chairman CRAIG. You can establish a value to that?

Mr. BETTS. Yes. It is not the most concrete piece of evidence that
appraisers have to develop in the appraisal process. I think any ap-
praiser would tell you that it is one of the tougher numbers to come
up with, but we have to do it all the time in other appraisals, any
subdivision, proposed subdivision proposal has that same problem.
So we are simply saying that to be consistent with appraisal the-
ory, that entrepreneurial incentive must be deducted because it be-
longs to the person who performed the work, which in the case that
we are talking about in the bill, are the permittee.

Chairman CRAIG. That is not blue sky?

Mr. BETTS. No, it is not blue sky. It certainly is not the apprais-
er’s favorite number to come up with, and it is one we get criticized
for whenever we do, but it is part of the regular appraisal process.

Chairman CraiG. OK, all right. Thank you.

Mr. CORLETT. Mr. Chairman, I can maybe add a little example
to that, and that is the case of the developer that buys a piece of
natural native land for $10,000 a unit. He then develops that land
at a cost of $10,000 per unit, putting the infrastructure in. And
would he then sell the property to purchasers for $20,000 a unit?
And emphatically, the answer is no, unless it is really a bad mar-
ket. So the incentive is what the market will pay for that property,
and if it is $30,000, he has had a $10,000 incentive.

Chairman CRAIG. The entrepreneurial incentive, that is spread
then; is that right?

Mr. CORLETT. Yes, Sir, that is correct.

Chairman CRrRAIG. Thank you. David, you gave us the experience
that you have had with a second appraisal, and the willingness of
the Forest Service to take that. We have heard the Forest Service
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talk about second appraisals and the frustration that they may not
have been conducted as the first appraisal was conducted. And yet,
I have a sense here that there is a dispute over definitions. There
is a dispute over what has value and what does not have value,
and for the Forest Service to suggest that they might not be able
to take a second appraisal because it was not conducted exactly
like the first appraisal, appears to me to be an inevitable conflict
that results, unless you have the first appraiser instruct the second
appraiser in great detail on how he or she accomplished it. How
were you able, in a second appraisal, and therefore to cause an ad-
justment downward to that, able to do so? Would you give us a lit-
tle bit of insight into how that happened, and also explain, if you
would, the kind of assets that private cabin lots have versus these
recreational Federal lots, if you will?

Mr. MEAD. Let me answer the second question because it is easi-
er, first. Here again, the bundle of sticks, the property right things,
is not being taken into consideration by the Forest Service. In our
second appraisal, our appraiser took those more into—deducted the
fact that the rights on National Forest cabins are totally different
than rights on private lands. Yes, the private lands have zoning
and planning and police powers, and other powers on them. Yes,
they have restrictions in the SNRA, because the SNRA has certain
restrictions. But here again, they have many more rights than we
do.

And this is one of the problems with the instructions that have
come out of Washington to the appraisers. The Forest Service ap-
praiser looks at it one way. He reads the standards and he comes
up with one set, “OK, this is how I need to do it.” The second ap-
praiser comes along. He is not hired by the Forest Service. He in-
terprets it different. He has a conference with the Forest Service,
yes, before he is accepted by the Forest Service, because each sec-
ond appraiser, or for that matter, first appraiser, must be okayed
by the Forest Service. But when you get right down to it, the sec-
ond appraiser, or I know the Forest Service appraiser, would say,
“Well, gee, there is a difference between this private lot. This other
guy has so few rights on the Forest Service, and so I will deduct
a greater amount on the Forest Service lot than I will on the pri-
vate lots.” The Forest Service does not want the appraiser to give
credit for any rights that the National Forest cabin owner does not
have versus what the private has. And that is one of our biggest
conflicts with the Forest Service, that they do not deduct what the
rights are.

And may I refer to Mr. Betts on that, because he is the expert
on that?

Chairman CRAIG. Mr. Betts?

Mr. BETTS. I think I was pouring water, Mr. Chairman. I am not
quite sure that

Ms. VERHOEF. How does the second appraisal come up with
something new?

Mr. BETTS. I think it is a matter of trying to understand the
somewhat vague, somewhat contradictory statements that I have
seen from Forest Service. It is a matter perhaps of the face-to-face
instructions from Forest Service staff to the appraiser, and it may
be simply in the reality that different people in the Forest Service,
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reviewing one of these appraisals, may take a different take on it
one time, and another reviewer in the Forest Service may take a
slightly different take on it.

Chairman CRAIG. Yes, Mr. Allman.

Mr. ALLMAN. Mr. Chairman, I would like to point out that every
financial asset reflects the amount of risk involved, and the amount
of risk in these permits where there are, contrary to what Mr.
Karstaedt said, roughly at least a hundred a year that are no
longer there, there is an element of risk. Everyone who is in these
that is not innocent has recognized this risk, and that is really re-
flected in the value which is not being taken into account, the fact
that they are not compensable, that there is a greater risk, you
cannot borrow against them; these are different critters than a fee
simple.

Mr. MEAD. Mr. Chairman, many buyers of cabins have not read
their permits or their perspective permits. Most buyers are inno-
cent. That is their fault. I am not blaming the Forest Service for
that.

Chairman CRAIG. Yes, you could not for that. That is correct.

Mr. MEAD. Many cabins are even bought as we sit here, and you
ask the buyer have you read what your restrictions are, and if they
are very wealthy, they say we do not care, or if they are blue collar
or retired, no, they have not. They are taking faith that everything
is all right. Then, all of a sudden, bing, they wish they had read
it. It is like not reading a title report on your private land.

Chairman CRAIG. In the instance of your second appraisal, what
was the average difference?

Mr. MEAD. The first appraisal was $50,000.

By the way, our Valley View has one typical. There are 34 cabins
there, but there is only one typical. Pettit Lake has, I think, three
typicals. So, in our case, all the cabins came up with the same.
There would not be any average, but we went from 50,000 to
35,000. Anyway, our fee came down from a proposed 2,500 to 1,750.
That is a nice 30-percent reduction, yes, but still for many of our
cabin holders up there, they are not going to be able to afford it.

Chairman CRAIG. That was up from—what was the fee paid prior
to the new fee levied?

Mr. MEAD. Oh, yes. We started with $390, which was too low and
unfair. We realized it is not fair to ourselves as Government. The
2,500, we think is unfair.

Several cabin owners in the Valley View tract sold immediately
when the appraisal came out. They said, “I cannot afford this. I
might as well sell,” and they sold. When the second appraisal came
out, even though it was lower, 2,500 to 1,750, some more have gone
on the market and several have sold. They said, “We cannot even
afford that.”

Some of those, as I say, were naive. They did not realize what
the risk was of owning one of those cabins.

Ms. VERHOEF. Mr. Chairman?

Chairman CRAIG. Yes.

Ms. VERHOEF. The coalition also looked at the first and second
appraisals in several locations. Part of the reason the second ap-
praiser’s results will be different is the nature of appraising itself.
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It is kind of an art, not a science, notwithstanding what these gen-
tlemen at the end of the table feel.

They are nodding, I will note for the record.

It also has somewhat to do with those instructions from the For-
est Service. They are the same, but they are inadequate. So they
are interpreted differently.

In Mr. Mead’s case, the second appraiser took some of the same
market transactions, but made different deductions, made addi-
tional deduction adjustments to make them equivalent to the na-
tive land underlying the cabin that the first appraiser did not take.

Luckily, the Forest Service agreed to those being appropriate.
None, however, were instructed. There is no provision for that.

The first appraisal was accepted by the Forest Service, “Oh.
Well, gee, you did not make those adjustments. Gosh.” They just
sort of were willing to accept the higher value.

Chairman CRAIG. I appreciate your expression about art or the
art of the science or the art of the knowledge, having once been a
real estate knowledge, having bought and sold ranches and private
properties and other values. I appreciate what you are saying. I
mean, there is a norm, a standard. When comparables are avail-
able, it is a little more consistent. When they are not and we are
dealing with the uniqueness of this rather hybrid animal, I can ap-
preciate both what Mr. Corlett and Mr. Betts are saying, which
gets me back and probably to my final question.

Either, Joe, you can respond to this or, Mr. Betts, you can re-
spond to it. I find it very interesting, and I am frustrated by this.
Public land, per se, is not for sale. There are exchanges and values
are established for those exchanged purposes, and those values are
oftentimes based on private values or the value of the asset once
it goes private as a comparable to when it was public.

But in the context of a public property that is anticipated not to
sell or at least the base land not to sell—and we understand here
the cabin itself can sell, but in those instances, other than ex-
changes as the Forest Service has expressed, in most instances
these properties, at least the land, does not sell.

For both of you, what is your definition? We have heard it from
the Forest Service. What is your definition of “natural” or “native
land”? Because that seems to be a primary instruction that is very
confusing to most, or misleading.

Mr. CORLETT. Mr. Chairman, thank you.

The “natural native” is underlined in the Forest Service hand-
book specifications. In my mind, natural native land is untouched
real estate, untouched by man. It does not have access necessarily.
It is not ready to develop a cabin on at this time.

Chairman CRAIG. Out West, we might call that——

Mr. CORLETT. Raw dirt.

Chairman CrAIG.—raw dirt, grazing land, something that was—
if you are in the ranching business, something undeveloped.

Mr. CORLETT. That is correct.

Chairman CraiG. OK. Mr. Betts.

Mr. BETTS. Mr. Corlett in a conversation this morning, I believe,
referred to the origins of the first cabin that was built at—I think
that was Pettit Lake, where the ranger rode over on horseback
some 5-miles and met the proposed cabin permittee, and they
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looked at the meadow and he said, “Well, why don’t you put the
cabin there?” So natural raw land at one extreme is indeed a part
of, an undistinguishable part of a meadow or hillside, whatever the
topography may be.

There are cases where the Forest Service had improvements that
were in place prior to the establishment of that tract. Those might
have been roads. They might have been electric utility——

Chairman CRAIG. Roads to the tract or roads adjacent to the
tract?

Mr. BETTS. Roads adjacent——

Chairman CRralG. That were not designed for access to the tract
originally in most instances is my understanding.

Mr. BETTS. Correct.

Chairman CRAIG. A logging road.

Mr. BETTS. A logging road.

Chairman CRAIG. A road to a campground.

Mr. BETTS. Correct, but in a number of cases, there was no phys-
ical access other than cross-country, and I recognize that there are
cabin sites today where you have to pack in, where you walk in.
There is no vehicular access, but in some of them, the tract owners,
cabin owners, have developed a physical means of access for vehi-
cles, and the same thing is true of the utilities.

So one of the big definitional problems in my opinion is defining
who is responsible for particular site improvements at a particular
tract.

The Forest Service in its instructions has basically said that
which the cabin owner or tract owners provided, paid for obviously
gets excluded. Everything else gets included.

Unfortunately, that is a poor wording because there might be
special assessment districts. There might be a number of other
mechanisms where the cabin owners paid for it, and under the cur-
rent policy, the appraisal service is picking up the value increment,
which is unfair.

There is also a problem, as I have indicated in my written report,
with the fact that these tracts date back to 1915, in that era. A lot
of these improvements were made sometime ago. Who paid for
them is, as far as the cabin owners, lost in a historical fog. There
is some ability in some cases to reach back to people from that time
period who can attest to what happened, but that is not necessarily
true in every tract.

Nor did the Forest Service ever at any point in the permit proc-
ess require property owners to document and maintain documenta-
tion of what they did as opposed to what the Forest Service did.
It is only now with this appraisal cycle that the Forest Service is
basically saying, “If you can improve, you put these improvements
in here. Then we will give you a credit for it. Otherwise, we will
not.”

One of the concerns that I developed is exactly on that point. It
is not an easy issue to handle because, as you go into the minutia
of this particular issue, it gets more and more difficult to address.
Nevertheless, the present policy is clearly biased in favor of the
Forest Service or revenue generation and against being equitable
with the cabin owners given what you have required for them in
the past. So that is part of the problem of defining “native natural.”
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Chairman CraIG. Well, that is a fairly good statement to end this
hearing on, but before we do that, Mr. Allman, you have an enor-
mous pile in front of you.

Mr. ALLMAN. This is a few of the over 3,600 questionnaires we
have returned that are addressed to the individual State Senators,
and we will be delivering them to the appropriate offices, but I
wanted the record to show that we expect to have well over 4,000
comments on this bill by the end of next week.

Chairman CRAIG. Excellent.

Does anyone else wish to make a comment before I conclude this
hearing?

Yes. I usually do not take comments from the audience, but I
will. Please stand and state your name for the record.

Mr. STONE. My name is Larry Stone, and I am from the Pettit
Lake Cabin Owners Association.

During this whole conversation, one of the things that I have
been thinking about was we have not really brought up recently
the different instruction that if we took our second appraisal on,
that they would be dead because we were instructed not to do cer-
tain things, not to go over the sentence of Chapter 6. We were told
by Chief Appraiser Tittman not to do certain things. So it seems
like this needs to be brought up for the record.

Chairman CRAIG. If you could supply that to me, the kinds of
things that you were asked not to do or do——

Mr. STONE. It is in his file, and this whole conversation does not
even mention it.

C%llairman CrAIG. All right. Mr. Corlett, you seem to be reacting
to that.

Mr. CORLETT. Yes, Sir, Mr. Chairman.

The memorandum that came out from Chief Appraiser Tittman
said that I could not use a subdivision approach, and that is clearly
in opposition to the guidelines which say I have to conform to—you
ask for the standards set forth for Federal land acquisitions. It also
said I could use sales of leaseholds to determine a fee value, and
that does not work, not at Pettit Lake.

Pettit Lake is the big spike in the——

Chairman CRAIG. That is correct.

Mr. CORLETT.—system, and then I get the conflicting statements
in the memorandum which is attached to my testimony. You will
notice the reference to Marshal & Swift and the county assessor
and use this type of stuff, and then in the initial reviews set out
of San Bernandino, California, the review appraiser says you really
should not use Marshal & Swift and you should get on-site costs
and I use Marshal & Swift frequently, as do many appraisers.

So we get this kind of conflict in what is being appraised, and
it has never been an issue before as far as the entrepreneurial in-
centive because nothing has ever been really highly valued. These
are high-value properties. They are very valuable, but the incentive
on an $18,000 lot is a lot less than a 400 or $500,000 lot. So this
probably has never really surfaced as it has this year, but the lan-
guage is in the instructions and they are interpreted totally dif-
ferently.

If you look at the instructions, I think you would say raw land.
I do not think there is many
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Chairman CRAIG. I appreciate that being brought up, and all of
that is included in your written testimony——

Mr. CORLETT. Yes, Sir, it is.

Chairman CRAIG.—and attachments. OK.

Well, again, thank you all very much for your time and the
record you have provided the Committee as we proceed in dealing
with this legislation.

Thank you all very much, and the Subcommittee will stand ad-

journed.
[Whereupon, at 4:53 p.m., the Subcommittee was adjourned.]

e}
O



APPENDIX

MARCH 22, 2000

(31)



32

STATEMENT OF SENATOR MAX BAUCUS
Senate Committee on Agriculture
Subcommittee on Forestry, Conservation and Rural Revitalization
Hearing on S. 1938 - Cabin Site User Fees

March 22, 2000

Mr. Chairman, | want to than you for holding this hearing today on such an important
issue. As you know, Montana has thousands of cabin sites on federal lands and as
such, any legisiation concerning cabin user fee management is of great interest to
people in our state.

In Montana, cabin owners have been facing strikingly steep fee increases in the past
several years. Appraisal values for these cabin sites have been going through the roof.

This astounding increment has forced several cabin owners {o consider selling property
that has been in their family for generations.

The cause of this problem is fairly straight-forward. Montana is a beautifui place fo live,
and people are moving here in droves. As land is purchased, the market drives up land
values everywhere.

And because the Forest Service ties its rental rates to reasonable comparable
appraisals in some cases, rental rates for cabin sites have increased over 500%!

If we do not address this problem appropriately, families who have enjoyed these
cabins for generations may see them lost forever.

Many of the cabin sites in Montana are third or fourth generation property.
Grandparents have built these cabins, parents have grown up in them, and children
now raise their own children where their families have been for generations.

Fishing and hunting are part of Montana’s traditional lifestyle. For decades, these
cabins have been freasured recreational retreats as well as essential links to the
landscape.

They are home to Fourth of July celebrations, labor Day vacations, and places where
people go just to enjoy the Montana they love. Sadly, this may not be the case for long
if the present appraisal rates continue to skyrocket.

Already, several families have been forced to sell their property and many more feel
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they will soon have to follow their neighbors. Often, this would be a detriment to the
Forest Service as well as to the cabin owner.

Families who have exercised responsible stewardship and demonstrated a knowledge
of how to care for the land they have lived on for generations will pass ownership over
to individuals who are not native to the area and may not have a sense of Montana’s
unigue needs. This is bad on all accounts.

And while the cause of the problem is fairly straightforward, the solution is somewhat
more difficult. The United States rents roughly 15,000 cabin sites across the nation.
And other federal agencies, such as the Bureau of Land Management, lease cabins of
their own.

As we look for a common sense solution to this problem, we need to make sure that it is
fair to the cabin owners, fair to the tax payers, and adaptable to cabin sites across the
nation.

I want to thank the Chairman of this Subcommittee, Senator Craig, for making a goocd
faith effort to resolve these issues with S. 1938. | look forward to reviewing the
testimony of today’s witnesses and to hearing the Administration’s views.

The West is a special place with landscape that define its pecple. We must work to
ensure that in all western states, families who have enjoyed these cabins for
generations will be able to pass them down to their children and grandchildren.



34

TESTIMONY
PAUL BROUHA, ASSOCIATE DEPUTY CHIEF
NATIONAL FOREST SYSTEM
FOREST SERVICE
UNITED STATES DEPARTMENT OF AGRICULTURE
BEFORE THE SUBCOMMITTEE ON FORESTRY,
CONSERVATION AND RURAL REVITALIZATION
COMMITTEE ON AGRICULTURE
UNITED STATES SENATE

Concerning
S. 1938, the “Cabin User Fee Fairness Act of 1999”
March 22, 2000

Mr. Chairman and Members of the Subcommittee:

Thank you for the opportunity to discuss S. 1938, the “Cabin User Fee Fairness Act of
1999”. I am accompanied by Randy Karstaedt, Forest Service Special Uses Program

Manager, and Paul Tittman, Forest Service Chief Appraiser.

Enactment of S. 1938 would replace the recreation residence fee policy for National
Forest System lands and direct the Secretary of Agriculture to establish a set of guidelines
for arriving at an annual fee for the privilege to use and occupy a National Forest
recreation residence lot. -S. 1938 identifies specific, technical provisions to be included
in those guidelines. The stipulated practices would be different from the appraisal

standards that all federal agencies are required to use in assessing fair market valtue.
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The Administration strongly opposes S. 1938. I will address three of our most significant

concerns in my testimony. First, let me give some background.

The Forest Service has encouraged people to use the national forests since 1908. We
encouraged them to recreate, watch for fires, render emergency aid, and report damages
or abuse of forest resources. We established cabin tracts and issued special use term
permits for cabin owners. Owners were charged an annual rent representing the market
value of the land at that time. This permit allowed the holder to build a structure for
recreational purposes, not to be used as a permanent full-time residence. The permit fee
is only for the site, it is not related to the value of the structure. The Forest Service grants

this privilege only to approximately 15,200 cabin owners nationwide.

In the 1980’s, the Forest Service worked closely with the public and permit holders,
including the National Forest Homeowners in revising our recreation residence policy,
including the manner in which we determine and assess fair market rental fee. In 1987,
the Forest Service published for public review and comment proposed revisions to its
appraisal and fee determination procedures and policies for recreation residence uses.
Nearly 3,200 respondents commented on the proposed regulations, 96 percent of whom
were permit holders or associations of holders. Eighty-five percent of those who
commented responded favorably to our proposed appraisal procedures. The regulations

were subsequently published and adopted in 1988.
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The terms and conditions of every recreation residence special use permit direct that
recreation residence lots be appraised at least every 20 years. In 1996, we started a 5-
year effort to appraise the fee simple value of all 15,200 of our recreation residencé lots.
We will complete appraisals for all of those lots within the next 2 years. We are using

the same appraisal specifications and procedures today that were set in 1988.

For the record, I would like to include several charts displaying the changes nationally,
as well as in several states, in annual rental fees resulting from appraisals that have been
completed to date. The national information is the result of completed appraisals that
affect approximately 9,600 recreation residence lots, or about 63% of the total. More
than 58% of our holders will be experiencing either a decrease in their annual rental fee,
or relatively moderate increases. Less than 3% will experience dramatic fee increases of
more than 5 times the current fee being paid. The remainder will see less dramatic but
still significant increases that, on average, will result in an approximate tripling of their
current annual rental fee. Note that the changes in fee amounts shown in the charts are

cumulative averages.

We realize that a sudden rise in user fees can be a hardship for some summer residence
owners. Therefore, once the appraisal is completed, in accord with Sec. 343 of P.L. 105-
83, we phase in fee increases that exceed 100 percent over a three-year peried. Also, in
accord with Sec. 342 of the Department of Interior and Related Agencies Appropriations
Act, 2000, increases in recreation residence fees will be implemented in FY 2000 only to

the extent they do not exceed FY 1999 fees by $2000. In addition, no fee can be
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Increased any sooner than one year from the time the Forest Service has notified the
holder of the results of the appraisal. It is also our policy to allow the permit holder to get
a second appraisal if they disagree with the results of the first appraisal. If necessary, our

policy allows for a third appraisal when there is an unresolved disagreement in value.

Many of the permit holders who are most concerned with our appraisals occupy lots with
high-appraised values, or will experience significant increases in their land use rental
fees. At this time, our appraisal procedures are being evaluated by the Appraisal
Foundation, the governing body over all appraisal practices carried out by licensed
appraisers in the United States. In our conversations with the Foundation staff
conducting the evaluation, we have been given no reason to believe that the Foundation
will not recognize our appraisal specifications as a professionally accepted means of
establishing an estimate of the fee simple value of National Forest recreation residence
lots. T would be happy to provide a copy of the Foundation’s findings to the

Subcommuttee when it is available.
M. Chairman, I will now briefly discuss our objections to the legislation.

First, S. 1938 would exempt the permit fee for a recreation residence cabin owner from
the fair market value provisions in existing law and regulation. The Congress and the
Administration have had a longstanding policy that the people of the United States
receive not just a “fair” fee, but fair market value for the use of public lands and

resources. The current recreation residence fee policy and procedures that the Forest
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Service are now implementing were developed to do what Congress has directed us to do:
to assess and collect land use rental fees for special uses based on the fair market value of

the rights and privileges granted to the holders of our authorizations.

Based on our preliminary analysis of the valuation procedures specified in this
legislation, we estimate that the “fair fee” 8. 1938 proposes to establish would result ina
return to the Treasury of fees that are between $8 and $12 million less than fair market
value annually. A significant percentage of our recreation residence permit holders
would be paying an annual fee that is less than the fee now being paid, fees based on

appraisals of Jand values that are now more than 20 years old.

Second, the “fair fee™ that would be established by S. 1938 for recreation residence
special uses would be different than a fair market value rental fee. In a market economy,
we rely upon the market to determine what is “fair.” Trying to establish a rental fee
without regard to market rates for similar properties cannot lead to a fair outcome, but
rather only a subsidized result. That is not “fair,” although it is likely very welcome by

permit holders.

Moreover, the standard for setting fees would thus be different than the standard by
which the Forest Service assesses and collects fees from those who hold permits and
easements for the 130 other types of special uses occurring on the National Forests and
Grasslands. By exempting recreation residence permit holders from the principle of fair

market value rental fees, this bill sets a precedent for other user groups.
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If' S. 1938 were to become law, it would encourage other users of National Forest System
lands to seek comparable statutory authorities that would similarly exempt them from
land use rental fees based on the principles of fair market value. The communications,
oil and gas pipeline, outfitting/guiding, and commercial filming industries, along with
other user organizations, might well seek similar downward adjustments in their own user
fees to satisfy their particular economic interests at a time when the Forest Service is

criticized for failing to charge sufficient fees for the use of the public land.

Third, S. 1938 would create a 4-5 year period of disruption and inequity in the
assessment and collection of fees for recreation residence uses. S. 1938 would require
the Secretary to contract with a professional appraisal organization to develop appraisal
guidelines that would include the specific, technical provisions provided in section 6(b)
of the Bill. We estimate that the procedures needed to develop the guidelines proposed in
S. 1938 would take more than a year to complete. Before the Forest Service could adopt
those guidelines, they would be subject to public notice and comment, and Congressional

review. Promulgating regulations could take several years.

S. 1938 would suspend all current recreation residence appraisal activities pending the
promulgation of those new regulations. In addition, S. 1938 would provide all permit
holders who have already had their lot or tract appraised by the Forest Service the
opportunity to request a new appraisal anytime within a 2-year period following the

Secretary’s promulgation of new regulations.
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In the interim, S. 1938 proposes three options for the Forest Service to assess what are
characterized as “transition fees.” The manner in which S. 1938 proposes to assess
transition fees would create fee inequities between permit holders occupying comparably

valued lots during the 4-5 year transition period.

Since 1996, the Forest Service has spent $3.5 million of appropriated funds completing
recreation residence appraisals. Another $500,000 is being spent on ongoing appraisals.

Most of this $4 million investment would be lost if S. 1938 were enacted.

In addition, we estimate it would cost the Forest Service $500,000 to develop the
appraisal guidelines and regulations directed in this Bill.  After that, we estimate that
more than 90% of the 9,600 permit holders who occupy lots affected by appraisals that
the Forest Service has already completed would take advantage of the opportunity
provided in this Bill and request another appraisal. In satisfying those requests, the

agency could spend more than $3-4 million in another round of appraisals.

The use of National Forest land for private recreation residences is a privilege afforded to
a relatively few number of persons. Taxpayers should be adequately compensated for this

private use of their public lands.

The appraisals we have completed confirm that the value of the National Forest System

Jand being occupied by recreation residences has increased over the last 20 years. For
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some lots, with particularly desirable amenities, that value has increased significantly.
We are implementing our fee policy in a manner consistent with federal laws, agency
management direction, and sound management principals concerning fair market rental
fees for these uses of the public’s land and we believe the appropriate course wouid be to

allow us to continue this process.

Thank you for providing me this opportunity to testify on S. 1938. We would be pleased
to answer any questions you may have, particularly on other, more technical, concerns

with the legislation,
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Testimony Before the U.S. Senate
Subcommittee on Forestry, Conservation
and Rural Revitalization
of the
Senate Committee on Agriculture, Nutrition,
and Forestry
Washington, DC - March 22, 2000

S. 1938, the Cabin User Fee Fairness Act of 1999

by
David R. Mead
Twin Falls, Idaho
President, Sawtooth Forest Cabin Owners Association

Representing the Association, as well as the Mead
family--cabin owners at the Valley View tract
in the Sawtooth National Recreation Area, -
Sawtooth National Forest, ldaho
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Mr. Chairman, | am David Mead, a long time citizen of Twin Falls, Idaho,
which as you know is in south central Idaho on the Snake River Plains. The
area’s base economy is from value added natural resources—farming, ranching
and food processing, some timber, and mining. As in most areas of Idaho, the
policies and practices of federal land managers substantially determine the
economic viability of each community. These same forest supervisors and BLM
area managers also make day-to-day decisions that determine whether my
family and my neighbors will continue to enjoy affordable opportunities for
outdoor recreation on the public’s lands.

In my case, | am a National Forest cabin owner lot permittee. A special use
permit issued by the Sawtooth National Forest allows me to maintain our family
cabin on & half acre lot of the forest’s natural, undeveloped land at the southern
end of the Sawtooth Valley. This permit also contains many restrictions on our
use of the lot, and I have attached a copy to my written testimony. The cabin
permit is one, among a few key documents, that must be read to understand the
values, both positive and negative, to be taken into consideration in the appraisal
process.

| am also the president (volunteer) of the Sawtooth Forest Cabin Owners
Association, which represents the 181 families with cabin permits at various
tracts located within the Sawtooth National Forest. | am representing both the
Sawtooth Forest Cabin Owners Association and my own family today.

| am here to support Senator Craig’s legislation, S. 1938, the Cabin User Fee
Fairness Act of 1999. The bill will provide relief to nearly 15,000 of families in 25
states and Puerto Rico, who suddenly face alarmingly and excessively high cabin
lot fees.

Cabin fees are being recalculated throughout the forest system, based on the
results of a routine reappraisal of the lots underlying these cabins. This is a
process that normally recurs under current policy every 20 years, but should
occur more frequently. However, appraisal methodology utilized by the Forest
Service in this round has proven to be inconsistent and unreliable, and cabin
owners learned quickly that there is no inclination within the agency to resclve
several problems that plague the fee determination process.

It appears that only further guidance from Congress will succeed in sorting
out the conflicting objectives the Forest Service faces, as well as unnecessary
problems the Forest Service has created. On the one hand, Congress and the
General Accounting Office have directed resource agencies to maximize
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revenues from federal lands, and in doing so the agency contrived a system that
now will capture more than fair market value from cabin owners.

On the other hand, both Congress and the Forest Service made commitments
o the American people to provide ample opportunities for appropriate, affordable
recreation on federal lands—diverse recreational opportunities for average
families and individuals with average or lower income or pensions. The new
cabin fees make unaffordable for most families one of the oldest recreation
programs—the cabin program—authorized (in 1915) by Congress.

These policy objectives need not be in conflict. Congressman Nethercuit's
legislation sorts out the elements of revenue-driven policy objectives and the
recreation program policy objectives, allowing the Forest Service to meet both
sets of obligations.

I'd like to share with the subcommittee details of our experiences in idaho that
are already well known to Chairman Craig.

| last paid an annual fee based on the earlier appraisal of my lot (20 years
ago) in December 1996. The fee was $390, and that was actually too low,
despite the original base fee having been annually adjusted for inflation over a 20
year period in which the national economy was overall very strong, however
much of our regional economy in south central Idaho was actually in decline. This
failure to keep pace with the national economy tells us something about an
important feature of the Forest Service policy that guides cabin fee
administration: the index that currently measures and adjusts for annual inflation
(or defiation) is fundamentally flawed and must be replaced, as is required by
Senator Craig's bill.

The lots in our cabin tracts in the Sawtooth were among the first (in 1996) to
be appraised by the Forest Service in the current round of reappraisals. The 34 -
families at the Valley View tract, where my cabin is located, were stunned by the
results—a 541% increase in each of our cabin lot fees, from $380 annually to
$2,500. Each family had to consider carefully whether the limited seasonal use of
the cabin justified this extraordinary hit on the family budget. For most families, it
was readily apparent that such an increase was simply unaffordable, and the
cabin would have to be sold to people with much greater discretionary income.

The Forest Service policy allows the cabin owner to obtain and pay for a
second appraisal by an outside appraiser of the cabin owner’s choosing. The
cabin owners at Valley View chose to hire an appraiser for this purpose, because
it was evident from reading the first appraisal report that the “typical lot” chosen
at Valley View for appraisal was treated as if it were a fully developed lot within a
legally subdivided neighborhood of fee simple second homes. | can offer that
observation with a considerable degree of confidence. | am a retired country
banker, and I've dealt with appraisal data from both urban and rural transactions
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throughout my career. I'm also an accredited rural appraiser of the American
Society of Farm Managers and Rural Appraisers (retired).

The appraiser we hired at the Valley View tract was required by the Forest
Service to use the same appraisal guidelines that had been provided to agency
appraisers for their initial appraisals. This set of appraisal guidelines is flawed
and inappropriately changes the rules of the road with respect to determining
proper value for land in an undeveloped “natural, native state” as expressed
within and required by the agency’s own policy. Nonetheless, our appraiser
worked within those guidelines, but determined the value of the “typical lot” at our
tract to be dramatically lower than the Forest Service’s appraisal results.

For those of you who have not visited cabins in the program, it might help put
what you're hearing from me in better perspective if | pause to describe the log
cabin my family built in 1975. Our general location is reached by a dirt road built
by the Forest Service. As is typical of all cabin tracts, my family then cleared the
dirt lane that runs up a steepish hill to within about 150 feet of the cabin’s door.
The terrain becomes very steep at that point, and we haul goods and gear up this
final slope on foot.

There is no electricity. We use kerosene lanterns. We have no phone. My
wife and |, and the kids and the grandkids, carry water to the cabin in a bucket
from a small stream over the hill. We rigorously maintain an outhouse,
consistently meeting appropriate health and environmental standards. Food is
refrigerated in an “lce Box", meaning a primitive example of the very earliest
technology. Had we elected to provide ourselves with more amenities, as a good
number of cabin owners in some other forests have elected to do, my family and
myself would be responsible for these additional costs and risks and,
presumably, benefits--not the Forest Service.

The fee that resulted from our second appraisal was $1,750, an increase of
approximately 350%. The increase resulting from this second appraisal came far
closer to my own expectations, but also keep in mind that the independent Idaho-
based appraiser hired by our tract was required to do his data gathering and
analysis, using the same set of appraisal instructions the Forest Service had
given its own initial in-house appraiser.

The new fee resulting from the second appraisal is much lower, but
nonetheless unaffordable to a number of our families at Valley View, and only
marginally affordable to many others. They are facing tough decisions. Some of
our cabin owners have already bailed out, and the buyers of these cabins are
wealthy. As we feared and predicted, the “cash cow” appraisal objectives that
appear to drive the Forest Service are now driving retired people and average
income families out of the forests.
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Put aside for the moment your personal opinion about whether $1,750 is too
little or too much for the government to be receiving annually as fair market value
for use of a quarter or half-acre parcel of undeveloped raw land. The real issue
here is the wide variance between two appraisals, each undertaken with the
same set of instructions. In the first instance, a Forest Service appraiser
examined the comparabie sales, and in the second instance these sales were
examined by a local, Idaho-based appraiser experienced in rural land
transactions within the market area that affects the vaiue of the lots underlying
our cabins. An unquestionable piece of evidence validates this variance as a
fundamental fiaw in the system: the Forest Service accepted the results of our
second appraisal without taking exception to any element of the second appraisal
report.

The subcommittee needs to also know about appraisal results elsewhere in
the Sawtooth National Recreation Area, some two-plus miles away from our
Valley View tract as the crow flies. And here, at the Pettit Lake tract, we can aiso
compare new cabin fees at Pettit Lake to new Forest Service campground fees
that will kick in this year.

Cabin owners at Pettit Lake enjoy a significant natural amenity not present at
our tract—a small lake that is one of a string of moraine lakes running through
the region. A few cabins have lake frontage; others have a lake view, although at
many of the individual lots this view is obstructed by trees. Otherwise, many
cabins at the Pettit Lake tract are very old, and some resemble my own cabin
with respect to primitive conditions.

