
Review Pacific Ridge Osgood Place, LP 
 
County Board of Equalization Appeal 
 
Mr. Boswell is protesting his 2018 valuation for his property located at 5050 40th Ave S in Fargo, 
parcel number 01-7001-00650-000. Mr. Boswell contacted me on April 27th and I completed an on-
site inspection of the 117 unit property with Petter Eriksmoen, Appraisal Service, Inc., Wayne Ham, 
City of Fargo Assessment Office, and the property manager. 
 
Cass County Board of Commissioners: 
 
Mr. Boswell initially requested a reduction to the value of his property at the Fargo City Board of 
Equalization from $10,495,000 to $5,606,094, based on his application of the income approach to 
value. He emailed me on May 25th with an updated appraisal and a notification that he had a large 
error in his Net Operating Income (NOI) calculation and is now requesting a reduction in value from 
$10,495,000 to $9,760,000, which is the value determined from Mr. Eriksmoen’s appraisal.  
 
Mr. Ericksmoen’s appraisal utilizes the three approaches to value with the most emphasis placed on 
the income approach. The appraisal suggests an effective value date (as is value) of May 15th, 2018 
which is after the February 1st Assessment date, but goes on to state that no substantial changes have 
occurred that would affect the value of the property since February 1st. On a final note, Mr. 
Eriksmoen’s appraisal uses a different definition of Market Value than the North Dakota Century 
Code. 
 
The City of Fargo provided a detailed write-up of the property, prior to Mr. Boswell adjusting his 
PowerPoint presentation and valuation request to $9,760,000. In the city write-up, the three 
approaches to value are utilized detailing equitability amongst competing properties. After the City 
of Fargo’s initial review there was no increase in value between 2017 and 2018.  
 
I had the opportunity to complete an on-site inspection of the property and sufficiently review the 
information provided by both parties. Although slightly lower in value, the appraisal submitted by 
Mr. Eriksmoen supports the current valuation set by the Fargo Assessment office. In their income 
approach, both the appraisal and The City of Fargo arrive at a similar NOI and the use of the correct 
cap rate is subjective. The City of Fargo demonstrated that their valuation, through the three 
approaches to value, is an equitable representation of similar competing properties.        
 
SUGGESTED MOTION:  “Accept the City of Fargo’s 2018 certified value of $10,495,000 for 
the 2018 taxable year.”  
 
Dated this 29th day May, 2018 
 
 

__________________                                              
 
Paul Fracassi 
Director of Tax Equalization 
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Mr. John Boswell is protesting the 2018 value of the above referenced parcel.  In the process of 
reviewing the value of this parcel, an inspection of the property occurred on May 15, 2018 with 
Paul Fracassi, Cass County Tax Director, Petter Eriksmoen, Appraisal Service, Inc, and the 
property manager. 
 
Parcel improvements include a three-story apartment building (constructed in 2005) with 117 
apartment units, a rental office, community room, and exercise room.  Additionally, there is 
heated underground parking for approximately 122 vehicles, nine garage structures with 119 
single garage stalls, and approximately 77 surface parking spaces. 
 
A 2018 reappraisal effort of similar properties resulted in an initial increase from $10,495,000 to 
$11,582,000.  A subsequent review, triggered by Mr. Boswell’s inquiry, resulting in a reversion 
to the previous value of $10,495,000.  As recapped in the following table, Mr. Boswell is 
requesting value of $5,606,094, a reduction of $4,888,906 or 46.6%. 
 

 
 
The applicant has stated, and included in a PowerPoint presentation, that the present value of 
$10,495,000 equates to a 4.11% implied overall capitalization rate (OAR) and does not apply to 
the Fargo market but that more of the San Francisco market.  Arriving at that conclusion, the 
applicant incorrectly includes financing expenses of $276,125 as part of the operating costs of 
the property. 
 
The Dictionary of Real Estate Appraisal, 6th Edition, as published by the Appraisal Institute 
defines Net Operating Income (NOI) as “The actual or anticipated net income that remains after 
all operating expenses are deducted from effective gross income but before mortgage debt 
service and book depreciation are deducted.” 
 
