





CAMERON J.A.

(1] Thisis an appeal from a decision of the Assessment Appeals Committee
of the Saskatchewan Municipal Board regarding the 2009 assessed value for
municipal tax purposes of the Heritage Inn, a hotel located in the City of

Moose Jaw and owned by Sasco Developments Ltd.

[2] The value of the land and building associated with the operation of the
hotel was assessed by the Saskatchewan Assessment Management Agency.
This agency, known as SAMA, serves by local appointment as the assessor for
a number of cities, including the City of Moose Jaw. As such, SAMA assessed
the value of the property at $8,777,300. Sasco Developments then appealed to
the City’s Board of Revision on the ground the valuation was excessive. The
Board agreed and reduced it to $5,257,704. With that, the City and SAMA
appealed to the Assessment Appeals Committee. The Committee decided the
Board of Revision had erred and therefore set aside its decision and restored

the original assessment.

[31 Sasco Developments then brought the appeal now before the Court. It
did so with leave granted pursuant to section 33.1 of The Municipal Board Act,
S.S. 1988-89, c¢. M -23.2, which provides for appeal, with leave, on questions
of law or jurisdiction. In general the appeal was taken on the grounds the
Committee erred in law, by misinterpreting or misapplying the relevant
assessment provisions of The Cities Act, S.S. 2002, ¢. C-11.1, and failed to

exercise its jurisdiction properly by failing to fully address the case before it.
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[8] There are three such methods. They are the income method, the cost
method, and the comparable sales method. Of the three, the income method is
preferred in relation to the assessment of hotel property. This is so because
hotels are revenue-producing properties that are typically built or bought
based upon their income-producing or investment potential. Hence this
method contemplates determining the annual net operating income that a hotel
property can be expected to generate in the market place, and then dividing
that amount by an appropriate capitalization rate, or a rate, used to convert

future income to present value, reflective of anticipated return on investment.

[9] Suppose, for example, that a hotel property may be expected to generate
annual net operating income of $600,000 and a capitalization rate of 10%,
or .10, is used for this conversion. Dividing the one by the other yields the
figure of $6,000,000. Assuming that each of the annual net operating income
and the capitalization rate has been determined appropriately, the market
value of the property may be taken to be $6,000,000 on the premise this is the
amount a prudent and knowledgeable buyer dealing at arm’s length could be

expected to pay for the property if seeking a return on investment of 10%.

[10] The example begs the question of how a municipal assessor, called upon
to estimate the market value of a hotel property using the income method of
appraisal, is to determine both annual net operating income and an appropriate
capitalization rate. Let us address this subject having regard for the process

of mass appraisal and its implications in this regard.

[11] To begin with, the income method draws upon the same basic principles
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in relation to both mass appraisal and single property appraisal. However, the
appraisal techniques vary appreciably from the one to the other. Among other
things, the techniques associated with mass appraisal are grounded in data
common to a group of properties, whereas the techniques associated with
single property appraisal are grounded in the main in data specific to a
particular property. This is of considerable significance for two reasons. First,
because the “market valuation standard” defined in section 163 must be met,
and can only be met if the assessed value of a property is “prepared using mass
appraisal.” Second, because subsection 165(1) explicitly states that an

assessment shall be prepared for each property “using only mass appraisal.”

[12] Mass appraisal is defined in section 163 to mean the process of
preparing assessments for a group of properties using standard appraisal
methods, employing common data and allowing for statistical testing. Read in
context, the term “a group of properties” may be taken on application to mean
a group of “similar” properties. And the term “common data” may be taken to
mean pieces of information in the form of facts and statistics pertaining to

market value and common to a group of similar properties.

[13] Hence, mass appraisal of hotel properties, using the income method
adapted to this end, entails gathering such pieces of information for the
threefold purpose of (i) classifying and grouping hotel properties by similarity,
a process known as stratification; (ii) establishing the common data base o e
requisite to the determination of the annual net operating income that a hotel
property in a group of similar properties can typically be expected to generate

in the market place; and (iii) selecting an appropriate capitalization rate.
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ITI. SAMA’s Response re: Hotel Valuation

(14] With the need in mind to gather such pieces of information for this
threefold purpose, SAMA collected a good deal of information pertaining to
a good many hotels. To a significant extent it did so in exercise of the powers
conferred upon assessors by section 171 of the 4c¢, having regard for the fact
the base date for assessment was fixed at June 30, 2006, a date that was to
remain in effect throughout the 2009-2012 assessment cycle. Thus SAMA
collected a plethora of information from hotels located within its assessment
jurisdictions, including the Heritage Inn, for the years 2004, 2005, and 2006.
The reason it collected this information for each of these years was to give it

a stable base of information with which to work in achieving the purpose.

[15] The information it collected extended to hotel location, physical
characteristics, amenities, number and kind of rooms available, room charges,
occupancy rates, and revenue and expenditure attributable to room rentals.
The information also extended to the revenue and expenditure attributable to
the operation of hotel dining rooms, lounges, beverage rooms, meeting rooms,
and so on, together with their seating capacities. In addition, the information
it collected included information regarding the sale and purchase over these

three years of a significant number of hotels.

[16] On the whole, this information, together with other information
gathered from other sources such as municipal and land titles records, enabled
SAMA to meet the threefold purpose for which the information was collected,

beginning with stratification.
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(i) stratification

[17] The information pertaining to such things as hotel location, physical
characteristics, amenities, occupancy rates, and so on enabled SAMA to
compile the common data needed to classify and group hotel properties by
similarity. Based thereon SAMA classified a number of hotel properties as
“Primary Accommodations.” Some of these, otherwise similar in many
respects, offered a limited range of services whereas others offered a full
range of services and amenities, meaning they not only had rooms for rent on
a daily basis but also had dining rooms and lounges and bars, meeting rooms,
and so on. Those that offered services such as these were further classified as
“Full Service Hotels”, and SAMA placed them into one of two groups,
depending in significant part on variations in location and occupancy rates.
The two groups were identified as “Major Urban With Rest./Bar” and “Minor
Urban With Rest./Bar.”

[18] With that, we may turn to the second purpose for which SAMA gathered

the information, namely to establish the data base for determining annual net

operating income when assessing the value of such hotel properties.

(ii) annual net operating income

[19] The information pertaining to the likes of the number and kinds of
rooms available, room charges, occupancy rates, and revenue and
expenditures attributable to room rentals, enabled SAMA to compile common

data related to room rental income and, on analysis, to put the data to use.
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property expected to generate $600,000 in annual net operating income would
serve to drive down the market value of the property from $6,000,000 to
$5,000,000 ($600,000 + $5,000,000 =.12 =12%). The idea, of course, is that
a buyer looking to purchase this property and realize a return on investment
of 12%, rather than 10%, would not be willing to pay $6,000,000 but only
$5,000,000, or $1,000,000 less.