Also present at the Pettit Lake tract is the “poster child” cabin for purposes of
quite an array of media coverage about the cabin fee issue. This is the structure
and outbuildings built in recent years by a well-known public personality.
Objections to various violations of the Forest Service’s cabin policy were
overcome by high level political intervention, and the lot now supports an
outsized main dwelling and additional structures that have housed security and
domestic staff from time to time. While this owner’s cabin and outbuildings
cannot be considered to be “typical,” it is the lot that was to have been appraised
in a “natural, native state.” The result is a new annual fee that exceeds $30,000,
and fees nearly as high are also be charged to people | consider to be “typical
families.”

Families at the Pettit Lake tract are the worst hit, to date, by flaws in the
appraisal methodology utilized by the Forest Service. The forest Iots appraised at
Pettit Lake are within the influence of the Sawtooth NRA real estate market.
Here, large acreages of fee simple land have been acquired by the federal
government and a multitude of easements have been bought for conservation
purposes. Federal acquisition has made the availability of truly comparabie
market evidence from sales of parcels of undeveloped, raw land as scarce as
hen'’s teeth.
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Further, this market is deeply influenced by the proximity of recreational real
estate development at Sun Valley—an influence on real estate values at Pettit
Lake, but for these forest cabin owners, Sun Valley is not an actual amenity
related to, or adding value to, their day-to-day activities, interests or enjoyment of
their cabin.

The results of the reappraisals at Pettit Lake were astonishing. The annual
fee for the majority of cabin owners jumped from $1,114 to $22,500—an increase
of 1,900%. At the high end of the range of values determined by the Forest
Service appraiser, the annual fee for occupancy of a “natural, native state” lot is
$67,500.

Cabin owners at the Pettit Lake tract elected without a minute’s hesitation to
seek a second appraisal. The results from the second appraisal have been in the
hands of the Forest Service for over a year, and the agency is obviously treating
the appraisal report with “kid gioves”--if | might use such a term to underscore
that the 23 families involved have yet to receive a response from the agency.

There’s an interesting comparison of Forest Service special use fees at Pettit
Lake that the subcommittee needs to consider. It's a small lake, shared by a
variety of visitors doing a variety of things. The Forest Service provides a
campground for visitors, not too far away from the cabin tract. Some visitors elect
instead to camp within the cabin tract on the “yards” of the cabins, which these
forest visitors have every right to do. Only the “footprint” of the cabin structure
itself is privately owned, and the public is free to wander at will on any forest land
not within the walls of our cabins. Cabin owners generally make an extra effort to
let the public know they are welcome to camp or picnic within the “boundaries” of
a tract, because we would otherwise invite opposition to the existence of the
cabin recreation program.

The Forest Service campground at Pettit Lake provides developed campsites
at no charge to the public. in the coming season, however, the Forest Service
announced last week that the agency will for the first time begin charging $6 or
$7 per night for each campsite. The agency will spend “several hundred
thousand dollars” (according to press coverage) to add 13 additional individual
campsites to the existing inventory of campsites, for which | can't provide overall
capacity statistics. .

Let’'s do the math based on charging $6 per night per campsite, calcuiated
over the four and one half months in which cabins at the Pettit Lake tract are
accessible by their owners:

+ A hypothetical long term camper would pay $810 in fees to the Forest Service
during this period for the privilege of continuously occupying a small parcel
developed by the Forest Service at considerable taxpayer expense, and in
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these months the Forest Service will provide an individual cooking pit at each
campsite, restroom facilities, trash disposal, hazard abatement, and other
maintenance and amenities.

e The majority of Pettit Lake cabin owners will pay $22 500 in fees to the Forest
Service for this same period for the privilege of occupying bare land at their
own expense with full responsibility to comply with highly restrictive terms and
conditions contained in the policy and the special use permit. The cabin
owner has the obligation to fully indemnify the federal government in any
liability exposure the Forest Service might experience from our occupancy.
The Forest Service has the ability to block the cabin owner from renewing the
permit, from selling the cabin, or from replacing the cabin in the event of a
natural disaster. Along with that thin “bundle of rights,” the cabin owner is
solely responsible for the family’s “cooking pit,” sanitary facilities, water
supply, fuel, access, maintenance and liability.

~ Cabin owners made the investment in infrastructure and amenities—certainly
more cost effectively than the “several hundred thousand dollars” being spent by
the Forest Service at Pettit Lake to make space for 13 more families each night.
We’'ll continue to pay our own way. We always have.

The announcement last week by the Forest Service about the new fee for
camping at Pettit Lake perfectly illustrates the inconsistency in policy that affects
forest users. This complex system of inequities between forest users, their
diverse activities, and whether they pay big fees, or small fees, or no fees could
not be more apparent than as managed within the Sawtooth National Forest.

The cabin fee coalition, in which I've been participating regularly, developed a
chart outlining the real differences between owning a cabin on private land and
having one on a National Forest. Time is too short to read these differences to
you now, but they are contained in my written testimony and are on the easel in
the hearing room.

These are the significant differences that the coalition calls the “bundle of sticks”:

Rights on Private Land: Rights on a National Forest:
1. Can prevent trespass 1. Control only cabin footprint (cabin

interior only; public can use lot)

Subdivide the iand
Will/lbequeath cabin and land

2. Live in cabin year round 2. Vacation cabin only

3. Sell cabin with no restrictions 3. Sell only to a USFS approved buyer
4. Lease the cabin 4. Rent up to 15 days annually, but

5. Give the cabin away only with USFS approval

6. Put cabin in a family trust 5. Put cabin in a family trust

7.

8.
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Rights on Private Land: Rights on a National Forest:
(continued)

9. Have multiple owners on the title

10. Borrow against it

11. Run a business from it

12. Use it whenever you choose

13. Control who walks on or near it

14. Add buildings

15. Install a swimming pool/hot tub/sauna
16. Landscape any way you choose

17. Cut down old/plant new trees

18. Paint whatever color you choose

19. Remodel/enlarge the cabin

20. Put up signs, fences & clothes lines

21. Maintain it as you see fit

22. Remove hazards as you see fit

23. Have horses or cattle around your cabin
24. Allow your pets to run loose

25. Have any number of cars in your driveway
286. Services of local fire department

27. Services of local police department

28. Services of local sanitation department
29. Services of local water & power utilities
30. Have mail/newspaper boxes :
31. Have children’s piay equipment

32. Plow snow from road, driveway and lot
33. Have Ruvs, trailers or boats on your lot

As a retired country banker, | will leave you with one fundamental, professional
observation. Assuming credit worthiness, | would approve a mortgage to the
owner or prospective buyer of a fee simple “native, natural” parcel. Assuming
vast riches, no banker would ever grant a mortgage for the “asset” that is a cabin
authorized for occupancy and use on a National Forest under the cabin program.

Nor have cabin owners ever sought this level of “property right.” It is a privilege
for my wife and me to enjoy our retirement in the forest each summer, for
however long we are able to drag food, water and goods up that last 150 feet
between the lane and our front door. it has been far more than a mere privilege
to raise our children in harmony with the Sawtooth Valley—it was a remarkable
opportunity to expand their lives beyond day-to-day urban life in Twin Falls.
Today, all but one of our six children have settled in major western cities. They
return with the grandchildren like homing pigeons to the family cabin in the
Sawtooths. Their values, and the experiences of so many of their friends that
they bring along to stay at the cabin, are permanently measured against the
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“native, natural state” experience in the Sawtooth National Forest that creates
personal integrity and lasting memories.

Can a Forest Service appraiser factor in human values of this magnitude? No,
nor should they. But the Congress certainly needs to take into account the social
and physiological value of the cabin program. The objective is the forest
experience, creating in each generation a constituency for good stewardship on
the National Forest System. A return of fair market value for the privilege and
opportunity to be a forest citizen is embodied in the law, and S. 1938 also fulfills
that objective.

Mr. Chairman, you were among the first to hold a field hearing on this issue
when the first results in this current reappraisal of the cabin system
demonstrated, at the Sawtooth National Forest, that something was wrong. | am
grateful for how promptly you moved. Cabin owners in both northern and
southern Idaho know that you, Representative Chenoweth-Hage, and
Representative Nethercutt created the space and the opportunity for cabin
owners to sort through appraisal and fee methodology issues that the Forest
Service is not inclined to “cure.”

I've regretted that it has taken all of us so long to identify, and reach
consensus, on a reliable solution in S. 1938, but I'm comfortable today in
realizing that good, long term policy evolves slowly. The problems we confront as
cabin owners are absolutely unique, and these conflicting values and bundle of
rights are virtuaily unprecedented in normal appraisal activities. The solution
drawn from this effort by Senator Craig in S. 1938, and by Representative
Nethercutt his companion bill, H.R. 3327, is good policy and is sufficiently
specific in its direction to the Forest Service that it will hold up over time.

I'd like to close by expressing the gratitude of cabin owners in Idaho to you
and your subcommittee colleagues. The enactment of S. 1938 will become one
of those landmark “household words” that passes from one generation of cabin
owners to their children and grandchildren. The reappraisal situation has been a
wake-up call for cabin owners who trusted that their good relationship with the
local ranger was all that was needed to keep this Forest Service recreation
program working effectively. Not necessarily so. The world has changed. The
pressures are different now, for both the cabin owners and the hard-pressed field
staff of the Forest Service.

All cabin owners will learn in time that Senator Craig is one who continues to
step forward to maintain fairness and good balance in the determination of cabin
fees and in the administration of the program overall.

Mr. Chairman, I'm proud to have you as my senator. Let me say once again
how much | appreciate the opportunity to testify, and i continue to appreciate
your leadership in our behalf.
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introduction

Mr. Chairman, thank you very much for the opportunity to address you on an issue
of great concern to recreation residence permittees. 1am a member of the National Forest
Homeowners (“NFH") which represents holders of special use permits issued by the USDA
Forest Service pursuant to the Term Permit Act of 1915, 16 U.S.C. Section 4971.

The Forest Service recently undertook its procedures for updating the special use
fee that we pay every year. The first area to complete the procedure was in the Sawtooth
National Forest in Idaho which includes the Sawtooth National Recreation Area.. The fees
were astronomical, some as high as $30,000 per year. The procedure, as it continued
around the country, resulted in other unreasonable fees. Although none were quite as
egregious, they were high enough to wonder just who could or would want to pay such a
fee for this use. We all agree that we should pay a fair fee, but many of the resuiting fees
are not fair.

In an effort to solve this problem, NFH joined together with other representatives of
recreation residence users to form a Coalition. This included representatives of National
Forest Homeowners, American Land Rights Association, California Forest Homeowners
Association, Oregon Forest Homeowners Association, and Sawtooth Forest Cabin Owners
Association (Idaho) and included other organizations and individuals whose input was
invaluable. We hired Betts & Associates, a consulting appraiser, to help us analyze the
problem. We reviewed the process in many areas of the country. The Coalition believes
the bill before you today, the Cabin User Fee Fairness Act of 1999, goes a iong way to
resolving our problem.

What is a Recreation Residence?
In order to understand why the current new fees are unreasonable for this use, it
is important to understand just what is this asset called a “recreation residence.”
The Organic Act of June 4, 1897, (6 U.S.C. Section 475), and the Multiple Use
Sustained Yield Act of 1960, (16 U.S.C. Sections 528 et. Seq.), show the direction that

1
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Congress has given the Department of Agriculture and, thus, the Forest Service: to
balance the uses of the National Forests “so that they are utilized in the combination that
will best meet the needs of the American people.” Subsequent legislation has in no way
changed these fundamental directives.

When the Term Permit Act, (16 U.S.C. 9701), became effective in 1915, the Forest
Service advertised in newspapers throughout the United States, offering sites for “summer
homes.” Advertising solicited the general public, and the general public responded. The
Forest Service issued permits for recreation residence sites to ordinary peopie, not therich
of our country. This was to be a program to heip the Forest Service manage its forests for
recreational opportunities and was just another in a broad spectrum of uses of our forests
by the public.

The early recreation residences were often hand built from materials found nearby.
Access to the sites often took several days and sometimes could only be had by
horseback. Today, many of these original cabins still have hand-hewn shakes and logs,
and display construction methods that are no longer used. They bring to mind the era of
Teddy Roosevelt, early “conservationists,” and the formation of the National Forest
system. We continue to subscribe to these ideals. Many of these are truly cabins in the
woods, not equivalent to a second home at a destination resort area. Many have no
electricity, and many provide and maintain their own road access, as well as their own
water supply.

There is still a valid and valuable place for the recreation residence in the national
forests. This is only a different type of public use of the forest, one that provides the forest
experience to many Americans. Cabins provide access to forest recreation not only by the
immediate family of the cabin owner, but also by extended family members and friends.
In many cases, cabins also provide the very young, the elderly, and people with disabilities
an opportunity for forest recreation that may not be readily available to them in a
campground.

Limitations on the Use

Use of cabins on Forest Service permits differs greatly from that of cabins on private
lots. Our permits are for no longer than 20 years. Permittees must adhere to strict limits
on the use of their cabin. Commercial use is prohibited. We are restricted in the size,
shape, color and period of occupancy of our cabins. Region 5 has recently proposed a
set of uniform guidelines which include all this. They add such provisions as removal of
all but 1400 square feet of cabin size on issuance of a new permit, notwithstanding prior
approval of a larger size.

Other members of the public may not be precluded from using the “lot” on which our
cabins are placed. The general public is welcome to use every inch of the land on which
our cabins sit except for the cabin’s “footprint”. In order to implement this requirement,
our tract of cabins has worked with the Forest Service to create a system of paths that
makes it clear to the general public that the cabin’s presence does not prevent their use.

We are not guaranteed that we will be allowed to stay on that lot. We must be
vigilant to ensure that the local Forest Plan still perceives our use as consistent with the
overall use of the forest. When the Forest Service proposes new regulations with respect



55

tofarest plans, we comment on proposals such as the new proposed regulation’s mandate
to bring the forests back to pre-European conditions. While we must be given 10 years
notice of the non-renewal of our permit, upon its expiration we must remove all structures
and restore the lot to its original condition. The Recreation Residence Policy promulgated
in 1988 and finally revised and published, after an appeal, in the Federal Register at Vol.
59. No.105, pages 28714-28741, June 2, 1994 (1988 Policy), contains those
requirements. A property subject to these restrictions is a very different asset than a
vacation home with “fee simpie” ownership of the underlying iand.

The last new tract offered for recreation residences was offered in the 60's. The
number of these cabins has slowly diminished over time. There are currently just less than
15,000 recreation residences left in the system. While the Forest Service has recently
estimated, in testimony, that the cost to administer recreation residence program is $3.2
million, the income currently received from fees before the current re-assessment is $9.4
million. This compares very favorably with other uses of the forest, and is the most cost
effective program the Forest Service has on federal land.

Historical Method of Setting the Use Fee

We have no objection to paying fees that we believe are fair, as long as they are
related to the type of use we have. The original practice of appraising the land underlying
our cabins, as though that land was bare undeveloped land, with a percentage of that
value as our yearly fee, should result in reasonable fees, if that process is fairly performed.

As a way to justify the current process, the Forest Service is fond of saying the
permittees agreed to this method when the Policy was rewritten in the early 1980's. What
the Forest Service is doing now is not what was envisioned then.

Attached as Exhibit A is a copy of a document prepared by three individuals
involved in the process in the early 1980's. It shows the current problem is not a new one.
The attempt was to make the current method of fee determination market-based. The
adjustments were to be made to “fee simple” raw land to result in the fee determination.
When comparable raw land is not availabie, certain other adjustments were to be made.
The 1988 Policy is contained in Section 33.3 of the Forest Service Handbook. It calls for
the fair market value of the recreation residence lot to be established using professional
appraisers. The appraisers are to determine the market value of the lot as if it were owned
by the cabin owner (fee simple) “without consideration as to how the authorization (of the
use) would or could affect the fee title of the lot.” Typical lots are to be chosen in each
tract (to avoid the cost of doing separate appraisals for similar lots) and each of these are
to be the subject of an appraisal. Comparable market sales are to be used “of sufficient
quality and quantity that will result in the least amount of dollar adjustment to make them
reflective of the subjects lots’ characteristics.”

The Policy language then gives specific adjustments that should be made. These
include:

a. Physical differences between the lot and comparable sales;

b. Legal constraints imposed upon the market by governmental agencies;

c. Economic considerations evident in the local market;

d. “Locational’ considerations of the lot in relation to the sale comparables;
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e. Functional usability and utility of the lot;

. Amenities occurring on the lot as compared with the sales comparables;

g. Availability of improvements (roads, water systems, power, etc.} provided by
entities other than the cabin owner;

h. “Other market forces and factors identified as having a quantifiable effect upon
value.”
After a value is set, the annual fee is determined by multiplying this value by five percent.

The “‘comparables,” and the validity of using any chosen market transaction as a
“comparable,” as in any appraisal, are crucial. The adjustments were expecled to result
in a fair adjustment {o a dissimilar transaction.

Current Method and Problems with Methodology

The current method for determining a yearly fee, then, is based on the concept that
there can be an appraisal of comparable bare, privately-held land. For each “typical” ot
or lots in a tract of cabins, the appraiser must identify sales of somewhat comparabie
privately-held parcels in the same geographic area. Thus, the comparabie parcei must
be truly comparable. The annual permit fee is then set at 5% of the appraised value for the
“comparable” parce!l of private land. This annual fee is then muiltiplied by an index to
account for inflation {or deflation), currently the Implicit Price Deflator (IPD), chosenfor its
tendency to be more stable than other indexes.. This re-appraisal process is to occur
every 20 years.

in order to implement this policy this time around, the Forest Service prepared a
new set of guidelines for appraisers. Our review of those guidelines, and our review of the
resulting appraisals, leads us all to believe that these guidelines, as currently written,
misiead the appraiser to use market transactions which are fundamentally not comparable.
Where there are no comparable sales, market transactions are being used without the
proper adjustments to make them reflective of the cabin lot's value. This results in flawed
appraisals and, in some places, excessive values.

Further, the fact that this is an unusual asset, and the unusual method by which the
appraisers are to produce a “comparable sale” when there are few really comparable
assets, has complicated the issue. Finally, various governmental acts, such as the
creation of the Sawtooth National Recreation Area in Idaho and the act of buying up the
surrounding land, have added an inflationary pressure on neighboring land which makes
the use of “comparable sales” iess than useful when using this method to set a fair fee for
this use.

Several things in the language of the guidelines caused us concern. First, the
current guidelines refers to “sites,” not “lots.” An earlier version of the Policy contained
the "site” language, which was changed to “lot” in the final version due to a legal opinion
that the term “lot” was preferable. it is clear that the individual who wrote the guidelines
was not aware of that change.

In addition, a most troubiesome sentence ocourred in the guidelines in C-2.1(f) (2).
“As a private privilege [sic] use of National Forest System lands, the occupancy cannot
interfere with public or semi-public uses having a documented higher priority.” Language
such as “private privileged use” flows directly out of the language of the Appeliants to the
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Policy as it was originally drafted. That philosophy was soundly rejected by the amended
Policy, with its language at 2347.1 that recreation residences are a valid use of National
Forest land. The language “higher” priority does not occur in the final version of the
Policy, either, having been replaced with the correct “alternative” public use. The Coalition
can only conclude that the draftsperson of the guidelines had a personal opinion about the
cabin program which differed from what the Poiicy intended.

Our review of selected actual appraisals, and the analysis of our appraisal expert,
confirmed what we suspected. The manner in which the guidelines were drafted is
resulting in the use of market transactions which are not comparable. Further, appraisers
working under the guidelines provided by the Forest Service consistently fail to make
appropriate market adjustments where warranted.

Inforests near destination resort areas, and even in tracts whose location is outside
the actual “neighborhood” infiuence of the resort but whose “comparable sales” evidence
does not reflect the difference, developed vacation subdivision lots are being used, and
the Forest Service's appraisal staff has expressed the opinion that this is entirely
appropriate since the cabins are equivalent to any other “vacation home” that someone
who has sufficient funds can afford to purchase. Even the poorly drafted guidelines refer
to the “natural, native state” in the definition section of C-2.1(f). Raw land is not the same
as a developed lot in the marketplace.

In circumstances where an appraiser is unable to find local market transactions of
the sale of undeveloped land, land in various stages of recreation development are being
used, but the appropriate adjustments required by the Policy are not being made. For
example, an adjustment for “remoteness” of the typical cabin lot is rarely included. The
required deductions for physical improvements to the site are sometimes made, but they
are not always adjusted for the extra cost that the remote nature of the location brings, or
for the difficulties that the lot itself imposes for the costs of improvements. Further,
appraisers are being directed to make adjustments to give the benefit of the doubt to the
Forest Service when considering improvements.

The Forest Service provides the raw land and over the years the cabin owners
have capitalized and taken the risk in providing water, sewer, utilities and the cabin
structure. These improvements, unless recently added, are rarely documented. We know
the Forest Service did not build the cabin, but often only the cabin owner's memory is left
to show the access road was originally built by the cabin owners, even though the road is
now also used as access to the campgrounds. These are expenditures that should accrue
to the cabin owner, not the Forest Service. The remoteness of the site, and its physical
limitations (its steepness, the quantity of rocks or quality of the soil) set the amount of
money the cabin owner spent on the construction of the roads, sewer and water systems.
If the Forest Service cannot prove it provided the improvement, then no adjustment should
be made to increase the value of the raw, undeveloped lot.

Also of great concern is that an adjustment is not being made between the market
price of raw undeveloped land and the market price of a developed subdivided lot. This
is referred to by professional appraisers as the “entrepreneurial incentive” factor, and it is
this factor that captures the entrepreneurial nature of the market. A lot in a subdivision
sells for more money than does an undeveloped parcel. Itis the developer who provides
capital for the improvements upon raw land and assumes all risk — such risks as an
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undependable water tabie, boulders that increase the cost of road-building, septic fields
that require more sophisticated technology than had been anticipated, or short-term real
estate market fluctuations as a project is brought to completion. Developers capture this
entrepreneurial incentive by adding a percentage or percentages of “value’” to their land
as the project progresses. Appraisers see the value of a subdivision as an equation:

raw land value+ development costs + entrepreneurial incentive = developed lot market
value.

We know that appraisers have inquired about using this adjustment factor. We
know the Forest Service at the Washington, D.C. level has instructed its regional
appraisers not to adjust for the cost to develop a subdivision, profit to the developer, risk
or infrastructure in the appraisal. This instruction conflicts with the Uniform Standards for
Federal Land Acquisition as well as the Policy. [t is consistent, however, with the staff's
view that these cabins are equivalent to residences in a vacation resort subdivision.

These adjustments are not speculative. They can be readily determined by
consulting the developer whose subdivision lot is being used as evidence of a market
transaction, and a common range of percentages of the totai lot price can be anticipated
as an adjustment factor. It is this factor that is not being deducted in the adjustments to
market transactions to result in a bare land value. This should be required in the
specifications to appraisers. Instead, the language of those specifications leads the
appraiser to use subdivided lots as comparables with no adjustment. By failing to allow
the required entrepreneurial adjustment, the Forest Service is attempting to capture this
factor for itself. This practice results in a fee that is greater --often far greater— than the
fair market value of the use. This is clearly not what the Policy says, nor what was intended
by the drafters of that Policy, nor does it resuilt in fair fees.

We believe that the current problem can be mitigated by the revision of the
guidelines to appraisers, but, based upon our discussions with Forest Service employees,
it is clear the Forest Service will not make those changes. They rely on the belief that they
must get “fair market value”. They do not recognize the difference between the fair market
value of the use and the fair market value of the underlying reai property. The
Independent Offices Appropriations Act of 1952 (1.0.A A.) as amended 31 U.S.C. 9701
requires that our fees be

(1) fair, and

(2) based on--

(A) the costs to the Government

(B) the value of the service or thing to the recipient;

(C) public policy or interest served; and

(D) other relevant facts.
A number of our members worked with the Chief of the Forest Service when the current
Policy was developed. We know what was intended. An appraisal method is to be used
to “back in” to a fair use fee. We know what the 5% was intended to cover. The current
implementation of the policy is not what was intended.

Further, such a method is fraught with the potential for confusion by appraisers.
This is an extremely unusual asset, with an unusual appraisal methodology. 1t took the
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Coalition and its expert much time to unravel the reasons fees were being set so high, and
we know the nature of the asset and the underlying policy.

It became clear that legislation was the only manner in which to solve this problem,
given the Forest Service's approach to this recreation use. The bill before us is an attempt
to support the underlying policy of setting fair fees, while providing a valid appraisal
methodology to do so. Further, an adjustment is required when that methodoiogy wiit not
result in fair fees for the use, in cases where a government act inflates local land prices
though the creation of a scarcity, such as has occurred in the Sawtooth National
Recreation Area in Idaho. A different inflation factor is proposed, as well as a slightly
different method for resolution of disputes over the appraisal results where they arise.

The Cabin User Fee Fairness Act of 1999

The Bill before us today, which we support, is intended to remedy the errors we see.
It recognizes the program of recreation residences for what they are, not as equivalent to
vacation homes on subdivided lots in resort iocations. It calls for reasonable and fair fees
for cabin use.

The Bill also includes specific, detailed requirements for the appraisal, since this
is such an unusual appraisal assignment and its current implementation has revealed so
many problems. It calls for appraisal every 10 years, instead of 20, to make sure the
Forest Service is getting the fair market value of our use, in the event the annual index
does not work as expected. It chooses a new index, one more closely tied to local land
values, but not one tied to residential use.

In those circumstances where certain governmental acts produce an unfair fee, we
require the comparable land analysis to go outside the area influenced by those acts. In
those circumstances, the annual index used is a state-wide index instead of a local one.

As is currently provided, the first appraisal is performed by an appraiser of the
Forest Service’s choosing, and in the event that there is an objection, the second appraisal
is at the cabin owner’s expense. Here, it is specifically provided that the presiding officer
then can choose the results of the first appraisal, the second appraisal, or any value in
between the two appraisals. If the resulting fee appears unfair to the cabin owner’s tract,
in which the typical lot is designated, then the tract can ask for arbitration.

With the use of the proper appraisal instructions, the need for a second appraisal
should be reduced. For those cabin owners with completed appraisals, they would have
a choice to accept their appraisal under the old method, or request a new appraisal. As
not all appraisals report huge increases in value, many completed appraisals will not need
to be redone.

Attempts were made to ensure that the language of the bill is understandable to an
appraiser in the field, who, after all, is the individual charged with the first attempt to make
it work. We did discover errors in appraisals resulting from simple ignorance of appraisal
theory. The old method only called for appraisers to be members of a nationally
recognized professional organization. Forest Service appraisers only needed adequate
training, completion of basic courses, and “competence”. The Bill seeks to bridge the gap
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between the normal knowledge of a suitable appraiser, and the unusual request that this
appraisal involves. The Bill's provisions seek to make clear what is being appraised, and
why.

Conclusion

The bill before you today, the Cabin User Fee Fairness Act of 1999, is a much
needed revision to what is now a problematic process of setting special use fees for the
recreation residence. Our research shows the methodology currently employed results in
appraisal errors in theory, with resulting erroneous values. Some of those errors have
created unreasonable fees which cannot possibly refiect the fair market value of the use.
This bill should correct those errors, giving the appraiser careful instruction for a difficult
assignment.

The method of setting use fees based on an appraisal of the underlying lot, if not
adjusted where certain governmental acts have cause local land to precipitously rise in
value, results in even more unreasonable fees. Directing appraisers to use iand outside
the area of influence of the governmental acts will result in the selection of truly
comparable land, with a resulting fair fee.

Performing the appraisals every 10 years instead of every 20 years will keep the
use fees closer to fair market value, as will the use of an index closely tied to local land
fluctuations. All this should create a more intellectually honest appraisal method, which
is consistent with uniform appraisal theory, and which should bring us all the assurance
that the fair market value of the use is being captured.

The high fees resulting from improper application of the underlying policy, if allowed
to stand, will change the face of this program, limiting its use to the very rich. This
program should stay affordable by the ordinary American. This Bill is essential to that end.
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We wish to thank the committee for this opportunity to comment on Recreational Residences
on the National Forests, the current reappraisal process and the reasons for S. 1938,

(1) First, we wish to express our conviction that the current appraisal process makes no
sense. Itis clearly inequitable as well as being blatantly irrational and possibly illegal.

These cabin lots are not for sale, have never been for sale and, barring great changes and
unforseen developments, will never be for sale. This is not a real estate transaction. This is
simply a method of determining a fair “use fee” for a recreational use.

What are we really talking about here? A small site on which a cabin owner can maintain a
small summer cabin, under strict guidelines...at no expense o the government. What possible
sense does it make to have the use fees for the exact same use vary from district to district, from
forest to forest, from region to region by over 150 times, 15,000%? This range of “user fees” from
under $200 to $30,000 makes clear the current Forest Service appraisal process is blatantly
flawed...and obviously non-rational.

We have discussed the policy direction and the Forest Service implementatiuon of this process
with certified appraisers, professors and teachers of appraisal as well as authors of well known
texts on the subject . Their feeling is that the agency appears to be in violation of the Uniform
Appraisal Standards for Federal Land Acquisition created by the Interagency Land Acquistion
Conference under the leadership of William Kollins, Chief of Land Acquistion, Energy and
Natural Resources Division, Department of Justice, in 1992. Succeeding witnesses will expand on
this theme.

(I} We would also like to point out where we feel the agency has made errors in policy.
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At a Santa Clara meeting of National Forest Homeowner members. and others, on Saturday,
Feb. 7, 1998, Randy Karstaedt, Special Uses Group Leader, USFS Lands Division Washington
Office, revealed what we felt was a brand new reading and interpretation of the regulations
governing the fees charged for Recreation Residence Permits. This new interpretation, if
implemented as proposed, will raise fees dramatically on many cabins immediately and on all in the
long run.

At that meeting it was pointed out that through the ten years of negotiation and renegotiation
during the 1980’s which resulted in the national recreation residence policy, the cabin owners were
assured and reassured that the language of the policy pertaining to appraisal and establishment of
cabin fees would "never" result in permittee lots being appraised "as if" they were fee simple lots,
because the many differences between permitted lots and fee simple lots made them obviously not
comparable. We were repeatedly told that the appraisal had to begin with an estimated fee-simple
value in order to arrive at some form of reasonably “objective” base figure.

Among the many differences which we were assured would be taken into account during the
appraisal process were: (a) the legal constraints to which permittees were subject by Forest Service
restrictions on size, color, landscaping, remodelling, etc.; (b) the limitations on rental; (c) the
limitation on the use of the property as a year-round dwelling unit; (d) the fact that a long-term
lease of fee simple land which required lessee investment would almost always entail an option to
renew the lease, not present with permitted lots; (e) the obvious fact that long-term leases of fee
simple property are legal assets which lending institutions will accept as collateral for a loan
whereas permits are not; (f) the fact that banks will not give construction loans for improvements
on permitted land whereas they will on improvements constructed on a long term lease property;
(g) the fact that permittees may not deny public access across their lots where fee simple leasees
may; and (h) the fact that permittees are not entitled to "tenant's rights" where fee simple lessees
are.

These points were cited repeatedly to permittees during the years when the Recreation
Residence policy was being formulated as "reasons" why any appraisal of the value of the land
would not be comparable to fee simple land, but would reflect the lands "cash market value based
upon its use as a recreational residence homesite.” (This is a direct quote from the policy
statement.)

To every one of these points Karstaedt, and John Shilling, Assistant Regional Forester, Region
5, who was also present that day, replied that it was considered by the agency that all these points
of difference between afee simple sale or lease were compensated for by the fact that permittees
were only paying 5% per year of the assessed value instead of the 7 to 18% they claim would be a
standard lease fee on fee simple land. (However, we discover that many agricultural land leases are
at a 5% rate, and lower.)

When asked directly what the above underlined phrase meant, both men hedged, but said
essentially that those words meant nothing.

This witness, some eight years ago, personally asked Ken Myers, then Deputy Director of
Lands, USFS, now retired, whether the policy meant that our lots would be appraised at the same
value as fee-simple land. He referred to the above underlined phrase and read it aloud in a public
meeting, saying that it was clear that we would “never” be appraised at fee-simple market value,
because that would be comparing apples and oranges.

Yet, it is now the announced interpretation of the policy to assess every permitted lot as if it
were being offered directly for sale on the fee simple market and make the permit fee conform to
5% of that assessment. This has resulted in an increase in fees in some cases of over 1000%.
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The absurdity of this position is obvious. If a private land owner were to offer a 20 year lease
with the restrictions demanded by the Forest Service, there is genuine question whether anyone
would be willing to lease the land at any price. Just the inability to control access to the land would
make it worthless in most people’s eyes.

It is our contention that the agency has either (a) consistently and deliberately misrepresented its
position to the permittees and the public or (b) more likely reinterpreted the language of the policy
so broadly as to have unilaterally and illegally changed their policy without notice.

The real answer to this problem is that the Forest Service should properly instruct its appraisers
to discount their appraisal to provide for the many restrictions and limits included in the permit, as
is provided in S-1938.

We would also like to comment on where we feel the agency has made errors in the application
of its already flawed policy.

From region to region, forest to forest and district to district we encounter clear discrepancies
in interpretation and applications of the guidelines published in the policy. Itis absurd to have the
incredible variations unveited during this “reappraisal.” Comparable permits according almost
exactly the same amenities have permit fees varying by 15,000% or more. We all know that land
values vary from location to location, but 15,000% vanation for the same use is absurd.

Quite simply, the agency is not genuinely applying the policy evenly and fairhandedly across
the nation. S-1938 is a clear, and we believe fair way to bring reason and equity to this appraisal
process.

(1) Next, contrary to what the Forest Service and others have told you, cabin owners
already pay their ‘fair share,” and more.

*** Recreation Residence Permittees pay the highest use fees, per acre, of any of the many
users of National Forest lands. Assuming an average lot size of 1/4 acre, cabin permittees, even
under the old fee structure, were paying over $2,400/acre/ year, with many paying much more.
Under the Forest Service’s currently proposed fees, cabin owners would be paying an average of
over $8,000 per acre.

With the exception of a couple of mountain tops with a $1,000,000,000 or so of electronic
equipment on them, no other users on National Forest lands pay as much per acre. Cabin owners
pay more per acre than:

ski resorts,

miners,

grazing permittees,

utility rights of way,

communication sites,

or any of the various camps and groups who use the forest lands.