When the expenses and subsequent Net Operating Income (NOI) are accurately determined the 
result is a cap rate of 6.74% and considered reasonable for the Fargo market.  
 
 
ASSESSMENT DEPARTMENT RECOMMENDATION 
 
Retain the value of $10,495,000 on 5050 40 Ave S for the 2018 assessment. 
 
 
 
 

Requested Certified Non-Certified Certified Certified Certified
2018 2018 2018 2017 2016 2015

Land Value 1,159,000$         1,159,000$         1,159,000$         1,159,000$         869,000$            869,000$            
Improvement Value 4,447,094$         9,336,000$         10,423,000$       9,336,000$         9,626,000$         9,126,200$         
True & Full Value 5,606,094$         10,495,000$       11,582,000$       10,495,000$       10,495,000$       9,995,200$         
Building Area (sf) 166,453               166,453               166,453               166,453               166,453               166,453               
Apartment Count (0/28/71/18) & Total 117                      117                      117                      117                      117                      117                      
Land Area (sf) 289,680               289,680               289,680               289,680               289,680               289,680               
Total Value / sf (Bldg Area) 33.68$                 63.05$                 69.58$                 63.05$                 63.05$                 60.05$                 
Improvement Value / sf (Bldg Area) 26.72$                 56.09$                 62.62$                 56.09$                 57.83$                 54.83$                 
Land Value / sf (Land Area) 4.00$                   4.00$                   4.00$                   4.00$                   3.00$                   3.00$                   
Total Value / Apartment 47,915$               89,701$               98,991$               89,701$               89,701$               85,429$               
Improvement Value / Apartment 38,009$               79,795$               89,085$               79,795$               82,274$               78,002$               
Dollar Change (from 2018 Certified Value) (4,888,906)$        (1,087,000)$        1,087,000$         -$                     499,800$            (from Prior Year)
Percent Change (from Certified Value) -46.6% 10.4% 0.0% 5.0% (from Prior Year)

Change Cause Recheck Appraisal Land w/ Zero Net Market Index

Pacific Ridge Osgood Place, LP Assessment Department
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5050 40 Ave S (Looking South) 
Subject Property: Osgood Place Apartments 

 

 
 

5050 40 Ave S (Looking South from 40th Ave) 
Subject Property: Osgood Place Apartments 
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Sample Interior Photos  
Subject Property: Osgood Place Apartments  
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The following is a reproduction of Page 5 of the draft “Statement of Operations” for the period 
ending December 31, 2017 as prepared by Swalm & Associates, P.C. on March 19, 2018. This 
reproduction removes the financing costs from the expenses resulting in a revised NOI that is 
reflective of the current NOI definition as published by the Appraisal Institute. 

 

 
 

Formula: 2017 Net operating Income / Assessed Valuation = Implied OAR 
Applicants Determination: $431,491/ $10,495,000 = 4.11% 

 
Recalculation before Financing (mortgage debt service and book depreciation) 

$707,625/ $10,495,000 = 6.74% 
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The following is page 22 of the PowerPoint Mr. Boswell provided this office with the corrected 
NOI and present value of the property reflected resulting in an Implied Overall Capitalization 
Rate (OAR) of 6.74%. 
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The following table recaps the reconstructed operating statement for the period 2015 through 
2017 and an estimate of a stabilized 2018 operating statement based on the prior three years.  
The reconstructed operating statement considers only actual costs to operating the property as 
originally designed; it does not consider costs, (as incurred) due to management decision, such as 
the conversion of several units within the complex to fully furnished units for corporate 
occupancy.  An explanation relating to “supplies” was not obtained and is questioned due to the 
classification and amount reflected. 
 