[26] Mindful of all of this, SAMA collected information regarding the sale
and purchase of a number of hotel properties, including a significant number
that it regarded as similar. Its analysis of the common data derived from these
sales and purchases led it to conclude that a capitalization rate of 10% was
appropriate when estimating the market value of hotel properties within the
group identified as “Major Urban With Rest./Bar.”

{271 Once again, this is but a brief account of this process and is meant only
to illustrate in a general way how SAMA went about determining an

appropriate capitalization rate.

[28] To digress momentarily we might say, having regard for the whole of
the foregoing, that there is much more to the whole than this—more in the way
of technical content and precision, and principle and fact—but this will do for
the purpose of addressing the case before us. Indeed, at this early stage of
working with the new assessment scheme it is unwise to go farther afield than
necessary. Much in the way of contending with the provisions of the new
scheme lies ahead of us, meaning all of us having a hand in working with it.

That said, we may turn to the original assessment and how it was made.
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IV. The Original Assessment

[29] The Heritage Inn was built in 1979 on 233,040 square feet of land. It has
104 guest rooms of one kind or another on two storeys. In addition to offering
rooms for rent on a daily basis, it also offers food and beverage services. It has
a dining room, lounge, and beverage room. It also has a conference room, and
so on. The dining room seats 140 persons, the lounge 40, the beverage room

202, and the conference room 750.

[30] SAMA first classified the Heritage Inn as “Primary Accommodation”
and then further classified it as a “Full Service Hotel.” At that, it placed this
hotel property in the group of hotel properties identified as “Major Urban
With Rest./Bar.” Then, using the income method adapted to mass appraisal,
the agency estimated the market value of the property, as of the base date of
June 30, 2006, to be $8,777,300. This became the taxable assessment on the
combined authority of sections 166 and 167 of The Cities Act and sections 12
and 13 of The Cities Act Regulations, R.R.S., ¢. C-11.1, Reg 1.

[31] The assessed value of $8,777,300 reflects potential annual net operating
income of $877,730 and a capitalization rate of 10%. SAMA arrived at this
amount of income on application of the tables it had earlier established for use
in estimating the market value of hotel properties within the group identified
as “Major Urban With Rest./Bar”. The application of the tables entailed
applying their various median values to the number and type of hotel rooms
held by the Heritage Inn, together with the seating capacity of each of its

dining room, lounge, beverage room, convention room, and so on.
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that the appeal was taken on the ground “the assessment valuation is in excess
and should be lowered to reflect market value.” This was said to be so in light
of the fact that in the years 2004 to 2006 the Heritage Inn had not actually
generated annual net operating income of $877,730. According to the
information the hotel had earlier furnished SAMA, when the agency was
collecting information of this kind from various hotels, the hotel’s occupancy
rate was significantly lower than the median occupancy rate used by SAMA
in its calculations; and the hotel’s expenses were said to be significantly

higher.

[37] Thus the company submitted that SAMA should have estimated the
market value of the property based on its actual financial performance,
pointing out that this is what the agency had done when assessing the value
of a nearby property, namely Temple Gardens Mineral Spa. The company also
submitted that the capitalization rate of 10% used by SAMA was
inappropriate, suggesting the agency should have determined the
capitalization rate by means of the discounted cash flow method instead of the
direct capitalization method. In any event it said a capitalization rate in the
range of 11% to 12% should have been used, as was the case in other

assessment jurisdictions such as Regina and Saskatoon.

[38] Inresponse, SAMA contended that it was precluded from estimating the
market value of the Heritage Inn property based on its actual financial
performance. To do so would contravene the requirements of the assessment
scheme and its call for mass appraisal. As for the Temple Gardens Mineral Spa,

SAMA pointed out that this was a unique property—there was not another of
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of the Committee on such appeals is not to rehear the case, in the sense of
deciding anew whether the assessor erred, but to review the decision of the
Board of Revision for error as alleged in the notice of appeal: Regina (City)
v. Laing Property Corp. (cited earlier). If error be found, which is to say
material error which so affects the decision of the Board that its decision
cannot stand, the Committee is empowered by section 226 of the 4¢f to modify
the decision of the Board by adjusting the assessment either up or down. But,
according to subsection 226(3), the Committee is not permitted to vary a
non-regulated property assessment “using single property appraisal
techniques.” Nor, according to subsection 226(3.1), is it permitted to do so “if

equity has been achieved with similar properties.”

[42] The City and SAMA appealed on the grounds, among others, that the
Board of Revision erred in law (i) in failing to ensure that the assessed value
of the Heritage Inn property met the market value standard prescribed by
section 163 of the 4cr and (ii) by so varying the assessment as to create
inequity contrary to subsection 165(5). In consequence, they asked for relief
in the form of an order setting aside the decision of the Board and restoring the

original assessment.

[43] Sasco Developments appealed on the substantive ground that, despite
the significant reduction made by the Board of Revision, the assessed value
of the property nevertheless remained excessive, given the hotel’s actual
financial performance. Hence, the company asked for relief in the nature of

an order further reducing the assessed value to bring it into line with the
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company’s analysis of the value of the hotel property based on its own income

and expenses.

[44] The Committee first addressed the appeal by the City and SAMA. It
allowed their appeal on the primary ground the Board of Revision had erred
in law in ordering the agency to revise the assessed value of the property based
on the hotel’s “own income and expenses.” In so holding, the Committee said
that, while property owners might reasonably expect the assessed value of
their properties to reflect significant variations from the group norm, “to use
individual values offends the market value standard as the required statistical

testing is no longer possible.”

[45] In this same vein the Committee suggested, speaking hypothetically,
that by one means or another it might be possible within the context of a mass
appraisal model to accommodate individual variations of some kind. But this
was a matter beyond the scope of the appeal, it said, meaning consideration
of the matter would have to await an appeal focused specifically on alleged

deficiencies in the evaluation model employed by SAMA.

[46] From there the Committee went on to fault the decision of the Board of
Revision for holding that SAMA should have assessed the value of the
Heritage Inn property on the same basis the agency had assessed the value of
Temple Gardens Mineral Spa. In doing so, the Committee observed that the
assessment of the Temple Gardens property was not before it, making it
difficult to know just how that assessment had been prepared. Assuming,

however, that the agency had prepared it on the basis in general of Temple
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Gardens’ “own income and expenses”, the Committee suggested the assessed
value would not satisfy the market value standard. That said, the Committee
held that the Board of Revision had erred in this regard:
[15] The Board erred when it ordered a revision to the subject assessment based

on its own income and expenses to achieve equity with the Temple Gardens
Mineral Spa.