*** Recreation Residence Permittees, by regulation, cannot restrict or prohibit public use of
their “lots” and are generally prohibited from building any additional structures or ‘improvements.’
Their actual ‘permitted area’ over which they have any control consists only of the “footprint™ of
their cabin. By any ‘real world’ real estate standard, their actual leased ‘area of control’ already
pays more per square foot than most commercial leases in comparable fee-simple areas.

As cabin owners already return the highest revenue per acre of any use in the National Forest
System, it is foolish and absurd to insist that we are not paying our “fair share.’
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(IID) The Recreation Residence Program is the most successful provider of recreation
opportunities managed by the Forest Service.

*#%% All surveys we have seen indicate that Recreation Residences provide more RVD’s
(Recreation Visitor Days), per acre, than any other use of the National Forest System. Our surveys
show that most of our permittees provide well over 500 RVD’s each year. That is over 2000
RVD’s per year per acre to a broad spectrum of the American people. In all surveys we have seen,
the average Recreation Residence provides no less than 5 times and sometimes over 100 times as
many RVD’s as the average camp site.

*** Because of the nature of the recreation provided, they also overwhelmingly provide the
greatest recreation time and opportunity to the retired, the elderly, and the disabled. Cabins are one
of the few Forest Service recreation programs that actually do provide rich recreation experiences
to the elderly and disabled...those Americans which, by law, the agency is directed to consider in
its programs. Because of the nature of the cabin experience, these cabins are overwhelmingly, a
“family” experience...unlike most other regular uses of the National Forests.

(IV) Given that the average “lot” size is under 1/4 acre,_all of the 16,200 Recreation
Residences occupy less than 4,000 acres of the 192,000,000 acres currently in the National
Forest System, roughly .002%, two one thousandths of one percent.

This is less of the public lands than are permitted to, and generally exclusively used by, many
profit making resorts...and we approve of that resort usage. And yet the agency tells you that our
cabins take too much land away from “public use.”

(V) You are also told by the agency that we are a “private use of public lands,” with the
implication that this is somehow “wrong.”
p 8

First, this tells us that we are not members of the “public.” I am sure that every member of this
committee would agree that these retired school teachers, small businessmen - even government
employees, are members of the public. But not the Forest Service. Not only is that inaccurate, it is
patently absurd.

Second, we are unable to imagine a human use of the public lands that is not “private,” at least
for the period of use. Are we any more “private” than the extensive reservations of public lands for
ski resorts, commercially operated campgrounds, mining reserves, logging reserves, etc. (many of
which occupy, for their exclusive commercial use, more Forest Service land in a single activity
than that occupied by all the Recreation Residences combined)? We believe those are valid and
desirable uses of the public lands, and we think Recreation Residences are, too. One retired Forest
Service officer told us the only “public” use of the National Forest he could think of was when the
military held maneuvers there.

Third, there is no reasoning, no evidence, no logic to this “private use of public lands” phrase.
There is no reason given why such use is bad ...or good. It seems, rather, the blind repetition of
an ideological ‘mantra’ for those who wish all the public lands locked away from public use.

We are also told that we are a “priviledged elite.” Aside from casting a hostile and insulting
stereotype, this goes to the heart of this bill. If the Forest Service continues to raise these user fees
as they have been doing, they will some have made a self-fulfilling prophecy by pricing middle
class Americans out of these cabins and creating expensive ‘ghettos’ on the public lands.
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We are also told that we are a “priviledged elite.” Aside from casting a hostile and insulting
stereotype, this goes to the heart of this bill. If the Forest Service continues to raise these user fees
as they have been doing, they will some have made a self-fulfilling prophecy by pricing middle
class Americans out of these cabins and creating expensive ‘ghettos’ on the public lands.

(V1) We also wish to comment on the appraisal process as reflecting a larger national problem.

It is a simple historical fact that forest cabins as a recreational activity are deeply embedded in
American culture. Our literature is steeped in the tradition. It is also very clear that mountain/forest
cabins on private lands are widely available on the open market almost everywhere in the eastern
United States. But this is not true in the West.

From agency documents we discover that only about 8% of forest lands in the East are in
Federal hands, but roughly 82% of the forest land in the West is federally owned (excluding
Alaska). This is an accident of history. However, it reflects on the problem at hand in that the
population in the West has soared while the amount of land available has actually decreased
through federal land acquisition programs.

In other words, the Congress and the Executive Branch have created a sitnation where a
steadily increasing demand for a traditional form of American recreation, the forest cabin
experience, is slowly, thru Forest Service policies, being restricted, particularly in the west, to
only the wealthy. And many of your middle-class supporters are being forced out . While this is
not a big political issue today, the signs that it may become an issue in the future seem to us to be
on the horizon.

The answer seems clear. Here is the most revenue positive recreation program in the Forest
Service “Recreation Spectrum,” one which broadly serves the disabled, the elderly and families,
and one which takes up only a miniscule amount of the Forest Service lands...and the number of
cabins gets smaller every year. The agency has clearly refused to act to implement its own stated
policies. Only the Congress has the power to direct the Executive Branch to act to address this
problem through the creation of an environmentally and economiically responsible answer to this
clear public need.

Please, gentlemen, we plead for your help in protecting us from a powerful and seemingly
insensitve bureaucracy which seems determined to deny us our rights and our property. Stop this
process now...and direct the agency to arrive at a clear and equitable policy for the establishment of
fair and reasonable fees for Recreation Residences. We ask you to vote to pass HR-3327.

Thank you, gentlemen, for this opportunity to comment on the bill you are considering today.

Testimony submitted by:

Paul R. Allman

Director of Cabin Owner Affairs
American Land Rights Association
2316 Eunice St.,

Berkeley, CA 94708

(510) 525-7223
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Written Testimony of
Richard M. Betts, MAI, ASA, SRA
California State-Certified General Appraiser
Betts & Associates

Mr. Chairman, my name is Richard M. Betts, and | am a California State-Certified
General Appraiser and the principle partner in Betts & Associates, Berkeley, California. |
appreciate the opportunity this aftemoon to present to the subcommittee my analysis of
the difficulties that have arisen with respect to the determination of appropriate fees for
occupancy of cabin lots in the National Forest System.

| was retained in 1998 to assist a coalition of cabin owners with the analysis of the
appraisal methodology and instructions employed by the USDA Forest Service in
determining special use fees for the use and occupancy of these cabin lots, and to make
recommendation to the coalition about possible solutions that meet any statutory or
political requirements for capturing fair market value for the federal government. Their
coalition consisted of representatives of the National Forest Homeowners, American
Land Rights Association, California Forest Homeowners Association, Oregon Forest
Homeowners Association, and Sawtooth Forest Cabin Owners Association in Idaho. |
am being compensated by the coalition for my appearance today, but the coalition has
exercised no control over my statement nor whatever replies | might offer in response to
questions from the subcommittee.

Qualifications

I would describe myself as a very active appraiser, specializing in complex properties
and complex situations. 'm the holder of the MAI, ASA (Real Estate), and SRA
professional designations, with more than 35 years of experience in appraisal and real
estate economics consulting.

| hold Bachelor of Science and Master of Business Administration degrees from the
University of California, Berkeley, with a major in Real Estate and Urban Economics, and
a minor in Economics. I've since received substantial postgraduate education from
colleges and professional groups. | have also taught extensively, including courses for
the University of California, Berkeley, School of Business, University of Califomia,
Berkeley, Extension Division, University of Southern California, Merritt Community
College, American Institute of Real Estate Appraisers, Society of Real Estate
Appraisers, Appraisal Institute, American Society of Appraisers, Interational Association
of Assessing Officers, and others. And | have also lectured extensively, giving speeches,
workshops and seminars for professional groups, community colleges, and community
organizations.

I am the author of a number of books and articles, receiving the Robert H. Armstrong
Award from the American Institute of Real Estate Appraiser in 1986 for my article, “The
Impact of Securitization on Real Estate Appraisal.” | was the author, in 1979, of The
Instructor's Guide for Real Estate Appraisal, published by the State of California
Department of Real Estate. | am the coauthor, with Silas Ely, of Basic Real Estate
Appraisal, now in Fourth Edition, published by Prentice Hall, 1998. | am also the
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coauthor, with Dennis McKenzie, of The Essentials of Real Estate Economics, also
published by Prentice Hall and now in Fourth Edition, 1994.

| have been accepted as an Expert in more than ten Superior Courts, in the District
Courts, in Federal Bankruptcy Courts, and in Assessment Appeal Boards of six counties
in California. | also have extensive arbitration experience, both as a “party” arbitrator,
and as a neutral third, in numerous private arbitrations. | am on the Panel of Arbitrators
for the American Arbitration Association and have served as an arbitrator on AAA cases,
as well as a lecturer at AAA training sessions in California and Hawaii. | have also
performed assignments for the U.S. General Accounting Office, the U.S. Department of
Justice, the National Park Service, the U.S. Fish and Wildlife Service, the California
Auditor General, and numerous other agencies, large and small corporations,
organizations, and private individuals.

Certification

| don’t mean to belabor my credentials, Mr. Chairman, but | think it is important that
my recommendations to the coalition of cabin owners be evaluated by this subcommittee
within the context of the extensive training and experience | brought to the task. | also
want to certify to this subcommittee the same statement | signed in conveying to the
coalition my report dated June 4, 1999, containing my analysis and recommendations;
that—

* The statements of fact contained in the report (and my testimony today) are true
and correct.

» The reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and are my personal, unbiased professional
analyses, opinions, and conclusions.

« Ihave no present or prospective interest in the property (if any) that is the subject
of this report, and | have no personal interest with respect to the parties involved.

* | have no bias with respect to any property that is the subject of the report or to
the parties involved with this assignment.

e My compensation from the cabin coalition was not contingent upon an action or
event resulting from the analyses, opinions, or conclusions in, or the use of, the
report.

e My analyses, opinions, and conclusions were developed, and the report was
prepared, in conformity with the Uniform Standards of Professional Appraisal
Practice.

» | have not made a personal inspection of the property that is the subject of the
report.

* No one provided significant professional assistance in my preparation of the
report.
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Documentation

In conducting my analysis for the cabin coalition, | reviewed 16 key documents.
These included the Forest Service Recreation Residence Authorization Policy (59 FR
28714), relevant sections of the Forest Service Handbook, various govemment
memorandums and correspondence, and testimony offered in earlier congressional
hearings. | also examined in detail the initial appraisal reports and several second
appraisal reports from cabin tracts on National Forests in Idaho, Oregon and California.
Congressional staff and members would find at least some of these materials essential
to the understanding of the problem and potential solutions. If so, | have made the full
bibliography available to the subcommittee staff.

The Problem

The United States Forest Service has, for many years, maintained a program of
providing sites for cabins in the national Forests. Nearly all of the cabin sites are
grouped into clusters, called a Tract. Each cabin site consists of a dimensioned parcel,
drawn on a map. No subdivision process is followed, and no local approvals are
involved. Holders of a Permit to use a lot are allowed to build a small cabin, for
occasional use only, subject to many restrictions. Usually, the Forest Service provides
only raw native land, and the permittee must pay the expense, and bear the risk, to
provide and maintain any access road or trail, as well as any desired water, sewer,
electrical, or other utility system. The permit is only valid for 20 years, and the permittee
may have to remove all improvements at the end of the term. However, the permit can
be renewed, and they usually are. The permit can aiso be canceled, with 10 year's
notice, and they sometimes are.

The permittee pays a fee for the permitted limited rights of use to the lot. Currently, this
fee is set at 5% of the market value of the raw land at the start of the permit term,
updated annually by the Implicit Price Deflator — Gross Domestic Product, (IPD). The
market value is set by an appraisal of a sample Iot, or lots, in the Tract. Currently, the
Forest Service has started the first reappraisat sequence in some years, as the policy
had been under administrative review for some time. | examined the early results of that
process, to determine if corrective action is needed.

The Conclusions

ltis clear that corrective action is needed, that the early resulits of the process indicate a
number of problems, of a systematic nature. As somewhat of an aside, there appear to
be several significant public policy questions with the policy as conceptualized. For
instance, the IPD index does not match the changes in local land values around the
country, leading to substantial under- and over-indexing, and abrupt changes in permit
fee upon reappraisal. | am also concerned about the lack of support for the 5% return,
given the unusually large number of negative influences that are hidden within it, rather
than being enumerated in the appraisal process.

The primary focus of my analysis was upon the appraisal process itself, including the
instructions and their implementation. Unquestionably, major work is needed, to clarify
the instructions, remove material that is contrary to the adopted Policy, and guide
appraisers to proper practice in this very complex and unusual setting. A set of those
instructions is attached to my testimony.
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The major problem area | noted is especially in the definition of the property being
appraised. Policy clearly states that the Forest Service is providing raw acreage, but
most appraisals are of subdivided lots. A second major problem is with adjustments for
access and utilities, usually provided by the permittees, but often incorrectly handled in
instructions and appraisals. Added problems are noted with the seiection of market data
upon which to base the valuation, and the adjustment of the market data for relevant
differences.

Based on my analysis, | have made recommendations to the cabin owners’ coalition for
appraisal guideline language, intended to provide clearer direction to appraisers, based
upon the problems noted as of June 4, 1999.

Summary of Findings

The four elements of the current Forest Service Recreation Residence Permit Fee
program are 1) the selection of representative sample lots to appraise, 2) the appraisal
of the market value of the Forest Service land, 3) the percentage of value charged as the
fee, and 4) the annual fee indexing procedure. In my opinion, there is strong reason to
be concerned about the probable consequences of the policy as presently envisioned.
With respect to the policy as implemented, it appears that the process for selecting
sample lots is working satisfactorily. However, the evidence clearly shows that the
current appraisal process and the annual indexing procedure are not working
satisfactorily. And it is highly unlikely that the current fee percentage, 5%, correctly
reflects the positive and negative elements that it is supposed to capture.

Issues Regarding Policy Consequences

To examine the underlying philosophical goals of the policy is not at all 2 primary goal of
my work in this matter. Nevertheless, the context of my work would be remiss if it did
not, at the least, point out some of the more obvious anomalies I've observed.

One public policy question involves giving the public a reasonable planning horizon, for
investing in constructing and recovering benefits from a cabin. The policy appears to cal
for an annual fee that represents a 5% return on the then-market value of the native
undeveloped land, but with permission to build a cabin, for recreational residential use
only. In areas of the country where there are larger increases in population, income, or
other factors that increase demand, the resuit will be that cabin fees will certainly
escalate faster than the normal increases in income of many cabin owners. This forces
out those who are less well off, in favor of those better able to pay the new higher rent. it
might be better public policy o give a cabin-building family some better assurance of
being able to stay there through a generation cycle, perhaps 30 years, or until the title
transfers. Such an improved policy might, for example, cap the permit fee increases
arising from market value increases to no more than the CPI, with recovery of the
excess upon transfer.

A second public policy question arises when the government creates a monopoly by
artificially restricting the supply of cabin sites, and then seeks to be paid rent based on
the high prices arising from its arfificially contrived shortage. In some parts of the
country, it seems very likely that the Forest Service has so completely eliminated private
land holdings and cabin sites that there is no private competition for the Forest Service
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cabin lots. In tumn, the current Forest Service policy of allowing no new lots, and of
selectively eliminating existing ones, further eliminates supply. Here, then, the Forest
Service almost certainly has so constrained supply as to artificially drive up values, and
the rents to be paid. To profit from such a system does not appear either fair or good
public policy.

Annual Fee Indexing Procedure

it was not part of the scope of my work to analyze this issue in detail. However, it is clear
that the current fee indexing methods are not working at all well. Some lots appear to
have been indexed well over what is probably about their correct amount, while others
may be well under. Forest Service staff has explored ideas for altemate indexes, and |
believe that these ideas, and others, should be investigated. it is possible, too, that a
review of this topic should also address the public policy question of a reasonable
planning horizon, which | have raised above.

Fee Percent of Value

1t also was not part of the scope of work to analyze this issue in detail, but what the
percentage represents is nonetheless closely tied to adjustments in values addressed in
Section 6 of S. 1938, The percentage of market value that is charged as a fee is set at
5%. This number has been in use for many years, and there does not appear to be any
evidence to establish its basis or appropriateness. | have assumed that this rate is to be
left in place, but | have grave doubts that it fully reflects all of the permit limitations that it
is supposed to reflect.

ltis alleged by the Forest Service that this rate is discounted from the iand retumn rates
found in the market, in order to reflect a number of restrictions imposed upon permit
holders that are not found in private market land transactions. Thus, there is supposed to
be a good relationship between the amount of the reduction in the rate and the reduction
in desirability resulting from the restrictions.

Land rates of retum, {as a percent of the first year's value, as is the case here), are
influenced by numerous factors, including the length of the contract, (longer increases
the rate), if the rent is periodically indexed for infiation, (which lowers the rate), if the land
is subordinated to a construction loan, (increased rate), and if performance on the
contract is guaranteed by tenant expenditures on buildings (which lowers the rate).
Location also influences land return rates, as urban rates are considered higher than
rural rates.

Forest Service staff has written of market rates that range from 10 to 17%, in justifying
the amount of discount produced by the 5% rate. However, it is likely that rural rates for
20 year leases with annual indexing, secured by development of cabins, often also
secured by the expense of developing water, sepfic, electricity and roads, are more in
the 7 to 10% range, leaving a relatively slim discount for the substantial ownership and
use restrictions, so well documented in prior hearings on this topic.

The Appraisal Process

The problems with the appraisal process are numerous, but appear to be interrelated,
and may be summarized as follows.
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One: The implementation of the appraisal process is producing a wide variation in
results across the country, and a general bias toward excessively high values. Anecdotal
evidence indicated that relatively few lots are being undervalued, but many are being
substantially overvalued.

Two: Review of actual appraisal reports indicates widespread misunderstanding of the
assignment by appraisers.

Example: Appraisals are typically being performed by relying solely on sales of
privately subdivided iots, usually with some lot improvements, utilities, and road
access, often accessible and useable year-round. However, the Specifications make
clear that the Forest Service is only providing unsubdivided raw acreage, {“in a
natural, native state,” C-2.1{f)(3)], usually without {ot improvements, utilities or road
access.

Example: Some appraisals are performed apparently assuming that permit holders
should be charged for the value contribution of access roads and utility systems,
without any investigation or documentation as to whether the access roads and utility
systems were provided by the permitiees or the Forest Service, despite the direction
set forth in the Specifications.

Three: Appraisal Guidelines provided by the Forest Service are giving incorrect, biased
or inadequate definition of the assignment, providing incorrect, biased or inadequate
direction to both regional staff and contract appraisers.

Example: Appraisers are given explicit factors that they must consider, in some
cases without adequate instruction that other relevant value factors must also be
considered, leading to appraisals that ignore, for example, significant locational
differences. See also the examples, above, of apparent appraiser misunderstanding.

Example: Forest Service materials indicate that appraisers should reflect the value
increment resulting from power, water, or telephone systems or public roads owned
by other public agencies. However, under the clear language of the Specifications,
this is not correct whenever these systems 1) were not present at the time of the first
cabin permit at that location, or 2) were installed at the expense of the cabin holders.
In addition, there are undoubtedly cases where the system was indirectly paid for by
the permittees, through monthly bills or annual property tax assessments, for
example, and it is unquestionably the intent of the policy not to reward the Forest
Service for those features.

Four: Review of actual appraisal reports indicates widespread problems with application
of the particular appraisal skills needed to accurately perform these assignments.

Example: Appraisers are adjusting for the existence of lot access, utility systems, or
building improvements, correctly using the depreciated current replacement cost of
the improvements, but apparently without adjustment for the extra costs involved in
construction in the more remote locations, without allowance for the non-contractor
cost elements that impact value, and using depreciation procedures that do not
reflect the real economic lives of such improvements. See also the earlier examples.
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Five: Statements by Forest Service staff indicate a lack of understanding of appraisal
theory, as applied to these assignments.

Exampile: Staff has indicated that the historical cost of cabin permittee-provided
roads, utility system, and lot improvements is to be deducted from the value
conclusion, when using comparable sales that have such amenities and lot
improvements. In fact, to estimate the market value of the lot, the market value of
those improvements must be deducted. There is no debate about this issue among
appraisal theoreticians.

Example: Staff has indicated that only the depreciated cost of access, utilities, and/or
improvements should be deducted, and has indicated that any deduction for the risks
faced in installing these items must be ignored, along with any allowance for
overhead and profit. There is no debate among appraisal theoreticians about
including these items in cost-based value analyses of the type indicated here.

RECOMMENDATIONS
General Policy Statements

One: The policy probably should seek to base the fee on the Market Value of the “fee
simple estate of the National Forest land underlying the lot,” (#33.3), foruse as a
seasonal recreation residence site only.

Comment: However, it is very likely that an alterative system could be developed
that would be equitable, much less expensive, less controversial, and iess error-
prone.

Two: The fee should be based on a percentage return on the estimated market value.
The percentage return will be 5%, said number being understood as reflecting a Market
rate of retum, adjusted downward for the 1) short temm of the permit, 2) the substantial
limitations placed by the permit upon the use of the lot and the term of the permit, and 3}
the public rights of use to the lot. The limitation of the use to seasonal, non-permanent
use is understood not to be reflected in the rate, but rather in the value process.

Comment: | am simply assuming that this part of the process will be continued. it
bears repeating that there does not appear to be any documentation to support this
figure, nor does it appear likely that it correctly represents the correct discount from
market rates of return for the many restrictions imposed on the permitiees.

Three: The market value should be determined by appraisals of representative Jots,
selected in the same manner as now established.

Four: The appraisals should be performed by a “state-certified general real estate
appraiser,” licensed to practice in the state where the lot(s) are located.

Five: Each appraiser should be required to perform the appraisal in compliance with the
Uniform Standards of Professional Appraisal Practice (USPAP), then-current edition,
and the Uniform Appraisal Standards for Federal Land Acquisitions (UASFLA), then-
current edition, and with the Specifications, as amended to reflect policies and guidelines
established by the Congress.
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Six: The appraisal report should be a “self-contained report,” as that term is defined by
USPAP, and the report should be compliant with the reporting guidelines established in
UASFLA.

Specific Appraisal Guidelines

One: The appraisal should estimate the market value of the raw land provided by the
Forest Service, available for use as a seasonal cabin site. The appraisal shouid not
appraise the lot as if a legally subdivided lot.

Comment: The Forest Service is indeed only providing raw land, without the burden
of the expensive mapping and approval process faced by private parties. The costs
and risks of this process are reflected in the sale prices of all private subdivided lots,
{whether the specific lot predated the current expensive process or not). it is unfair to
ask cabin permittees to pay rent on something that the Forest Service did not
provide.

Two: Where the sold parcels that are identified in the marketplace are small parcels,
whether within a subdivision or not, the adjustments must reflect the market difference
between such small legally divided parcels and lots such as the subject, which are
legally undivided portions of a large acreage. Where the sold parcels are relatively large
parcels, the adjustments must reflect the market difference between the sales and the
subject lots, due to the greater land area that the buyer will control in the sale, on the
one hand, and the possibility of more than one cabin lot, if allowable, on the sale parcel.
It may be desirable to obtain both types of comparable sales, if possible, in order to
better bracket this adjustment.

Comment: The Forest Service cabin lots do not have an exact equivaient in the
private marketplace. The lots have the same “cabin site benefit” that gives value to a
privately held parcel, but they lack the feature of being a separate legal parcel. On
the other hand, they are more valuable than a “pro-rata” allocation of bulk acreage,
as each has its own cabin approval, while the bulk acreage often only has
permission for one cabin. The cabin sites are, on 2 price per acre basis, inferiorto a
privately divided lot of similar size, but superior to a larger parcel with zoning
capability for only one cabin. However, on a parcel price basis, the Forest Service
cabin lots are inferior to both privateiy divided parcels of similar size and larger
parcels limited by zoning to only one cabin site. It is necessary to spell out this
unique aspect of the appraisal assignment.

Three: The appraisal should reflect the market value contribution of any utilities, (such
as water, sewer, electricity, or telephone), or access roads or trails, efc., that can be
clearly established as having been provided and maintained by the Forest Service.
Utilities and access provided from the general funds of any other govemment agency, as
opposed to a special district or other user funding source, shall also be reflected. All
other utilities and access shouid be presumed to have been provided by or funded by
the permittee.

Comment: Some Forest Service lots were developed many years ago. Policies at
that time did not require that the permittee maintain permanent records of work
performed or expenditures. The burden of proof as to the original funding for utilities

f
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and access within the Forest should now be on the Forest Service. Further, where
the original facilities were funded by the Forest Service, but have been maintained
for many years at permittee expense, these should be treated as if provided by the
permittees. However, some facilities will have been paid for by local government
funds not generated for that purpose by the permittees. it is not practical to separate
those predating the Forest Service Tract from those installed since, and it is more
equitable that the permittee’s rent reflect both than neither.

Four: The appraisal should be based upon analysis of one or more of the foliowing
categories of market data:

» Sales of larger privately-owned acreage parcels of land, generally somewhat
similar in size to the Forest Tract being examined,

« Sales of privately-owned individual smaller parcels of land, not part of an
established subdivision,

s Sales of privately-owned lots in a mapped and recorded subdivision,

» Sales of cabins in the Forest Service tract in question, or other nearby similar
Forest Service tracts.

Comment: It is desirable to give the appraiser the ability to rely on all possible
sources of market information. Available data in some locations may be much more
limited than in other locations. However, it is clear that appraisers need some
guidance ranking the relevance of the data that might be availabie.

Five: The relative weight to be given by the appraiser to the market data that has been
collected should be in the same order as set forth in guideline Four, above, (sales of
larger privately-owned acreage parcels of land, generally somewhat similar in size to the
Forest Tract being examined being given the most weight). This weighting reflects the
relative similarity with the land provided by the Forest Service, and the inherent
problems with adjusting evidence of a less similar nature to accurately reflect the
differences. Sales of cabins in the Forest Service tract in question (or nearby) should not
be used, unless there is no other relevant data, lest the appraisal reflect local artificial
scarcity factors caused by Forest Service policies.

Comment: 1t is important to stress 1o appraisers that the potential evidence varies in
its usability, lest they select data on the basis of its ease of access, for exampile, or
other, less relevant factors. It is also important to limit appraisers use of less refiable
information to those times when it is the only data available. Please note that the
results of such an appraisal may be artificially inflated.

Six: The appraiser should consider, and adjust prices of the sold parcels for, all factors
likely to materially influence market value, in estimating the market vatue of the specific
parcel. These factors would include, but are not lirited to, all typical value influences set
forth in standard appraisal literature. Particular attention should be paid to differences in
the locations of the parcels, in seasonal accessibility, and in the physical ease or relative
cost of cabin construction.

Comment: | have not tried to provide a “shopping list” of possible factors. instead, 1

have tried to use standard appraisal language, pointing to the sources that
appraisers know from their training. However, | have added a sentence here to

10
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stress those issues that | believe are most likely to cause problems in this
circumstance.

Seven: Where the sold parcels, (market data), have cabin improvements, or lot
improvements, (such as utilities, access road, or lot grading), and the Forest Service lots
being appraised did not have these amenities provided by the Forest Service, the
appraiser should adjust the sales prices of the sold parcels by the market value
contribution of any such amenity. The adjustment process also needs to reflect the
construction difficulties for such amenities at the subject lot, and must include an
appropriate allowance for entrepreneurial profit and overhead.

Comment: It clearly is important to remind appraisers that it is the market value
impact of these amenities that must be adjusted for, including all typical cost
elements, and using costs applicable to the subject lot, not those at the location of
the sale. Please note that these lots have the normal risks associated with
development, reflected in the profit and risk allowance noted above. There also are
abnormal risks associated with these sites, which are discussed in guideline Eight,
beiow.

Eight: Where the sald parcels have wells, (or water systems), and/or septic systems,
and the lots being appraised do not have these facilities provided by the Forest Service,
the adjustment must reflect not only the depreciated current replacement costs of
installing such facilities at the lots being appraised, as set forth in guideline Seven,
above, but also must reflect the risk deduction that is taken in the market when such
facilities are absent and the buyer cannot know at sale whether it will be routine or highly
difficult to install them. This risk allowance might be the cost of drilling for water at
several locations, or drilling deeper, or the cost of an altemate, more expensive method
of proceeding.

Comment: Appraisers clearly need to be reminded that the adjustment amount must
reflect the thinking in the market. Where no well or septic is in place, and the buyer is
to bear all of the risk regarding cost overruns, or complete failure, to complete them,
it is clear that the discount in the market value is greater than just the cost of a well,

or successful system. That discount belongs to the party who bore that risk, usuaily

the permittee.

These recommendations will sound familiar to those who have already read S. 1938.
The cabin coalition has made available to the Chairman’s staff over the past two years
as much information as was available to them about various alternatives worth
examining. A number of alternatives were discarded as unworkable and uniikely to
produce a reliable, fair process of determining fees over time.

There are a number of methodologies available to the subcommittee for setting fees in a
manner that returns fair market value. For example, you can mandate an entrance or
user day fee, to be paid every time the cabin owner visits the cabin. Or, you can
determine the average cost of renting and divide this number by days or value. You can
establish “market value,” or what the use {amenity) would be worth for rent or sale in the
general market, exposed to a large number of people. A more nebulous measure of fair
market value is “use value,” the value to a specific user for a specific use.

11
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It was clear to me in discussions with the cabin owners and the Forest Service that
capturing fair market value is both a consideration in setting policy and a consideration in
compliance with statute. In making new law, it is the choice of the Congress whether to
further the practice of capturing fair market value, or to set some new course.

The recommendations | have offered further the policy and practice of capturing fair
market value for the occupancy and use of forest cabin lots.

| believe that, if adopted, these recommendations will do the job without the
inconsistencies, errors and ambiguities contained in the current Forest Service policies,
procedures and instructions for determining the market value of cabin lots. The current
fee determination process leads to errors, misapprehensions and misunderstandings on
the part of appraisers in the field, who are being asked, without sufficient and clear
direction, to examine a very complex and unusual setting.

| also believe it is unlikely we will see the appropriate changes occur, absent clear
guidance from Congress and one or more of our professional appraisal organizations
about how to do it.

I very much appreciate this opportunity to testify. As the subcommittee continues its
work on S. 1938, | will be available and pleased to assist as needed.

12
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TESTIMONY

MY NAME IS JOE CORLETT, A RESIDENT OF BOISE, IDAHO

| AM A CERTIFIED GENERAL REAL ESTATE APPRAISER IN IDAHO AND OREGON.
| AM ALSO AN MAI MEMBER OF THE APPRAISAL INSTITUTE. | HAVE BEEN iN THE
APPRAISAL BUSINESS 26 YEARS.

I AM TESTIFYING IN GENERAL SUPPORT OF 8.1938 FOR IMPROVING
CONSISTENCY AND FAIRNESS IN APPRAISAL APPLICATIONS ON FEDERALLY
LEASED CABIN SITES.

MY SPECIFIC EXPERIENCE IS WITH THE CABIN TRACTS ON PETTIT LAKE, IDAHO,
WHERE | ACTED AS THE SECOND APPRAISER AFTER THE ORIGINAL
GOVERNMENT APPRAISER VALUED THE NATURAL, NATIVE SITES AT A MINIMUM
OF $450,000 TO A MAXIMUM OF $600,000.

ACCORDING TO MY ANALYSIS, THE NATURAL AND NATIVE SITES HAD MINIMUM
VALUES OF $83,000 TO A MAXIMUM VALUE OF $212,000.

IN MY OPINION, ERRORS WERE MADE IN THE GOVERNMENT'S APPRAISAL BY
CONSIDERING IMPROVED LEASEHOLD SALES THAT HAD OCCURRED IN THE
TRACTS, BY NOT RECOGNIZING EXTERNAL FACTORS CREATED BY THE PRE-
EXISTING, NON-CONFORMING USES OF THE CABINS IN A COUNTY THAT ZONES
THIS AREA FOR MINIMUM SITE SIZES OF TEN ACRES. (EXAMPLE: 6-STORY
BUILDING ON 3-STORY SITE).

ALSO, CABIN OWNERS DEVELOPED THE TRACTS WITHOUT GOVERNMENT
ASSISTANCE. ACCORDING TO APPRAISAL INSTRUCTIONS, ALL IMPROVEMENTS
ON AND TO THE LAND PLACED BY THE LESSEES ARE TO BE EXCLUDED. IN MY
OPINION, THE INCENTIVES DUE TO THE LESSEES WERE INCLUDED IN THE
GOVERNMENT APPRAISAL.

A RECENT SALE OF AN IMPROVED CABIN SITE WITH AN 854 SQUARE FOOT, GOOD
QUALITY RESIDENCE SOLD FOR $430,000 TO A LOCAL REAL ESTATE BROKER IN
AN ARMS-LENGTH TRANSACTION, FURTHER SUPPORTING THE GOVERNMENT’'S
OVER-VALUATION.

INSTRUCTIONS ISSUED TO ME THROUGH REGION 4 VIA A MEMORANDUM FROM
CHIEF APPRAISER TITTMAN WERE, IN MY OPINION, CONTRARY TO ORIGINAL
WRITTEN INSTRUCTIONS. | WAS INSTRUCTED, VIA THE MEMO, NOT TO USE A
SUBDIVISION APPROACH, AND TO CONSIDER LEASEHOLD CABIN SALES. | HAVE
ATTACHED THE MEMORANDUM, PRELIMINARY REVIEW AND MY RESPONSE
REGARDING THESE ISSUES.

| AM AVAILABLE FOR YOUR QUESTIONS AND THANK YOU FOR THE PRIVILEGE OF
PROVIDING THIS TESTIMONY.



DOCUMENTS SUBMITTED FOR THE RECORD

MaRrcH 22, 2000

(79)



80

Subject: 8§.B. 1983
Honorable Daniel Akaka
U.S.Senate

Please accept this letter as my request for you to support and Co-sSponsor
S.B. 1983 "The Cabin User Fee Fairness Act.” I urge you to attend the
hearing regarding the bill and Forest Service Recreation Residence fees
scheduled for March 22, 2000 in the Forestry, Comservation and Rural
Revitalization subcommittee oI the Senate Agriculture, Nutrition and
Forestry committee. After reviewing my letter, please forward this document
as my testimony for the hearing and have it entered in the official record.
Please address it to the Honorable Larry Craig, Chairman, Forestry,
Conservation and Rural Revitalization subcommittee, 328A Senate Russell Long
Building, U8 Senate, Washington DC 2051C.

Recreational residences in the national forests provide forest recreation to
the disabled, elderly and entire families that have been good stewards of
the land. This bill supports use fee increases, but with consideration to
the restrictions on the land.