 

 
  

166,453 Bldg Area 2018 Land Value 1,159,000$   
117         Units 2018 Impr Value 9,336,000$   

2018 Total Value 10,495,000$ 

% of EGI % of EGI % of EGI % of EGI
Rents 1,293,365$   98.00% 1,281,634$ 98.22% 1,298,224$ 97.32% 1,305,878$   97.95%
Inv Income 264$              0.02% 223$            0.02% 258$            0.02% 247$              0.02%
Laundry Income 1,056$           0.08% 1,011$         0.08% 754$            0.06% 292$              0.02%
Tenant Charges 18,477$         1.40% 17,751$       1.36% 16,060$       1.20% 16,215$         1.22%
Mis Rev 6,599$           0.50% 4,181$         0.32% 18,672$       1.40% 10,552$         0.79%
EGI 1,319,760$   100.00% 1,304,800$ 100.00% 1,333,968$ 100.00% 1,333,184$   100.00%

Adv & Mktg 40,913$         3.10% 40,250$       3.08% 42,351$       3.17% 45,632$         3.42%
Other Rental 3,299$           0.25% 2,955$         0.23% 6,333$         0.47% 3,376$           0.25%
Office Salaries 24,416$         1.85% 23,560$       1.81% 23,422$       1.76% 25,535$         1.92%
Office Expense 330$              0.03% 309$            0.02% 4,800$         0.36% 4,440$           0.33%
Management 52,790$         4.00% 52,042$       3.99% 52,160$       3.91% 52,305$         3.92%
Audit Fees 13,198$         1.00% 13,420$       1.03% 12,768$       0.96% 4,751$           0.36%
Acctg Fees 6,599$           0.50% 6,188$         0.47% 6,278$         0.47% 14,332$         1.08%
Bad Debt 13,198$         1.00% -$             0.00% -$             0.00% 13,688$         1.03%
Misc Admin 660$              0.05% 1,593$         0.12% 68$              0.01% 347$              0.03%
Electric 32,334$         2.45% 30,629$       2.35% 33,027$       2.48% 31,766$         2.38%
Water/Sewer 32,334$         2.45% 30,196$       2.31% 31,936$       2.39% 32,791$         2.46%
Gas 19,796$         1.50% 18,022$       1.38% 19,307$       1.45% 25,478$         1.91%
Supplies ??? 125,377$       9.50% 131,689$    10.09% 108,571$    8.14% 92,827$         6.96%
Contracts 29,035$         2.20% 33,189$       2.54% 26,355$       1.98% 28,162$         2.11%
Garbage 7,259$           0.55% 7,096$         0.54% 7,070$         0.53% 7,306$           0.55%
Security 924$              0.07% 885$            0.07% 894$            0.07% 885$              0.07%
Snow/Grounds 9,898$           0.75% 14,121$       1.08% 7,415$         0.56% 8,479$           0.64%
Insurance 50,811$         3.85% 50,150$       3.84% 50,279$       3.77% 49,847$         3.74%
Total Exp 463,170$       35.10% 456,294$    34.97% 433,034$    32.46% 441,947$       33.15%

NOI 856,590$       5.15$      848,506$    65.03% 900,934$    67.54% 891,237$       66.85%

P&L B/F Depreciation 431,491$    
+ Financing Costs 276,125$    
NOI w/ RE Taxes 707,616$    6.7% OAR
Real Estate Taxes 132,159$    

NOI w/o RE Taxes 839,775$    8.0% Loaded OAR

OAR (Mtg Equity) 6.90%
Tax Load 1.30%
Loaded OAR 8.20%

Indicated Value (Rnd) 10,442,000$ 
$/sf 62.73$           

$/Apt 89,248$         

2017 Audited Profit & Loss Statement

20152018 Stabilized

Pacific Ridge Osgood Place
5050 40 Ave S
01-7001-00650-000

2017 2016
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The following table recaps comparable apartment sales bracketing the year of the subject 
properties purchase and subsequent years.  Recapped are several units of comparison as well as 
the mean and median units of comparison.  At the time of the subject properties purchase, the 
median price per square foot of building area was $64.94 while the median price per apartment 
was $75,222 (contrast to $54.47 and $77,491).  The mean and median has varied throughout the 
subsequent years; however, the overall median price per square for the years 2013 through 2018 
is $80.88 while the median price per apartment is $91,869.  This represent a 24.5% increase in 
purchase price on a per square foot basis and a 22.1% increase in purchase price on a price per 
unit basis. 
 