[47] The Committee then turned to the appeal of Sasco Developments and

dismissed it for the following reasons:

[16] The owner’s appeal is intended to modify the value stemming from the
[Board’s] decision, so in the normal course it must be dismissed as it is not possible
to improve upon an action that should not have been taken in the first place.

[48] In the end, having in the meantime discussed in general some of the
challenges and potential pitfalls in working with the new assessment scheme,

the Committee said this:

[34] In conclusion, for SAMA’s appeal, the Committee decides that the Board
erred in its decision to revalue the subject property based on its own income and
expenses. SAMA’s appeal is sustained. As the owner’s appeal is to revise the value
stemming from the Board’s incorrect decision, there is no avenue to do so,
therefore, the appeal is dismissed.

[35] Given the information in the record, the Committee finds that the value
must revert to the original roll value.
VII. The Appeal to the Court

[49] As remarked upon at the outset, Sasco Developments appealed on the eage 119 of 1961
grounds in general that the Assessment Appeals Committee erred in law, by

misinterpreting or misapplying the relevant assessment provisions of The
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Cities Act, and failed to exercise its jurisdiction properly by failing to fully

address the case before it.

[50] Let us begin with the alleged errors of law. They were raised in the form

of questions framed by counsel for the appellant. There are two such questions.

Each has to do with whether the Committee misconstrued or misapplied the

provisions of sections 163 and 165 of the Act.

The First Question

Did the Committee err in law by interpreting the requirements of the
“market valuation standard” and “mass appraisal” under The Cities Act
to preclude determination of a non-regulated property assessment by
taking into consideration some or all of the property’s own
characteristics?

[51] This question, viewed in the context of the decision of the Assessment
Appeal Committee, reduces to whether the Committee erred in law in holding
that the Board of Revision had erred in ordering SAMA to revise the assessed
value of the Heritage Inn based on “its own income and expenses.” This was
the primary ground upon which the Committee allowed the appeal from the
Board and restored the original assessment. Hence, the question that arises

out of the decision of the Committee is whether it erred in law in so holding.

[52] We are of the opinion it did not do so. SAMA was required by law to
prepare the assessment “using mass appraisal” in the words of the market
value standard defined in section 163 of the 4ct. And, in keeping with the

market value standard, the assessed value had to reflect “typical market
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conditions for similar properties.” Not only that, SAMA was required to “use
only mass appraisal”, in the words of subsection 165(1), which entails
preparing assessments “for a group of properties...employing common data
and allowing for statistical testing,” Hence, it was not open to the agency to
estimate the market value of the Heritage Inn property based in general on “its
own income and expenses.” This would amount, in effect, to single property

appraisal, using single property appraisal techniques.

[53) Nor was it open to the Board of Revision to direct that SAMA do so.
Boards of Revision are expressly prohibited, when it comes to non-regulated
property assessment, from varying an assessment using single property
appraisal techniques. Subsection 210(1.1) of The Cities Act states that,
notwithstanding the power in a board of revision to change an assessment by
increasing or decreasing it, “a non-regulated property assessment shall not be
varied on appeal using single property appraisal techniques.” The same

stricture applies, as we have seen, to the Assessment Appeals Committee.

[54] These provisions prohibiting variation using single property appraisal
techniques appear to be unique to Saskatchewan. At least they do not appear
in the legislation underpinning the decisions from other jurisdictions to which
we were referred in argument. Counsel for Sasco Developments referred us to
a number of such decisions, suggesting, among other things, that appellate
bodies in other jurisdictions are able, using single property assessment
techniques, to vary mass appraisal assessments. Whatever the case elsewhere,
based on legislation elsewhere, this is not permitted in Saskatchewan by
reason of subsections 210(1.1) and 226(3) of the Act.
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[55] The cases to which we were referred in this and related respects are
distinguishable on this basis, or on the basis of other aspects of the legislation
underlying them, including such cases as Assessor Area #09 (Vancouver) v.
Bramalea Limited, 1995 Canlii (BCSC); 697604 Alberta Ltd v. Calgary (City),
2005 ABQB 512; Chateau Lake Louise Corp. v. Improvement District No. 9,
2004 ABQB 579, 366 A.R. 318; Edcyn Inc. v. Nova Scotia, 2000 NSUARB
35; Mountain View (County) v. Alberta (Municipal Government Board), 2000
ABQB 594, [2001] 2 W.W.R. 398; and Nova Scotia (Director of Assessment
v. van Driel, 2010 NSCA 87, 296 N.S.R. (2d) 244.

[56] Decisions from other jurisdictions can be helpful to a better
understanding of things, but assessment schemes vary from province to
province in one respect or another, making it imperative to pay close attention
to the legislation underlying these decisions so as not to import ideas that are

incompatible with the assessment scheme in place in this province.

[57] Let us be clear as about all of this. We are of the opinion it is not open
to assessors in this province, employing the income method of appraisal
adapted to mass appraisal, to use singe property appraisal techniques that are
incompatible with mass appraisal techniques. In effect, then, it is not open to
assessors, employing this method to estimate the market value of a hotel
property, to do so on the basis in general of that hotel’s “own income and
expense.” Nor is it open to a board of revision to vary an assessment using
such techniques. Hence, we are of the opinion the Assessment Appeals

Committee did not err in law in holding that the Board of Revision had erred
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in ordering SAMA to revise the assessed value of the Heritage Inn based on

“its own income and expenses.”

[58] This is not to be taken as having any bearing upon what the Committee
had to say, speaking hypothetically, about the possibility by one means or
another of accommodating some individual variations from the group norm in
the context of a mass appraisal model. As the Committee suggested, this is a
complex and multi-faceted subject, the consideration of which it left for a case
specifically focused on the evaluation model used by SAMA, or some aspect

of the model.

[59] That brings us to the second question of law.

The Second Question

Did the Committee err in finding that the order of the Board to reduce
the assessment of the subject property by basing its assessment on its
own income and expenses did not meet the market value standard under
The Cities Act, notwithstanding SAMA’s own conclusion that the
assessment of another Primary Accommodation Property hotel on the
same basis met the market value standard.

[60] This question, unlike the first, has it genesis in the secondary rather than
the primary ground upon which the Assessment Appeals Committee allowed
the appeal from the Board of Revision. The secondary ground lay in the Board
having ordered a reduction in the assessed value of the Heritage Inn property
based on the hotel’s own income and expenses so as “to achieve equity with
the Temple Gardens Mineral Spa.” Given our response to the first question,

concerning the primary ground upon which the Committee allowed the appeal,
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the need to address the second is doubtful. So we shall keep our remarks to a

minimum,

[61] In essence the question concerns the application by the Committee of

subsection 165(5) of the 4ct, which reads thus:

(5} Equity in non-regulated property assessments is achieved by applying the
market valuation standard so that the assessments bear a fair and just proportion to
the market value of similar properties as of the applicable base date.