I believe the bill offers a fair and reasonable method for the cabin fee
appraisal. This bill takes into consideration the limitations associated
with the land's use {such as the absence of roads and utilities, building
restrictions, etc.) and allows these factors to be considered in the

appraisal process.

Thank you for your interest and consideration of my concerns. I encourage
you to co-gponsor this bill, and I ask that you support this bill.

Sincerely,
Jeanne Gibbs

57-101 Kuilima Loop-22W
Kahuku, Hawaii 96731
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Stanley N. Sherman
13700 Deakins Lane
Germantown, Maryland 20874

March 21, 2000

Chair, Forestry, Conservation and Rural Revitalization Subcommittee
United States Senate

Reference: “The Cabin User Fee Fairness Act,” S 1938

I request that my statement (immediately following) be included in the record of the subcommittee’s
hearing to be held on March 22, 2000 in Russell 238A.

{ am a cabin owner of a cabin located in the Eldorado National Forest. The cabin was built by
my father in 1938. My family and I and friends use the cabin annually each summer. We have
consistently endeavored to preserve the natural beauty and ecology of the area in which the cabin is
located. It is a unique and beautiful site in a pristine forest and lake environment. We treasure our cabin
and view it as a part of our heritage. We also value our right to our summer experiences as they have
been afforded to us by the Congress in the recreation residence authorizing Act of 1915. However, for a
number of years we have felt threatened by proposals, actions, and indicators of actions by the Forest
Service which have appeared to us to be efforts to discourage enjoyment of our cabin.

1 have read the current proposed legislation (S. 1938) which appears to me to provide a needed
level of guidance to the Forest Service in the matter of cabin use fees. As is true of most cabin owners, 1
have heard and read numerous “horror” stories about fee increases that are inconsistent with the reality of
our use of the National Forest Land for recreation residences. I would like to describe some of the
aspects of cabin use which offset in a significant way the recognizably great benefits of having the right
to use the cabin site. The factors I mention are applicable to the site we occupy.

There is no road to the cabin. An access road ends a quarter mile away. We walk and use row
boats to access the cabin. The cabin is smali--below minimum size standards for residences within the
county in which it is located. There are no public utilities and the cabin cannot be enlarged under the
policy structure that exists. We have built or fashioned essential water systems and remove our trash by
carrying it out. Because of weather variations, reliable summer occupancy is limited to less than three
months in any year. Occupying the cabin differs greatly from resort experiences in which services and
recreational facilities are established though investment action. Our support for “The Cabin User Fee
Fairness Act,” S. 1938, arises from our belief that the Forest Service tends to disregard the realities of our
use of the land, and our reservations regarding Forest Service intentions in developing regulations,
directives, and fee schedules.

I hope the committee will support enactment of this bill.

Sincerely,

% \’(\“‘&%ki\\{b VoY
Stanley NeASherman A
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Testimony of Ted L. Glaub, President, American Society of Farm Managers and Rural
Appraisers

Hearing on Cabin User Fee Fairness Act of 1999

March 23, 2000

ASFMRA Background

Thank you for the opportunity to submit testimony on behalf of The American Society of Farm
Managers & Rural Appraisers (ASFMRA) for this very important hearing. The ASFMRA is the
oldest non-profit association of appraisers in the United States. Established in 1929, our
membership is comprised of farm management and rural appraisal professionals from thirty-six
chapters throughout North America. We are recognized as the leader in rural, farm, ranch, and
specialized resource property valuation with over 25 million acres appraised annually by our
membership.

Summmary

ASFMRA is a proponent of sound appraisal practice. Sound credible appraisals require the
appraiser to {ind and use the most reliable date available when valuing properties. As an non-
profit appraisal organization, we are not concerned with fee amounts charged for the use of cabin
sites. We advocate maintaining a responsible appraisal process and caution against repercussions
of erroneous appraisals.

The ASFMRA is currently working with all interested parties to ensure that The Cabin User Fee
Fairness Act of 1999 is in compliance with the Uniform Standards of Professional Appraisal
Practice ("USPAP"), enacted in accordance with the Financial [nstitutions Reform, Recovery and
Enforcement Act passed by Congress in 1989, The bill would require that appraisals comply with
the Uniform Appraisal Standards for Federal and Acquisitions ("UASFLA™), which parallels
USPAP in most areas; however. there are some sections in the bill that are in direct conflict.

ASFMRA remains optimistic that we will be able to work with the Subcommittee to address our
concerns but believe it is incumbent upon our association to report our genuine concern over the
following sections of The Cabin User Fee Fairness Act of 1999 in their current form:

Section 6 (b) (1) (B) ii states:

"The appraiser shall not appraise the typical lot as being equivalent to a legally subdivided lot.”
Under current law, the appraiser must make appropriate adjustments to sales. The fact is, small,

as-if subdivided lots are generally the most comparable property type for use in valuing these
properties. It is the appraiser’s responsibility to find the most reliable and most comparable sales
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and then make appropriate adjustments. Not having the ability to utilize the best data may well
result in a misleading appraisal.

Section 6 (b) (2) requires appraisers to prioritize three categories, without consideration of the
individuality of each sale, for analysis of comparable land sales. '

Nearly all of the leases in question are small properties and located in areas near other properties
with similar uses. The UASFLA requires the test to be "Market Value", which is well defined,
with reference to the subject propertics” Highest & Best Use. The appraiser should not be
directed to a value by a requirement to use non-comparable sales, a practice that the provisions in
this bill will require. The appraisal assignment problem is generally to value "a typical lot", not
the valuation of the larger area of the cabin site area. Requiring the use of larger comparable
properties will generally result in lower unit values, rather than accurate unit values.

Section 6 (b} (3) requires appraisers to make an exception for certain sales of land by dismissing
factors including urban growth boundaries or conservation and recreational designations. It is the
appraiser’s responsibility to find and use the most reliable data and then make appropriate
adjustments. Not having the ability to utilize the best data may well result in a misleading
appraisal.

These are some examples from the bill that may lead to appraisals that do not reflect "market
value" as it is defined by USPAP and UASFLA. Appraisers who comply with these provisions
may be considered in violation of the Uniform Standards of Professional Appraisal Practice and
the Uniform Appraisal Standards for Federal Land Acquisition.

Congressional Action

In 1989, Congress passed legislation, which mandated that appraisals performed in conjunction
with federally related financial transactions be those promulgated by the Appraisal Standards
Board of the Appraisal Foundation. In addition, Congress directed that state certified real estate
appraisers must meet the education, experience and examination requirements established by the
Appraisal Qualifications Board of The Appraisal Foundation. In order to ensure ongoing public
accountability of The Appraisal Foundation, Congress created the Appraisal Subcommittee of the
Federal Financial Institutions Examination Council (FFIEC) to monitor its activities. If there is a
perceived need to have the requirements of Forest Service cabin lease valuation reviewed, The
Appraisal Foundation is the logical reviewing authority.

Conclusion

The ASFMRA’s main concern is maintaining a sound appraisal process, which is not
compromised or manipulated to force values that have a specific intended result. We remain
committed to working with all interested parties to resolve our concerns with this bill. We would
also like to reiterate that the fee amount for using cabin sites on national forests is of no
consequence to professional appraisers. Maintaining the appraisal process and its integrity is very
much our concern.
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Comparison of 20-Year Old Appraisals (with 1PD indexing)
And Current Appraisals
Natlona! Summary Including Sawtooth NRA
9,599 Cabins Appraised (63% of the Total)

$357 Avg Increase
§719 > $1092)

$88 Avg Decrease
- ($773—> 3569)

— $4,098 Avg Increase
{3239 —> $3,781)

$1,110 Avg Increase

{8717 —> $2,080)

Decrease
Inc 100 {0 500%

Inc Up to 100%
inc > 500%

Data Current as of: March 8, 2000
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Comparison of 20-Year Old Appraisals (with 1PD indexing)
And Current Appraisals
All ldaho Recrestion Resldences

$616 Avg Increase

{§1.247 > $1,965) \

$620 Avg Decrease
(31370~ §750)

/ .
%éif' M@fﬂ%ﬁse $8,559 Avg Increase

{$765 > $9,570)

Decrease
ine 100 to 500%

inc Up to 100%
Inc = 500%

Data Current as of: March 8, 2000
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Comparison of 20-Year Old Appraisals (with 1PD indexing)
And Current Appraisals

idaho (without Savwiooth NRA)

$620 Avg Decrease

$589 Avg Increase—
B1,1637 > 51,783 {31,370 —> $750)

MCa L

Decrease
Inc 100 to 500%

Inc Up to 100%
Inc > 500%

Data Current as of: March 8, 2000
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Comparison of 20-Year Old Appraisals (with 1PD indexing)
And Current Appraisals

Nevada Recreation Residences

$355 Avg increase
$733 T p §1,1687

_ $35 Avg Decrease
{$447 —> $413)

\
$457 Avg Increase
{5457 5 31,581)

Decrease
Inc 100 to 500%

Inc Up to 100%
inc > 500%

Data Current as of: March 8, 2006
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Comparison of 20-Year Old Appraisals (with 1PD indexing)
And Current Appraisals
California Recreation Residences

$249 Average Increase
{5771 5 $1,097) h

$54 Average Decrease
/ (5732 > s677)

o
T $2,107 Average Increase
{8219 > §1,794)

$1,022 Average Increase
{5765 —> $2,260)

Inc Up to 100%
inc > 500%

Data Current as of: March 6, 2000

Decrease
Inc 100 to 500%
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Comparison of 20-Year Old Appraisals {(with IPD indexing)
And Current Appraisals

Washington Recreation Residences

$38 Avg Decrease
s {8830 > 5783)

$972 Avg Increase
{5679 —> §1,650)

7
$135 Avg Increase
9620 —» $782)

Decrease
inc 100 to 500%

inc Up to 100%
Inc » 500%

Data Current as of: March 8, 2000
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Comparison of 20-Year Old Appraisals (with 1PD indexing)
And Current Appraisals
Montana Recreation Residences

$639 Avg Increase

$121 Avg Decrease

\
51,982 Avyg Increase

Decrease
Inc 100 to 500%

inc Up to 100%
inc > 500%

Data Current as of: March 25, 1999
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Comparison of 20-Year Old Appraisals (with 1PD indexing)
And Current Appraisals

Wichigen Recreation Residences

$103 Avg Increase
{5200 --—> $308)

~ $2,38D Avg Increase
(5137 —>" §1,000)
$1,649 Avg Increase

($295—> §1.438)

Decrease
inc 100 to 500%

Inc Up to 100%
Inc > 500%

Data Current as of: March 8, 2000
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Comparison of 20-Year Old Appraisals (with 1PD indexing)
And Current Appraisals
Colorado Recreation Residences

$67 Avg Decrease

—— $3,313 Avg Incrsase
$364 Average Increase—

i $182 Avg Increase

Decrease
Inc 100 to 500%

Inc Up to 100%
Inc > 500%

Data Current as of: January 8, 1999
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20B/4bBB/ /5 Mar-19-00 10:23AM; Page 1

Foreat Sawtooth 2647 Kimberly Road East

Department of Service National —>» Twin Falis, 1D 83301.7078
Agricutture Forest Telephone: (208} 737-3200
Fis-127Y
- éiﬁm Reply to: 2720 L w' G- ’W§"
Date:  September I_), 1994
David R. Mead CERTIFIED MAIL-RETURN RECEIPT o
2045 Hillorest Drive REQUESTED P 391 370 086 _&F" (’E"“(B"U“l
Twin Falls, ID 83301 - Calen ~
Vallay View

Dear Mr. Mead: Y%Y’";Nt/

%

N
In sary Junefour Wwashington Office sent yeu‘a copy of me June 2 Fedoral Registar Notice of the

acked lhe flawed clauses.

HEGe penais ¥

Now that the revised policy is final, we must make approptiats rsvuiom o your vormﬂ Ploass attach

ac
We assure you that the revisions are confined to those nwessmy o comply wlm the revised paticy.
The rovisad clauses are found in Sections VI.C.2, VILC, IXA, B, and C, and XA and B. There are siso
minor single-word, editing changes 1o bring your permil up-10-date with current law and regulation. For
exnmplo tha word *lot* is substituted for the word “site® when referring to the permitied area.

Piease note that the

clausas the ion, and i vof tha permit.

Thy describe the procsdures the Forest Service must follow if recrestion residente use were 10 be
discontinued, The clauses state our obligations 10 you. Since there are no clauses governing 1hese
areds in your curent permit, we are certain you will welcorne the assurances that the revised terms
ard conditions provide.

R

of lerms and

is a decision subject to administrative appeal pursuant o Secretary

of Agncul(ure Appeal Regulations 36 Coda of Federal Regulations 261, Subpant C. Any appeal must
be in writing, be fully conslistent with 36 CFR 261.80, “Contert of Notica of Appear” including the reasons
for appeal, and must be Hed within 45 days from the date of this lanter. The Chief of the Forast Service
s the Authorized Oicer tor this action. Thus, an appeal must be 1o the U.S. Depi of
Agricunure, James R. Lyons, Assistant Secretary for Natural Resources and Enviranment, Roam 217E,
Administration Buiiding, Washington, D.C. 20250, Simuitanecusly. send a capy of tha Notice of Appeal
to: Chiaf, USDA Forest Service, P.O, Box 20090-5090. The phrase "Forent Service Racreation Residence
Appeat shouid be piaced on the front of the enwvelope.
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. . S19- 1 23AM; Page 2
enT By: UFrilt MAX; 2UB/35YB /) Mar-19-00 10:23aM; g

)

It you have questions or concerns about these favisions 10 your permtt, please discuss them wan us.
We are availabie to help you understand the revisions 1o the pelicy and to your permit. Plsase comact
Lee Smith at our Twin Falls office for assistancs.

Sincerely,

Forest Supervisor

& ok siis Coterth Nefiponl Torest, Ilgb

Enclosura
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SNl By: UFFLUE MAX; 2UB /3587 Mar-19-00 10:23AM; rage 3
: i
Rec'e 5 a9
REPLACEMENT TERMS AND CONDITIONS FOR PARTS I - XI, FS=-2700-5a (01/9‘4)
FOR EXISTING TERM PERMIT ISSUED ON 01{2}{82 . OMB No. 0596-0082
Expires 06/30/96
USDA - Forest Service Holder No. Type Site Authority
Co. / Uz
TERM SPECIAL USE PERMIT . «{ Auth. Type | Issue Date|Expir. Date
For Recrestion Residences - L/ \2/3(/F.
Location Sequence No. [Stat.. Ref.
Act of March 4, 1915, As Amended I Y0 | Lap362
M. 2 Latitude Longitude LOS Case
42 -5%-77 {49 -5/-53
David R. Nead of 2045 .Hillcrest. Drive
{Holdar N . (Billing AddreSs = 1)
Twin Falls w8330

{hereafter called the holder) is hereby. authorized to use National Forest lands,
for a recreation residence for personal recreational use on the

—» Sawtooth National Forest, subject to the
provisions of this permit including {tems thro , on page(s)
through ] . This permit cove{ eres .

Described as: (1) Lot 2 Z of the oy Semm, ract.
(A plat of which ié on file in the office of the st Supervisor.
OR . {2) 1 Z# E HE Sg- % ]Z M._as shown on the attached map.
gal Destription

The following improvements, whether on or off the lot, are authorized in
addition to the residence structure:

¢
This use shall be exercised at least 15 days each year, unless otherwise

suthorized in writing. It shall not be used as a full-time pesidence to the
exclusion of a home elsewhere.
THIS PERMIT IS NOT TRANSFERABLE
PURCHASERS OF IMPROVEMENTS ON SITES AUTHORIZED BY THIS PERMIT MUST SECURE A NEW
PERMIT FROM THR PORBST SERVICE.

THIS PEFMIT 1S ACCEPIED SUBJECT TO ALL OF ITS TERMS AND CONDITIONS.

ACCEPTED:

HOLDER'S NAME AND SIANATURE DATE

APPROVED:

AUTHORIZED OFFICER'S NAME AND SIGNATURE TITLE DATE
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Al B WL SO R T T T} R

TIRES &ND CONDETIOEE

I. ATTHCRITT ASD T5L ASDF TERA AUTNIRIIED.

& ThEd prmll bw dadeiad wdes Bl suchacicy of the Aol of Hecch & L0,
s smandad (L6 U.E.C. 43T)_ eed Title 3§, Code of Federsl kagulacions. Seoiiors
ok L B laplemansing Forsas Sarvize pelicies ate [ours]l in ihe Fooasc
Servirs Dlreciiwss Spwrem (FEA [030, 1930, $Me0. IT3D; FEE 700,10, Chap,
14531, Caples of vhe m“ullﬁwﬁlm med pallrims will be mads
wenilable Eo tha holdsr wt no chargs upen coqueds Bads oo che &ffice of the
Farwal fuperdlaay,

k. The sothorizsd sfficac upder this pereib Lé ches Fearsar dupersisss, or o
delegatad suberdinate affieeg

Z. This parmit sutboripss sply persorsl sedfssClen uis ol & Todcssdyslae]
nacure by cha heldar, sssbars. of chs holdes's Lawedbste Pamily. ord pesets.  Das
of ths permltfed Leprovemsnts af & prleclpal placs of reaidance Li prohdbiced
arll Slml]l be greosds far arciom of chis parwikt.

B, Umlsma speciflcally providsd an an sdded pravlilen o chis permiy, Ebda
astherlzation Ly for mite cocoparcy aod dess b0 provids for che furnlekisg ef
pErai s, Taiad Sdclplenesds, uMifad, Tire precsction, or aoy sther s servica
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4. Pemeval of garbage o7 Trash
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4. ldartiflemilon of Ehe perooe geeperilbls Cor implessmtlng the provislors
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acceptable to che authorized officer. Such plans must be approved by the
authorized officer before the commencement of any werk.

Iv. RESPONBIBILITIES OF HOLDER.

A. The holder, in exercising the privileges granted by this perwmit, shall
comply with all present and future regulations of ths Sscretary of Agriculturs
and all present and future faderal, state, county, and municipal laws,
ordinances, or regulations which are applicable to the area or oparations
coverad by this permit. However, the Forest Service assumes no rssponaibility
for enforcing laws, rvegulations, ordinancses and the like which are under the
Jurisdicrion of other govarrment bodies.

B, The holder shalil exercise diligence in praventing dassge to the land and
proparty of the United States. Ths holder shall abide by all restrictisnz on
fires which may be in affact within-tha forest at say time mnd take all
reasonable preécauticns to prevent snd suppress forsst firss,. No material whall -
be disposed of by burning in open fires during & clomed fire seagon utﬂbushm
by law or regulation without written permission from the authorized officer,

C. The holder shall protect the scenic and esthetic values of tha National
Forsst Systen lands au far as possible consistent with the suthorized use,
during construction, oparation, and wmsai of the imzp

B. No acil, trees, o other vagetation msy be ramoved from tha National
Forest Systsn lands without prior persission from the authorized officer,
Permizsion shall be granted specifically, or in the sontext of the operations
and maintenance plan for the permit.

E. The holder shall maintain the improvenents and premises to standards of
xepair, orderlinsss, neatness, sanitation, and safety scceptable to the
authorized officer. The holder shall fully repair and bear the expense for all
damage, other than ordinary wear aund tear, to National Forest lande, roeds and
trails ceused by the holder’s activities.

F. The holder sssumes a1l rigk of loss to the fmprovements resulting from
acts of cod ot ca:nt:mim‘é‘*vm:—tmr—rm N TiHITIN €6, "avalinchas,

HIgH winds, failing limbe or trases and other hazardous natural
events., In cha event the improvements suthorized by this persit are destroyed
or substantially damaged by acts of God or catastrophic events, thy suthorized
officer will conduct an analysis to determine whether the iwprovements ce be
“safely .occupied ‘in the futitte apd whether rebyilding should be .Allgwesd.  The
analysis WIll be provided to the holder within & msonths of the svent.

G. The holder has the responsibility of inspecting the site, authorized
righta-of-vay, and sdjoining arveas for dangerous trees, hanging limbe, and other
evidence of harsrdasus sondirions which could affact the {mprovements and or pose
& risk of injury to {ndividuals. After securing psrmission from the m:hnrlznd
officer, the holder shall cemove such haxards.

H. 1In case of ch of sdd or ch in ownarship of the
recreation vesidence, the holder shall famediately notify the suthorized
officer.

¥. LIABILITIRE.

‘A, This permit.is subjoc: to ail valid existing xigh:- and claims
outavanding in third parties. The United States is not lisble to the holdu fox
the mrctn ol any such right-or alaim,

The holder shall hold haxwless the United Btates: from any lhbilic:y fzon
m;. to lifes or property arising from the holder's ¢eeupmy or use of
Katilonal Forsest lands under this paxmic.

€. - Ths holdar shsll bs lisble for sny damage suﬁcr-d by the United States
resulting from or relsted to use of thix permit, including damages To Natiopal
Foregt resources and costs of fire suppression. Without limiting available
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civil and criminal remedies which may be available Lo the Unived States, all
timber cut, destroyed, or injured without authorization shall be pafd for ac
stunpage rates which apply to the unsuthorized cutting of timber in tha State
wherein the timber is located,

Vi. YFEES.

A. Fee Requiremenc: This specisl use authorization shall require payment
in sdvance of an ammwal rental fee.

3. Appraisals:

1. Appraisals to mscexrtain the faiy markec value of the lor will he
conducted by the Forest Service at least every 20 years. The next appralsal
will be fsplemented in 1998 {ingere yasr).

2. Appraisals will ba conducrted and reviewed {n 2 mannsr consistent with
the Unifora Standards of Professicnal.Appraisal .Practice, .from which the
appraisal standards have besn developad, giving accurste.snd careful
consideration to all market forces md factors which tend to {nfluemce the ‘valus
of the lot.

3. If dissatisfied with an appraisal urilized by che Forest Service in
ascertaining the permit foe, the holder may employ another qualified -appratzer
at the holder's expense. The suthorized officer will give full and complete
congideration to both appraisals provided the holder's apprafsal mosts Foreast
Service standards. If the two appraisals disagree I(n value by more than 10
percent, the two sppraisers will be arked to try and reconcils or reduce their
differences. If the appralsers cannot agres, the Authorized O0ff{cer will
utilize either or both appraisals Co determine the fee. When requested by the
holder, & third appraisal may be obtained with the cost shared equally by the
holday and the Forast Service. This thicrd appralsal must mest the same
standards of the first and second appraisals and may or may net ba accepted by
the authorxized officer.

€. Fee Determination:

1‘ The annual rencal fes shall be determined by eppraisal and othar sound éé
bus management principle (36 CFR 251.57¢a)). The fee shall be 5 percent
of the appraigsd fair wsarket §ee simple value of the luc for recreation
reaidence use,

Fees will be predicated on an appraisal of the lot as & base value, and :hac
value will be adjusted in following yaars by utilizing the patrcent of change in
the Implicit Price Deflator - Gross National Produst (IPD-GNP) index as of the
previous June 30. A fee from a prior yesr will be adjusted upward or downward,
ss the case may be, by the percantage change in the IPD-GNP, except that the
saximuy annual fee adjustment shall be 10 percent when the IPD-CNP index exceads
10 percent in any one year with the amount in excess of 10 percent carried
forwaxd to the next succeeding year where the IPD-GRP index is less than 10
percent. The base tate from which the fae L2 adjusted will be changed with edch
new appraisal of the lot. at least every 20 years.

2 If the holdar has received ywtification that a new permit will not be
Sssuad following expiration of this permit, the annual fee in the tenth yeay
will be taken ax the base, and the fee esach year during the last 10-year period
will be one-tenth of the bame multiplisd by the number of yesrs then rewaining
on the permit. If 2 new term permit should later be issued, the heldsr shall
pay the United States the total amount of fees foragone, for the most recent
10-year pericd in which the holder has been advized that a nev psrmit will net
be igsued. Thie amount may be paid in equal aunual installments over a 10-ysar
period in addition to those fees for existing permits. Such amounts owing will
run with the propevty and will be charged to any subssquent purchassr of the
improvements.
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B. Initisl Fee: The inirial [ee may be based on an approved Foreat Servies
appraisal existing at tha Time of this permit, with the present day value
calculated by applying the IFD.GNP index to the intervening years.

E. Payment Schedule: Based on the criterim stated herein, thé initial
payment is set xt §__ 309.93  per year and the fee is due and payable annually
on __Janusry 1 (insert date). Paysents will be credired on the date
recaived by the designated collection officer or deposit location. If the dua’
date{s) for any of the above payments or fes calculation statements fall on a
nonworkday, the charges shall not apply uncil the close of business of the next
workday. Any payments not received within 30 days of the dus date shsll be

delinguent,
¥. Intersst and Penalties:
1. A fes owed the United S which i» dell will ba d
1uutut based on the most current rate prescribad by the United: States -
of T y P& 1al Maoual (TPN-6-8020).% Interest shill weorue .on
the delinquent £n ‘fron the date ﬂ\a tu pnynmc was dueand shall resain f:xad
during the of the ind

2. In addition to interast, certain processing, handling, avd
adainistrative costs will be sesessed on dalinguent accounts and added to the
amounts due. | .

3. 4 penalty of 6 percent pat year szhall be assessed on any indabtodness
owing: for more then 90 days. This penalty charge will not be calculated until
the 9lst day of delinquency, but shall accrue from the date that the debt became
delinguent.

4. When a delinquent account is partially patd or made in lnstnlhnenc-.
amounts recaived shall bs applied first to autsmding ‘penalty and
administrative coet charges, d o . snd third to
outatanding principal. .

G. TFonpaymsnt Comstitutes Bresch: Failurs of the holder to make the anmual
payment., nelt: interasc, or any other charges when due shall be grounde for
termination of this authorization. Howsver, no permit will be terminated foy

of any. ieas owed the United States unless pnymnt of such uoniu is
mors than 90 days in arrears,

H. Appliceble Lav: Delinquent faes and other chaxges shall be mubject to
all the righte and remedies afforded the Unjted States pursuant to federal law
and fwplewsnting regulacions. (31 U.S.C, 3711 et seg.).

VII. TBANGPER, BALE, AND RENTAL.

A. Nontransferability: Except as pnvidcd in this ssction, thix paruir. is
not transferable.

B. Transfersbility Upon Desth of.the Holder:

1. . If the holder of this perait is s married coupls and oms spouse dles,
this permit will continue in force, without amendpent or revision, in the naws
of the surviving spouse. .

2. If the holdex of this pumi: is an 1nd$,vi.dua1 vho ates diring the texw
of this permit and there le¢ no surviving spouse, an annual renswsble psrmit will

be & 4, upon reg « %o the. tor or admini r of the holder’'s
entate. Upon sectloment of the estats, & naw psrmit incorporating current
Forest. Sexvice policies and p will be tssued for the remafindex of ths

daceagad holder's ters to the properly designated heir(s) as shown by-an order
of s evurt, bill of sale, or other evidence to bs the ownei of the fmprovaments.
- €. . Divestiture of owmrthip. L£ the hulder through voluntary wals,
tnmfor. £ of , forsclosurs, or other legsl proceeding whsll
ceaws to be the owner of the physical Lwprovements, thi- . parmit shall be o
torminated. Jf the person to whom title to said fmp 14 transferred ‘is
deamad by the authorizing sfficer to be qunliﬂed as & holder, then much periéon




100

£ 4 {IE
w1 g . P LT il LRI T T FigE B

o Whil Tirls his Bean CFads forred elll bs granked & few peemil Bagh mam
pErmi =ill be fog pindar sf the tecm ef ches sxiglval hsldar.

E. Fucice ma Fraspestive Purchedsard)  Shen sanBboepleg & weiusfery aals af
iFe Fedigdilics rawiderce. tha holdsc shall provide @ copy of this special uae
paTait tr The prasgeacivs povabsss: bafess Jisalizing che asle. The FoLdar
fafnal ssks blrdlng repressnraclons @ cha purchasers ar to whachkat che Peport
Sarvica will Tesicheijer chi Sdcuperey.

B, @entil. The ®olisr say Tess ar susisc tha uss of iEproveEsEcd sevwrod
urdar chin psrmdc oRly wich Glie sapieds WTLOTSn Parmissios af The sekkorizsd
wfflsnd, 1% the svent of an sutharfowd reréal or sublat, che holdsr ahal]
cortims £ be caepandibla [ef deeplléses with @11 serdicisas = this pecslc by
FERRETE I:Iﬂ-ul-l'ﬂ'pr-d.ﬂ:-glh-nll:. - -

LAt .

ﬁ%ﬂlh:'mhn‘dﬂ-}h: [fof comsw by The
wabthorinred 2 £ apan Grmsch of @y of the Cerm dindlbisas af this parmic
af igrplimabils lasi.  Prlor &9 sech m% fer couss, the bolder shall b
glven motics sod poovided & B C ~~BET T3 s nErary (R
diFa--wlthin whlch e anfresEr Uhe hrsach

B. Bavocwilom Ln Che Publlc Iorarssc Derlng e Fermlc Tees:

1. 4 peTmiL BT b LEw &1 The #lscrstion of toa
mithorized afficar for mm 136 CFRE 151, 6k{kiY, Im

tha weant &f sl fim L» thw publis Jirisdedy, G helder abail b given
ool hardrad ard &igh ECdl BETIsE T WElECs Clb BraEl i,
providad Ukat ik surharirsd officsr say prascribs s daie fer o shorcer parlsd

in which To wecats (Cpressrihed vissssy data®} LF the puBlic ENDarest elbecTlie
mssscankly regulrss chs lec io & shartar pardod of Eles.

¥, The Feyesi Ssrwins snd ks Beldar apres Ehal Un bha aweni of &
_!ELEH_ﬂhdu publis ircaraar, rhe heldsr shall be padd dassges, v
n T amd pay af 4 Em wublact a2 tha awedl Ecy
fundw ar apptepristloas.

& DOessges s the swant ur & puiklliz imcersst T mhall b= the lssssr
amvent ef slibae (1) Ehe cosk of releceties ef the lEprnmnits Lo
amachar lac which may b sutherdssd for residencisl serupamey (bai pmi Lnslsding
the conte of Gsseges (relfestal oo rie relscarion which ars casssd by tha
napligerce of thae hoeldar exr & third partyl, or (3] Ghe Feplicessat soics of cha
sppeoeed Empreenmanie ss ol fhe date of e den.  Hapl coat shall ba
detemmiied by the Faress §arvies utglizing ssardard sppealsl precedures giving
full seraiéatwcion o cha improvesssc’s cordliisd, pessinleg ssesssls 1i0s ard
locasion, and skail b H8e eslimsbed S485 CE SERATIUSE, &% CNESERE prlces. @
butldleg with urilicy squdvsless to che buflding belsg appEalisd siisg ssdern
“:Hlul-i_-r-luu:h.rl.l 'I'lli- wmd laveat & uf the dats of

2 - i -, e haldar has

i
mmn hall e
e q wilriplying cha replacesset roaf By & fraacion which has
as the memsractar che rasber of [ai] ssfthi Tessining w2 the e of the parslt
,r:.-:h mmmu:-um-nuﬂﬂli—:-lu

tha total tmbec of seaiks En che sripinal cars of the permli.
'i- 'ﬂi"tl’ﬂqi-"" ﬂ'tlrIE_ im secdidanes Wik jaTagTEph &

abovs @hall bs Flzsd by watual cha awd oflicwt and The
beldar ard dhall be spssprad by cha Bolder in Full sstfsfesrias of 811 claiss
trat tha Urditsd Stwtss woder thid olesds: That 1f sutwal sgredment

L"...l papileid, Che aurtarized sdficer shall date mmw—:ﬂ:tm
bwldas Le dissariafled wich che amount o be peld say sppaal

Ches dwrarminacian in sccmpdares wiih ths Appmal Bapsletlons ) i
Ehp amwent s detmrmleed o6 sppasl shall ba [Drsl el concleaive an partios



101

Sent By: UFFICE MAX; 2087358877, Mar-19-00 10:26AM; Page 9/18

hereto: Provided further, That upon the paywent to the holder of the amount
fixed by the authorizad officer, the right of the Forest Service to remove or
require the removal of the improvements shall not be stayed panding final
decision on appsal.

IX. ISSUANCE OF A NEVW PERMIT.

A. Decisions to issue a new permit or convert the permitted area to an
alternative public use upon termination of this permit require a determination
of consistency with the Forast Land and Resource Management Plan (Forest pf-_nl

1. Where continued use {s consistent with the Foreat plan, the authorized
officer shall issue & new parmit, in accordance with ngglicab e raguironenl':l_for

environmental d ion. N

2. 1f,6 as & result of an amendment or revision of the Forest plan, the
pormitted ares fe_within an ares sllocated to sn slternative public use, the
authorized officer sheil conduct s site specific projsct analysis to determine
the range and intsusity of the ﬁu%&uw public usa.

a. 1f the project ana s _tesults in & Finding that tha use of the lot for
2 recreation residence may continue, the holder shall be notified in writing,
this pemi§ shall be modified ss necessa: and a new_term permit shail be
issued followin iration of the current permit.

b, If the project analysis vesults in a decision that the lot shall .
converted to_an altermative publioc use, the holder shall be notifled in writing
and given at least 10 years continued occupancy. The holder shall be given a
copy of the project analysis, envirommental documentation, and decision
document .

c. A decision resulting from a project analysis shall be reviewed two ysars
prior to permit expiration, when that decision and supporting environmental

documentation is more than 5 years old, If this review indicates that the
conditions resulting in the decision are unchanged, then the dscision may be
f

B, In issuing a new permit, tha authorized officer shall :include terms,
conditions, and specisl stipulations that reflect mev_regquirements imposed b
land use plans, 1 regulaty h 8;
decisions. (36 CFR 251.64) ;

C, 1f the 10-yesar continued occupancy given a holdar who racefves
notification that a naw permit wilil not bs issued would extend beyend -the
expiration date of the current permic, a new term permit shall be issued forx the
Temaining portion of Che 10-year period.

