














STANDARD ON AUTOMATED VALUATION MODELS (AVMs)—2003

known as townhouses, row houses or zero-lot-lines,
depending on geographic location throughout the world.
All of these uses are residential in nature.

Valuing these various residential properties is somewhat
similar to valuing detached single-family structures. All
of the same principles apply and all can be modeled and
valued using an AVM. In fact, because these properties
exhibit a high degree of homogeneity compared to the
detached single-family population, sales-based AVMs
can produce values that are extremely reliable and
accurate. The cost approach can also work well, in
some cases, if adjusted to the market, but it is not
appropriate for valuating condominium units because
depreciated replacement cost will not properly reflect
resale values. Data requirements for attached residences
will not be the same as with detached residential prop-
erties. Forexample, floor level can be an important value
determinant for condominiums, while lot size and yard
improvements are irrelevant.

5.3 Two-to Four-Family Residential Property
Part of the residential housing market consists of struc-
tures built for the purpose of housing more than one
family. Improvements designed to accommodate two,
three, and four families within their own separate living
areas are ofien referred to as small income-producing
propertics. A common theme among these property
types is that the owner of the property may reside in one
of the units. This concept, however, is not a requirement
for classifying these structures in the market. Two-unit
properties are more likely to be owner-occupied than
four-unit properties. The concept to be recognized here
is how such properties are treated in the marketplace,
because that impacts their price and ultimately the value
generated by any AVM. The ability to model the selling
price of these small-income properties is reliant on what
specificdataisavailable, relating to number ofunits, age,
condition, location and gross incoine. The motivation of
buyers shifis when consideration is given to other
property attributes that relate to producing rental income
and not just owner occupancy. Direct market models,
comparable sales models, and cost models are acceptable
methods for valuing these small income-producing proper-
ties. With their income-producing potential, the income
approach is alsoamodel tobe considered. With anadequate
sample of gross income values for comparison to sale
price,amodel of GI * GIM will yield eredible results where
Gl = Gross Income and GIM = Gross Income Multiplier
(sale price/gross income). Some AVMs may even be set up
to predict Gl and the GIM. Each of these indicators can vary
with size, age, location, style, and condition of a propexty.

5.4 Manufactured Housing

A manufactured home is a residential structure built in a
factory. Construction standards for manufactured hous-
ing are controlled and monitored by the Department of
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Housing and Urban Development in the United States
({HUD), and by the Canada Mortgage and Housing
Corporation (CMHC) in Canada. While many manufac-
tured homes arebuilt with the same materials as site-built
homes, the factory-controlled engineering process helps
control cost and quality. The house can be financed as
personal or real property on leased land, in a manufac-
tured home community, or on a privately owned site.
Buyers who desire to acquire land in conjunction with
the home can finance the land and home together.
Market conditions and trends will indicate how the
manufactured homes compete in the market place. In
some communities, zoning only allows manufactured
homes in certain areas, confining the market area from
which comparables can be derived. Once market con-
ditions for a manufactured home are known, it can be
modeled just like any other property type. Consistency
is important when using an AVM for manufactured
homes. Some manufactured homes are strictly treated in
the market as mobtile homes (i.e., personal property). An
AVM developed to value manufactured homes as real
property would give a false value in the case where the
home was personal property, and vice versa. AVMs
developed to value manufactured personal property
homes cannot be used for homes classified as real
property. Some manufactured homes compele in the
market place with site-built homes. Where this is the
case, it is possible that an AVM designed to value
detached single-family structures will produce credible
results, although the model should include a variable (or
variables) to capture any differences between otherwise
comparable manufactured and site-built homes.

55 Time Series Models for Residential Property
Indexed models relate to time-series analysis (see Sec-
tion 4.4 on Time Series Analysis) as described earlier.
Use of these models represents a common method of
delivering quick automated value estimates. These mod-
elssimply measure the average change in value over time
and factor the value forward from a benchmark starting-
place, such as the average value in a census block or
market area. The accuracy of indexed models is incon-
sistent and less reliable than fully specified models.
These models work best in areas of homogeneity where
the range of value is close to the average value.