 

Bldg Name Sale Date Adj Sale $ Yr Bltal Sale $ / Bldg ATotal Sale $ / Apotal # Aptg Gross Apt Ag Net Apt A
4422 30 AVE S 09-Sep-10 3,099,450$        2008 75.73$         73,796$       42       975          864      
4450 30 AVE S 09-Sep-10 3,099,450$        2008 75.73$         73,796$       42       975          864      
3155 43 ST S 17-Jun-11 3,266,900$        2008 54.15$         77,783$       42       1,436       1,237   
3142 44 ST S 17-Jun-11 3,219,200$        2007 52.92$         76,648$       42       1,448       1,237   

Mean 2008 64.63$         75,506$       42       1,208       1,050   
Median 2008 64.94$         75,222$       42       1,205       1,050   

5050 40 AVE S - SUBJECT 30-Sep-10 9,066,400$        2005 54.47$         77,491$       117    1,423       1,165   

Bldg Name Sale Date Adj Sale $ Yr Bltal Sale $ / Bldg ATotal Sale $ / Apotal # Aptg Gross Apt Ag Net Apt A
4630 33 AVE S 30-Apr-13 3,227,800$        2012 80.56$         89,661$       36       1,113       978      
4640 33 AVE S 30-Apr-13 3,235,100$        2012 80.74$         89,864$       36       1,113       978      
4677 49 AVE S 4685 49 AVE S 4    11-Jul-13 11,578,500$     2012 70.67$         94,134$       123    1,332       1,151   
4071 34 AVE S 12-Nov-13 3,247,700$        2012 81.05$         90,214$       36       1,113       978      

Mean 2012 78.25$         90,968$       58       1,168       1,021   
Median 2012 80.65$         90,039$       36       1,113       978      

4045 34 AVE S 30-Jan-14 3,246,600$        2012 81.03$         90,183$       36       1,113       978      
4751 46 ST S 19-Feb-14 4,147,000$        2013 75.76$         92,156$       45       1,216       1,058   
4045 34 AVE S 14-Apr-14 3,247,700$        2012 81.05$         90,214$       36       1,113       978      

Mean 2012 79.28$         90,851$       39       1,148       1,005   
Median 2012 81.03$         90,214$       36       1,113       978      

4083 34 AVE S 29-Oct-15 3,497,300$        2014 87.28$         97,147$       36       1,113       978      
4425 31 AVE S 28-Dec-15 3,846,500$        2004 63.66$         91,583$       42       1,439       1,237   
3120 44 ST S 28-Dec-15 3,884,500$        2006 64.39$         92,488$       42       1,436       1,237   

Mean 2008 71.78$         93,740$       40       1,329       1,151   
Median 2006 64.39$         92,488$       42       1,436       1,237   

4083 34 AVE S 26-Jan-16 3,494,800$        2014 87.22$         97,078$       36       1,113       978      
4083 34 AVE S 04-Oct-16 3,504,760$        2014 87.47$         97,354$       36       1,113       978      
2479 60 AVE S 5931 24 ST S 15-Dec-16 4,009,100$        2013 83.36$         95,455$       42       1,145       1,007   

Mean 2014 86.01$         96,629$       38       1,124       988      
Median 2014 87.22$         97,078$       36       1,113       978      

  3401 41 ST S 26-Sep-17 3,987,900$        2016 99.71$         110,775$     36       1,111       956      
3620 42 ST S 31-Jan-18 2,526,400$        2013 58.71$         70,178$       36       1,195       951      
1940 DAKOTA DR N 1920 DA   01-Mar-18 4,811,800$        2001 71.67$         84,418$       57       1,178       1,012   

Mean 2007 65.19$         77,298$       47       1,187       982      
Median 2007 65.19$         77,298$       47       1,187       982      

Overall Mean 2011 78.39$         92,056$       44       1,185       1,027   
Overall Median 2012 80.88$         91,869$       36       1,113       978      

Comparable Apartment Sales @ Time of Subject Sale

Comparable Apartment Sales From 2013 through 2018
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The following table recaps the 2018 value of “box style” apartment buildings without 
underground parking and with underground parking that bracket the subject’s age. (Box style 
apartments are contrast to townhome style apartments due to the common area i.e. hallways, 
laundry facilities, etc. associated with this type of building.)  Based on a review of these values, 
the subject property appears to be valued equitably. 
 