X. BRIGHTS AND RESPONSIBILITIES UPON REVOCATIOR OR NOTIFICATION THAT A NEW
PERMIT WILL NOT BE ISSUED FOLLOWING TERMINATION OF THIS PERNIT.
A. R 1 of Impr Upon Revocation or Notification That A New
Permit Will Not Be lssuod Following Teraination Of This Permit: At the snd of
the term of occupancy authorized by this permit, or upon abandonment, or
revocation for cause, Act of God, catastrophic event, or in the public interest,
. the holder shall remove within a reasonable time all structures and improvements
" except those owned by the United States, and shall return the lot to a condition
approved by the authorized officer unless othorvise agreed to in writing or im
this permit. If the holder fails to remove all such structures or improvements
within a reasonsble period--not to exceed one hundred and eighty (180) days from
tha date tha authoriration of

ocoupancy is ended--the improvements shall become the property of the United R
States, but in such svent, the holder remains obligated and liable for the cost . -
of their removal and the restoration of The lot. v
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B. In case of revocation or notification that a new permit will not be
issued following termination of this permit. except if revocation Ls fof cause
the authorized officer may offer an in-lieu lot to the permit holder for '
building or relocatfon of improvements. Such lots will ba nonconflicting
locations within the National Forest containing the residence being terminated
or under notification that a new permit will net be issued or at nonconflictip,
locations in adjacent National Forests. Any in-lieu lot offared the holder must
be accepted within 90 days of the offer or within 90 days of the final
disposition of an appeal on the revocation or notification that a new permit
will not be fzsued under the Secretary of Agriculturs's administrative appeal
regulations, whichaever {s later, or this opportunity will terminate.

XX. MIBCELLANEOUE PROVISIONS.
A. This pernit,replaces.a special use permit issued to: -
David R. Mead jon’ — March-12 , 19579 -

N

@ The Foregt Service.reserves the right to enter upon the {)rober}:y to

inzpact for compliance with of this permit. Reports on Inspection for
compliance will be furnished to the holder.

C. 1Issuance of this permit shall not be construed as an admission by the
Goverrument as to the title to any improvemanta. The Government disclaime any
liability for the issuance of any permit in the event of disputed title.

D. If there is & conflict between the foregoing standard printed clauses
and any special clauses added to the parmit, tha astandard printed clauges shall
control.

Public reporting burden for this collection of information, if requested, is
estimared to average 1 hour per response for annual financial information;
average 1 hour per resp to  prepare or update operation and/or maintenance
plan; average L hour per response for inspection reports; and an average of 1
hour for each request that may .include such thinge -as reports, logs, facility
and user information, sublease informarien, and other similar miscellaneous
information requests. This includes the time for -reviewing instructions,
searching existing. data sources, gathering and maintaining the data needed;, and
cowpleting and reviewing the collection of inforpation, ‘Send comments regarding
this burden estimate or any other aspect of this collection of information,
including suggestions for reducing this burden, to Department of Agriculture,
Clearance Officer, OIRM, Roow 404-W, Washington D.G. 20250; and to the Office of
Management and Budget, Paperwork Reduction Project (OMB # 0596-0052),
Washington, D.C. 20503,
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to whom ti{rle has becn transferred will be granted 3 new parmic. Such new
permit will be for the remainder of the term of the original holder.

D. Notice to Prospective Purchasers: When considering a voluntary sale of
the recreation residence, the holder shall provide a copy of this special use
permit to the prospective purchaser bafore finalizing the sale. The holder
cannot make binding representations to the purchasers as to whether the Forest
Service will reauthorize the occupancy.

E. Rental: The holder may rent or sublet the use of improvements covered
under this permit only with the express written permission of the authortzed
officer. In tha event of an authorized rantal or sublet, the holder shall
continue to be responsible for compliance with all conditions of this parmit by
persons to whom such premises may be sublet. Sas-

VIII. REVOCATION. . .

A. Revocation for Cause: ~This permit may be revoked.for cause by the .
authorized officer upon breach of any of the terms and conditions of this permit
or applicable law. Prior to such revocation for cause, the holder shall be
given notice and provided a reasanable time--not to exceed ninery {s0)
days--within whiech to corract the breach.

B, Revocation in the Public Interesc During the Permit Term:

1. This permit may be revoked during ity term at the discretion of the
authorized officer for reasons in the public interest. (36 CFR 251.60(b)). In
the svent of such revocation in the public interest, the holder shall be given
one hundred and eighty (180) days PrIor wrlttenm motice to vacate the promises,
provided that the authorized officer may prescribe a date for a shorter psriod
in which to vacate ("prescribed vacancy date”) if the public interest objective
reasonably requires the lot in a shorter period of time.

2. The Forest Service and the holder agree that in the event of a
revocation in the public interest, the holder shall be paid damages. Revocation
in the public interest and payment of damages is subject to the availability of
funds or appropriations. .

a. Damages in the event of a public 'interest revocation shall be the lesser
amount of either (1) the cast'of relocation of the approved improvements to
another lot which wmay be authorized for residential-occupancy (but not including
the costs of damages incidental to the relocation which are caused by the
negligence of the holder or a third party), or (2) the replacement costs of the
approved improvements as of the date of revocation. Replacement cost shall be
determined by the Forest Service utilizing standard appraisal procedures giving
full consideration to the improvement’s condition, remaining economic life and
location, and shall be the estimated cost to comstruct, at current prices, &
building with urility equivalent to the building being appraised using modern
materials and current standards, design and layout as of the date of
revocation. If revocatfon in the public incereat occurs after the holder has
Teceived motification that a new permit will not be igaued folloving expiration
of the current permit, then the amount of damages shall be adjusted as of the
date of revocation by multiplying the replacement cost by a fraction which has
as the numerator the number of full months remaining to the term of the permit
prior to revocation (measured from the date of the notice of revocation) and as
the demcminator, the total number of menths in the originql tern of the permit.

b. The amount of the damages determined in accordance with paragraph a.
above shall be fixed by mutual agreement batween the suthorized officer and the
holder and shall be accepted by the holder in full satisfaction of all clajnms
against the United States under this clause: Provided, That if mutual agreement
12 not reached, the authorized officer shall determinc the amount and if the
holder {s dissatisfied with the amount to be peid may sppeal
the determination in accordance with the Appeal Begulations (36 CFR 251.80) and
the amount as determined on appeal shall be final and conclusive on the parties
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OPERATION AND MAINTENANCE PLAN

The following Operation and Maintenance Plan is made a part of the Holder's
permit as provided in Clause II of the specisl use permit.

I. STRUCTURES

A, The maximum size of any cabin is 1200 sq. ft. This includes aecond
floor footage. Simple and rustic designs for all cabins and
outbuildings are preferred. Bathroom additions will normally be
approved. Sewsge disposal proposals must bg accompanied by a State of
Idaho permit. N

B. Colors will be natural, blending into surroundings. Approved palnt
sanples are available at the NRA Headquarters.

C. Colored metal rocofs are okay. Dark brown is preferred. We have not
yet found a satisfamctory dark green metal color.

b. Asphalt shingles can be dark brown, dark green or slate gray.

E. Ceder shakes and wood shingles can be left natural colored or colored
dark brown, dark green, or slate gray.

F. We will authorize one pit toilet and one storage outbuilding per
site. Storage building = 120 sq. ft. meximum. Pit tollet must be at
least 300’ from live or intermittent stream. Additional structures
will not normaelly be approved.

2&? G. All new electrical installations WILL BE UNDERGROUNDI

11, Outdoor high intensity lights operated on an automatic timer are not
perwitted.

I. Attached decks will normally be authorized if roasonable in size. Ten
to twelve feet maximum width should suffice.

J. Hot tubs are not encouraged because of draining concerns. What
happens to the water?

K. Satellite dishes will not normally be authorized.

L. Sleeping cabins will not be authorized unless constructed prior to
1988. There will be an additional fee for ssch sleeping cabin
authorized.

M. Garages will not normally be authorized.

N. Fences are not muthorized.
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Pole gates may be authorized to restrict traffic into your lot. Thease
should be constructed of two posts and 8 pole cross bar with
reflectors. NO CABLE GATES ARE AUTHORIZED BECAUSE OF THE LIABILITY
PROBLEMS WE HAVE ENCOUNTERED. IF YOU HAVE A CABLE GATE. PLAN TO
REMOVE IT AS SOON AS POSSIBLE AND REPLACE WITH A WOODEN POLE GATE!

Signs may be placed at entrance roeds to direct visitors to your
cabin. All signa should be no more than 12" by 24" (roughly), rustic
in sppearance, naturally colored, preferably routed, AND NOT NAILED TO
TREES! They may be erected to a post.

Play houses, teepees, tree houses, etc. are not sutharized, There are
plenty of neat things for kids to do without needing these additional
structures.

For the present, boat docks are permitted at Pettit Lake. They will

be authorized by a sepsrete special use permit with a separate annusl
fee.

Existing Dock Standards

Max Length 35’
Max Width 8
Max Ht. from water surface 37"

New Dock Standards

Max Langth 30
Max Width 6'
Max Iit. from water surface 18"

All docks will be straight-line ("|" shaped). Docks not meeting
estandards will not be authorized by special use permit snd will have
to be removed. NO MORE THAN ONE DOCK PER RECREATION RESIDENCE LOT
WILL BE AUTHORIZED.

Bright colored indoor-outdoor ruga on docks are not acceptable.

All modifications to existing docks and all new construction of docks
must be approved by the Forest Service in advance. All proposed
construction, remodeling, color changes, installations, etc. must be
approved by the Forest Service prior to beginning work.

II. DRINKING WATER

We encaurage the installetion of wells.- State of Idaho permits must
be obtained prior to drilling.

We must approve all proposed well locations.

The Forest Service will file on all well and spring developments on
National Forest lends.
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D. Spring developments will normally be suthorized by s separate special
use permit. Contact Foresat Service for additional details

LAWNS

Lawns are discoureged at recreation residence. Cabins should be maintained
in ms near to s natural setting as possible. Effective firebreasks can
usually be mainteined utilizing native vegetation.

TREE TRANSPLANTING

In no lot is there a tree that will lest forever. Human impacts are often
preventing the success of natural regeneration around your cabins, In
order to mssure & forested setting for your “later years,” for your
children, grandchildren, and generelly for mll others whe may pass this
way, we encourage you ta annuslly transplant (water and fertilize) a few
native trees from the forest to your lot. There is no charge for these
transplents and no permit is required provided you do not leave the forest
with the trees. Best survival rates seem to occur in the early spring
(April to mid-May). Several cabins that have begun transplanting small
{1'-3"}) trees. We salute your efforts!

‘TREE AND VEGETATION REMOVAL TO IMPROVE VIEWS

A. We normally frown on these efforts, although there may be instances
where some tree cutting way mctually improve the overall condition of
the forest. Contact us before attempting, pleape!

B. Lakeshore and streamside hacking or cutting of vegetation is not
acceptable. These water's-edge communities are important elements of
the forest and should be maintmined in as near-to-natural a condition
as posgibla.

HORSES

Horses eres not permitted inside summer home areas. If you have horses,
please keep them in corrals at Alturas Lake Creek, Cabin Creek. or Russimen
John, Contact the Forest Service before using the Russian John corral.
Feed must be supplied by you at each aita,

LOT MAINTENANCE

A. The permitted area will be maintained to present a clean, neat and
orderly appearance. Trash, debris, unusable machinery, improvements,
etc., will be disposed of currently.
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B. The lot will not be used ta stors building materials in excesg of
those needed for approved remodel or repair,

C. No motorhomes, trallera, boats or other itecms will be stored on the
lot.

D. Loop driveways ere discouraged because of additional impacts to
the Forest.

VIII. SERVICES

A. Qarbage

1. What are you going to do with all you normal household garbage?
How about those remodel projects and the construction debris? DO
NOT DUMP ANYTHING IN OUR CAMPGROUND OR PICNIC SITE DUMPSTERS.

YOU HAVE NOT PAID FOR THAT PRIVILEGE. These are maintained for
caspground and day use visitors ONLY!

Z. As a summer home group, you may want to rent a dumpster from Wood
River Rubbish (in Ketchum) and place it within the summer home
area for your needs. Our campground trash hauling contract has
been with Wood River Rubbish for several years so your cost
should be reduced since they will be in the area dumping our
dumpsters twice a week during the summer.

3. There may be an opportunity to cost/share maintenance of
dumpsters near your summer home Brea with the Forest Service.
Opportunities may exist at Pettit Lake, Alturas, and Easley
areas. Contact us for more details.

4. Pettit and Valleyview permittees can use the Blaine
County-maintained dumpsters located across Highway 75 from Smiley
Creek Lodge. The Forest Service will not provide dumpsters at
any summer home are for permittee use.

5. The Blaine County Landfill 1s located easti of Highway 75 about
seven miles south of Ketchum.

B. Road Maintenance

1. Your special use permit fee pays for the use of your lot only.
It does not pay for any other services (no garbage hauling, no
road maintenance, no free wood cutting rights, ete.)
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2. If your supmer home tract or organization desires more freguent
road maintenance than what is presently being provided by us
{which in some ceses is guite infraquent), then you can doposit
funds in a Foreat Service coop mccount specifically for increased
road maintenance. We encourage you to do so. Some of you have
elscted to do this where our maintenance has been rare or
non-existent. Please contact the Forest Service if you sre
interested.

Firewocad Cutting

3. You may cut deed trees on you lot without a firewood permit as
long as the wood remains on your lot to be used in your cabin.

4. If you cut wood on National Forest lands away from your cabin
lot, then you must have a firewood permit, regardless of where
you are hauling the wood.

5. If you haul wood on any state, county, or forest roads, you must
display firewcod tags on the back of your load.

FIRE PROTECTION

A.

B.

USE

No fireworks shall be stored or used on the land covered by this
permit or in the structures thereon.

Fireplaces and all wood burning appliances will be equipped with spark
screens,

The roof shell be kept reasonably clear of leaves, twigs, and other
debris.

The Holder ghall clear and keep cleared from any structures all
readily burnable vegetation such as dry grass, foreat needles, and
dead vegetation.

The use of firearms within a sumwer home area is prohibited.

The Forpst Service will respond to structure fires on National Forest
lends during summer months, but only to keep the fire from spreading.

OF FACILITIES

The Holder may rent his improvements with prior Forest Service
approval. Such rental must be incidental to the Holder's uge, be for
recreational purposes and will not exceed a time limit specified . by
the Forest Service. The Holder understands that responsibility for
compliance with the terms of the permit will remain with the Holder.
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B. Upon placing the cebin on ths market for ssle the Holder will notify
the Foreat Service.
C. Upon listing the cabin for sale, a sign may be placed next to the
cabin or at the driveway entrence to the cabin.
D. The Forest Service will not normally approve snow plowing Forest

XI.

Service roade. If plowing is deairad the Holder will contact the
Forest Service for review and possible spproval of a snow plowing
permit,

AESPONSIBLE PERSON(S}, OTHER CONTRAC{S), AND OTHER OWNER(S)

A.

The nawe, address, and phone number of the person responsible for
implenenting the provisions of tha plan, if other than the Holder,
will be provided to the Forest Service by the Holder.

The Holder should provide the Forest Service with a list of names,
addregses, and phane numbers of persons to contact in the event of
emergency.

Names, addresaes, and phone bers of any 8 ghould almo be
provided to the Forast Service by the Nolder,
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JOINT STATEMENT
by B
Charles S. Cushman, Robert E. Ervin & William B. Worden
Past members of the “Chief’s Committee”
concerning
CONGRESSIONAL TESTIMONY BY THE U.S. FOREST SERVICE
IN CONNECTION WITH RECREATION RESIDENCE FEE DETERMINATION
May 11, 1999

SUMMARY AND OUTLINE OF CONTENT.

1. Introduction.

The undersigned have been involved with the Forest Service on recreation
residence matters since the early 1980’s. We were members of the “Chief's
Committee” which developed the 1988 fee and tenure policy. The fee policies
established then are not working. The Agency has changed the package that permittee
representatives agreed to. In defending its fee system, the Agency has given
inaccurate testimony and created misperceptions that need to be clarified.

II. Agency testimony has suggested that permit holders and their organizations
concurred with the fee system now being implemented. This is not correct. The current
system is not the one to which we agreed.

1. The Permittee Representatives accepted a compromise package that the
Agency unilaterally changed afterward.

2. Severe restrictions that apply to recreation residence permits, as distinct from
private ownership, are not being taken into account as anticipated.

3. The Agency testified that the 5% capitalization rate was determined after
consultation with permittees. However, it has consistently told permittees this rate
is a precedent of many years standing. We were given no choice but to accept it.
The Agency's inability to objectively justify this rate or its derivation belies the claim
that its fee system produces a “fair market value” resuit.

4. Agency testimony disclaimed responsibility for adopting the 20-year appraisal
interval, suggesting instead that the permittee organizations had advocated it. This
was an Agency decision, originated by Agency staff.

5. The Agency also testified that permittees chose the {PD inflation index because
it would result in a lower fee. This is not correct. At the time, it was not possible to
accurately forecast whether the IPD or the CP! would increase the least. The IPD
was adopted because it had a less volatile history, and because its appeared less
susceptible to the vagaries of labor-management relations and retirement issues.

6. The plain language of the policy and permit reflects and supports our
expectation that adjustment for use restrictions would be included in the appraisal

oo FYHIRIT A
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7. The Agency restructured part of its definition of what is to be appraised.

8. Permit holder representatives believed their members would be protected by the
right to appeal and to obtain second and third appraisals. Due to Agency re-
interpretations, these expectations have not been realized.

9. The Agency testified that Recreation residences are a “private, privileged” use
of National Forest lands, and also included such language in the appraisal
instructions. Further, it implied that Cabins are equivalent to second homes. The
first contradicts previous assurances given permittee organizations, while the
second is not accurate. Both inferences seem curious when considered alongside
other unilateral revisions and reinterpretations described in this paper.

10. The Agency also misleadingly suggested that a large majority of individual
permittees approved the system. In truth, they had little choice in the matter.

1. Other Agency Implications and Testimony Have Been Unsupported, Arguable
or Misleading. :

1. "High and rising valuations are due to high demand for use of forest lands.”
They are also caused by reduced supply, impacts of high value but unrelated
uses, “project influence”, and other actions of the Agency, all of which have
the effect of promoting scarcity and allowing the Agency to profit from fee
increases caused by its own decisions.

2. “The Forest Service granted permits to only about 18,000 cabin owners.”
The Agency earfier told us that more than 20,000 were originally granted.

3. “The Agency is obligated by law to base fees only on “fair market vaiue”.
It has failed to substantiate this claim, or to show that “value of use”, established
by the Independent Offices Appropriations Act, has been superseded by law.

4. “The present fee system correctly and equitably measures fair market value.”
The logic of the Agency’s arguments, taken together, is insupportable. In too
many cases, inequity and unfairness have been observed.

5. “The Agency is exploring alternative land price indexes for improved accuracy”.
We are aware of no such index being publicly available. It would not be
appropriate or cost effective for the Agency to develop its own private index

8. “A television news report and a GAO report support the new fee system”,
More accurately, both supported a conclusion that the system is not working.

7. “The cost of this appraisal cycle will be $30 million. “
This figure was later reduced to $5 million, with little justification.
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1V. Conclusion.

Further examination of these issues will be found throughout the remainder of this
paper. A better fee determination method could be developed that is fair, equitable,
less controversial, and far less costly to the government and taxpayer. However, the
Agency has not been cooperative. 1t continues to insist that its failing system is the
only acceptable alternative. Accordingly, we have recommended that our respective
organizations pursue a political solution to this issue.

V. Appendix.
This section contains applicable provisions of Agency fee policies, procedures, and the
special use permit.

1. INTRODUCTION.

In the mid-1980’s the methods used by the U.S. Forest Service to manage recreation
residences and to determine their fees came under heavy criticism. As a result, Forest
Service Chief Max Peterson established a Forest Service/Permitiee group known then
as the “Chief"s Committee”, to discuss and seek possible solutions to this vexing
problem. That group met in Washington, DC a number of times over a period of about
bwo years.

The undersigned are the only former permit holder representatives and members of
that group remaining in leadership positions of the national and state permittee
organizations. None of the Forest Service jeaders who participated in these
discussions (two Chiefs, two Lands Directors, and two Assistant Lands Directors)
remain in the Service.

Fee policies established when the group’s work was completed are now being tested
by actual implementation of the appraisal process for the first time since adoption.
Controversy has erupted once more. The Congress has heard testimony on five
accasions, three in Washington DC and two in the field:

October 23, 1897: Subcommittee on Forests and Forest Health, Committee
Washington, DC on Resources, United States House of Representatives.

February 16, 1998:  Subcommittee on Forests and Public Lands Management,
Twin Falls, ID Energy and Natural Resources Committee, United States
Senate,

February 21, 1998  Subcommittee on Forests and Forest Health, Committee
Coeur d'Alene, ID  on Resources, U.8. House of Representatives.

June 8, 19¢8: Commitiee on Agriculture, United States House of
Washington, DC  Representatives.
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October 1, 1998: Subcommittee on Forests and Public Lands Management,
Washington, DC Energy and Natural Resources Committee, United States
Senate.

At these hearings, leaders of recreation residence organizations and others have
presented testimony suggesting the Forest Service fee system is flawed. Inits
rebuttals, the Forest Service has testified its system is required by law, and have
suggested that permittees at the time of the policy’s adoption were in agreement with it.
That undoubtedly refers specifically to the “Chief's Committee”, and to input received
by the Forest Service from the organizations represented thereon.

The permitiee members of that committee did accept policies we understood were
being adopted at that time, and which continue to be reflected by the language of the
current policy and permit. However, certain aspects of the system, as now being
implemented, are not what we earlier understood them to be, nor are they what we
believe the applicable current policy and permit language requires.

For the information of readers, we have reproduced in the Appendix hereto the Policy
and Procedure rules, and the language of the Special Use Permit, as they pertain to
fees, both of which were published by the Agency in the Federal Register June 2, 1994.

Numerous claims, statements and implications promulgated by Agency representatives
at the above Committee and Subcommittee hearings have been incorrect, distorted or
misleading. It is the purpose of this Joint Statement to correct misperceptions being
promulgated by those without direct knowledge of the earlier proceedings.

l. THE AGENCY TESTIFIED THAT PERMIT HOLDERS AND THEIR
ORGANIZATIONS CONCURRED WITH THE FEE SYSTEM NOW BEING
IMPLEMENTED.

Summary Response: This is not correct. The current system is not the one to which
we agreed. The Agency significantly modified the understandings reached with
permittees. The package accepted was changed by withdrawal and revision of its
tenure provisions, and by unilateral revision or re-interpretation of its fee provisions.

The Chief's Committee approved of some but niot all the permit fee provisions that were
adopted in 1988, and republished in similar form in 1994. However, actual
implementation of these provisions during the past several years has demonstrated
uneven and erroneous results, and in a significant number of cases has not been
carried out in accordance with the understandings reached with the Chief's Committee
in 1988. The Agency appears to have revised, reinterpreted or added to a number of
the provisions.
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Topical Responses:

1. The permittee representatives accepted a compromise package that the Agency
unilaterally changed afterward.

Permittee members of the Chief's Committee asked for a number of reforms that related
to both fee and tenure issues. Some were adopted, and some were not. Our general
approval was a compromise related to the package as a whole, not to every specific
item it contained. Furthermore, the agreed policy upon appeal was later sent back to
the Agency for additional consideration. The tenure provisions of the resulting package
were materially revised and less favorable than those in the package approved by
permittee representatives in 1988, while the fee portion was left substantially
unchanged.

The permittees did not agree to the present fee system, as their assent related to the
entire package. The 1994 revision materially changed the terms of the earfier
compromise upon which permittee approval was based.

2. The severe restrictions applying to recreation residence permits. as distinct from
private ownership, are not being taken into account as anticipated.

a. The members of the Chief's Committee believed the limited rights granted by
the permit, and the unusually heavy restrictions it places on exercising the use, were to
be reflected in the appraisa/ by adjusting for differences in the rights and restrictions
applying to cabin lots and the rights and restrictions applying to comparable private
lots. The Agency changed its position and now insists that appraisers are not to adjust
for any such differences, as they are all reflected by the 5% “discount rate”. We
believe our understanding at the time of approval was justified by the Committee
discussions, and continues justified by the language of the currently effective policy
and permit.

b. We had no choice of whether to adopt or revise the 5% figure. Exactly what
it represented was not a significant issue discussed in our deliberations. Mention was
made of its long-standing historical precedent, and that it was a “below market rate” we
believed was intended to adjust for the difference in the general character of private as
opposed to permitted land. We understood that most specific differences would be
recognized in the appraisal process, and certainly did not interpret the discussions to
mean that no such differences would be considered.

The permittees did not approve a system that excluded consideration in the
appraisal of all differences in rights and restrictions, and inciuded them only in the 5%
discount factor.
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3. The Agency testified that the 5% capitalization rate was determined after many
years of consultation and collaboration with permittees.

There was no consuitation or collaboration in the ordinary sense. We were given no
choice. As related in numerous conversations with Forest Service officials, the 5%
convention has been in effect for a very long time, perhaps over 100 years. None of
the officials, however, were able to explain its rationale or its derivation. it is an
arbitrary convention justified only by past usage. Believing that differences in rights
and restrictions would be reflected by the appraisals, not having a measurable basis for
suggesting a different number, and having been given no choice in the matter, we did
not oppose the fait accompli. [See Federal Register Vol. 56, No. 197 / Thursday,
October 10, 1991, p51270, 3. Five Percent Factor: “This factor has been used by the
Forest Service for many years ..... it is part of Agency Policy at FSM 2715.11 ..... !
Agency representatives have admitted privately they cannot explain derivation of the
5%, or how in fact it actually reflects or measures the minimal rights and heavy
restrictions of the permit. The revised Agency interpretation of the “5% rule” effectively
eliminates from consideration a significant variable affecting value. At the same time,
the Agency opposes all attempts to rectify the inequitable and unfair results of its fee
system, or to resolve the impasse its revised position on the 5% rule has created.

it is difficult to reconcile the Agency’s inability to provide objective justification for use of
the 5% discount rate with the concurrent claim that its use produces a “fair market
value” result.

4._Agency testimony disclaimed responsibility for adopting the 20-year appraisal
interval, suggesting instead that the permittees had advocated it.

As we understood it, the 20-year interval between appraisal cycles was proposed and
selected by the Agency staff, presumably to reduce anticipated high costs of
conducting appraisals under new and more demanding requirements. Some permittes
members of the chief's Committee were concerned about the potential consequences
of this decision, due to the undue impartance it placed on the year the appraisals were
done, and the inequities that might develop and compound over such a long period.

The policy was proposed, advocated and adopted by the Agency, which should accept
responsibility for it.

S._The Agency’s testimony suggested that permittees chose the IPD inflation index
because it would result in a lower fee.

This is not an accurate representation of our position. The only potential choice other
than the IPD was the CP1. The Agency could rot find and did not suggest other
alternatives. It was not possible to accurately forecast which of the two would increase
the least. Both permittees and the Agency believed the IPD was a reasonable
alternative because it seemed less volatile over short time periods, and therefore might
be expected to reduce potential inequities between fees determined in different years.
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Further, as it was derived by dividing one gross GNP number by another, it was feit
less susceptible to the politics of labor-management relations and retirement issues.

The Agency itself agreed with this viewpoint, and it made the decision to adopt this
afternative.

6._The plain lanquage of the policy and permit reflects and supports our expectation
that adiustment for use restrictions would be included in the appraisal process.

This understanding was and continues to be reflected by the published text of the 1894
policy as reproduced in the attached Appendix.

a. FSM 2721.23d directs that fair market value as determined by appraisal,
using professional appraisal standards, will be used in determining the base fee. FSH
2709.11, 33.3 directs appraisers to value the fee simple estate of the land underlying
subject lot, “but without consideration as to how the authorization [permit] would or
could affect the fee title of the lot”. it further directs that appraised values of subject
lots be reflective of their characteristics, which include amaong other factors, legal
consiraints imposed by governmental agencies, usability and utility of the lot, and other
market forces and factors having a quantifiable effect on value.

b. The standard permit, Sec. VI B, requires appraisals to be conducted and
reviewed in a manner consistent with the Uniform Standards of Professional Appraisal
Practice, giving accurate and careful consideration to ail market forces and factors
which tend to influence the value of the lot. Section IV C requires that the fee be
determined by appraisal and other sound business managementi principles.

¢. The policy and permit language support our understanding that, while the
appraised value might not be lowered by reason of the basic stfatus of a cabin site as
permitted fand rather than fee simple land, nevertheless specific permif rights and
restrictions would be considered within the appraisal process itself by measuring them
against those applying to comparable private sites. Surely, consideration of such
differences is required by standard professional appraisal practices; by the need to
consider all market forces and factors which tend to influence value; by the requirement
to reflect characteristics such as legal constraints imposed by governmental agencies,
usability and utility, and other market factors having an effect on value; and by sound
business management principles.

Our understanding of what was agreed is supported by the plain language of the policy
and permit, notwithstanding subsequent Agency revisions and reinterpretations.

7. The Agency restructured parts of its definition of the estate to be appraised.

a. Site vs. Lot. The word “Site” in the 1988 policy and permit as presented to the
Chief's Committee was changed in the 1994 revision to the word “Lot”. We see now
that the Agency is requiring appraisers to use the concept of “lot” when comparing with
private property subdivisions, but continues to require use of the “site” concept when
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instructing appraisers that lot size does not matter in the appraisal valuation. The fact is
that permittees are not allowed full use of their “lof” - only the cabin footprint, or the
lockable portion of the improvements. “Site” more accurately describes this
circumstance. Nevertheless, value comparisons are being made with private property
where the public is not entitied to use any part of the “lof”. We do not recall the effects
of this change on appraisals being discussed prior to adoption.

b. Inclusion of Non-Permitted Land in the Appraisal. We understand the
Agency now claims that “naticnal direction” requires national forest land outside of an
authorized lot to be appraised as part of that lot if it is occupied by permittee
improvements,

i. We recall no such provision being discussed by the Chief's Commitiee,
nor do we find any such provision in the policy or permit adopted in either 1988 or
1994. The Agency should provide a citation for this rule, and the history and authority
for its adoption.

ii. Permittee improvements are specifically excluded from appraisal. This
new rule has the effect of covertly including some of them. Further, many of the
improvements cited are trivial items such as “walkways, stairs, and tables”. The resutlt is
assessment of increased fees based on technicality.

iii. Agency policy requires issuance of a separate and distinct permit for
each off-site improvement. If the Agency neglects to issue such a permit, that is its own
omission. If the Agency had intended to collect a fee for such improvements, it should
have issued the requisite permit (the fee basis for which would not necessarily be the
same as for a recreation residence).

iv. The Agency maintains that fees are not based on site size, which is a
logical contradiction of this rule.

¢. Recreation Residence Fees are “Fair Market Rental Fees”.

The term “Annual Rental Fee” was introduced in the final language of the 1994 Policy
and Permit revisions. 1t was not used during discussions with the Chief's Committee.
Now the Agency has introduced the term “fair market rental fees” in Congressicnal
testimony, although the language does nct appear either in the policy or permit. This
characterization is inaccurate, although it clearly wil! affect public perceptions. The
term “rental” is ordinarily applied o short term commitments to occupy homes and
apartments rented by private landlords who own both land and improvements. When
the term is a year or more, accepted business practice refers to the contract as a
“‘lease”, and the tenant makes "lease payments’. The accurate terms are "permit fee” or
“user charges’.

The above illustrate additional modifications of the package made later by the Agency
without knowledge of the permiftee organizations or members of the Chief's Commiftee.



119

- Joint Statement, May 10, 1999 - page 9

8._During the 1988 discussions, members of the Chief's Committee believed permit
holders would be protected against appraisal errors and inequitable fees by their right
to appeal fee determinations, and to obtain additional appraisals.

a. The Agency now interprets its regulations to mean the gppraisal is not appealable
according to normal administrative appeal regulations. Only the fee is appealable.
The fee is established and announced by the authorized officer after consideration of
the appraisal. If the fee is not announced, no appeal may be made. The only recourse
is to spend large sums on a new appraisal or appraisals that must be conducted using
the same faulty methodology as the first. If this process is not followed, it is likely the
deciding officer would deny any appeal of the fee on the grounds the permittee had not
exhausted his remedies. From a practical standpoint, this situation effectively amends
the Agency's Appeal Regulations by raising a barrier not many permittees are likely to
surmount.

b. The Agency also claims autharity to announce and impose a fee based on the
initial appraisal, even though further appraisals are to be conducted. In this case,
appeal could be made, but would lack any evidence a subsequent appraisal might
uncover. The right of appeal is thereby further impaired. The practice of premature
fee announcement and application is contrary to our earlier understanding and to the
apparent intent of the policy language.

The right of appeal was re-interpreted so that for practical purposes it was nearly
eliminated, while the value of additional appraisals has been compromised. We had
assumed, based on our meetings and the policy and permit language, that the right of
appeal was unimpaired and that the language and sequence of FSH 2709.11, 33.32,
and permit Sec. VI B 3 (see Appendix), meant that the appraisal process, including
second and third appraisals, would run its course before a fee was announced and
implemented. Here are two additional examples of re-interpretations made after
approval of the 1988 policy and permit.

8. The Agency recently testified that recreation residences are a “private, privileged®
use of National Forest lands. Such language was also inserted in the appraisal
instructions. The testimony aiso alluded to cabins as “second homes”.

The “private, privileged” usage contradicts clear assurances made to permittees on
many occasions, including discussions leading to adoption of the 1988 and 1994
policies. The vast majority of cabins are not at all equivalent to second homes, nor
does this portrayal describe the purpose of the Agency’s recreation residence program.

The characterization of recreation residences as a “private, privileged use” was
contained in written policy prior ta the 1988 revision, and was responsible for the
perception of many permittees that Agency policy was to eliminate recreation
residences from the National Forests. The Agency vigorously denied these allegations.
As a result of discussions within the Chief's Committee, such misleading language was
entirely eliminated and ne longer appears either in the policy or permit. Current
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references to this archaic formulation are undocumented and unsupported in any
written Agency policy. Further, nowhere does policy refer to “second homes”.
Unfortunately, such terms are sometimes used in error, or by those with a hidden
agenda. .

Cabin owners, their families, and others who use recreation residences are members of
the public. Their forest use is no more “private” than that of members of other
segments of the public who use the forests for recreation. The only portion of a cabin
site not by law and regulation accessible to all members of the public is the lockable
footprint of the structure, which of course is owned by the permittee, contains his
personal property, and must be locked for security reasons.

The purpose of the Agency recreation residence program was and remains to provide
forest recreation opportunities to individuals, friends and families beyond those kinds of
experiences available to day users. The vast majority of permittees use them in that
manner. They are not intended to be vacation hideaways for the rich and famous.

Recently, in testimony and official appraisal instructions, these inaccurate
characterizations have been resurrected without basis in policy. This seems a curious
development when viewed along with cther unilateral revisions and re-interpretations
described in this paper, which support a fee system that is raising fees by up to 100% fo
300% or more, and promises to at least double Agency revenues.

10. The Agency testified that a large majority of individual permit holders also
expressed approval of the system.

The several organizations invoived on the Chief's Committee had previously solicited
public comments to the Agency that strongly opposed various earlier proposals. Upon
accepting the package of revised policies, these same organizations solicited positive
comments as a demonstration to the Agency of their good faith in supporting the
understandings reached.