As a matter of law, this is what the Committee had in mind in faulting the

decision of the Board in the respect under consideration.

[62] As a matter of fact, according to the record before the Committee,
Temple Gardens Mineral Spa, unlike the Heritage Inn, is a unique property.
Assessing the value of unique properties by means of mass appraisal presents
its own set of difficulties, as it has done on occasion both here and in Alberta.
(See, for example, Estevan Coal Corp. v. Estevan (Rural Municipality No. 5)
and Chateau Lake Louise Corp. v. Improvement District No. 9 (both cited
above)). Faced with such difficulties in relation to the 2009 assessment of
Temple Gardens Mineral Spa, SAMA ended up assessing the value on a

stand-alone basis, based on the income and expenses specific to the property.

[63] This left the Committee with serious reservations about the validity of
the assessment of Temple Gardens Mineral Spa. It acknowledged that this
assessment was not before it, making it difficult to know just how the
assessment had been prepared. But, if SAMA had prepared the assessment

based in general upon Temple Gardens’ “own income and expenses”, as
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appeared to be the case, the Committee ventured the view the assessment
could not satisfy the market value standard. In other words it thought this

assessment had in all probability been prepared in error.

[64] SAMA took heed, it seems, for it acknowledged that it should have
taken a different approach to the 2009 assessment of Temple Gardens Mineral
Spa, and that it has since done so. Such are the challenges of working with a
new assessment scheme, especially when it comes to the assessment of unique

properties.

[65] Inthe light of all of this we are not satisfied the Committee erred in law
in faulting the Board for having ordered a reduction in the assessment of the
Heritage Inn property based on the hotel’s own income and expenses so as “to
achieve equity with the Temple Gardens Mineral Spa.” In other words we are
not satisfied, in the circumstances of the case, that the Committee erred in law
by misapplying subsection 165(5) of the Act. Equity cannot be achieved by
discarding the requisites of mass appraisal, or through compound error of this
kind.

[66] This serves to complete our consideration of the issues of law and to
bring to the fore the issue of jurisdiction. This issue, too, was raised by way

of a question framed by counsel for the appellant.

The Third Question

Did the Committee err in law or jurisdiction by ordering that the subject
property revert to its original assessed value without addressing or
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finding any error in the Board of Revision’s finding of fact that the
subject property was not similar to the properties assessed using
SAMA’s Primary Accommodation model?

[67] The import of the question is this: The Committee, having set aside the
decision of the Board reducing the assessment of the Heritage Inn property
from $8,777,300 to $5,257,704, failed to properly exercise its remedial
Jurisdiction or powers, inasmuch as it restored the original assessment without
having had regard for the fact, as found by the Board, that the Heritage Inn
property was not similar to the hotel properties within the group identified as
“Major Urban With Rest./Bar.”

[68] Lest it be thought otherwise, the Committee did have regard for the
record of the proceedings before the Board when, in exercise of its remedial
jurisdiction or powers, it decided to restore the original assessment. The point
finds illustration in the circumstances of the case and the Committee’s
response. In the circumstances it was not open to the Committee, having set
aside the Board-ordered assessment for the reasons it did, to either sustain the
Board-ordered assessment or to reduce it, as Sasco Developments had asked
it to do. There was no basis upon which the Committee might have done so.
This left it with having to restore the original assessment, as the City and
SAMA had asked it to do, or alternatively to order SAMA to have another go
at it, which no one, most of all the company, had asked the Committee to do.
Nevertheless, the Committee appears to have considered and rejected the
alternative, for it concluded by saying, “Given the information in the record,

the Committee finds the value must resort to the original roll value.”
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[69] This statement, read in the context of the Committee’s reasons as a
whole, coupled with the record of the proceedings before the Board, is
tantamount to the Committee having held that in the circumstances there was

no tenable basis for doing otherwise than restoring the original assessment.

[70] There is yet another procedural twist to all of this. On the appeal to the
Court, the appellant sought no other relief than an order quashing the decision
of the Committee and restoring that of the Board. However, restoring the
decision of the Board is out of the question, given the errors of law the Board
made in reducing the assessment. So the best we could do, assuming the
Committee somehow erred in the respect under consideration, would be to
remit the case to the Committee for reconsideration. But, since we were not

asked to do so, we would have to do this on our own motion.

[71] Leaving that aside, at least for the time being, the only conceivable basis
upon which we might remit the case to the Committee for reconsideration is
this. Contrary to the Committee’s view of it, the record demonstrates that the
Board found as a fact that the Heritage Inn property was not similar to the
hotel properties in the group identified as “Major Urban With Rest./Bar”,
similar, that is, in the sense contemplated by the assessment scheme. This
would be tantamount to the Board having found that SAMA, in the exercise
of its judgment and the measure of discretion it enjoys in relation to the
process of stratification, had erred in placing the Heritage Inn property in this
group because the hotel’s occupancy rate was significantly lower than the

median occupancy rate derived from data common to the group.
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[72] Whatever else may be said of the matter, this much is clear. The Board
did not expressly make such a finding of fact. This leaves the matter to
implication, beginning with such implication as the Board’s identification of
the error made by SAMA might suggest. The Board said this of the error;
The Board concluded that the assessor erred in using the median occupancy rates
from reported comparable primary accommodations in Moose Jaw, Yorkton, and
the R.M. of Prince Albert # 461. Because of the low occupancy for the subject

property it warrants a separate assessment as is the case for the Temple Gardens
Mineral Spa in order to achieve equity.

This is all the Board had to say of the error it ascribed to SAMA.

[73] This might suggest that the Board found as a fact that, contrary to
SAMA’s assessment of the matter, the Heritage Inn property was not similar
to the other hotel properties in the group identified as “Major Urban With
Rest./Bar” because of its lower occupancy rate. It might also suggest that all
the Board did was conclude that, because the actual occupancy rate was in fact
lower than the median occupancy rate used by SAMA, the Heritage Inn
property warranted assessment separate from the group, as in the case of the
Temple Gardens Mineral Spa, in order to achieve equity. On the face of it, the

latter is stronger than the former, but there is an element of ambiguity here.