Indexing is a common method used to update cost tables
to reflect current cost. As with market models, a
benchmark in time is required as a starting point, Cost
coefficients are then updated, using a single index factor
representing the measurable change since the original
cost coefficients were generated. One current method
of indexing is to use an economic indicator such as the
consumer price index (CPI). In the cost approach,
indexed models have no way of adjusting values at the
micro level for location and other market influences that
impact value. Time adjustments may be developed from
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Standard on
Ratio Studies

Approved April 2013

INTERNATIONAL ASSOCIATION OF AsSESSING OFFICERS

The assessment standards set forth herein represent a consensus in the assessing profession and have been adopted by the
Executive Board of the International Association of Assessing Officers. The objective of these standards is to provide a
systematic means by which concerned assessing officers can improve and standardize the operation of their offices. The
standards presented here are advisory in nature and the use of or compliance with such standards is purely voluntary. If
any portion of these standards is found to be in conflict with the Uniform Standards of Professional Appraisal Practice
(USPAP) or state laws, USPAP and state laws shall govern, 305
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APPEAL NO.: 46-2014 Page2

PRELIMINARY ISSUES:

The Panel Chair reviewed the hearing proceedings with the Appellant and Respondent.

The parties were advised that the proceedings were being recorded for the purposes of
gre Bloglid ﬂa:nd the Panel Cletk. The Chair introduced the Board members and the
anel Clerk.

Affirmation of truth statements were orally administered to all participants engaged in
submitting evidence and testimony.

Mr. Faith stated that Grounds for this appeal relates to the issues dealt with in Appeal 44-
2014 ~ therefore, no new testimony will be provided with regard to this ground. Instead,
he requested that evidence and arguments provided in Appeal 44-2014 be carried
forward to this appeal.

Mr. Horne indicated that the City's position Is similar to what was presented in Appeal 44-

2014 - therefore, the respondent will agree that evidence and arguments in Appeal 44-
2014 be forwarded to this appeal.

GROUNDS AND ISSUES:

The Grounds and Facts are presented as outlined in A.1, as follows:
The assessment valuation is in excess and should be lower to reflect market valus.

Ground 1:  The assessor erred in the calculation of the capitalization rate used to
determine the property assessment. Supporting facts are:

a. The capitalization (CAP) rate of 7.85% currently applied to the property is too
low, and in error.

b. The sales used to determine the cument CAP rate that are not comparable to
the subject are as follows: 626 Weldon Ave, 608/616 Duchess St, 518 44" St
E, 509 44™ St E, 2208 Speers Ave, 2236 Avenue C N, 2225 Hanselman Ct,
2409 Thayer Ave, 307 Ontario Ave, 1939 Avenue B N, 318 Avenue K S.

c. The median sale price per square foot of properties built 1970 and prior is
approximately half of the median price per square foot of properties with an
effective year built lower than 1970,

d. The subject’s year built is 1864,

e. 608-616 Duchess Street is a retail building that was used by the assessor to
develop the 7.95% cap rate. As this building is retail, it should be removed from
the warehousa cap rate analysis.

Ground 2 —The current stratification for warehouses that are less than 34,150 square fest
and have a site coverage of greater than 0.47% is in error. Supporting facts are:

a. The current stratification does not accurately represent the realities of the
marketplace.
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b. The sales used by the assessor to develop the 7.95% cap rate indicate that
praperties built 1970 and prior have a median cap rate that is significantly
higher than the current cap used to determine the estimated market value.

c. Re-stratifying the sales by effective year built results in a significantly more
accurate market estimate and is supported by a lower COD for both new
stratifications.

EXHIBITS:
The following were entered into the record:
A.1- Notice of Appeal from Altus Group, received February 7, 2014

A.2 - Wiritten Submission from Altus Group, (for use in 44, 46, 47, and 48-2014 only),
received April B, 2014

R.t- Assessment Report, Warehouse & Automotive Response (for use in 44, 48, and
47-2014 only), received April 22, 2014

R.2 - 2014 Genera! Law and Legislation Brief, (for use in 44, 46, and 47-2014 only),
received April 22, 2014

FACTS
Salient Facts:
Property Description:
Roll Number: 514805350
Civic Address: 611 Avenue O South
Legal Description: Parcel: 119886227, 119886238; Plan H771 Block 7 Lot
15-16
Land: Lot/Parcel Size:
Building:
Zoning:
Predominant Property Type: Industrial, Flex Bld, Single Storey
Geographic Name
Geographic Code
Current Assessment $286,900
Current Taxable Assessment $286,900
Total Assessment $286,900
Percentage of Assessment 100%

330



APPEAL NO.: 46-2014 Page 4

APPELLANT'S EVIDENCE & ARGUMENTS
As agreed by both the appellant and the respondent, the following has been caried

forward from Appeal 44-2014.

APPELLANT'S EVIDENCE & ARGUMENTS

Mr. Gammy Coleman presented no new evidence on behalf of the Appellant except to draw
aftention to the following:

o The assessment of this propsrly was appealed in 2013 (Appeal 392-2013). The
Board of Revision sustained the appeal and directed that a cap rale of 08.94% be
applied to the subject property.