 
 
  

Land Addr  Tot Land Value  Impr Value  T&F Value Yr Blt
 Tot Val / 

sf  Tot Val / Apt 
 Total 
Apts 

 Avg Gross 
Area / Apt 

 Avg Net 
Area / Apt 

4161 18 AVE S 408,000$        4,366,600$   4,774,600$   2002 67.89$     79,577$         60   1,172       1,034       
1951 DAKOTA DR N 574,000$        4,566,700$   5,140,700$   2007 74.54$     88,633$         58   1,189       968          
1431 OAK MANOR AVE S 255,000$        3,081,300$   3,336,300$   2003 67.94$     69,506$         48   1,023       904          
3135 BROADWAY N 151,000$        2,466,400$   2,617,400$   2004 59.39$     68,879$         38   1,160       886          
4379 33 AVE S 579,000$        4,390,100$   4,969,100$   2008 72.45$     82,818$         60   1,143       1,017       
4379 33 AVE S 579,000$        4,410,900$   4,989,900$   2008 72.75$     83,165$         60   1,143       1,017       
5231 AMBER VALLEY PKWY S 378,000$        2,230,300$   2,608,300$   2003 68.26$     74,523$         35   1,092       957          
5251 AMBER VALLEY PKWY S 405,000$        2,105,600$   2,510,600$   2004 68.61$     71,731$         35   1,046       912          
5351 AMBER VALLEY PKWY S 291,000$        2,190,400$   2,481,400$   2004 67.81$     70,897$         35   1,046       912          
5331 AMBER VALLEY PKWY S 276,000$        2,156,600$   2,432,600$   2004 66.48$     69,503$         35   1,046       912          
5301 AMBER VALLEY PKWY S 290,000$        2,092,600$   2,382,600$   2004 65.11$     68,074$         35   1,046       912          
5170 AMBER VALLEY PKWY S 1,113,000$     8,829,400$   9,942,400$   2002 61.45$     85,710$         116 1,395       1,197       
4422 30 AVE S 383,000$        2,814,000$   3,197,000$   2008 78.11$     76,119$         42   975           864          
4422 30 AVE S 383,000$        2,790,000$   3,173,000$   2008 77.52$     75,548$         42   975           864          
4466 47 ST S 266,000$        2,255,000$   2,521,000$   2005 69.60$     70,028$         36   1,006       890          
4452 47 ST S 393,000$        2,123,800$   2,516,800$   2005 75.29$     76,267$         33   1,013       889          
4482 47 ST S 268,000$        2,263,400$   2,531,400$   2005 69.89$     70,317$         36   1,006       890          
4536 47 ST S 268,000$        2,263,400$   2,531,400$   2005 69.89$     70,317$         36   1,006       890          
4522 47 ST S 386,000$        2,110,000$   2,496,000$   2006 74.67$     75,636$         33   1,013       889          
4550 47 ST S 257,000$        2,253,600$   2,510,600$   2006 69.31$     69,739$         36   1,006       890          
4574 44 AVE S 767,000$        2,715,400$   3,482,400$   2006 71.50$     69,648$         50   974           748          
350 26 AVE N 348,000$        2,869,000$   3,217,000$   2007 55.14$     74,814$         43   1,357       762          
4425 31 AVE S 437,000$        3,744,500$   4,181,500$   2004 69.20$     99,560$         42   1,439       1,237       
3120 44 ST S 449,000$        3,885,200$   4,334,200$   2006 71.84$     103,195$       42   1,436       1,237       
3155 43 ST S 390,000$        3,842,600$   4,232,600$   2008 70.16$     100,776$       42   1,436       1,237       
3142 44 ST S 401,000$        3,813,100$   4,214,100$   2007 69.85$     100,336$       42   1,436       1,237       

Mean 2005 69.41$     78,666$         45   1,138       967          
Median 2005 69.73$     75,181$         42   1,046       912          