[74] The ambiguity falls to be resolved having regard for the whole of the
record of the proceedings before the Board. On the whole, it is difficult to
suppose the Board found as a fact that, contrary to SAMA’s assessment of the
matter, the Heritage Inn was not similar to the other hotel properties in the

group. Indeed, to suppose it did so is to suppose quite a lot.
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[75] To begin with, it is to suppose: (i) that the notice of appeal initiating the
appeal to the Board specifically alleged that SAMA, in classing and grouping
hotel properties according to similarity, erred in placing the Heritage Inn
property in the group identified as “Major Urban With Rest./Bar”; (ii) that the
evidence before the Board was such as to warrant a finding that SAMA had so
erred, bearing in mind not only the burden upon the appellant in this regard
but the exercise by the agency of judgment, even a measure of discretion, in
so stratifying these hotel properties; (iii) that the Board put its mind to this
issue in these contexts; and (iv) that the Board then found, as a matter of fact,
that the Heritage Inn property did not qualify for inclusion in the group for it

was not similar to the others in the group. The record does not bear this out.

[76] Nor does it disclose a finding by the Board that SAMA had erred in
arriving at the median occupancy rate it used for the purposes of both
stratification and determining the annual net operating income that the hotel
properties in the group could be expected to generate. For the Board to have
made such a finding, it would have to have considered whether the agency had
arrived at the median occupancy rate by reference, for example, to a hotel
property or properties that had driven up the median occupancy inordinately
by reason of something atypical to the group. As well, the Board would have
to have considered whether the median occupancy rate failed to withstand
statistical testing, having regard let us say for the statistical test employing

coefficients of dispersion. The record discloses nothing of the kind.

[77] What it does disclose, when it comes to findings of fact made by the
Board, is that the Board accepted the uncontested facts: (i) that the self-
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-28-
reported occupancy rate of the Heritage Inn in the years 2004 to 2006 was
significantly lower, at 44.87%, than the median occupancy of 59.51% used by
SAMA in its assessment and calculations; and (ii) that SAMA had assessed
the value of the Temple Gardens Mineral Spa, a unique property, on a
stand-alone basis, having regard in general for the income and expenses
specific to Temple Gardens. This is the sum total of the facts found or acted

upon by the Board.

[78] Now, the magnitude of the variation between the actual and the median
occupancy rates is suggestive of possible error on the part of SAMA in
relation to either stratification or the statistical basis for determining net
annual operating income that hotel properties in the group could be expected
to generate, or both. This raises the possibility of error but does not in itself
demonstrate error. Rather it invites inquiry, for it is in the very nature of a
median occupancy rate that some hotels within a group of similar hotels will
have higher occupancy rates, whereas others in the group will have lower

occupancy rates.

[79] The difference might lie in differing levels of management, for instance,
making it possible that a lower occupancy rate associated with a particular
hotel is attributable to a standard of management below the industry or group
norm. This would be so, for example, if furniture, furnishings, and the like
were allowed to deteriorate beyond the industry norm. Or the difference might
be attributable to an atypical level of competition by reason of an atypical
specific location. Aside from such issue of fact, issues of appraisal principle

and practice arise, such as how much deviation from the norm is tolerable,
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-29.
whether some level of deviation can and should be accommodated and, if so,
how this might be done consistent with sound mass appraisal technique. Could
this be done by means, for example, of using a range of median occupancy

rates rather than a fixed median occupancy rate? And so it goes.

[80] The point is this, While a variation of the magnitude present here may
suggest error, it does not in itself demonstrate error by the assessor. Instead,
it invites inquiry into the underlying issues of fact and appraisal principle and
practice, And what invites inquiry, in the event of dispute, invites decision.
But nowhere in the record may the Board of Revision be seen to have decided

such issues or to have made findings of this sort,

[81] Turning from the detail of all of this to the import of it, we are not
satisfied that the Board found as a fact that, contrary to SAMA’s assessment
of the matter, the Heritage Inn was not similar to the hotels in the group
identified as “Major Urban With Rest./Bar”, similar in the sense contemplated
by the assessment scheme. The effect of the Board’s decision might be seen
as having removed the Heritage Inn property from this group, though even that
is debatable. But the effect is not the product of a finding of fact by the Board
that the Heritage Inn was not similar to the other hotels in the group. Rather,
the effect is the product of error of law by the Board in thinking that it could
order the value of the Heritage Inn property to be assessed on the basis in
general of the hotel’s “own income and expense” and in thinking that this was

called for “so as to achieve equity with the Temple Gardens Mineral Spa.”
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MUNICIPAL PROPERTY ASBESSMENT CORPORATION

August 22, 2016

The Municipal Property Assessment Corporation {MPAC) is responsible for accurately assessing
and classifying property in Ontario for the purposes of municipal and education taxes.

In Ontario’s assessment system, MPAC assesses your property value every four years. This year,
MPAC is updating the value of every property in the province to reflect the legislated valuation
date of January 1, 2016.

MPAC is committed to provide Ontario property owners, municipalities and all its stakeholders
with the best possible service through transparency, predictability and accuracy in values. As
part of this commitment, MPAC has defined three levels of disclosure of information in support
of its delivery of this year’s assessment update. This Methodology Guide is the first level of
information disclosure.

This guide provides an overview of the valuation methodology undertaken by MPAC when
assessing lands in transition for this year's update ensuring the methodology for valuing these
properties is well documented and in alignment with industry standards.

Property owners can access additional information about their own properties through
aboutmyproperty.ca. Login information for aboutmyproperty.ca is provided on each Property
Assessment Notice mailed this year. Additional information about MPAC can be accessed at
mpac.ca.

L & 27

Antoni Wisniowski Rose MclLean, M.I.M.A.
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1.0 Introduction

The Municipal Property Assessment Corporation (MPAC) — mpac.ca — is responsible for
accurately assessing and classifying property in Ontario for the purposes of municipal and
education taxation.

In Ontario, property assessments are updated on the basis of a four-year assessment cycle. In
2016, MPAC will update the assessments of Ontario’s nearly five million properties to reflect
the legislated valuation date of January 1, 2016. Assessments updated for the 2016 base year
are in effect for the 2017-2020 property tax years.

The last Assessment Update was based on a January 1, 2012, valuation date. Increases between
the 2012 assessed value and 2016 assessed value are phased in over a four-year period. Any
decreases in assessment are applied immediately.

It is important to ensure that the valuation methodology applied is capable of providing a
realistic estimate of current value at the relevant valuation date, which, in turn, enables all
stakeholders to understand the valuation process and have confidence in the fairness and
consistency of its outcome.

This Methodology Guide has been prepared for the benefit of MPAC assessors, property
owners and their representatives, municipalities and their representatives, Assessment Review
Board members, provincial officials, and the general public.

This guide outlines the valuation process to be followed by an assessor, including steps that
require appraisal judgment. It is incumbent upon the assessor to make informed decisions
throughout the valuation process when arriving at estimates of current value.