All other issues were denied.
Cily of Saskataon appealed the Board decision to the Saskatchewan Municipal
Board. That appeal is still to be decided.

1) The Assessor grouped 19 sales together lo develop the 7.95% warehouse cap
rate. The main issue before the Panel is to determine if the sale of 608-616
Duchess Street (Duchess Street Properly) is a warshouse property that can be
included in the determination of warehouse cap rate of 7.95%.

2) The Duchess Street property is designed as a retail strip commercial property and
acts ke a neighbourhood shopping cenire. Hislorically, the tenants in this
property included relall establishments, professional services providers and non-
profit arganizalions.

3) The Marshall and Swift costing manual describes warehouses as buildings
“designed primarily for storage’. The Duchess Street property is neither designed
primarily for storage, nor used primarily for storage purposes.

4) The Market Value Assessment Handbook guides the assessor in establishing a
cap rale by observing the "Economic conditions, compelition and expected
changes in competition, location, property age, properly condition and properly
design.” The design of the Duchess Street property is that of a retail commercial
strip building.

5) It is the appellant's contention that when the Duchess Street properly sale is
excluded from the cap rale determination process, the new cap rate wiil be 8.94%.
This is the cap rate that should be applied in the assessment of the subject

property.

ASSESSOR'S EVIDENCE & ARGUMENTS

The Respondent was represented by Mr. Travis Home of the City of Saskatoon
Assessment Branch. Mr. Home agreed that the grounds of appeal and the evidence for
this appeal were Identical to those in Appeal 392-2013 and he did not speak further to the
evidence that is on record. The following is a summary of his testimony, evidence and

arguments:
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1) The Duchess Street properly is located in a commercial/industrial area and is
zoned MX1 whose purpose is to facilitate reinvestment in core nelghbourhoods
and industrial areas of the cify by encouraging mixed uses in new development
as well as promoting rehabilitation of existing sfructures. The MX1 district is
intended fo facilifate a broad range of compatible, industrial, institulional,
cultural, and residential uses, including live/work units.

2) The Duchess Street properly, upon inspection, was found to have the elements
of a warehouse design such as masonry bearing walls, concrete floor, 12-foot
ceiling and overhead door entries. Historically, this property has always been
assessed as a warshouse.

3) Ailthough the Duchess Street property has a variely of tenants, one of them —
Medi-Chair ~ occupies the largest area (65%) of the building and 53% of the
space occupied by this tenant Is storage warehouse.

4) Although the Appeliant may have a different interpretation of the Marshali-Swift
manual, as long as the Cily applies it consistently, there is no emor. The
reference to SMB decision in Cadillac Fairview Corporation was used to justify
the Appellant’s discretion in including the sale of the Duchess Street property in
determining the warehouse cap rate.

Mr. Faith presented the following evidence with regard to Ground 2.

1)

2)

3

Reference was made o BofR decision in 16-2013 (Exhibit A2, page 13). In this
decision, the Board found it appropriate for stratification based on age of the
property in order to determine the market value of a simllar property. The Board
noled that the madel applied by the Assessor did not capture the obsolescence for
age. Specifically, Board came fo the following conclusion with regard to
obsolescence — There Is evidence of variances in the pre-1970 sales and there
may be grealer variances demonstrated if there were sales available of much oider
buildings (Exhibit A2, Appendix M, Page 196). Based on this, the Appeliant argued
that based an recalculation of the CAP rate afler taking info account two age
groups (1970 and before; post-1970), a CAP rate of 13.48% was obtained for
sales of property with effective ages prior to 1970 (Exhibit A2, Appendix O, page
180). It was also argued that there was improvement in CODs for both the groups
— from 34.9 for the unified group, 18.28 for 1970 and prior group, and 14.73 for
post-1970 group (Exhiblt A2, Appendix O, page 180).

The Appeliant further argued that restralification based on the effeclive age of the
property could be justified by using the Mann-Whitney Test. The results of the
Mann-Whitney test were presented in Exhibit A2, Appendix P, page 182. It
concluded that two groups were deemed to be independent samples.

The Appellant then argued that the CAP rate for the subject property should be set
at 13.48% and this would result in a reduced value of assessment from $1,417,739
fo $836,129. (Exhibit A2, paragraph 38, page 13). An altemative would be to apply
an obsolescence of 48.71% based upon the vanance of the median sale price per
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9

square fool, resulting in an assessed value of $727,158 (Exhibit A2, paragraph 39,
pages 13-14).