The only reason such a large number of favorable comments were received is that the
organizations believed (in retrospect, perhaps mistakenly) that it was favorable, and
they solicited favorable comments in support of the Agency.

CONCLUSION ON SECTION Il: AGENCY TESTIMONY THAT PERMIT HOLDERS
AND THEIR ORGANIZATIONS CONCURRED WITH THE CURRENT FEE SYSTEM
NOW BEING IMPLEMENTED.

Based on the above review, it is clear {1) that full communication with permittee
members of the Chiefs Committee was lacking, and (2) that significant provisions of the
policy and permit were revised, re-interpreted or otherwise later adopted without
announcement or publication. The contention is not warranted that if the fee system
adopted in 1988 appeared fair at that time, it is fair now.
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It is misleading to claim that permittee organizations or the individual permittees
themselves approved of the fee system now being implemented by the Agency. If the
Agency revised or reinterpreted in the policy and permit (which is a contract with the
permittee), it was obligated to publish the proposed changes and take pubiic comment,
Just as it was required to provide due process in developing its recreation residence
policy initially. The Agency has no right to unilaterally revise the contract in this manner
without public participation. In connection with these issues and others raised by this
statement, the Agency should provide relevant citations from and explanations of poficy,
permit and “national direction” that show how it reaches its conclusions based on the
1888 and 1994 policy and permit language, at what point the revisions or
reinterprefafions were made, and/or citations of refevant directives or rules that may
have been adopted after 1994.

ill. OTHER AGENCY IMPLICATIONS AND TESTIMONY HAVE BEEN
UNSUPPORTED, ARGUABLE OR MISLEADING.

Summary Response: The inaccuracies described above suggest that other Agency
testimony and representations should be carefully reviewed.

1. Claim: High and rising valuations are caused by growing demand for use of forest
lands.

Response: (a) It is true that land use and valuations in general have increased.
However, an additional very significant factor not mentioned is that (i) the Federal and
other governmental bodies own a very large proportion of the land in these areas, and
(i) such governmental agencies continue to acquire more such land. Market price is
dependent on both supply and demand. While demand may be increasing, a large
part of the value increase in many areas is due o restricted and diminishing supply.
Governments are contributing to the land shortage which causes a rise in price of the
reduced supply of private land. Based on the price increase, Governments are then
profiting from the higher revenues caused by their own monopolistic actions.

{b) The effect of diminishing supply is exacerbated by land prices in certain very
profitable recreation nodes such as destination resorts and ski areas, the influence of
which radiates outward, aithough having little to do with the purposes and uses of
recreation residences. “Project Influence” and other consequences of Agency actions
also must be taken into account. Failure to recognize these effects appears to be a
common factor among numerous appraisals reported thus far.

These issues require more than passing attention if the Agency wishes to fairly value
recreation residence sites in accordance with Jaw and acceptable valuation practices.
They also suggest that reasonable alternatives to the current Agency philosophy of
“whatever the market will bear” should be explored.
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2. Claim: The Forest Service granted permits to only 18,000 cabin owners. and the
vast maiority of the subsequent reduction to 15,200 was due to land exchange.

Response: Conversations with the Forest Service over many years indicated about
15,200 cabins remaining out of more than 20,000 that once existed. This 25%
reduction appears to signify approximately 5,000 cabins terminated or otherwise
removed from the system. We have never before heard the 18,000 figure. Over time,
we have withessed many actual and attempted terminations by the Agency, especially
during the 1960’s and 1970’s. However, we believe few cabins have been terminated
since the tenure provisions of the 1988 policy went into effect.

Such past and present variations suggest statements like the above are based on very
soft numbers. Aside from land exchanges, we believe the number of cabins terminated
for other reasons was quite significant, not minimal as represented. Furthermore, the
present fee system, if continued in its present form, could force a significant number of
average families to sell their cabins, and ultimately may result in further attrition of cabin
sites and substantial reduction in overall recreation residence use.

3. Claim: The Agency is obligated by law to base fees only on “fair market vaiue”.

Response: The Independent Office Appropriations Act (31 U.S.C. 9701) requires fees
to be fair and to be based on cost to the Government, value to the recipient, public
policy, and other relevant facts. It was cited by the GAQ on page 4 of the 1996 report
discussed below as being “the primary authority for permit fees”. Since the Act refers
to “value of the service or thing to the recipient”, and not to “fair market value”, we are
at a loss to understand how Agency testimony can cite it as requiring fair market vaiue
methodology. “Value of use” is not the same thing as “fair market value”, which
appears to be a subsequent administrative overlay. Agency testimony also cites the
Federal Land Policy and Management Act (43 U.S.C. 1761-1771) as precedent for its
position. Yet it quotes Sec. 102(a)(9) of that law as declaring fair market value to be
required “unless otherwise provided by statute”. It seems that 31 U.S.C. 9701 should
qualify as a preceding statute that provides otherwise. The Agency’s testimony has
failed to cite any legislative authority that would supersede 31 U.8.C. 9701 or invalidate
it provisions, yet the Agency continues to argue that FMV is required by legisiation.

The Agency should clearly cite such claimed obligatory fegislation, show how it modifies
or supersedes 371 U.S.C. 9701, and to what effect, and demonstrate that its current fee
system compiies with the requirements put forward in the legisiation cited.
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4, Claim: Taken fogether, the Agency's positions are that its current fee system
correctly and equitably measures fair market value, and is the only legat or acceptable
methodology. This amounts to making the followirig argument:

“Fees representative of “fair market value” fwhich is “required’] can be correctly
determined for a [unique kind of property] only by applying a fixed and arbitrary
percentage fof obscure origin and rationale] to an appraisal amount [determined in an
unusual manner under conditions which have no counterpart in normal private appraisal
methodology].

Response: 1t is difficuit to accept such an argument at face value. The modifiers in
brackets illustrate fatal weaknesses. The percentage is arbitrary with no rational
justification by the Agency other than as a precedent with unknown origin. The
appraisail omits significant market factors that if included would materially affect value.
The estate to be appraised is unique. Comparable private properties do not exist.
Even though professional appraisers and appraisal standards are required, the
appraisers are required to follow the “system”. But that system is unique and has no
counterpart elsewhere in the world of property valuation.

Other practical and less expensive ways to determine fair and equitable fees are
available. Contrary to the Agency’s claim, evidence is mounting that the current
appraisal system can, and does in a significant number of cases, lead to incorrect
valuations and to inequitable and unfair fees.

5. Claim: The Agency apparently believes itself gualified to develop a proprietary land
value index, which would accurately reflect local and regional land values.

Response: No such index is publicly available. It would be very expensive and costly
for the Agency to develop its own private index of outlying residential land suitable for
cabin valuation purposes.

Such authority also would be equivalent to allowing the fox to guard the hen house.

6. Claim: The Agency appeared to imply that a television news report and a GAQ
report were supportive of its new fee system.

Response: Perhaps the bias is sufficiently illustrated by simply reproducing the titles
of these reports as entered by the Agency into the record: “The Fleecing of America”
and “Fees for Recreation Special-Use Permits do not Reflect Fair Market Value”.

The sensationalized and superficial nature of the short NBC Nightly News segment
speaks for itself and needs no rebuttal.

The December, 19968 GAO report extrapolated from hearsay and only five
unrepresentative samples. On the surface, it appeared to reach a generalized
conclusion that recreation residence fees were too low. In fact, it examined only
waterfront properties, and “verified” its conclusions by talking with the Agency and
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examining county assessments, which it nevertheless admits are unreliable measures
of value, and which the Agency in the early 1880’s refused to consider for its own fee
setting purposes.

Here are a few direct quotes from the GAO report:

“Two major factors contribute to the agency's problems ... lack of priority given to the
program by agency management and the lack of incentives to correct known problems.”
“After timber sales, the special-use program is the second largest generator of revenue
for the Forest Service.”

“While our sample [five lots] may not be representative of all recreation residences
[underlining ours], the results indicated that during this time peried the implicit price
deflator did not result in fee adjustments that kept pace with changes in land values ...

*.... Forest Service officials told us that ... [the results of our sample were] probably
indicative of the situation that exists for most lots having waterfront access ... *

“.... regarding nonwaterfront lots the Chief Appraiser .... [said that for upcoming
appraisals] .... the value and fees for most nonwaterfront lots will rise but not increase
appreciably ... *

“We recommend .... {the Forest Service] ... update the methods used to calculate fees
for .... special use permits so they better reflect fair market value and comply with the

requirements of the Independent Offices Appropriations Act of 1952 funderlining ours]
and OMB Circular A-25.

We agree that the recreation residence fee system needs improvement to comply with
the independent Qffices Appropriations Act. However, the problem runs much deeper
than waterfront lot valuation. Note the main thrust of the report is that 20 year intervals
are not frequent enough to allow adequate inflation updating, and that the IPD did not
properly reflect waterfront lot value increases. Little evidence was presented to show
the GAQ undervaluation conclusions apply to other than waterfront locations. The
Chief Appraiser incorrectly expected such values not to increase appreciably. In
addition, the 1878-82 appraisais themselves were not questioned. Finally, we note that
the special-use program, after timber, is the largest generator of revenues fo the
Agency. Left unsaid was that cabins, even without fee increases, are aiready by far the
largest revenue generator of all recreation uses on a per-acre basis.

7. Claim: The Appraisals will cost the Agency $ 30 million (or pethaps $ & million).

Response: The Agency testified several times and reported to permittee organizations
that the total cost of this appraisal cycle would be approximately $30 miilicn. However,
after having been being pointedly asked how many sites would be appraised for this
amount, the Agency in its October 1, 1998 testimony changed this position. It stated
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Finally, the Agency has restructured the system since the days of the Chief's
Committee, often without proper notice. The product offered and accepted in 1988
included a number of desirable features that were not delivered, and it did not include
a number of undesirable features that were disclosed only later. We believe it
reasonable for permittees to ask for delivery of the product they were promised.

Despite all evidence to the contrary, the Agency continues unwilling to consider more
than cosmetic changes in a system that clearly needs replacement or major surgery.
Another fair and effective fee system could be devised which is simpler, less expensive,
and less controversial. There have been many opportunities to fix these problems.

The long term record of the Agency in this respect is not encouraging. For almost 20
years, to our own knowledge, the Agency has consistently fought every significant
alternative and modification proposed, and it has brushed off every attempt to point out,
and every suggestion to rectify, the shortcomings of its present high cost and
inequitable system. Some of its testimony before Congress appears o have been less
than candid. H is now clear that Congressional intervention is needed.

Accordingly, we have recommended that our organizations, together with others
supporting them, vigorously pursue a reasonable political solution. We believe a fee
system can be devised that reflects equity and the fair value of non-commercial cabin
recreation use of the public lands, while at the same time providing a reasonable return
to the United States. In conirast to the existing Agency fee system, we seek a system
that is less complex, less expensive to administer, less controversial, and more logical
and understandable to all concerned - in short, a system that will allow cabin ownership
to continue making quality recreation experiences available to average families.
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Respectiully Submitted,

D

Charles 8. Cushman Executive Director
American Land Rights Association

V"%

bert E. Ervin, Executive Director
National Forest Homeowners

Oree S\

William B. Worden, President
California Forest Homeowners
Past President, National Forest Homeowners

Distibuted by the CABIN FEE COALITION 4 Lisison and Study Group of the American Land Rights
Association,National Forest Homeowners Asscciation, California Forest Homeowners
Association, Oregon Forest Homeowners Association, Sawtooth Forest Cabin Owners
Association-ldaho, and other supporting Cabin Associations.
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SECTION C-2 SPECIFICATIONS FOR THE APPRAISAL OF RECREATION RESIDENCE
SITES

SECTION C-2.1 -~ GENERAL SPECIFICATIONS

€-2.1(a) - Scope of Service. The contractor shall furnish all materials,
supplies, tools, equipment, personnel, travel (except that furnished by
the Government listed in Section I, and shall complete all requirements
of this contract including performance of the professional appraisal

services listed herein.

The project consists of one or more narrative appraisal reports which
include all the recreation residence sites listed in Appendix A. The
contractor may use her/his discretion in presentation of the market data
and analysis. For example, it may be appropriate to include transaction
data in one report and description/analysis of all the sites in one or
more additional reports. Each appraisal report shall be furnished in an
original and 2 copies. The appraisal shall provide an estimate of fair
and equitable cash market value for a typical site, a site within a tract
3r group of tracts, as if in fee ownership and restricted to a recreation
residence site use, excluding all permittee (heresafter called "holder®)
provided improvements on and to the site.

€x2.1{b} - Narrative Appraisal Revort. The contractor shall make a
detailed field inspection of the designated typical site(s) and all other
listed sites within each recreation residence tract. The contractor must
make investigations and studies as are appropriate and necessary to
enable the contractor to derive sound conclusions in conformance with
recognized appraisal standards; and shall prepare a written report.

The date of value in the appraisal shall not be more than 30 days from
the last inspectien of the typical sites(s), inspected by the contractor
if possible; but in no event, no later than 60 days.

C-2.1{c} - Meeting Notice. The contractor is obligated to provide
recreation residencs holders in a tract grouping a minimum of thirty (30)
days of advance written notice of the site examination date. Notices
shall be sent, certified mail, return receipt requested, to addresses
furnished by the Forest Service, in Appendix A. Receipts shall be given
to the contracting officer representative. The contractor shall give
holders, holder representatives, and the Forest Service Sr. Review
Appraiser the opportunity to meet with the contractor to discuss the
assignment, The meeting shall be held at a location most convenient to
the tract grouping and at a time when most affected holders could be
expected to attend. This notice, and the responses thereto, shall be
documented in the contractor’s laetter of transmittal of the appraisal
report. The appraiser shall have available for raview full and complets
copies of all app.aisal imstructions, directions, and requirsmeris at
said meeting. The Forest Service will provide such copies.

EWRT__
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€x2.1{(d) - Undatine of Repcr:. Upon the request of the Forest Service, -
the contractor, during a 2-year period following the valuation date of
the appraisal report, shall update the value as of a specified date. The
updated repcrt shall be submitted in original and 2 copies and include
sales data or other evidence to substantiate the updated cencluziza of

value if a change in value occurs.

€-2.31{e2} - Definition of Terms. All terms, words, and processes {unless
specifically defined and given herein} shall have the meaning and be
interpreted in accordance with the definitions of same as contained in
the most recent edition of The BDichionary of Real Estats Appraisal
published by the Appraisal Institute.

C-2.1{£} - Assionment of Specific Definitions.

{1} Permit - A permit is a special use authorizatiom to occupy and
use National Forest System land for a specified pericd and is revocable
and compensable according to its terms.

{2} Rscreation Residence - A privately owned, non-commercial
principal structure, its auxiliary buildings, and land improvements
‘located upon National Forést System lands as authorized under a permit
issued by an authorized officer. The residence is maintained by the
holder for the use and enjoyment of individuals, families, and guests,
As a recreation facility, it is intended for use as a recreation
residence for a minimum period each year, but not to the exclusion of a
permanent residence elsewhere. a private privilegs use of Mational
Forest System lands, the occupancy cannot intarfere with public or
semi-public uses having a documented higher prioriif}

(3) gite - The site is the actual physical area of National Forest
System land as described in a permit, said land being in a patural,
native state when the exclusive use was first permitted by an authorized
officer.

{4) Iract - A tract is a logical grouping of recreation residences
occupying an area of National Forest System land in a planned and/or
approved manner similar to private-sector subdivisions. Typically
located near scenic natural attractions {lakes, streams, mountains,
scenic views, etc.), tracts are designed to be environmentally
acceptable, compatible with the public interest, and to provide full
public use and enjoyment of the natural attraction. Residences within a
tract are subject to terms and conditions of individual ‘permits issued.
In general, permits within a tract grouping provide for similar
privileges, restrictions, terms, and fees; and apply to land units having
similar utilicy of physical, legal, economic, locaticnal and functional

characteristics.
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SECTION C-2.2 - TECHNICAL SPECTFICATIONS

C-2.2(a} - Format. The report, in form and substance, must conform to
recognized appraisal principles and practices applicable to estimating
cash market value as outlined in the 1992 edition of Uniform Appraisal

Standards for Federal Land Acquisitions, except as modified or amended

herein. The appraisal report shall present and document adequate factual
data and analysis to support any rate, ratio, percentage or dollar
adjustment made to any comparable sale; as well as any other value
information in sufficient detail to permit an intelligent peer review.

The report shall be typewritten on bond paper sized 8 1/2 by 11 inches
with all parts of the report legible; shall be bound with a durable
cover; and labeled on the face identifying the appraised property
including contract number, appraiser’s name and address, and the date of
the appraisal. All pages of the report, including the exhibits, shall be

numbered sequentially.

€-2.2(b) - Contents. The report shall be divided into tabulated parts of
at least:

PART I - INTRODUCTION

PART II - FACTUAL DATA

PART III - ANALYSES AND CONCLUSIONS

PART IV - ADDENDA

The content of the report shall contain, as a minimum, the following:

€-2.2(b) (3} - PART I - INTRODUCTION

A. Title Page. This shall include (1) the name and location of the
recreation residence tract; (2) that the appraisal is for the Forest
Service-USDA; (3) name and address of the individual or firm making the
appraisal; (4) date of value estimate; (5) the report date and
appraiser’s signature.

B. Table of Contents. This shall be arranged in accordance with the
sequence of typical headings with corresponding page numbers.

C. Summarv of Facts and Conclusions. This is a brief resume’ of the
essential highlights of the report. The purpose is to offer convenient
reference to basic facts and conclusions. Items which shall be included
are (1) name of recreation residence tract; (2) size range of sites; (3)
authorized use which is highest and best use; (4) improvements furnished
by Forest Service included in appraised value; (5) estimated value of

each typical site.

D. Statement of Assumptions and Limiting Conditions

1. All holder-provided improvements on and to the land (site) hav-
been identified in the body of this appraisal report, but have been fully
excluded from the value conclusicn cited herein.
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2. The legal description cited herein was furnished by the Forest
Service and is assumed correct. ’

3. The site(s) as appraised in this appraisal report were jointly
selected by the Forest Service and the holders; and provided to the
appraiser. The site(s) are assumed typical, unless noted and documented
elsewhere in this appraisal report that, in the appraiser’s opinion, the
selected site(s) is not representative of the recreation residence tract

grouping.

The Appraiser may add additional assumptions and limiting conditions as
necessary so long as they do not limit the scope, function, or purpose of
the appraisal report; and accurately reflect attitudes found in the real
property market as well as the "Uniform Standards of Professional
Appraisal Practice," as published by The Appraisal Foundation.

E. References. The contractor shall list the source of data
incorporated within the report such as records, documents, technicians or
other persons consulted, along with a statement of their qualifications
and identification of the contribution to the report. To be included in
the ADDENDA, such list shall contain the name, address, telephone, and
date contacted for each person or organization from which the contractor

obtained data included in the appraisal report.

C-2.2(b) (2) - PART IT - FACTUAL DATA

A. Purpose of Appraisal. The appraisal purpose is a cash market
value estimate of the fee simple interest of the National Forest System
land underlying an area authorized by a permit, but without consideration
as to how the permit would, or could, affect the fee title of the site(s)
within a recreation residence tract, or the designated typical site(s)
within a recreation residence tract grouping.

B. Definition of Market Value. The amount in cash or on terms
reasonably equivalent to cash for which in all probability the property
would be sold by a knowledgeable owner willing but not obligated to sell
to a knowledgeable purchaser who desires but is not obligated to buy.
The value estimate must give accurate and careful consideraticn of all
market forces and factors which tend to influence the value of property,
and which bear on the most probable price in terms of money which the
site should bring in a competitive and cpen market under all conditions

requisite to a fair sale.

C. Estate Appraised is the unencumbered fee simple title of the
typical site(s) as if held in private ownership, restricted to a
recreation residence use, and subject to all applicable local
governmental police powers. Federal government property is typically not
impacted by non-Federal police pewers such as zoning, building, health
and land use codes, or development restrictions. Such use controls are a
function of the permit in order to protect the public. Reconciliation of
non-Federal police powers with permit restrictions of a like nature must

be made.
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. Warranted adjustments for these matters external to the site(s), but
influencing the sites(s), must be quantified and made in the appraisal.
For the purpose of the appraisal, the site(s) shall be considered as in
private ownership subject to the more stringent of dpplicable local
police powers or permit restrictions of a like nature.

D. Area and Local Data. The report shall include a concise
discussion of market area, trends in use, and neighborhood or area
analysis. This type of information is usually background data leading to
the appraiser’s conclusion of the highest and best use. In this
instance, the highest and best use is the authorized use which is a
recreation residence site within the constraints of all known physical,
legal, economic, locational, functional, and amenity characteristics of
the site and the market in which it competes.

E. Property Data. Include a narrative description of the
significant land features appraised. Briefly describe the recreaticn
residence site tract and the group(s) within the tract, access, location,
physical features, recreation amenities, and other features creating

value or detracting therefrom.

Briefly describe the actual designated typical site(s) within each group
in the recreation residence tract. Show the reasoning leading to the
differences between the typical site(s) within each group as measured in

the market.

Any improvements on or to the site(s) provided by or at the expense of
the holder must be explicitly identified in the appraisal report.
Emphasize and document that these improvements are not included in the
value conclusion, nor are similar type improvements included in the
adjusted market price for comparable sales. Additionally, those items
effecting value external to the typical site(s) provided by the Forest
Service or third parties bearing on the value conclusion in a positive or
negative manner are to be documented, discussed, and adjusted for as
necessary as they relate to the subject and comparable sales.
Private-sector transactions consider any and all improvements on and to
the land. Permits require the holders to provide all improvements on and
to the native, natural land to make it ready for the purpose for which it
was intended--a recreation residence site. All similar such improvements
on comparable market sales shall be excluded from value consideration and
adjustments made to the comparables reflecting any such factors contained

within the property boundary.

€-2.2(b) (3) - PART IIT - ANALYSIS AND CONCLUSIONS

A. Highest and Best Use/Authorized Use. The highest and best use of
the site is for its permitted use, being a recreation residence sitsg
which cannot be used as a permanent and sole place of residence.
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B. Estimate of Value

1. The appraiser shall ensure values of the designated typical
site(s) in each grouping are based on comparable sales of sufficient
quantity and quality which result in the least amount of dollar
adjustment (in terms of absolute dollars) to make comparables reflective
of the subject site(s). A permitted site is a unique blending of public
and private interests. All site characteristices shall be addressed
within the appraisal in terms of current market standards of value in

relationship to, but not limited to:

(a) Physical differences between subject and comparables;

(b} Legal constraints imposed upon the market by governmental
police powers; .

{c} Economic considerations evident in the market;

(d) Locational considerations of subject typical site(s) in
relation to the market comparable sales;

(e} Functional usability and utility of the typical site(s).

(£) Amenities accruing to the subject in relation to comparable
sales;

(g} Availability of improvements or services provided by
parties other than permit holders, including services provided
by the Federal Government;

(h) Other market forces and factors identified as having a
quantifiable effect on wvalue.

2. Cash market value shall be based upon the typical site({s} use as
a recreational residence homesite and shall be supported by confirmed
recent transactions of comparable sites having similar uses, but adjusted
for differences from the subject site(s)., Only the market data approach
(sales comparison analysis) need be developed by the contractor, unless
there is market evidence another appraisal technique is more applicable.

3. 1In the designated recreation residence tract, appraise the
typical lots identified, rather than all individual lots. The typical
site(s) for each recreation residence tract have been pre-selected by the
Forest Service and the holders. The objective is to keep the number of
typical sites appraised to a mindmum.

4. For each sale used in the market data approach, list: parties to
the transaction, date of the transaction, confirmation of transactieon,
size, legal description, interest conveyed, consideration, conditions of
payment (cash or tezms--contract sales shall be discussed and conclusions
made as to their c¢ash equivalence), improvements (kind and whether they
contribute to highest and best use), outstanding rights and reservations
and their effect on value, zoning, and physical description--topography,

cover, etc,
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. Much of this type data need not be repeated in the narrative portion of
the appraisal if included in a complete analysis of the sale data
write-up included in the Addenda.

For each sale, describe water, roads, electric power, sanitation systems,
and other site extermal influences such as road maintenance, as well as
who provides them and on what frequency--the buyer or seller,
governmental agency, or no one. Specifically relate external influences
to the appraised typical sites(s). Each of these items should be
measured in the market as to what effect they have on the market value of

the site (s) being appraised.

S. Market value is cash market value or terms equivalent to cash.
All value estimates shall be made on the basis of cash or cash
equivalence. The effect of term sales on market value shall be
considered and conclusions documented in the appraisal report. Normally,
when recreation homesites are sold on terms, subdividers shall sell at a
lower price for cash. If sufficient cash sales are found, compariscns
should be made to cash sales in lieu of contract sales. Contract sales
may be used, but should be adjusted for terms when evidence in the
marketplace indicates a discount rate for such sales. 1In all cases, the
reason for making or not making an adjustment shall be stated and

supported.

6. Each comparable sale should be described in narrative form in
sufficient detail to indicate how it compares with the appraised property
in elements effecting value.

When the subject typical site(s) and comparable sale differ substantially
in value, adjustments must be shown in sufficient detail (and in dollars
or percentages, if appropriate) to allow the reviewer to judge validity
and acceptability.

When the value of the subject typical site(s) and comparable are not
substantially different, lump sum adjustments are acceptable, though the
elements of dissimilarity effecting value must still be listed.

7. Sales with improvements (such as water systems, electric power,
etc.) dissimilar to the appraised site(s) may be used if appropriately
adjusted. It is essential to spell out in the appraisal what
improvements were provided and included in the sales price by the
subdivider or previous owner of the comparable sites, and which
improvements were left for the buyer to perform. The appraiser must
demonstrate all differences in improvements between the National Forest
System typical site(s) and the comparable sales--such as roads, water and
utilities--were considered and equated to the value of the subject with
appropriate adjustments made to the comparable(s).

8. The final estimate of value shall be on the basis of the total
value for the typical site, rather than a vaiue per square foot, per
front foot, etc. Normally, the unit of comparison in the appraisal of
recreation residence sites shall be the gite.

-7 -
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Permitted size is not an overriding factor where only one residence is
allowed on a site. National Forest recreation residence sites often enjoy
a much greater effective area than the permitted area. Many coffer equal
or better privacy or view than larger private lots. Price per front foot
for waterfront sites may be appropriate where it is demonstrated similar
sites are bought and sold on a front-foot basis. However, the final
estimate of value for the typical recreation residence site shall be in

texrms of total value for the gite.

Wherever price per front foot is used as the unit of comparison, a value
estimate shall alsc be developed using the overall price per comparable
as the unit of comparison.

$. If there is a public access strip retained between the lot
boundaries and a rivex, lake, or. other natural attraction, it is to be
identified clearly how the appraiser considered and made, or did not
make, allowances for the effect of this public access area. The
proximity, accessibility and contrel of the site frontage upon the
natural attraction is unigue in the relationship with the non-public
sector. DPrivate transactions shall typically convey the full use and
enjoyment of all the land down to [and at times including) the actual
frontage on a natural attraction {lake, stream, etc.). To adequately
provide for the full public use and enjoyment of natural features in a
recreation residence tract area, the govermment prohibits private control
of the actual frontage and it is excluded from all permits. :

When private market comparables include exclusive control in the
conveyance, warranted adjustments may be neseded to account for the
subdect under appraisal not having the szame quality of frontage as that
of the comparable. Should market transactions not he available in the
immediate comparable area(s), transactions from any similar area shall be
acceptable for purposes of establishing percentage adjustments to market
prices of comparable sales.

10. Information furnished by holders shall be considered, and
relevant material referenced in the report,

€. Reconciliation and Final Value Estimate. The appraiser must
interpret the fofegoing data, analyses, and estimates; and state reasons
why conclusions reached in the Estimate of Value section of the appraisal
report are the best indications of the market value of the typical
site{s}. The indications given by the variocus sales cited and compared
shall be analyzed to reach the final value estimate, showing which sale
or sales were considered most comparable and provided the best reliable
indication of value for the typical site{s). The final value estimate as
sought by the appraisal purpose, assumptions and limiting conditions
represents the appraiser’s reasoned, professional opinion of market value

consistent with:

1. The definition of wvalue being scught;

2. Highest and best use{s) of the site as of the date of
appraisal;

-8 -
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"3. Quanity of availableVmarket evidence;
4. Quality of available market evidence;

‘ 5. Applicability of underlying appraisal theory and practice;
6. Assumptions bearing on the appraisal problem;
7. Limiting conditions specified or identified.

D. gertification - The certification of appraisal ghall contain, at
a minimum, the following:

I certify that, to the best of my knowledge and belief:

1. "The statements of fact contained in this report are true and
correct and no important facts have been withheld.®

2. *The reported analyses, copinions, and conclusions are limited
only by the reported assumptions and limiting conditions, and are my
personal, unbiased professional analyses, opinions, and conclusions.®

3. "I have no (or the specified) present or prospective interest in
the property that is the subject of this report, and I have no (or the
specified) personal interest or bias with respect to the parties
involved.®

4. "My compensation is not contingent on an action or event
resulting from the analyses, opinions, or conclusions in, or the use of,
this report.”

5. "My analyses, opinions, and conclusions were developed, and this
report has been prepared, in conformity with the ‘Uniform Appraisal
Standards for Federal Land Acquisitions’ and the ‘Uniform Standards of
professional Appraisal Practige’."

§. "I have made a personal inspection of the appraised property
which is the subject of this report and all comparable sales used in
developing the estimate of value. The date{s) of inspection was .
and the method of inspection was
(If more than one person signs the report, this certification must
clearly specify which individuals did and which individuals did not make
a personal inspection of the appraised property.)

7. “"No one provided significant professicnal assistance to the
person signing this report.® (If there are exceptions, the name and .
qualificarions of each individual providing significant prefessional
assistance must be stated.)

a "he reareation residence holders or their representative jointly
inspected the property with the appraiser on (date)." {or the recreation
residence holders were invited to jeintly inspect the property and
declined)
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9. I certify understanding, and agree, this report shall be subject
to review in conformity with the "Uniform Standards of Professional
Appraisal Practice", as published by The Appraisal Foundation; and any
documented finding of inadequacy shall be discussed and corrected as need
be at no cost to the government.® -

©10. "The appraisal is made and submitted in accordance with the
standards of professional practice and code of ethics of the professional
group(s) or association(s) in which I hold membership and to which I am
held subject to penalties for viclation thereof."

11. "In my opinion, the cash fair market value of the typical
site(s) is dollars ($ ) as :
of (date) . "

By (Appraiser’s Signature)
{Name and Title)

E. Qualifications of Appraiser. The qualifications of the appraiserxr
shall be included in the report as evidence the appraiser is qualified to

make such an appraisal. Additicnally, the appraiser shall be reguired to
execute and be bound by this contract which provides for:

1. The approved appraisal format to be used.

2. A full, complete, and accurate definition of the appraisal
problem. ‘

3. The standards of professional competence, ethiecs, and practices
to which the appraiser shall adhere.

4. Those requirements of the appraisal assignment that may be
imposed under (1} statutes, (2) Federal Regulaticns, (3) Forest Service
policies and procedures, (4) situations unique to the given appraisal
assignment. (1/)

C-2.2(b) (4) - Part IV Addenda and Exhibits (2/)

A. Exhibit A - Vicinity Map. This is normally a small-scale map
1/2" to 1" per mile. It shall show the appraised site(s) and surrounding
area, as well as cultural and topographic features.

B. Exhibit B - Comparable Sales Location Map. This map shall show
the location of sales used in estimating market value of the subject
property. It may be combined with Exhibit A.

1/ These requirements are primarily found throughcut the appraisal
contract or as separate attachment.

2/ The Exhibits do not necessarily have to be placed in the Addenda.
They may be placed where appropriate throughout the report.

- 10 -
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C. Exhibit ¢ - Recreation residence tract plat as furnished by the
Forest Service and designating tract groupings and typical sitels) within
a tract group.

D. Exhibit B - Color photographs of all typical sites(s) appraised
and all comparable sales selected shall show pertinent details and
features, including features for which value adjustments were made. The
appraiser is free to include such photographs with the analysis of the
site(s) and analysis of comparable sales to better illustrate the
relationship of the properties. All copies of the appraisal report shall
contain original photographs or comparable color copies.

E. Exhibit E ~ Qther material--including pertinent documents,
charts, maps, etc., not included in the exhibits listed above.

F. Exhibit F - Comparable Sale Data. Each sale listing shall
include sale date, name of seller and buyer, assessor parcel number,
legal or adequate description, size, consideration and terms of sale
{(down payment, payment schedule, interest rate, release clauses, etc.),
confirmation or wverificaticn {date, by and with whom), purpose for which
purchased, physical characteristics, access and location, outstanding
rights and reservations, site improvements and utilities provided,
special conditions or restrictive covenants, a map or sketch, and a
phaoteograph.

G. Exhibit ¢ - A full and complete copy of the most stringent
standards of professional practice and code of ethics of the professional
group(s) or association({s)in which the appraiser holds personal
membership and to which the appraiser personally ascribes,

H. Prework Conference - Prior to commencement of work, the appraiser
1ill meet with Sr. Review Appraisgr, Kim Brower, to discuss the
roject;preferably on-site. Dot v it Speas .

I. Use of Aporaisal Reports - All submitted appraisal reports become
the property of the United States and may be used for any legal and :
proper purpose. If requested by a holder or other interested party, a
copy of the appraisal report shall be furnished by the Forest Service to
the requesting party. The requesting party has 45 days in which to
review the appraisal.

SECTION I - GOVERNMENT FURNISHED PROPERTY, DATA, AND SERVICES

The Government shall furnish the following at the appropriate Forest
Service Supervisor's Cffice at the Contractor’s request after the award:

I-1. Opportunity to view or possibly use of aerial photographs of the
appraised property and of such other aerial photographs as are
available. (™o be returned to the COR upon completion of the appraisal.

I-2. Copies of pertinent Forest Service administravtive maps as
available, for use in the appraisal repor:t.

- 11 -
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INFORMATION
For additicnal information contact Kim Brower, Sr. Review Appraiser, San

Bernardino Natiopnal Forest, 1824 S. Commercenter Circle, San Bernmardino,
CA 92408, Telephone number (303) 884-6634, extension 3190.

INSTRUCTIONS TO BIDDERS

1. A prework meeting with Forest Service Sr. Review Appraiser Kim
Brower is required, This may be accomplished during the appraiser’s
inspection of the properties. It is preferred that the meeting be
conducted on the "typical sites" involved in the report.