1.1 Properties Covered by This Methodology Guide

This Methodology Guide applies to lands in transition in Ontario, including properties located in
designated employment areas. Lands in transition vary from existing vacant land sites to
improved properties. The following MPAC property codes are used to categorize the various
types of lands in transition in Ontario:

e 100 Vacant residential land (not on water)
e 105 Vacant commercial land

¢ 106 Vacant industrial land

© Municipal Property Assessment Corporation 12(7)%6 All rights reserved 5
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e 112 Multi-residential vacant land

e 113 Condominium development land - residential (vacant lot)

* 114 Condominium development land - non-residential (vacant lot)
e 115 Lands in transition {value based on alternate use}

e 125 Residential development land

e 127 Townhouse block - freehold units

It should be noted that these are general guidelines that vary depending on the specific
circumstances of a particular property.

Property codes are a tool for organizing files at MPAC. Many properties have characteristics of
more than one property code. Only one code may be chosen for administrative purposes.

In valuing a property, regard must be had for the actual specifications of the property.

An assessor may also make reference to additional Methodology Guides for properties that do
not fall precisely within the description of one of the property codes listed above. For example,
when assessing land that is in excess of another use such as shopping centres, industrial
properties, office buildings or multi-residential properties, the assessor will refer to additional
guides.

1.2 Legislation

The main legislation governing the assessment of properties in Ontario for property tax
purposes is contained in the Assessment Act.’

The Act contains important definitions and states what property is taxable and how it should be
valued. Section 19(1) of the Act requires that land be assessed at current value, which is
defined to mean, in relation to land, “the amount of money the fee simple, if unencumbered,
would realize if sold at arm's length by a willing seller to a willing buyer.”

. ope A . e Page 210 of 1961
Legislation also governs the classification of lands in transition.

The Minister of Finance filed Ontario Regulation 430/15 on December 18, 2015, which added
additional rules affecting the valuation and classification of properties on which a third-party

1 Assessment Act, R.5.0 1990, ¢ A.31: https://www.ontario.ca/laws/statute/90a31.

© Municipal Property Assessment Corporation 2016 All rights reserved 6
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sign {billboard) is located. To comply with the regulation, the income attributable to a third-
party sign will not be included in the valuation of any property for assessment purposes.

1.3 Classification

MPAC’s role is to accurately assess and classify all properties in Ontario. The classification of a
property will determine which tax rate will be applied by the municipality or other taxing
authority. All properties are classified according to their use and Ontario Regulation 282/98 of
the Assessment Act sets cut how various property uses are classified.

The classification of lands in transition will depend on whether they are vacant, improved with
a structure and/or being used. For value assessments, vacant land is land that has no buildings
or structures and is not being used. Vacant land is also land on which a building or structure is
being built but has not yet been used or is substantially unusable. For more information on
vacant land, see Part | of Ontario Regulation 282/98.2

1.4 The Use of This Methodology Guide
This Methodology Guide is intended to:

e Ensure MPAC's assessed values for these properties are fair, accurate, predictable and
transparent.

¢ Provide direction to assessors and clear explanations to municipalities, taxpayers and
Assessment Review Board members.

e Ensure that MPAC’s methodology for valuing these properties is well documented and
aligns with industry standards.

e Explain the thought process/decision-making process that an assessor should undertake
to apply the valuation methodology.

e Ensure a consistent approach to valuing these property types.

e Support MPAC assessors in conducting their due diligence in:
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> applying Ontario’s legislation and regulations
7> adhering to industry standards for market valuation in a mass appraisal

environment

% Ontario Regulation 282/98, GENERAL: https://www.ontario.ca/laws/regulation/980282.
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It should be noted that this Methodology Guide is not intended to be a substitute for an
assessor's judgment in arriving at a market value—based assessment (i.e., current value) for a
particular property. However, given that the Methodology Guide explains industry standards
for property assessment, conforms to valuation industry norms, and adheres to provincial
legislation and regulation, MPAC assessors are expected to follow the procedures in the
Methodology Guide and be able to clearly and satisfactorily justify any deviations from it.

1.5 Consultation and Disclosure

MPAC is committed to providing municipalities, taxpayers and all its stakeholders with the best
possible service through transparency, predictability and accuracy. In support of this
commitment, MPAC has defined three levels of disclosure as part of its delivery of the 2016
province-wide Assessment Update.

¢ Level 1~ Methodology Guides explaining how MPAC approached the valuation of
particular types of property

¢ Level 2 - Market Valuation Reports explaining how the methodology outlined in Level 1
has been applied at the sector level for the purposes of each assessment

e Level 3 - Property Specific Valuation Information available to property taxpayers, their
representatives and municipalities

© Municipal Property Assessment Corporation %%;6 All rights reserved
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2.0 The Valuation Process

The valuation process always begins with a determination of the highest and best use of the
subject property.

This guide is designed to assist assessors in the identification of potential lands in transition and
in completion of the highest and best use analysis. This analysis must have reference to the
value of the property based on its current use and its highest and best use. It is important to
note that determination of value based on highest and best use is governed by four tests:
physically possible, legally permissible, financialiy feasible and maximally productive. Further
discussion of these tests is provided later in this guide.

Assessors determine the value of a property using one of three different approaches to value:
o the direct (sales) comparison approach
* the income approach
e the cost approach

2.1 Outline

In the direct (sales) comparison approach, value is indicated by recent sales of comparable
properties in the market. In considering any sales evidence, it is critical to ensure that the
property sold has a similar or identical highest and best use as the property to be valued.

In the income approach (or, more accurately, the income capitalization approach), value is
indicated by a property’s revenue-earning power, based on the capitalization of income. This
method requires a detailed analysis of both income and expenditure, both for the property
being valued and other similar properties that may have been sold, in order to ascertain the
anticipated revenue and expenses, along with the relevant capitalization rate.

In the cost approach, value is estimated as the current cost of reproducing or replacing
improvements of the land (including buildings, structures and other taxable components), less

any loss in value resulting from depreciation. The market value of the land is then added.
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MPAC primarily uses the direct (sales) comparison approach to determine value of lands in
transition.

This approach involves the analysis of sales to determine that the motivation of the purchaser is
redevelopment. Therefore, a verification process is essential to ascertain that this is the case.
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e sale transactions
Identification of Lands in Transition

In 2005, the Ministry of Municipal Affairs and Housing introduced its Places to Grow Initiative,
which included growth plans for urban growth centres, transit hubs and intensification
corridors. In an effort to identify lands in transition, MPAC focuses on the areas identified in the
Places to Grow Initiative. (For more information on Places to Grow, visit placestogrow.ca.)