2900 34 AVE S 375,000$        8,095,000$   8,470,000$   2002 62.59$     89,158$         95   1,425       1,227       
705 13 AVE N 303,000$        4,976,000$   5,279,000$   2002 63.78$     85,145$         62   1,335       1,049       
1709 25 AVE S - SegID 1 1,342,000$     12,460,000$ 13,802,000$ 2007 84.74$     106,992$       129 1,263       433          
1709 25 AVE S - SegID 2 -$                 7,699,000$   7,699,000$   2010 78.78$     104,041$       74   1,321       441          
1709 25 AVE S - SegID 3 -$                 8,600,000$   8,600,000$   2013 80.94$     111,688$       77   1,380       432          

Mean 2007 74.16$     99,405$         87   1,345       716          
Median 2007 78.78$     104,041$       77   1,335       441          

5050 40 AVE S - SUBJECT 1,159,000$     9,336,000$   10,495,000$ 2005 63.05$     89,701$         117 1,423       1,165       

2018 Values of Box Style Apartments w/o Underground Parking

2018 Values of Box Style Apartments w/ Underground Parking
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The following is a reproduction of the cost approach utilized to value this property for the 2018 
mass reappraisal.  The cost approach used by this office is based on a mass appraisal model 
calibrated to reflect market activity.  This differs from a standard cost approach utilizing only 
replacement cost new, less depreciation, plus land value. 
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The following is the owner’s description of this property as depicted at 
https://www.pacridgeproperties.com/residential.  Of interest “was bought at a significant 
discount to replacement cost”, financed with 35 year fixed-rate financing at a 3.9% interest rate” 
and “has enjoyed extraordinary returns”. 
 
 

 
 
  

https://www.pacridgeproperties.com/residential
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The following correspondence was received from the applicant on March 28, 2018 and presented 
to the City Board of Equalization for their consideration on April 10, 2018.   
 
From: John Boswell [mailto:jb657@sbcoxmail.com]  
Sent: Wednesday, March 28, 2018 12:03 PM 
To: Wayne Ham <WHam@FND.gov>; Wham@fnd.gov 
Cc: Wayne Ham <WHam@FargoND.gov> 
Subject: FW: Property Tax 
 
Hi Wayne, 
 
My first email bounced back so I sent it several different ways. 
 
I ran the numbers and was very surprised by the result. 
 
I am requesting a decrease in valuation of Osgood Place at 5050 40 AVE S, Parcel Number 01-7001-00650-000 from the 
proposed valuation of $11,582,000. 
 
I am requesting a revised valuation of $5,606,094. This number was calculated by taking 2017 NOI, adding back depreciation, 
and dividing the result by a 7.5% capitalization rate. 
 

2017 NOI ($161,896.78) plus depreciation ($258,560.34) =Adjusted NOI ($420,457.12)/Capitalization rate (7.5%) = 
$5,606,094.93. 
 
Attached are the following documents: 
 

A) 2015, 2016 and 2017 Financial Statements. The 2015 statement is stamped “Pending”. I never received any revision 
to it from the management company. 

 
B) A current rent roll. 

 
C) December 17 Market Survey 

 
My comments are: 
 

1) Fargo can accurately be described as a severely distressed tertiary rental market. Physical vacancy in Area 5, where 
Osgood Place is located, was 13.84%, according to the December Market Survey attached. This would indicate falling 
rents. 

2) A review of the NOI (adjusted by including depreciation) for the project reveals that it has dropped from 462,798.15 
in 2015 to $420,457.12 in 2017. 

3) Deteriorating markets result in higher capitalization rates for obvious reasons. I do not believe a market as distressed 
as Fargo would warrant a 7% cap rate. I have used 7.5% 

 
Thanks for your consideration. I look forward to discussing this with you further. 
 