2. The appraisal report must be reviewed and approved by the
auvthorized Forest Service review appraiser before final payment will be
authorized.

BERFQRMANCE

Contract time will proceed according to the following phases. Upon the
completion of one phase, unused contract time will not be carried

forward.

PHASE 1 - 60 calendar days following meeting with holders, the
contractor shall submit to the Sr. Review Appraiser, at the address in
INFORMATION, above, one (1) original draft appraisal report and two (2}
copies covering the Federal lands contained in each of the variocus
Recreation Regidence Tracts listed in Appendix A.

PHASE 2 - The Government will inspect the draft appraisal report for
compliance with the specifications and return the report to the
contracteor with instructions for preparation of the final appraisal

report.

PHASE 3 - 30 calendar days following return of the reviewed draft
report, the contractor shall comply with the instructions provided by the
Sy. Review Appraiser and submit the final appraisal report in one (1}
original and two (2) copies to her. One (1) copy submitted should be
left un-bound for future duplication purposes.

PHASE 4 - The Government will review the final report for approval.

PAYMENT
Partial payments will be authorized as follows:

1. 75 percent of the contract price will be authorized upon
approval by the Government of the draft appraisal report.

2., 25 percent of the contract price will be authorized upon
approval of the final appraisal report (plus receipt of the required
copies) .

- 12 -
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MEMORANDUNMN

T Kralg Frome/Kim Bower/lohn Maore
Fram: Paul Tittman, Chiel Appraiser, Forest Service
Date: June 24, 1908

Subject: Re-appralsal of Peitit Lake Recrestion Resldences

The reappraisal of the Peitit Lake Recreation Residence sites may not be presenta, mor doveloped a5 a
eululivision approach to value. 1 s the valne of the representative sife as though nnimproved and in the siate
“as suthorlzed" to a preseribed highest and hest use as a Recreation Residence sile that s saught. No
eonsidoration In to be given to the terms and enndifinnz of the authorization, nor ix the sito fo be appraiged as
anything other then a "stand alene” sile, available in the competitive marketplace for such sites.

‘The value sought is the Falr Marke! Value of the subject site as defined in the Uniform Appraisal Standards for
Federal Lond Acquisiton (1992 Ed). The praperty 15 to be assumed fo be "for sal2® in the competitve market
for terms equivalent to cash. No consideration of costs lo develop a subdivision, prolil ta a developer, risk por
infeastruchure tnay be considered In the estimale of Fair Market Value for the subject, Conjedual nor
speculative evidence may not be considered,

The appraisal must be based wpon open market transactions of simifar properties in the competitive area of the
subfent Recreatinn Residence site. Considerstion may be made of sales of similas feasehold, interests willy
consideration for that part of the leasehold atiributable (o the tand, moud with due consideration for thie leased fee
inferest. Allacation of land snd improvements must be based upon market driven allocations, and should
include the buyers alfocatlon tu the: inypravecats, (he county asscasor’s alloention for fax purposes,
seplacement cost new for similac Improveiment(s) from an acceptable source such as Mamshall aad Swifi and
aloeation based upon palred snles of competitive properties with am! whhout imy rovementy,

The assigrncit does not onshler any contribadary value nther than 1o the subjeet she under appridsul us «
Reeveation Residence she. Consideration will be glven to neighborhood enlanetments that were not paid for by
the authorization holder or their predecessors. Tind is to the nelghborhioud such as ronds and iilitics
paid for by State and Lacal Gavemment or Utilify Compantes shall he conshderen as they £lfect vatue.

A

Any deporivre from the slandards presoribed in FSH $408.17, Chapler f for Recteation Residence appraisals,
witheut prioe written suthedizallon from the Prosest Service Chief Appralscr shell be deened & fatal flaw, and
will resnlt [n rejecton of tha report,
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United States Forest San Bernardino Regional Appraisal Team
Department of Service National 1824 8. Commercenter Circle
Agriculture Forest San Bernardine, CA 92408

(909) 383-5588 {Voice)
(909) 383-3776 (FAX}
{9093 383-5616 (I'TY}

File Codle: 5410

Date:  November 8, 1999

Mountain States Appraisal and Consulting, Inc,
Atin: Joe Corleft R

1459 Tyrell Lane, Suite B

Boise, Idaho 83706

Re: Second Appraisal of Pettit Lake Recreation Residence Tract

Dear Mr. Corlett:

I have received the appraisal report that you prepared for permit holders on identified typical lots
within the Pettit- Lake Recreation Residence Tract, located within the Sawtooth National
Recreation Area, for my review.

After extensively reviewing your report, [ cannot approve your value conclusions for Agency use
nor can 1 recommend your values to the Forest Supervisor. Rather than prepare a terminal review
that meets Standard 3 of USPAP, the following is my initial review response which addresses
those areas of the appraisal which [ perceive as flawed, or are in conflict with policy direction
and/or the project contract specifications.

1. The date of value is incorrect throughout the entire appraisal. The correct and official date of
value is August 9, 1996.

2. Page xviii under Improvements; The contract specifications require identifying those
improvements furnished by the Forest Service or anyone other than the permit holders, and
considering their contribution to the appraised value. None are identified here or elsewhere in
the report.

3. Page | under PROPERTY RIGHTS APPRAISED ; You state that the appraiser is not to
consider any leasehold or leased fee interest in the subject properties. This is not a true
statement. According to the contract specifications under C-2.2 (b) (2), "ESTATE APPRAISED
is the unencumbered fee simple title of the typical site(s) as if held in private ownership,
restricted to a recreation residence use, and subject to all applicable local governmental police
powers." The contract specifications do not state that you cannot consider leasehold or leased
fee interest sales to arrive at a fee simple value cenclusion.

Due to the lack of any privately owned sales of siles in the subject’s immediate neighborhood of
Stanley Basin, it would have been prudent to analyze the Petiit Tract sales. An official
Memorandum listed in your addenda, from the Forest Service Chief Appraiser Paul Tittman,

¥
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Joe Corlett page 2

ARA, specifically suggested this use as another source of market information. Given the unique
market area of Pettit Lake and the lack of comparable fee transactions in the immediate area,
disregarding this approach was fatal.

4. Page 5 under NATURAL AND NATIVE DEFINED; You have defined natural and native
according to the Webster’s dictionary, however, you failed to reference again the official
Memorandum located in the your report addenda written by Chief Appraiser Tittman basically
giving you the definition and the valuation direction in which to proceed. Also, improvements
on or to the land made by anyone besides the permit holders must be considered.

5. Page 7 through 56 under AREA DATA,; Much of the information is for Blaine County,
Ketchum and Sun Valley areas and is not relevant to the appraisal of a recreation residence site at
Pettit Lake; i.e. fertility rates. No specific market information was presented for the subject’s
immediate neighborhood around the lake. The entire Area Data section is misleading, giving me
the impression that there has been no relevant market sales in this neighborhood.

6. Page 54, you state that cabin sites cannot be utilized on a year-round basis. This statement is
unclear to me and seems to be misleading. If the reason for the sites not being used year-round is
weather/access related then that needs to be clarified. The Forest Service does not prevent a
permit holder from usirig the site year-round. The permit holder must have a primary place of
residence other than the permitted recreation residence. Use being restricted to 364 days of the
year is considered a permit restriction and should not be considered unless it is demonstrated in
the market that recreation residences lots that can only be used 364 days of year sell at a different
value. Again, if the restricted use is weather/access related then that needs to be more clearly
defined.

7. Page 57 under Lot 1, Block D; This site has a dock and has use of an effective area between
the authorized site and the lake. The contract specifications direct that this "effective site area"
be considered. The site is said to be 60 feet from the lake shore. The permit holder has almost
exclusive use of this public area as there are no real public trails paralleling the lake shore at this
location. There are trails from the site to the dock with the apparent user being the permit holder.

8. Page 58 under SUMMARY AND CONCLUSIONS. The statement regarding year-round use
is misleading or incorrect depending upon the weather/access situation. Also, even though the
larger typical lot cannot be further subdivided or put to commercial use, the market needs to
demonstrate whether the size of the lot does make a difference in sales price, especially since the
lot has an extensive wet boundary.

9. Page 50 and 60. If improvements are made on and to the land by anyone except past or
present permit holders, then those improvements need to be considered. The Forest Service
provided the tract survey, staking and platting. This condition was made very clear at our pre-
work meeting. Define year-round use.

10. Page 63. Infrastructure deductions are only made when the permit holders have contributed
towards them. The type and condition of the infrastructure needs to be noted and considered.
Incentive expenses are not an allowable deduction as per direction given to you by Chief
Appraiser Tittman.
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Joe Corlett page 3

1. Page 64. Why were sales used at Priest and Payette Lakes? You state Priest Lake as being
inferior and Payeite as being superior with no real basis or support except for your epinion,
Leasehold sales at Peitit Lake exceed Priest Lake and appear to be in similar price ranges when
compared to Payette Lake sales. Before and after date of value prices at Pettit Lake were
$350,000 to $824,000.

12. Page 74. Priest and Payelte Lake sales are analyzed on a per front foot basis, then you use a
regression "Power Curve® to fit the subjects on a price per square foot basis. This method does
not consider the far superior lake frontage on subject Lots 1-E and 2-E. Both of these subject
sites have lake frontage on at least two sides, with Lot 1-E being on the end of peniasula. If you
consistently use front foot, a very different value conclusion would result. Example: Lot 2-E is
one-half acre with approximately 450 feet of lake frontage (compared to the sales which only
have one side that is adjacent to the lake, typicaily 50 to 100 feet). If the absolute low end of the
sale ranges from Priest and Payetie were used, based on dollars per front foot {1,950 10
$4,000/FF), this would indicate a range of $877,000 to $1,800,000 before considering any other
adjustments. Your indication of value conclusion to this point was $352,000.

13. Page 84. Inreconciling your sales data locaied at Mcall and Priest Lake, you averaged all
of your sales data. It would be more appropriate to actually cheose those sales that are the most
comparable, bracket your data, or make adjustments, then arrive at a value conclusion for each
area. The values for each area can then be reconciled into one value conclusion for each of the
typical lots. Refer to pages 75 and 76 of the Uniform Appraisal Standards for Federal Land
Acquisition (UASFLA).

You also used road construction figures from Marshall and Swift that are dated afier the date of
vatue of the appraisal. This is inappropriate. There is no support stated for you using a modified
3% upwards cost factor for difficult terrain. Should the same road cost be applied to Lot 1,
Block B? Itis accessed by a Forest Service maintained road to within a few yards of the lot,
Should two miles of road costs be deducted when the first mile is via a Forest Service maintained
road? You state a cost of $12.36 per linear foot for the road. 1Is this cost for the same type of
road that is currently in place? Why was a Marshall and Swift cost figure rather than a local
cost?

For all other costs, why weren’t specific local data used? Bids that T have seen from US West for
telephune lines on a fract in the same neighborhood are $1.70 per lnear foot for 11,000 feet;
substantially below $6.50 per linear foot in your report.

14, Page 85, What were the permit holder’s cost in installing the electrical line? Do the costs

you are using reflect what is actually on the subject sites? What is the cutrent water system on

the typical lot or tract? Whiat costs were incurred by the permit holders? The same would hold
true {or the on-site sewer system. Who paid or provided for phone service?

15. Page 86. As previously discussed, the use of an incentive deduction is inappropriate and ot
irrelevant to the appraisal problem. The original lotting of recreation residences was fora .~ L‘ﬂ\f? Reed)
personal, exclusive use; not for typical subdivision resale. The site is already created by the OpR /

Forest Service, similar to a subdivided lot where a purchaser may need to add items like a
driveway, well or septic. Again, the Forest Service provided the tract survey, staking and



144

Joe Corlett page 4

platting. It is not proper to deduct the developer’s portion of risk, profit, etc., that was necessary
to get it to the site/lot condition.

16. Page 87, public front adjustment; The application of applying a discount of -20% 10 ~34% is
not supportable given that all three of the subject lots have almost exclusive use of very
extensive lake frontage or exclusive use of an effective area between the site and dock on the
lake.

17. Page 88, the reference made to the 20% deduction made for an easement bisecting the site;
Since Lot [, Block E is a large lot with a highest and best use of one recreation residence, how
can this lot have its utility impaired by this easement?

18. Comparable Sales Sheets; The UASFLA specifically states that all sales must be confirmed
by the buyer, seller or someone that is a party to the transaction. Most of your sale sheets
indicate that you interviewed the "public record” or lists a name that is not a buyer, seller or
identified as a party to the particular transaction. Your confirmations will need to be reverified
with the appropriate party, or your sales sheets will need to be clarified, or the sales may need to
be removed from consideration.

All of the above items need to addressed. The most important items which lead to my initial
disapproval of your appraisal report are the lack of a leasehold analysis converted to a fee simple
value, the intermixing of dollars per lake front foot and dollars per square foot, the averaging of
all sales data and the use of the incentive, public front foot, and easement adjustments,

I am requesting that any explanations addressing ihe above items be sent to me in writing. Your
report will remain under consideration for the next 75 days from this letter. 1f [ do not receive
any information from you that address my concerns and findings adequately, then a USPAP,
Standard 3 terminal review will be prepared. I can be reached at (909) §84-6634, ext 3190 or you
may contact Kraig Frome at {801) 625-5367 if you are unable to initially reach me.

Sincerely,

Fntosn U rtuer”

KIMBERLEY V. BROWER, MSA, AAR
Sr. Review Appraiser

ce: Larry Stone, Pettit Lake Cahin Owners Association
K. Frome, R-4
P. Tittman, WO
B. Cotee, Sawiooth NF
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MOUNTAIN STATES APPRAISAL don €. Corlett, MAL
AND CONSULTING, INC. G. Joseph Corlett, MAL SRA
Mawrice 3. Therrien, MAI

January 10, 2000 Darrel Matthews, MA(

Jody L. Grabam. SRA
Alan K. Marchbanks
Scott R Haxton

Ms. Kimberley V. Brower, MSA, AAR
Senior Review Appraiser

Reglonal Appraisat Team

San Bernardino National Forest
1824 3. Commercenter Cir.

San Bernardino, CA 92408

Re: Response to
Initial Review Comments on the
Second Appraisal of the
Petiit Lake Recrealion Residence Tracts
Blaine County, ldaho
MS-4864-97

Dear Ms. Brower:

As you requested in your November 8, 1899 lelter, | am submilting to you my responses regarding
the preliminary review provided by you. | will altempt to respond to each paragraph by a consecutive
number. However, | anticipate some repetition with regards lo the principles employed in the analyses of
the subject tracts. | appreciate the opportunity to have this occasion to respond to your review guestions,
Hogpefully, my responses will enable you to complete a Standard 3 review on sy repor, without further
difficullies. | will be available for your questions via lefter or telephone at any lime dusing the review process.

Regarding paragraph 1, the dale of the appraisal was specified as December 31, 1998, There was
some confusion at the pre-work meeting whereby the governmeni's appraisal had an eifective date of
December 4, 1098, and an appraisal date of August 8, 1996, it was discovered that this was a typegraphical
error and created the official date as of August 9, 1996. In the pre-work meeting, the date was described
as August 8, 1896. However, it is my recollection that permils expired on December 31, 1995, and were
offered a one-year exiension to the end of that year, Thus, in order to comply with the expiration of the
permits at the given dates, | believed | was instructed by Mr. Kralg Frome or Mr. Cotee to make the effeclive
date December 31, 1896, However, if you review the adjustment data, you will find that no time adjustmenls
were made with regard {o the sales analyzed. Therefore, if you wish the official date fo be Augusl 6, 1998,
that is tolally appropriate, without further adjustment, Al values would remain the same.

With regard to paragraph 2, the contract requires that the appraiser identify these improvements
furnished by the Forest Service, or anyone other than the permit holders, and consider their contribution to
the appraised value. Since there were no improvements known to be pu! in place by the Forest Service,
none were [dentified. If there had been improvements placed by the Forest Service, § would have clearly
identified those improvements.

Under paragraph 3, with regard lo the properly rights appraised, It is my interpretation that it is totafly
improper to consider any leasshold or leased fee sales in the subject properties due to appraisal
pecifi Hwas my i to appraise the fee simple interest, g a private ip of
tand area refegated {o jcted recreation dence use, defined in C-2.1({2} of a non-commercial
minimum use each year, but not {o the exclusion of a permanent residence eisewhere (reference C-
2.2(b)(3)(a)). These paragraphs represent the estate appraised and the highest and best use as prescribed
in the specifications. Therefore, i is improper to consider feasehold sales in the valuation of fee simple
tracts. Also, as defined in paragraph C-2.1{f)(3), the estale appraised defines the site as land in a natural,

native stale, as it was when it was first leased o a permittee.

1459 Tyretl Lane, Sulte B » Boise, Idaho 83706 » #none [208) 336-1097 = Fax {208} 345-1175
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Ms. Kimberley V. Brower, MSA, AAR
January 10, 2000
Page 2

You should also reference paragraph C-2,2(b)(2)(c), regarding extemal police power forces, which
would cause the subject sites ta have a minimum site size of len acres. Biaine County has zoned the subject
{racts as an A-10 zone, relegating the lots as pre- existing non- confommg legal uses. As such, exiemalities
would result in a bonus value to the existing building impr

The second paragraph, under ltem 3, refers to the memarandum from Chief Appraiser Tittman,
suggesting the use of leasehold sales as a basis for land value estimation. This memorandum, in my
opinion, violates appraisal principles as they refate to highest and best use and extemalities. The
instructions are contrary to the original written instructions, which reference the assignment to appraise the
natural, native jand, as il was when it was permilted. Also, leasehold sales benefit from positive external
obsolescence (bonus) since they are pre-existing and non-conforming uses. | have attached an aricle
written in 1981, specifically addressing this problem,

To allow further support for this concept, an example can be offered at this point in my response.
Assuming that the stricter zoning imposed by Blaine County prevails, the subject sites would be required to
be ten acres in size. It has been shown, based on research conducted by e in the Stanley market that five-
acre single-family sites have sold for $350,000. These are typically view sites. Additionafly, a smaller 2.14-
acre view site located within the confines of Stanley with an excellent Sawtooth view sold for $275,000. 1t
is fogical to then assume that a ten-acre site having proximity to Pettit Lake would sell for somsthing
significantly greater than $350,000. As such, the accrual between the difference of a smaller substandard
lot ranging from 21,875 square feet to 151,589 square feet would be considerably less than a full ten-acre
site with proximity to the take. The difference between the two land values would represent an accrual or
a bonus to the existing improvements. Thus, o use the sale of leasehold properties that are pre-existing,
iegal, non-conforming uses would represent a “fatal” analysis, violaling appraisal principles. Additional
comments will be included with additional references at the end of this respanse.

With regard te paragraph 4, the official memorandum listed as Exhibit A-t1(a) in my report
contradicts the written specifications and original pre-work agreement. There is no written instruction o
support paragraph 1 of the memorandum with reference to a subdivision analysis. The Uniform Appraisal
Standards for Federal Land Acquisitions clearly supperts the use of a subdivision analysis on page 25 of that
publication. Furthermore, the Forest Service Handbook requires adherence to the Uniform Appraisal
Standards for Federal Land Acquisitions handbook. If I were {o adhere to the memorandum, a departure
from a complele analysis would be initiated. My original agreement was te provide a complete/self-
contained appraisal report. As such, a deparlure under Standards Rule 1-1(a} would be caused, creating
a misleading appraisal report. If the US Forest Service disagrees with an incentive allowance, the pre-
incentive numbers are clearly stated in the report, That would be an internal prerogative on the part of the
UIS Forest Service, but not consistent with the writlen appraisal specifications provided to me, outlining and
underscoring the natural, native language.

The second paragraph of the memorandum is contrary to the Uniform Appraisal Standards for
Federal Land Acquisitions, page 28. The subject would be considered “for sale” in a natural, native state,
as a recreation residence site. There is absolutely no way to value the natural, native site based on
"comparable sales”, since there are no natural, native sites of that size that have sold, it is therefore
imperative on the appraiser to complete a diligent residual analysis to define the value of the natural, native
sites.

With regard to Paragraph 3 of the memorandum, there must be a refteration that the memorandum
is contrary o appraisal theary by referring to leasehoid sales due tc bonus accrual to the improvements. For
an example, a current sale will close by the time you read this letter on Lot 2, Block D of the tracts for
$430,000. This site is improved with an 854 square foot residence in very good condition. It also has 780
square feet of decks. It is a two-badroom/one-bath cabin. It has on-sile septic and water systems. Thus,
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if the Forest Service appraisat of $450,000 were correct for the natural, native land, the improvements would
be perceived to be a fiability of $20,000. This is just not the case, further supporting a much lower natural,
native land value for the underying site areas.

With regard to paragraph 4 of the memorandum, the lessees, according to research conducted by
me provided roads and infrastructure improvements. it is my recollection, that the public uses adjoining the
E tracts followed the iessee improvements, The lessee tracts were originally used as a remote hunting
camp. However, public use followed he roads provided by the lessees. Also, the tracts were not previously
occupled or developed by the govemment. Thus, there is no accrual to the govemment. A parallel is shown
on page 7 of the Uniform Appraisal Standards for Federal Land Acquisitions, whereby improvements
provided by the government would be excluded from any developed valuation.

Finally, in conclusion with regard to the memorandum, | have followed the Uniform Standards of
Professional Appraisal Practice and the Uniform Appraisal Standards for Federal Land Acquisitions, as well
as specifications in the Forest Service Handbook, 5409.12, Chapter 8, to the extent that national experts
were consulted and concumed with the appraisal techniques applied in view of the assignment at hand.

With regard o your paragraph 5, as to the area data, | was wiiting for a reviewer in Catifomnia. |
included all of the Blaine County data available to me for your perusal. There was no intent to mislead, bul
rather to infonn. Again, sales of leaseholds in the subject tracts are nol relevant lo the assignment at hand.
To use those sales without proper analyses of the accruals or bonuses to the improvements would be fotally
misteading.

With regard to paragraph 6, you refer to page 54, which states that the sites cannot be utilized on
a year-round basis. This statement of year-round use should not be unclear or misleading with reference
to C~2,1(N(2), stating minimum use by families and guests, but not to the exclusion of a permanent residence
elsewhere. Also, please review the current permits |, paragraph C, which states that use as a principal
residence s prohibited and if used as such would be the grounds for revecation of the permit. Additionally,
seasonal access was the basis for adjusiment in the sales comparison analysis and summary. tis very
unlikely that somebedy would maintain a residence elsewhere as a primary residence and ocoupy a subject
site for 364 days a year. Hopefully review of both the specifications and the existing permits will clarify that
issue for you. With reference to paragraph 7, you state that on page 55, that Lot 1, Block D has the effective
use of the area between the site and the take. Howevar, this is, in fact, public ownership. There Is a walking
trall around lhe perimeter of the fake at this point. Markef evidence presented in my report strongly suggests
& loss in value or decrease in the sales price for thase properties not having exclusive use of the land areas
to the high water line. There is nothing whatsoever that would preclude the public from utilization of the
public land areas between the lots and the high water line. Based on this factual data, adjustments were
made to the lots for the lack of exclusive water frontage.

VVith reference to your paragraph 8, you mention that page 58 under the summary and conclusion
section of the report that | make the stalement that they cannot be occupied on a year-round basis. Again,
this is a factual stalement dictated by not only the highest and best use definition in the repori, but also the
specifications as cited previously. To state that the definition and ianguage do not impact a vaiuation would
be misteading and incarredt,

Size has a significant impact on the price pald per square foot. This is clearly shown on pages 76
and 84, as well as the respective facing pages. There is a stronger correlation of prices paid on a per square
fool basis than per lake front foot, as stated on page 83. Since the larger parcel cannot be further
subdivided, this analysis would be totally justified and is well supported in the data presented. 1 also made
the statement in this section of the repor that an encroachment of the public day-use area would be
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experienced by the adjoining peninsula sites. This would be a detriment to the values of the sites compared
to the smaller sites, which have virtual seclusion on the other side of the lake,

Your paragraph 8 refers lo pages 50 and 60 of my report. My not deducting the platling, surveying,
and staking expanses, the govermment-provided “improvements™ were automatically included in the residual
natural, native land values, which were estimated. You also request a definition of year-round use. Year-
round use, in my opinion, would be the right to occupy the cabin as a principal residence 365 days a year
without a primary residence elsewhere. As such, it would be highly unlikely that any reasonable individual
would acquire 3 residence elsewhere as a primary residence and subsequently occupy the site for 364 days
a year. The leaschold sites on Petiit Lake are exiremely well monitored by the local forest. Tree cutling and
other viclations of the permits are extensively monitored, according o the permillees. Agaln, the year-round
use would be subject to the interpretation of the local ranger.

Regarding paragraph 10 and incentives and other infrastructure expenses, | have followed the
guidelines presented in the Uniform Appraisal Standards for Federal Land Acquisitions, page 25. Incentives
are, In fact, an element of value. According to my research, all infrastructure expenses were paid by the
permittees during the course of the development of the siles. To ignore these expenses or sisks of
development by the lessees would be a departure from the standards. This would cause a limited analysis
according to USPAP Standards 1-1(a), whereby risk and incentives endeavored by the lessees would be
overioaked and effectively double-counted, contrary to appraisal specifications. Again, natural, native land
is different than a developed site. If lhe Forest Service had, in fact, contributed all infrastructure
devetopment expenses to the creation of the subdivision, an incentive would be retainad by the Forest
Service for the underlying risk in completing 1hose improvements. This, however, is not the case for the
Peltit Lake tracls.

Your paragraph 11 refers {o my page 64, | selected Priest and Payelie Lake cabin site sales due
to similar appeals and alpine characteristics. Sales of Priest Lake sites were considered inferior to the
subject sites with regard to locational attributes and market appeal, while Payette Lake is superior due to
development potential and conforming uses. McCall alsc has a superior service industry and is generally
improved with conforming improvements allowed under the city zoning. These lakes had the most pristine
ipcations and had fee simple sales. | could have used sales in the Williams Lake development, localed up
Williams Creek near Salmon, ldaho, at sile prices between $50,000 and $75,000 sach, but {elt the alpine
tocations were the best comparisons. The sites that sold in Williams Lake are much more arid, while on the
water, with fee ownership to the high water line. These sales were used in the previous appraisals of the
Pettit Lake tracts, Neverlheless, | ended up bracketing with the two best sales locations when compared to
the subject. It was my opinion, based on knowledge of the market and the relative prices paid, that the
subject sites are midway in appeal between the Peltit Lake sites and the Payelte Lake sites.

Again, sales prices of any properly on Peilit Lake are imelevant to the analysis because of the
accrual or bonus situation due to a pre-existing legal non-conforming use.

Your paragraph 12 refers to page 74 of my report. As stated earlier, the best correlation of the
market data is clearly shown by the power curve analysis ulilizing the prices paid per square foot. The
correlation coeifficient is approximately ten points higher, indicating a superior degree of accuracy.
Additionally, the peninsula sites are impacted by the proximily of the public day camp located east of the
sites. 1t was, therefore, my canclusion that the square fool method of valuation was most appropriate. This
is further supported by the concept of positive extemnal obsolescence, since the peninsula tip sold for
$710,000 as a leasehold, failing far short of the $877,000 to $1,800,000 referved to in your paragraph. Again,
I would suggest a review of the laws of Increasing and Decreasing Relurmns, as set forth in the 11% Edition
of the Appraisal of Real Estale, pages 44-45. Also, there is a good discussion on externalities, pages 46-48,
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Paragraph 13 refers to page 84, in which you state that | averaged ail of my sales data. Actually,
the averaging resulted from a bracketing of two separate locations as stated earlier. Priest Lake is estimated
{0 be as inferior to Pettit Lake as Payetle Lake sales are considered superinr to the Pettit Lake sites. Thus,
the sales, which were reconciled to a single value indicalion, were used 1o bracket the subject site values.
In compliance with the Uniform Appraisal Standards for Federal Land Acquisitions, pages 75 and 76,
adjustments were made to the comparables in the individual sales analyses.

VWith reference to your second paragraph under Section 13, it is my understanding, from historical
research, that infrastructure costs were borne by the original lessees, consistent with the Uniform Appraisal
Standards for Federal Land Acquisitions, paga 7, which states that infrastructure expenses paid by someone
other than the government will be excluded. This is alsu consistent with the specification section, C-
2.2()(ID)(1), requiring exclusion of permittee-provided improvements.

Marshall and Swiff cost data is commonly used by appraisers in the marketplace. There have been
faw, if any, similar roads built in the SNRA. Road costs are higher in undufating, rocky terrain. A three-
percent adjustment is appropriate for local conditions, For example, road costs estimated in a proposed BLM
{and exchange in Conant Valley, idaho, in eastern Bonneville County, were estimated by a local contractor
known as HK Contractors. The 1,400-feot by 50-foot roadway was estimated to have a bid cost of $25 per
fineal fool. Scraped driveways had a minimum cost of $5 per lineal foot. Further supporting the slightly over
$68,000 per mile expense estirated by me is a $68,000 per mile expense obtainsd from the BLM for roads
constructed in Adams County, Idaho, with similar physical features. Therefore, the infrastructure expense
of $65,000 per mile, or $12.36 per lineal foct, is cotrect. The Marshall and Swift cost figure was used by me
since it coincided with existing bids known to me, as welt as the ability to refine costs,

Additional costs were obtained by me from the Salmon River Electric Company, at $50,000 per mile
with underground service at four-foot deplh. This is a logical methodology for an alternative power source
for the subject if constructed as of the appraisal date, This cost is cheaper than acquiring additional
overhead right-of-way, in my opinion, since it would be located in ihe road right-of-way, which is already in
exislence. Also, please review ltem G of the SNRA Recreafion Residence Operation and Maintenance Flan.

Telephone exiensions were oblained by using Marshalf and Swifl, as well as contacling Sawtoolh
Telephone Company. This is clearly stated on page 85. The amount estimaled hy me appeared reasonable
when posed to the personnel at the telephone company. Obviously, if you have superior cost data with
regard to telephone line extensions, | would most welcome that infoermation.

Your paragraph 14 refers to page 85 of my report. The permit halder's actual costs are not
appropriate to the problem since they are historical, The proper appraisal process is to estimate the cost
{value) as of the appraisal date. An historical figure is not appropriately used in current appraisal techniques,
Also, whether the owners historically had to pay for the infrastructure expenses is not relevant since they
would currently have to pay for all infrastructure expenses, again, referring to the date of the appraisal.

The costs used were considered appropriate to the improvements observed. The permiliees had
telephone service installed in the past. Again, historical costs are not refevant. It is the cost (value) as of
the appraisal date that is pertinent.

Other on-site costs or values were estimated based on current replacement costs.

‘Your paragraph 16 refers to my page 86. You stale that an incentive deduction is inappropriate and
irrelevant o the appraisal problem. it is my opinion that an incentive is an integral element of all developed
sites. Since the appraisal specifications define the subject site as a *natural, native land”, {reference C-
2.1(f}{3)) an incentive must be deducted. There is absolutely no debate among appraisal peers that
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incentive is an integral portion of any developed site value. The US Forest Service did not develop the sites
and would not be due the incentive portion of vatue. If the US Forest Service did do the entire development,
then incentive would not have been deducted. According lo Mr. Jim Eaton, MAI, a recommendation was
made that incentive be added on each increment of infrastructure, starting with the vacant land. However,
since | had absolutely no lake front sales of natural, native |land, that endeavor was not possible and was
much more subjective than the process that was, in fact, used.

The sites were not, in fact, created until the permittees extended infrastructure improvements.
Again, reference terminology differences between site and land in the Dicfionary of Real Estate Appraissi,
pages 197 and 334, as well as specification C-2.2(D){1}{D}(1), excluding permittee improvements on'and {g
the land, which would include incentives in this ease. Staking and surveying costs were not deducted. To
my knowiedge, there is no county plat. Thus, ait US Forest Service costs, if any, were not deducted,
Therefore, the residual for the natural, native land wauid have included these costs since they were not line-
item deductions.

Appraisers surveyed by me have agreed unanimously that incentive must be deducted 1o arrive at
a natural, native land value, as per Forest Service specifications.

Paragraph 186 refers to page 87 of the report. You state that the application of applying a discount
of ~-20 percent to —24 percent is nol supportable, given that all three of the subject Iots have an almest
exclusive use of very extensive lake frontage or exclusive use of an effective area between the site and the
dock on the lake. My non-exclusive lake front adjustment was applied based on the data analyzed. There
is evidence that a public frontage is not as desirable as fee ownership running to the high water fine.
Adjustments of —20 percent to --34 percent reflect the differentials between setbacks ranging from about 10
feet to over 60 feet. Additional suppont for a deduction is the continuing conflict regarding permittee dack
specifications and difficuities in obtaining US Forest Service approvals for docks abutting non-leasehold
land, Please review paragraph 9 of the specifications.

Your paragraph 17 refers o page 88. A 20 percent deduction was made for an easement bisecling
this site. An easement bisecting a sile does diminish value. Case law holds this as fact. The easement is
a dominant ight held by another over a servient esiate. An analysis is presented on page 88 of my report
with regard to this diminution. Another possible method for analyzing this loss in value would have been o
decrease the site area by the easement area, and reflect a loss in vatue. it is also likely that the subject site
improvements would suffer severance as a result of having an easement bisect the property.

Your paragraph 18 refers to the comparables sales data and the Uniformn Appraisal Standards for
Federal Land Acquisitions specifications, [daho is a non-disclosure state. Data wag verified in accordance
wilh UASFLA, page 76, which you partially misstate as “or someone that is a party 1o the transaction”, which
should read “or other person having knowledge of the price, lerms, and condition of sale™. Brokers frequently
require anonymily, which is permitted. To confirm a sale, other parties can include associaled appraisers
with specific knowladge of the sales. Therefore, this data used does comply with UASFLA.

Summary and Conelusions

By using a leasehold sales analysis, you would be applying inconsistent and erroneous appraisal
methodology in this case due to the pre-existing, non-conforming legal uses of the sites, The sites would
have to be a minimum ten acres in this county, which would represent an_accrual or bonus to the
improvements on the subslandard leasehold site sizes. Also, il is possible due to specifications C-
2.2(b)(21(C) that the sites would hold no value since the more stingent Blaine County zoning would not
issue & permit on a substandard site. | would also direct your altention to the 11" Edition of the Appraisal
of Real Estate, pages 314 and 315, as they relate to legal, non-conforming uses.
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It is my opinion that my appraisal report most accurately conforms to USPAP, UASFLA, and the
Forest Service Handbook and Specifications with regard to the appraisal assignment. The crux of the
assignment is to estimate the market value of the patural, native land, as undedined in Section C-2 of
the required appraisal specifications. Since the Forest Service did not develop the sites, it is Hlogical and
improper to charge the permittees for an incentive since the Forest Service undertook no risk.
Obviously, an incentive adjustment would not have been taken had the Forest Service would, in fact,
had been the developer of the subdivision. It is my recommendation that if the Forest Service wishes to
remove the incentive portion from my value, they may do so internally. For me to remove the incentive
would cause a departure from appropriate appraisal standards and be misleading to the reader.