A number of indicators can help MPAC identify a property as a candidate for redevelopment.
These include the following:

e |ocation

e |otsize

® large site with low overall density

e proximity to other new developments

e neighbourhood undergoing transition from one type of use to another
e sales on the subject property or neighbouring parcels

e market supply and demand for various uses

¢ development applications on subject property

e development applications on nearby properties

e development trends

e committee of Adjustment Decisions on minor variance applications
* Ontario Municipal Board decisions on land use planning matters

e Official Plan or Zoning Bylaw amendments relating to specific neighbourhoods or Page 216 of 1961
individual sites

e age of structures

e buildings not well maintained

© Municipal Property Assessment Corporation 128%6 All rights reserved 12



¢ chronic high vacancy in subject property and/or neighbourhood
e demolition clauses in existing leases
e excessive external obsolescence

In addition to the considerations above, assessors must keep in mind designations included in
any official plans that limit the property’s development potential. Properties that are within
designated neighbourhoods, open space or park lands and employment districts will be limited
to the specific uses allowed in the official plan.

Confidentiality

As outlined above, it is important to be aware that, in order to enable MPAC to produce an
accurate valuation of the property concerned, information needs to be obtained from a variety
of sources.

This will include information from MPAC’s records, from the owner or operator of the property,
from the municipality in which the property is located, from the assessor’s visit to the property,
and from other sources.

All stakeholders in the property tax system have an interest in ensuring that the current value
provided by MPAC is correct; in order to achieve this, it is necessary for all parties to cooperate
in the provision of information.

It is appreciated that some of the infarmation outlined above may be of a commercially
sensitive nature. MPAC recognizes the need to ensure that any information provided is properly
safeguarded and only used for the purpose for which it is supplied. Assessors appreciate the
nature of this undertaking and ensure data is treated accordingly.

If, after an appeal has been filed, MPAC receives a request for the release of actual income and
expense information, or other sensitive commercial proprietary information, the usual practice
is to require the person seeking the information to bring a motion before the Assessment
Review Board (ARB), with notice to the third parties, requesting that the ARB order production
of the requested information. The release of such information is at the discretion of the ARB

. . . T Page 217 of 1961
and commonly accompanied by a requirement for confidentiality.

The Assessment Act outlines in Section 53(2) that disclosed infarmation may be released in
limited circumstances “(a) to the assessment corporation or any authorized employee of the
corporation; or (b) by any person being examined as a witness in an assessment appeal or in a
proceeding in court involving an assessment matter.”

© Municipal Property Assessment Corporation Zgéﬁ All rights reserved 13
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2.4 Data Analysis

Having carried out the data collection outlined previously, the assessor needs to analyze it and
reach a conclusion regarding the appropriate valuation method to use and how it should be
applied.

2.5 Valuation

Having undertaken the necessary steps outlined abave, the assessor should now bein a
position to apply the appropriate valuation model.

2.6 Validating the Results

Once the assessor has completed the valuation, it is necessary to carry out a series of checks to
ensure that all relevant parts of the property have been included in the valuation, there has
been no double-counting of any adjustments made for depreciation such as functional and
external obsolescence, the resulting valuation has been compared with any market evidence
that may be available in relation to similar properties and the final valuation is in line with the
valuation of other similar properties in Ontario.

© Municipal Property Assessment Corporation 128}{6 All rights reserved 14
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3.3 Highest and Best Use as Improved

The highest and best use of a property may be a continuation of its existing use, or it may
involve:

e renovation or rehabilitation

e expansion

e adaptation/conversion to another use
e partial/total demolition

e acombination of alternatives

Criteria that may indicate that a property’s highest and best use is not its existing use may be:
e The use is legal but non-conforming.
e The property has additional development capacity.

* The property is very specialized and affected by either or both functional and external
obsolescence.

e The property could also suffer from detrimental factors, such as environmental
contamination.

3.4 Highest and Best Use — Alternative Use Summary

MPAC's assessar will summarize the alternative uses being considered and indicate the results
of the four tests applied on two bases:

e asimproved
® asvacant

As well, the assessor will indicate what valuation approaches were used to establish the

Page 220 of 1961
fourfold test results:

o direct (sales) comparison approach
e cost approach

¢ income approach

© Municipal Property Assessment Corporation 128%6 All rights reserved 16



3.5 Testing Criteria in Lands in Transition

In a lands in transition analysis, MPAC's assessor first considers the reasonably probable uses of
a site that can be legally undertaken or the probability of a change of zoning that would permit
alternative development. Four steps are applied to develop support for the assessor’s opinion.

As already indicated, the four-part test of highest and best use involves the following:
e physically possible
e |egally permissible
e financially feasible
e maximally productive

For example, land use restrictions and current zoning designations may limit the development
potential of industrial land in an employment area. The assessment of such lands should not be
based on speculative uses that are not currently permitted. Properties should be assessed
based on the current permitted uses on the site.

As per the Appraisal Institute text, The Appraisal of Real Estate:’

e “The tests of physical possibility and legal permissibility can be applied in either order,
but they both must be applied before the tests of financial feasibility and maximum
productivity.

¢ A use may be financially feasible, but this is irrelevant if it is legally prohibited or
physically impaossible.

e Consideration of whether a use is reasonably probable should continue throughout the
analysis of highest and best use as the appraiser learns mare about the potential use of
the property. Reasonable probability is both a tentative starting point and a conclusion
for the use or uses that are ultimately deemed probable.”
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? Appraisal Institute (US} and the Appraisal Institute of Canada, The Appraisal of Real Estate, Third Canadian Edition
{2010): 12.2-12.3.
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Re-zoning

The assessor must examine provincia! policy statements, official plan policies and designations
that apply to the property being assessed. Development is intended to accord with the policies
and vision outlined in the official plan (or secondary plan) applicable to the area. In
investigating the reasonable probability of a zoning change, trends and the history of zoning
requests in the market area must be considered.

Uses that are not compatible with the existing land uses in the area and uses for which zoning
changes have been requested but denied in the past can usually be eliminated from
consideration as potential highest and best uses.

On the ather hand, a zoning change may be reasonable if other properties in the market area
have received a similar zoning change recently or if a municipality’s official plan designates the
property for a use other than its current use.

The probability of re-zoning may be established using the following criteria:
e Site features should be suitable for land use allowed by the proposed re-zoning.
e Proposed re-zoning should be compatible with adjacent land use.
e Proposed re-zoning should conform to the official plan.
e There should be evidence of change in conditions since zoned.
e There is history of similar zoning approval in area.
» The probability of zoning changes also being supported by market demand.
3.8 Physical Possibility of Land as Though Vacant

The test of physical possibility addresses the physical characteristics associated with the site

that might affect its highest and best use. The size, shape, terrain, and accessibility of fand and

the risk of natural disasters such as floods or earthquakes affect the uses to which land can be

put. The utility of a parcel may also depend on its frontage and depth. Irregularly shaped Page 223 of 1961
parcels can cost more to develop and, after development, may have less utility than regularly

shaped parcels of the same size.