John Boswell 
Pacific Ridge Properties 
211 E Carrillo St  #204 
Santa Barbara, CA 93101 
(O) 805-899-3210 
(M) 805-729-1193 
Jb657@sbcoxmail.com 
www.pacridgeproperties.com 
 
 
 

mailto:Jb657@sbcoxmail.com
http://www.pacridgeproperties.com/


Osgood Place

Tax Assessment Analysis



5050 40th Ave S, Fargo, ND 58104



Current Status-Fargo Multi-family 
Market

1) Overbuilt
2) High Physical 9.75% and Higher

Economic Vacancy 

Severely Distressed





Osgood Place Location
South Fargo Area 5

Most new Construction
Highest Physical and 
Economic Vacancy Rate in 
Fargo 

14.45% 



Result: Falling Rents





Osgood Place Performance
in a Deteriorating Market

Between 2015 and 2017, Rents dropped 
slightly. Because of promotions and 
increased operating costs, Net Operating 
Income fell 30%. In the first quarter of 
2018, total income dropped 8.6% 
compared to 2017, and net operating 
income dropped 19.5% compared to 2017.



These are not happy times for 
apartment owners in Fargo. Many 

owners of newer properties are 
losing money, even after getting 

the properties fully leased up. Net 
income is not covering debt service



My 2018 assessment in the face of this 
severely distressed and deteriorating 

market?

A $1,0087,000 increase in my valuation!

10.35% Bump





3 Ways to Value Real Estate

Market Approach: Compare and adjust sales prices of 
comparable properties to determine value

Income Approach: Apply a capitalization rate to the 
income stream to determine value.

Cost Approach: Estimate replacement cost to 
determine value.

Question: Which of these is the most reliable 
method?



Most Reliable-Market Approach
Second Most Reliable-Income 
Approach

Least Reliable-Cost 
Approach



The Primary Method Used to 
Appraise This Property According 

the City Appraiser?

Cost Approach



As a result of using the cost approach, Osgood 
Place in a severely distressed, overbuilt market 

with sharply declining rents and income, 
receives a 10% increase in assessed value?

Why: The multi-family market is in free fall, but 
construction costs continue to rise so, using the cost 

approach, assessed property values go up. 

What’s wrong with this picture?

Flawed Methodology Leads to Absurd Result 



The Income Approach

How it works

Divide the project net operating income by the desired 
rate of return % (capitalization rate) to calculate the 
value of the project.

If the project makes $500,000 and you want a 10% 
return on your investment, you will pay $5,000,000 for 
it.     $500,000/10%=$5,000,000



Capitalization rates vary in 
different markets. Investors want a 

higher return in Topeka than in 
Manhattan or Los Angeles. The 
higher return the investor want, 
the higher the capitalization rate 

and the lower the price he/she will 
pay for the investment.



Example:  Apartment Project makes 
$100,000 per year (Net Operating Income)

If I want to earn 10% on my investment it’s
worth $1,000,000.

If I want to earn 5% on my investment it’s
Worth $2,000,000.

Higher Capitalization rate means lower 
Value.   



To apply the income approach to 
Osgood Place we take the 2017 Net 
operating income and divide it by a 

capitalization rate appropriate to the 
Fargo Market.

The question is: What should the
capitalization rate for Fargo be?



Marcus and Millichap 2018 Multi-family 
North American Investment Forecast



Osgood Place-Income Approach

2017 Net Operating Income/Assessed Valuation = Cap Rate 

Formula

$431,491/$10,495,000 = 4.11%

At the assessed valuation, the income from Osgood Place is being
valued as if the property were located in San Francisco or San Jose, 
the hottest and most desirable multi-family markets in the United 
States.

As the previous slide indicates, low 4% cap rates only apply to 
2 cities in the United States: 



According to the Income Approach 
Osgood Place is being valued as if it is 

located in San Francisco.

Does that make sense?



Conclusion: The assessor is using the 
cost approach in a rapidly declining 
market. This flawed methodology 
does not register deteriorating market 
conditions and is resulting in grossly
distorted over-valuations of 
multi-family property in Fargo. The 
methodology must be changed to 
correct these inaccurate valuations.



To the extent this cost-based 
appraisal methodology has 
been used to value other 
apartment projects in Fargo 
for tax assessment 
purposes, all of those 
properties need to be re-
assessed. 
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