I would be most happy to answer any additional questions you have and discuss any of the
issues that | have presented in this supplement to my report.

It should be understood that this response is, by reference, made a part of the original appraisal
report, and is, therefore, subject to the assumptions and limiting conditions and certifications set forth
therein.

Respectfully submitted,

MOUNTAIN STATES APPRAISAL
AND CONSULTING, INC.

orfelt, MAL, SRA

sh
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5409 ,12,6.9,Ex.03-06

WO AMEMDMENT $409.13-93-6
page 23 of 33

EFFECTIVE 16/27/%3
5.8 -~ Exhithit DE

SECTION £-2 RECUIRED SPECIFICATIONS FOR

APPRAISAL OF RECREATION RESIREHCE SITES

SECTION C-2 “TERA]. SPECIFICATIONS

The contractor shall furnish all waterials,

c-2. o
s pment, personnel, travel {except that furnished by
the . .- listed in Seccion }, and shall complete all

requirsmentcs of this contracrt including performancs of the

professional
appraisal services listed hersin. | .

The project consists of one narrative :“ppraisal report per recreation
residence tract grouping listed in Section Each appraisal report
shall be furnished in an original and copies. The appraisal shall
provide an estimate of fair and sguitable cash market value for a typical
mice, a sive within a tract or group of tracts, as if in fee ownership
and restricted to a recreation residence site use, excluding all
permittes provided improvements on and to the site.

£-2.11b} - ;La_igg&g‘ve Appraisal Beport. The contractor shall maks a

detailed field inepeccicn of the designated typiual site(s) wichin each
recreation residence tract. The contractor must make investigations and
studies as are sppropriate and necessary to enable the contractor Lo
derive sound conclusions in conformance with recognized appraisal
standards; and ghall prepare a written report.

The date of value in the appraisal shall not be more than 30 days earlier H/L
than the date of delivery of the completed rsport to the Government.
This date should be the date the typical sitels} are last inspected by
. LD the conuractor, if possible, but in no event later than days priox
[:lﬁg x'_; /“ﬂ) to __/_./_. the date establishad by the Forest Serviecs.

L4 /? /ﬁ(” 3 : i s :

l}’ﬂ’ /?,I fC-2.10c) - Meeting Notics., The contractor is obligated to provide
recreation residence permittess in a tract grouping a minimum of thirty
{30) days of advance notice of the site examination date, MNotices shall ««-:-J/g
be sent, certified mail, recturn recsipt requested, to addresses furnished

N by the Forest Sexrvice. Receipts shall be given to the contracting

officer vepresencative. The contractor shall give permittases, permicttes
representatives, and a Forvest Service officer the gpportunity to meeb
with the contractor £o discuss the assigoment. The mesting shall be held
ar a locacion most convenient to the trac: grouping and at a time when
most affected permittees could be expected to attend. This notice, and
the responses thereto, shall be documented in the contractor's letter of
transmitval of the appraisal report., The appraiser shall have available
for review full and complete copies af all appraisal instructions,
directions, and raquirements at said meeting.

G-2.1¢d} - Uodaving of Report. Upon the request of the Forest Servics,
the contracror, during a_2-year period following the valuation date of
the appraisal report, shé;l update the value as of a specified dare.
_updared report shall be submitted in original and three copiss and
include sales data or other evidence to substantiate the updated
conclusion of value if a change in value cocurs. ) Ad{a)
Specifications

The
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E.9 - Exhibit 0&-:Continued

SECTICN C-2 REQUIREN SPECLFICATIONS FOR
APPRAISAL OF RECREATION RESIDENCE SITES

Co2.3fe} - Psfipition of Temms. ALl temms, words, and processes (unless

epecifically defined and given herein) shall bave the meaning and be
interpretad in accordance with the definitions of same as contained in
the most recent edivion of “REAL ESTATE APPRAISAL TERMINOLOGY”, prepared
and distributed by the Society of Real Estate Appraisers; and/or the most
recsnt edition of THE DICTIONARY OF REAL ESTATE APPRAISAL, prepared and
disrributed by the American Institute of Rmal Estate Appraisers.

Cx2.1(f) - Rssignment of Sperifig Definitions:

{1} Pgrmit - A permit is a special use authorization to occupy and
use Mational Formst System land for a specified period and is revocabile
and compensable according to its terms.

{2} BRecreation Residencs - A privately owned, non-commerxcial
prineipal srructurs, its auxiliary buildings, and land improvements
located upon NHaticnal Forsst System lands as authorized under 2 pexmin 1S by triat
igmued by an authorized officer. The residence is maintained by the Pt Sl
permitves for the use and epjoymenc of individuals, families, and

gueats. Na a recreation facilicy, it is incended for use as a recreation

residence for a minimum period each year, but not to the exclusion of a "
permanent residence elsewhera. As a privave privilege use of Ha -

ers with puk

seml-public uses havipg & documenced higher priority.

i3} Sigs - The sire is the actual physical area of Hational Forest
Sygtem land as described in a permit, said land being in a natural, Ry
native gtate when the exclusive use was first permictred by an authorized _

officer,

{4} Tragt -~ R tract is a logical grouping of recr=ation residences
ocrupying an area of Hational Forest System land in a planned and/or
approved manner similar to privare-secror subdivisions. Typically
located near scenic natural attractions {lakes, strgams, mountcaina,

scenic views, ewc.}, tracts are designed to be environmentally

acgeptable, compatible with cthe public ingerest, and to provide full
public uae and snjoyment of the natural atrraccion. Residences within a
issued,

trace are gubject to terms and conditions of individual permits
In general, permits within a tracs grouping provide for similar
privilages, restrictions, texms, and fees: and apply to land units having
similar utility of physical, legal, economic, locational and functional

characteristvics.

SECTION C-2.2 - TECHIIICAL SPECIFICATIONS

£-2.21a} - Fommar. The report, in Form and substance, must conform to
recognized appraisal principles and practices applicable to estimating |
cagh market value as outliped in tha "Uniform Apprajsal Standards for
“Feadaral Land Acquibitions® {0.S. GPO Stock Number 5359-0002)}, except as
modified or amended herein. The appraisa} report shall present A-1{b)
document adequate facrual daga and analysis co supporr any rate, snecifications
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6.9 - Exhibit 08--Continued

SECTYON C-2 REQUIRED SPECIFICATIONS FOR
APPRAISAL OF RECREATION RESIDEMCE SITES

parcencage or dollar adjustment made o any comparable sale; as well as
any other valus informscion in sufficient derail to permit an intelligent
pear review. The report shall be typewritten on bond paper sized 8 1/2
by 11 inches with all parts of report lagibla; shall he bound with a
durable cover; and labeled on the face identifying the appraised property
including contract number, appraiser’s name and address, and the date of
the appraisal. All pages of the rsport, including the exhibits, shall be

numbered seguentially.

£-2.2{h} - Contents. The report shall be divided into tabulated parts of

at least:

PART I - INTROCUCTION

PART YI ~ FACTVAL DATA

BART IIX - AMRLYSES AND CORCLUSIONS
PART [V - ADDENDA

The content of the report shall contain, as a minimum, che following:

z2.24b} {1} - PART I - INTRODUCTION

A. Tiple Pags. This shall include {1} the name and location of tha
recreation reaidence tract; (2] that the appraisal is for the Foreast
Service-USDA; (3} name and address of the individual or firm making the
appraisal; {4} dave of value estimate; (5} the report date and

appraiser’s signature,

B. Tabls of Contents. This shall be arvanged in accordance with the
sequence of typical headings with corresponding page numbers.

€. Summary of Facts and Conclugions. This is a brief resume’ of the
essential highlights of the report. The purpose is to offer convenient
reference to basic facts and conclusions. Items which shall be included
are {1} name of recreation residence tract: {2)
{3} authorized use wvhich is highest and best use;
furnished by Forest Sery_‘i_ge included in appraissd value; {5) estimated
Value of sach typical site.

size range of sites;
{4} improvements

D. Statement of Assumptions and Limirine Conditions

1. A1l permitcee-provided lmprovements gu and to the land {site}
have been identified in the body of this appraisal report, but have been

Fully excluded from the value conc aited herein.s™ :
Y BEEONCSC Lrom DO TAsUe Tone oomf lsrern.

2. The legal deseription cited herein was furnished by the Forest
Seyvice and is assumed correct.

3. The site(s) as aébraised in this appraisal report were jointly
melected by the Forest Service and the permittees; and provided ke the

appraiser. The site{s} are assumed rypical, unless noted and &

A-1{c}

elsevhere in this appraisal report that, in the appraiser’s opl Specifications
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6.8 - Exhihiv 05--Contipued

SECTION C-2 REQUIRED SPECIFICATIONS FOR
APPRAISAL OF RECREATION RESIDENCE SITES

selected Bite{s) is not represencavive of the recreation residence tract
grouping. {Tha Appraiser may add additional assumptions and limiting
conditions ae necessary so long as they do not limit the scope, functian,
or purpcse of the appraisal report: and accurately reflect accicudes
found in the real property markst as well as the "Oniform Standards of
Profesgsional Appraisal Practice," as published by The Appraisal

Foundation.)

E. Raferences. The concractor shall list the source of data
incorporatad within the report such as vecords, documents, technicians or
other persons consulted, along with a scatement of their gqualifications
and identification of the contribution to the report. To be included in
the ADDENDA, such list ghall contain the name, address, telephone, and
date contacted for each person or organization from which the contractor
obtainad data included in the appraisal reporz.

€-2.2(b} {3} - PART IT - FACTUAL DATA

A. Purpose of Appraisal. The appraisal purpose is a cash market
value estimate of the fee simple interesr of the Fational Forest Systenm

land underlying an area authorized by a permit, but without consideration
or could, affact the fee vitle of the site(s)

as to how the permit would,
or vhe dasignated typical siteis}

within a reereation rasidence trace,
within a recrsation residence tract grouping.

B, Dafinitrion of Market VYalue. Tha amount in cash or on texms
reagsonably equivalent to cash for which in all probabilicy the property
would be sold by a knowledgeable owner shalling but not obligated to sell
to a knowledgeanble purchaser who desires but is not obligated to buy.

The value estimate must give accurate and careful consideration of all
market forces and factors which tend to influence the value of property,
and which bear on the most probable price in terms of money which the
site should bring in a ccmperitive and open market under all conditions

requisite Ec a fair sale.

C.  Estate BAppraised is the unencumbered fee simple title of the .
typical site{s) as if held in private ownership, rescricted ro.a. 5{/
recreation residence use, and subject to all applicable local
governmental police powsrs. Federal government property is typieally not
impactsd by non-Federal police powexs such as zoning, building, health
and land use codes, or development restrictions, Such use controls are a
function of the permit in order to procect the public.
non-Federal police powars with permit restricticns of a like nature must
be made. Warranted adjustments for these matters sxcernal co ths
site{s), bur influencing the sites{s), must be quancified and made in rhe
appraisal. For the purpose of the appraisal, the site(s) shall be
considersd as in private ownership subject to the morg s:rigggnﬁg{g\i
applicable local police powers or permit restrictions of a like pature.

Reconciliation of

A-1{d}
Specifications
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5408.12,6.% Ex. 03-06
Page 27 of 33

WO AMENDMENT 540% . 12-33-6
EFFECTIVE 10/27/93

6.9 - Exhibjr 06--Continued

SECTION C-2 REQUIRED SPRCIFICATIONS FOR
APPRAISAL OF RECREATION RESIDENCE SITES

D. Area and Local Pata. The report shall include a concise
discussion of markev area, trends in use, and neighborhood or area .
analysis. This type of information is usually background data leading to
the appraiser’s conclusion of the highest and best use. In this
inscance, the highest and best use is the authorized use which is a
recreation residence site within the constraints of all known physical,
legal, economic, lecational, functiocnal, and amenity characreristics of
che site and the warket in which it ccmpetes. .

E. Propertv Data. Include a narrative description of the
significant land featurss appraised. Briefly describe the recreation
residence site tract and the group(s) within the tract, access, location,
physical featuras, recreation amenities, and other features creating
valus ar derracring thersfrom.

Brisfly describe the acrtual designaved typical sitefs) within sach group
in the recreation residence tract. Show the reasoning leading to the
differeaces between the typical site(s) within each group as measured in

the markast.

Any improvements on or to the site({s) provided by or at the expense of
cthe permittee must be explicitly idenvified in the appraisal report.
Emphasize and document these impraovements are not included in the value
conclusion, nor are similar type improvemenrs included in the adjusted
market price for comparahle sales. Additionally, rhose items effecting
value externmal to the rypical site({s) provided by the. Forest Service ar
third partias bearing on the value conclusion in a positive or nagative
mannar are to be documented, discussed, and adjusted for as necessary as
they relate to the subject and comparable sales., Private-sector
transactions comsider any and all ijmprovements on and to the land.
Permits require the permittess to provide all improvements on and to the
native, natural land to make it ready for the purpose for which it was
intended--a recreation residence site. BAll similar such improvements on
comparable markst sales shall be aexcluded from value consideration and
adjustments made to the comparables reflecring any such Factors contained

within the property boundary. -

C-2.2(h) (3) - PART IIT - AMALYSES AND COQUELUSTIONS

A. Highest and BResy Use/Authorized Use. The highest and best uses Of
ation residence site

the site is for its perwitted use, heing a rec
which vannot be used a5 a permanent and sole place of residence. ...

Valuye

B. stimate

1. The appraiser shall insure values of the designated typical
site(s) in each grouping are based on.comparable sales of sufficient
quantity and guality which result in the least amount of dollar
adjuscment {in terms of absolute dollars) to make Comparables reflective™
A-1{e)
Specifications
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$409.12.6.9,Ex.33-08

WO AMENDMENT 5409.12-393-5
Page 28 of 13

EFFECTIVE 10/27/33

6.9 - Exhibit 0&--Continue:d

SECTION C-3 REQUIRED SPECIFICATIONS FDR
APPRAISAL OF RECRERTION RESIDENCE SITES.

of the subject site{gl. A permirted site is a unique blending ©f public
and privata interests. All site characreristics shall be addressed
within the appraisal in terms of current market srandards of value in
relationship to, but not limited to:

fa) Physical diffsrences bagween subject and comparables;

{b} Legal constraints imposed vpon the wmarker by governmental
"polica powers;

(e} Economic considerations avident in the market;

{31 Locational considerations of subject vypical sicefls) in
relation to the market comparable sales;

{e} Fuoctional usability and ueilicy of the cypical site(s}.

(£) BAmentities aceruing to the subject in relacion to
comparable sales;

{g} Availabilicy of improvements or services provided by
parties other than permit holders, including services provided
by the Federal Government;

{h} Other market forces and factors identified ag having a
quantifiable effasct on valuae.

2. Cash market value shall be based upon the typical site(s) use as
a reorsational residence homesite and shall be supported by confirmed
recent transactions of comparshls sites having gimilar uses, but adjusted
for differences from the subject sica{s}. Only the market data approach
{sales comparison analysis) need be developed by the contractor, unless
there is market evidence another appraisal technique is more applicable.

3, In the designatsd groups of sites within sach recrearion
rasidence tract, each individual site shall not be appraised. The value
estimate shall be for che designaced typical site which is representative
Where recreation residence sites have significant

of a mita group.
these sites have been classified in

differences measurable in the market,
saparabe groupings; and a separate value shall be estimated for the
designated typical site within rhar groupiog. The pypical sicels) for
_each recreation rasidencas tract shall have been pre-selected by the
Forest Service and the permittees. Tha objective is to kaep the number
of groupings and typical sites appraised to a minimum.
4., For each sale used in the market data approach, list: parties to

the transacrion, date of the txansactipn, confirmatlon of transaction,
size, legal desuripéidn, ingerest conveyed, conslderacion, conditions of
' payment “{cash or terms--contract sales shall ke discussed and conclusions

A1

Specilications
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5409.12,8.9.Ex.03-06

WO AMENDMENT 540%.12-83-8
Page 23 of 33

EFFECTIVE 18/27/93

6.9 - Exhibit 06--Continued

SECTION C-2 REQUIRED SPECIFICATIONS FOR
APPRAISRI, OF RECREATION RESIDENCE SITES

made as to their cash squivalence}, improvements (kind and whether they
concribuce ta highest and best use), outscanding rights and reservations
and their effect on value, zoning, and physical description--topography,

cover, ata.

{uch of chis type data need not be repeared in the narrative portion of
che appraisal if included in a complete analysis of the sale data
wrice-up included in the Addenda.}

For each sale, describe water, roads, mlectric power, sanitation gystems,
and other site external influences such as road maintenance, as well as
who provides them and on what frequency--the buyer or seller,
governmencal agency, or no ons. Specifically relate exrermal influencas
to the appraised typical sites{s]. Each of these items should be
measured in the market as to what effect they have on the market value of

the sice (#) being appraised.

§. Market value ig cash market value or terms sguivalent to cash,
A} value estimates shall be mwade on the basis of cash or cash
equivalence. Tha affect of tarm sales on market value shall bas
considared and conclusions documented in the appraisal report. HNormally,
when recrgation hocmesites are sold on temms, subdividers shall sell at a
lower price for cash. If sufficient cash sales are found, comparisons
should be made to cash sales in lieu of contract spales. Contract salea
may be used, but should be adjusted for terms when evidence in tha
markstplace indicates a discount rate for such sales. In all cases, the
reason for making or not making an adjustment shall be stated and

supported.

&. FEach comparable sale should be described in narrative form in
sufficient detail to indicate how it compares with the appraised property
in elements effecting value.

When the subjecc‘cypical site{s} and comparable sale differ substantially
adjustments must be shown in sufficient detail {and in dollars

in value,
if appropriate} . to allow-the reviewer to judge validicy

or - percentages,
and acceptability.

Yhen the value of the subject typical site(s) and comparable are wnot
substantially different, lump sum adjustwments are acceptable, though the
elemants of dissimilarity effecring value must still be listed.

. Sales with improvements {such as water systems, electric power,
etc.) dissimilar to the appraised site(s) may be used if appropriately
adjusted. It is essential to spell out in the appraisal what
improvements wers provided and included in the sales price by the
subdivider or previous owler of the comparable sites, and which
improvements werse left for the buyer to pexform. The appraissr must

" demonscrate all differencss in improvements between the Mational Farest

.

A-1ig}
Specifications
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540%.12,6.9,Ex.03-08

HO AUENDMENT 5408.12-%3-6
Fage 30 of 33

EFFECTIVE 1U/27/%3

hibiv 08--Concin

&,

SRCTION -2 REQUIRED SPECIFICATIONS FOR
APPRAISAL OF RECRERTION RESIDENCE SITES

System rypical site(s} and the comparable sales--such as roads, water and
utilitias--were considared and equated to the valus of the subjecr with
appropriate adjustmencs made o the cowparable(s?.

8. The final estimate of wvalue ghall be on the basis of the total
valua for the typieal site, rather than a value per square foot, per
£ront foot, stm. MNormally, the unit of comparison in the appraisal of
recreation residence sites shall he the gite. Permitted size is not an |
overriding factor where only one xesidence is allowsd on a sive. Natiomal
Forest racrsation residence sites often enjoy a much greater sffective

area than the permitred area. Many offer equal or bstier privacy ot view 7

than larger private lots. Price per front foot for waterfront sirves may
be appropriace where it is demonarzated similar sites are bought and sold
on a-frone-footv bagis, Howsver, the final estimace of value for the
typical recreavion resideuce site shall be in cerms of tota}l walue for

the gite.

whersver pricvs per Front foot is used as the unit of comparison. a value
eatimate shall also be developed using the overall price per comparable

as the upit of cosparisen,

9. I£ there im a puhlic access strip retained bectween rhe lov
houndariss and a river, lake, or other natural attractien, it i8 vo be
identified clearly how the asppraiser considered and made, or did not
make, allowances for the effscr of thisg public access area. The
proximity, accesgihilirvy and control of the site frontage upon the
patural aztraction is unique in the relationship with the non-public
sectoxr. Private transactiens shall typically convey the full use and
enjoyment of all the laod down to {fand at times including} the agrual
frontage on a natural actraction {lake, stream, ete.}. To adequately
provide £or the full public use and enjoyment of natural features in a
recreation residence tract area, the government prohibits private control
of the acrual frontage and it i3 excluded from all permics.

When privats market comparables include exclusive contzel in the
coaveyance, warranced adjustments may be peeded ro account for the
subject under appraisal not having the same guality of frontages as thar
of the comparazble., Should market txansacnions act be available in tha
immediate comparable area(s}, trangactions frem any similar area shall be
agceptable for purposes of escablishing percencage adjustmencs to maxker

prices of comparable sales.

10. Information furnished by permictses shall be considered, and
relsvant marerial referenced in the report.

¢. Reconciliavion spd Final Value Estimate. The appraiser must
interpret the foregoing data, analyses, and estimates; and stats reasous
why conclusions weached in the Estimate of Value sectica of the appraisal
“report are the best indications of the mavket value of the eypical
site{s). The indications given by the various sales cited and commared

LA
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NOTICE
THIS MATERIAL MAY BE PROTE(}TQD %Y
60”*“3‘5’3"2&’33’0%{;‘\?55‘{&“@;’2 :
Nonconforming-Use Properties:
The Concept of Positive Economic

Obsolescence

by J. Mark Quinlivan, MAlL, and Vance R. Johnson

In recent years, the trend toward downzoning in many areas has been
accompanied by an increase in nonconforming-use properties. Articles on
nonconforming-use properties are extremely scarce, and appraisal texts
barely mention the term, let alone discuss the valuation of this type of
property.

Inanarticle entitled **Legal, Nonconforming-Use Appeal,'"! James W,
Mourray stales: “'The author has searched in vain for a legal premise
relative to the appraisal of such (nonconforming-use) properties, No ap-
praisal publication of my knowledge has shed any light upon the matter.”
The authors of this article have not found any appraisal literature onthe
subject since Mourray's 1966 article, It Is surprising that, witl the ingreas-
ing number of nonconforming-use properties, appraisal literature has not
covered this topic.

This article will discuss one aspect of the nonconforming-use problem,
suggest ways to handle the problem in the appraisal process, and dem-
onstrate how this type of property may create a bonus value to the
improvements, which we refer 1o as **positive economic obsolescence,”

. Jamae W, Mourray, MAI, “Legal, Nonconforming-Use Appesl,”” The Appraisal Journal,
Octaber 1966, p, 593, .

3 Mark Quinlivan, MAL is & real ssiate appralser and consultant with F, Robsrt Guinlivan, Coral
Gables, Florida. He received his B.B.A. degres from the University of Notre Dame. M,B.A, degree
from the University of Marvland. and 1.0, degree from the University of Miami Law School,

Yancy R. Johnson is Assistant Profassor of Real Esints ot Florida Internationat Univarsily, Miami, He
oids M5, aad B S, degress from Virginia Commonwealth Linivensity, Richmond, Virginis.
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DEFINING THE PROBLEM

The term "nonconforming use’* is defined as:

A use which was lawfully established and maintained but which. because of
4 subsequent change of a zoning ordinance, no longer conforms to the use
regulations of the zone in which it is located. A nonconforming building, or
nonconforming portion of the building, shall be deemed to constitute a non-
conforming use of the land upon which it is located. Such uses preclude
additions or changes without municipal approval.”?

This definition suggests that a nonconforming use can be created by a
change of zoning ordinance or by a partial taking of a site in an eminent
domain action that results in the remaining building not conforming to the
existing zoning ordinance as to parking requirements. minimum land size,
density. setbacks. etc,

Zoning changes can create nonconforming-use properties in two ways.
First. 8 zoning change from a lower to a higher use—such as a change from
single-family to commercial use—creates a property in transition. In this
case, the single-family residence does not conform to the current zoning
ordinance. but is an underimprovement of the site, The single-family resi-
dence either will be removed almost immediately and the site improved to
its highest and best use or it will be an interim use until it is more convenient
to improve the site to its highest and best use. The valuation of a noncon-
forming-use property as an underimprovement is not difficult, and there is
sufficient literature on the valuation of interim properties and properties in
transition.

This article is concerned with the second type of nonconforming
property—an overimproved property created either by downzoning or a
partial taking in an eminent domain action. An overimproved property is
created by a zoning change from higher to lower density caused by density
reduction. floor area ratio reduction, setback requirement increases.
increases in parking requirements, limitations on height, etc. Any of these
changes reduces the maximum size of the building that can be constructed
on the site. The term *‘overimproved property’’ describes a property that is
overimproved for the site, based on the current zoning requirements, not
overimproved for the neighborhoed.

FRADITIONAL APPROACHES IMBALANCED

It is difficult to appraise nonconforming-use properties because the
relationships among the three traditional approaches to value—the cost
approach on one hand. and the market and income approaches on the other
hand—become distorted, If the cost approach is used, the site will have less
value because of the decrease in use and, therefore, the value indication by

2. Byt N. Boyee, Rewf Estate Appratal Terminology (Chicago: American Instituly of Real Estate
Appraisers apd the Society of Resl Estate Appraisers. 1975, p, 142

The Appraisal Journal, January 1987
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this approach will be less than the value indication before the zoning change,
Although the value indication by the cost approach generally will be less
than the value indication before the zoning change, the income and market
approaches may not be affzcted significantly. An investor will receive the
same income stream before and after the zoning change; thus, the value
indication by the income approach will remain refatively unchanged,

[t may be argued that the quality of the income stream will be reduced by
the downzoning, The owner now will have the risk that if the bullding is
destroyed by fire or some other disaater, it cannot be replaced. Therefore,
because the income stream could be terminated at some time in the future,
the capitalization rate will be increased and the value Indication by the
tncome approach will be lower. But, if the risk of a fire or other disaster is
low and the building can be fully insured, it is unlikely that an investor will
require any measurable increase in the capitalization rate,

Market sales probably will not reflect a decrease In value gven though
the site value in an unimproved state might be reduced as a result of
downzoning. An fnvestor buys a total package of land and building and
probably is unaware that fewer apartment units or less rentable area could
be constructed if the site were vacant. An investor in an older building
probably will be mare concerned because he(she) may be faced with the
replacement of the existing improvements in the near future.

For example, presume that a municipality enacted a zoning reduction
from 25 units per acre to 10 units per scre as of January 1, 1979, A one-acre
site is improved with a 23-unit rental apartment building constructed in
1976, Sales indicate fand value of 33,000 per unit when zoning density is 25
units per acre, and $4,000 per unit when zoning density is 10 units per acre,
The estimated total cost of the 25-unit building would be $375,000, with
physical depreciation for the three-year period estimated at $25,000. The
cost approach with and without the zoning change would be as follows:

With Without

Zoning Change  Zoning Change
improvements {cost naw) $375,000 $375,000
t.ess! acorued depraciation 25,000 25,000
Depreciatad vaiue of improvements 350,000 350,000
Plus: land valus 40,000 75,000
Value indlcation by cost approach $390,000 $425,000

Market sales of existing apartment buildings located on similar down-
zoned land or in areas that have not been downzoned will support a value in
line with the $425.000 indication. The value indication by the income ap-
proach also will be in line with the $423,000 indication, presuming there are
no other unusual factors. {n this example, there is a difference of $35,000
between the values determined by the cost approach and the other two
approaches,

QUINLIVANAOHNSON: Nonconforming-Use Properiies 47
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MODIFICATION OF THE COST APPROACH

Mauny appraisers may ignore the concept of valuing the site as if vacant and
able to be put {o its highest and best use. These appraisers apparently
believe that the existing improvements add to the site’s value and, thus, they
treat the site as improved, Appraisers have stated that the use of this theory
ia supported by the land residual technique. .

Treating the site as improved will correct the imbalance between the
cost approach and the other two approaches, buf this method is vot con-
ceptually sound. 1t violates the basic principle that the site be valued as if
vacant and able to be put to its highest and best use. Appraisers who have
not studied the current zoning may be unaware that the property is a
nonconforming-use property and, therefore, may treat the site as improved,

Another possible modification in the cost approach would be to reduce
the rate of depreciation of the building because the zoning change has
extended its economic life. In many areas, buildings that formerly would
have been demolished remain in use after the density of the site has been
lowered. Therefore, the amount of depreciation has been reduced. On the
other hand, it has been argued that nonconforming proparties have a shorter
economic life because major repairs, alterations, and remodeling are not
permitted. This is due to zoning ordinance provisions pertaining to non-
conforming properties which restrict the type of alterations, size of
alterations, or dollar amount of elterations {e.g.. 20% of assessed value).
However, experience has shown that few buildings——conforming or
nonconforming—undergo extensive alterations, Therefore, the remaining
economic life of nonconforming-use buildings will be at least as long as the
lives of conforming-use buildings.. Furthermore, it can be argued that
nonconforming buildings have a longer remaining economic life than con-
forming buildings due to the economic advantages they enjoy as a result of
downzoning; e.g., greater densities than currently allowed.

Although extending the economic life of the building may decrease its
actual depreciation, there still will be a difference in the indications pro-
duced by the cost approach and the other two approaches. Even if we allow
for no physical deterioration in that portion of the cost approsch example
cited above, which indicated a value of $390,000 after the zoning change,
there still will be a $10,000 difference between the values indicated by the
cost approach and the other two approaches, With the zoning change, the
value indication by the cost approach will be 3415.000; the other two
approaches indicate a value of $425.000.

Mourray’s article addresses this same issue.¥ He cites an example of a
single-family residence located on a 1,500-square-foot lot. A recently
enacted zoning ordinance changes the minimum ot size to 7,500 square feat,

3. Mourray, op. cit., pp. 59239&

The Appraisal Jouraal, January 1981
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The site. if vacant. will have only a nominal value. Mourray estimates the
total property value to be $4.000. However. trom an abstraction of can-
forming residence sales, he values the building improvements at $2,750 and
the site improvements at $100. with the site having a nominal value of $100.
These three components total $2,950, but the market value is estimated to
be $4.000. Mourray calls this $1,050 difference '‘combined-use variance, ™
His calculation is:

Land, bare $ 100
Dwelllng contribution 2,750
On-site improvement contribution 100
Combinad-usa variance 1,060

Estimated market value $4,000

Mourray recognizes that there is a bonus value (combined-use variance)
to the property because it {s allowed to remain as a nonconforming-use
property 50 long as the building exists. This bonus value also can be called
“variance value.' “‘nonconforming-use value,” *‘building bonus value,”
etc, These values are used in the cost approach or summation to equate the
sum of the parts to market value.

POSITIVE ECONOMIC OBSOLESCENCE

In the authors’ opinion, these labels do not describe the economic concept
of bonus value properly. Bonus valite will exist only so long as the building
exists. Therefore. as the building improvements decrease in value. the
bonus value also will decrease. Therefore, the bonus value Is, in effect. a
pasitive form of depreciation which declines In value as the building value
decreases. Because the form of depreciation is caused by factors outside the
praperty. the authors prefer to label this bonus value *‘positive economic
obsolescence, "

Although the term appears to be about as paradoxical as a ‘‘square
circle,"" the concept accurately describes the situation created by a non-
conforming-use property and, thus. is essential in the allocation of total
property value. The concept of positive economic obsolescence recognizes
beth the bonus value to the improvements and the fact that the bonus
decreases in valuz along with the building improvements.

ttis not difficult to measure positive economic obsolescence. Generally,
it will be a plug figure that is the difference between the market value of the
nonconforming-use property as established by the market comparison ap-
proach and/or income upproach and the value indication by the cost ap-
proach. We now can see that the valie indication by the cost approach for a
nonconforming-use property is not a reliable indicator of market value. The

QUINLIVANIOHNSON: Nonconforming-Use Properties 49
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income approach. the market comparlson approach, ora combination of the
two best indicates market valve,

Using the concept of positive economic obsolescence and the procedure
outlined for estimating this vahie, the cost approach calculation for the
nonconforming-use property example cited previously is:

improvements (cost new) $375,000
Less: accrued depreciation

physical detarioration -~ 25,000
positive sconomic obsolescance +35,000

Total 10,000 10,000

Depreoiated value of improvements $385,000

Plus: land value 46,000

Value indication by cost approach $425,000

Why is it necessary to go through this procedure if the value Indication
by the cost approach, using an adjustment for positive economic obsoles-
cence, is identical to the value indication by the cost approach basing the
site value on the exlsting improvements? It may appear that once the
appraiser recognizes that the property is a nonconforming-use property. he
can use the income and market comparison approaches to value and not be
concerned with the procedure of equating the cost approach with the other
two approaches.

However, in appraising real estate there are many oc¢casions when the
market value must be broken down into land and improvements: e.g., for tax
assessments, estimation of building depreciation, establishment of ground
rent, condemnation appraising. etc. In these situations, the allocation of all
the value components must be outlined and the concept of positive eco-
nomic obsolescence must be recognized when applicable.

Appraisers must return to the basic concept that land be valued as if
vacant and able to be put to its highest and best use. Forconvenience, many
appraisers value the site of a nonconforming-use property as improved,
believing that the bullding improvements can give additional value to the
fand.

However. there are times when the value of an improved site will be at
Issue; e.g.. in estimating ground rent, The ground Jease of a 300-unit aparl-
ment building may call for the site to be valued every 10 years, with the rent
to be 10% of the market value of the site. However, a zoning ordinance may
reduce to 150 the number of units that currently can be constructed on that
site, The appraiser should be careful to appraise the site based on the
number of units that can be consiructed at the time of appraisal—not the
actual number of units already on the site.

The Approisal Journal, Jannary 1981
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CONCLUSION

This is nout lntended (o be an exhaustive divcussion of the problerms assuui-
ated with appraising nonconforming-use properties. The authors have fo-
cused on one type of nonconforming-use proparty—the overimproved
property—and have been concerned with recognizing the appraisal issue of
nonconforming-use properties. They suggest the concept of positive eco-
notic obsolescence should be used when bonus valuc to the improvements
is created by an overimproved nonconforming property. This ¢oncept is es-
sential in the allocation of the total property value. The authors also urge
appraisers Lo return, when neceasary, to the basic concept of valuing the site
as if vacant and able to be put to its highest and best use, We hope that this
article witl draw more attention to this acglected area of appraising.

QUINLIVANAOHNSON: Nonconforming-Use Propertics 31
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