Ease of access enhances the utility of a site. For certain property uses, visibility is an important
feature. For other property uses, the privacy provided by the lack of a view is a benefit. It is also
important for the assessor to consider the capacity and availability of public utilities. For

16 All rights reserved 18
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example, if a sewer main located in front of a property cannot be tapped because of a lack of
capacity at the sewage disposal plant, the property's use might be limited. When topography or
subsoil conditions make development difficult or costly, the land’s utility may be adversely
affected. If the cost of grading or constructing a foundation on the subject site is higher than is
typical for sites in the area competing for the same use, the subject site may be economically
infeasible for the highest and best use that would otherwise be indicated.

The primary factors affecting physical possibility are:
* size
e frontage
¢ |ot Dimensions
e shape
e corner/interior lot
e topography
* soils
e geotechnical issues (seismic)
e drainage
¢ availability of utilities
® access

These physical factors interact with legal permissibility to create potential alternative
developments.

In determining which uses are legally permissible and physically possible, the assessor may

eliminate some uses from consideration based on market demand and development trends.
Page 224 of 1961

3.9 Financial Feasibility of Land as Though Vacant

Only those uses that meet the first two criteria are analyzed further. As long as a potential use
has value commensurate with its cost and conforms to the first two tests, the use is financially
feasible.

© Municipal Property Assessment Corporation 128%)6 All rights reserved 20



The financial feasibility test requires an examination of market factors relative to various use
alternatives examined in the marketability study and market analysis.

Marketability Study

A marketability study is a process that investigates how a particular piece of property will be
absorbed, sold or leased under current or anticipated market conditions. It includes a market
study, or analysis, of the potential alternative developments being considered.

Market Analysis

Market analysis is a process of examining the demand for and supply of a property type within
a given geographic market area.

The market analysis should examine:

o supply {available sites)

s demand (population growth, development applications, sale transactions)
3.10 Maximum Productivity of Land as Though Vacant

The test of maximum productivity is applied to the uses that have passed the first three tests.
Of the financially feasible uses, the highest and best use is the use that produces the highest
residual land value consistent with the market’s acceptance of risk.

MPAC principally uses land sales to test which potential use is maximally productive.
Alternatively, a development or land residual pro forma may be utilized where sales are limited
or where a unique development potential exists that is not reflected in the land sales within a
specific neighbourhood.

The assessor can find the residual land value by estimating the value of the proposed use {land
and improvements) and subtracting the cost of the labour, capital and entrepreneurial
coordination expended to create the improvements.
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3.11 Highest and Best Use as Vacant Conclusion

The conclusion of highest and best use analysis should be clearly stated in terms of the
following:

e use(s)
o timing for use(s) (i.e., absorption, rents, occupancy, etc.)
e market participants (users and most probable buyers/tenants)

The conclusion of the highest and best use of a parcel of land should be as specific as the
assessor’s research allows and the assignment requires. Available data might only support
general conclusions as to use. General categories such as “office uses,” “retail uses” or
“industrial uses” may be adequate in some situations, but in others, the particular use may be
more specific, such as “retail box store.”

Sometimes there is ample vacant land sales evidence available on highly similar sites, so it is
unnecessary to refine the highest and best use conclusion. In any case, the assessor needs to
provide market evidence that leads to an understanding of the use or uses, the timing for those
uses and the probable users and buyers.

The intensity of a use is an important consideration in highest and best use analysis. The
present use of a site may not be its highest and best use. The land may be suitable for a much
higher, or more intense, use.
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4.0 Lands in Transition — Improved Property

The analysis of the highest and best use as improved pertains to the use that should be made of
an improved property in light of the existing improvements and the ideal improvement
described at the conclusion of the analysis of lands in transition as though vacant. With any
improved property, there are three possibilities that must be considered:

e Continue the existing use.
e Demolish the existing improvements and redevelop the site.
¢ Modify the existing use.

A key test of the lands in transition analysis is a comparison of the value of a site as vacant and as
improved. If the value as vacant is higher than that as improved, this may indicate the following:

e The highest value may not be derived from the current use.
e There may be additional development potential.

Lands in transition analysis of a property “as improved” considers not just the existing use and
configuration but can also include consideration of “renovation or rehabilitation, expansion,
adaptation or conversion to another use, partial or total demolition, or some combination of
these alternatives...if capital expenditures are required, rates of return for each potential use
must be calculated, considering the total investment in the property and all capital
expenditures. These rates of return can then be compared with rates of return for other simitar

types of investments to determine whether the potential uses are financially feasible.”?

The Ideal Improvement

As part of the analysis of highest and best use as improved, the assessor examines the current
building improvements relative to the type and characteristics of the ideal replacement
improvement, which would meet the following criteria:

e takes advantage of the property’s highest potential market demand
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e conforms to the character and standards of the market area

* includes the most suitably priced components

* The Appraisal of Real Estate, 12.11-12.12.
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4.1 Continuation of the Existing Use as Improved

The existing use of a property as improved is usually legally permissible and physically possible.
If the existing use will remain financially feasible and is more profitable than modification or
redevelopment, the existing use will remain the highest and best use of the property as
improved.

The assessor may need to address deferred maintenance in the analysis of the financial
feasibility of the existing use. The property may require repairs for the existing improvements
to achieve the best competitive position in the marketplace. The costs of curing physical
deterioration or functional obsolescence, redesigning a building, or converting the existing
improvements into an alternative use {including a provision for profit) must be analyzed in light
of the value created in the market. The effect of the changes on value is more important than
simply how much the changes will cost. If the changes will not be economically feasible, the
expenditures would not be made.

4.2 Modification of the Existing Use as Improved

Modification of existing improvements must meet all four tests of highest and best use. The
study of property productivity in the market analysis process is likely to show what changes to
the existing use are physically possible and legally permissible. Determining the financially
feasible modification that is more profitable than either the existing use or any other
madifications is a matter of weighing the costs of modification and the benefit to the property
{e.g., an adequate increase in rent as a result of the modification).

4.3 Demolition as Improved and Redevelopment

Demalition can be considered the most extreme form of modification of the existing use of a
property as improved. When an alternative use of a site is legally permissible, physically
possible, financially feasible, and more profitable (less the cost of demolition and
redevelopment of the site) than the continuing use of the existing improvements, then the
alternative use will be the highest and best use of the property as improved.

4.4 Excess Land/Additional Development Rights
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A given land use has an optimum parcel size, configuration and land-to-building ratio. Any extra

or remaining land not needed to support the specific use may have a different value than the
land area needed to support the improvement. The portion of the property that represents an
optimal site for the existing improvements will refiect a typical land-to-building ratio.
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