Upon cross-examinalion by the Assessor, the following additional points were
made.

a. 19 sales were used in calculating the Mann-Whitney lest. Of those, 7 sales
were from the pre-1970 group and 12 from the post-1970 group.

b. Mann-Whitney fest was employed to provide a measure of statistical
significance of the stratification based on effective age of the property. In
determining the test of significance, p-value was used.

¢. Break-points other than 1970 were tested and not found to be statistically
significant.

d. Break-points were not tested for citywide sales dafa,

ASSESSOR'S EVIDENCE & ARGUMENTS:

Mr. Chad Nunweiler from the Cily of Saskatoon's Assessment Department made the
following points with regard to Ground 2:

1)

2)

3

4)

6)

The Appellant's proposed stratification is contrary fo the Mass Market Appraisal
process. The Effeclive Age of a building is a citywide phenomenon and cannot be
applied fo just one market grouping, otherwise, this approach would be known as
"sales chasing” (Exhibit R1, p,6). Sales chasing accurs when sales are used In a
biased manner to achigve favourable resulls.

The Appellant's choice of year 1970 as an age break in justifying an Effective Age
variable for Group 3 sales (subject property group) has no supported rationale.

As shown in Exhibit R1, page 17, three age stratifications (1985 or earfier; 1986-
2007; and 2008 and later) were used in the development of the rent model. The
adjustments for these stratifications reflected the market, as evidenced by the
median ratios of market rent fo contract rent (MCR). As all were close to 1.00, it
would indicate thal there was no bias in the rent model with respect to age.

When the results of the age stratification bias test was subjected to Mann-Whitney
test, the conclusion was that the sales of propertles with pre- and post-1877
effective year built did not provide any statistically significant difference. Therefore,
it was concluded that there should not be an age break for warehouse cap rates.

The market valuation stendard in the mass appraisal system must reflect typical
markel conditions for similar properiies. Therefore, neither an Effective Age Break
nor an obsolescence in age can be applied in the Warehouse Cap Rates to only
one sub group, such as properties In Group 3. For equity o be achleved, these
variables must be applied and tested to the entire City warehouse population.

Upon cross examination by the Appellant, it was noted that data for bias testing

represented 104 cifywide sales of warehouse properties. These were then sub-
categorized info 4 groups based on site coverage. Another paint coming out from
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7)

cross examination was that 1977 break point was used for testing based on the
graphical representation of sales.

Upan questioning from the Panel, the point was made that the reason for choosing
1977 as the breakpoint to conduct the Mann-Whitney Test was because that is
where dala trends were evident. It was also indicated that possibility of 1970 as the
breakpoint was lested, but no trend was evident at that breakpoint.

Ms. Amy Huang was the next witness for the Assessor. Ms. Huang’s evidence dealt
primarily with the use of Mann-Whitney tes!, and the following points were made;

7

2)

3

49

5)

6)

7)

In order to draw conclusions from Mann-Whitney test results, attention must be
paid to the number of data points, and the comrect use of stalistical measure has to
be made.

When conclusions on Mann-Whitney test are drawn using p-value, each sample
Size has to be higher than 9, as per IAAO guidelines. If the number of data points
is less than 8, then the use of p-value is not appropriate and conclusions drawn
need to be based on u-stalistic value.

In determining the ralionale for a citywide Market CAP rate, the first task is o see
which variables are appropriate for any stratification. For that task, size and site
coverage were tested and used as stratificalion criteria. Effective Year Builf was
also tested by using pre- and posi-1977 as break points. But it was nol found
statistically significant based on Mann-Whitney test. As such, it was not used as a
variable for Cap rate determination.

Although Effective Year built may be found to be important for a subgroup of
warehouse property by using Mann-Whitney Test, the mandale for the Assessor is
to set assessment according to the standards of mass appraisal. Therefors, the
appropriate use of Mann-Whitney lest is only for clywide sales of warehouse
properties rather than for a subgroup of sales based on Effective Year Built.

The Appellant's evidence on Mann-Whitney test did not have the required
minimum of 9 data points in each group; therefore, it was not appropriate to draw
conclusions based on p-statistic value. In any case, even when p-value was used
for the Effective Year Built variable, no statistically significant difference was found
between two age groups.

While IAAQ standard recommends the use of p-value when there is a minimum of
9 data points, there was no specific recommendation as fo which value (p or u)
should be used where there are less than 9 data points.

Upon cross-examination by the Appellant it was noted that sales of warehouses
that may have been utilized for some retail activity were not excluded in the
defermination of Cap rate. It was further noted that a particular variable must first
be determined to be significant before doing further subgroupings based on this
variables and attempting to alter the market cap rate.
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RULES, STATUTES, PRECEDENTS

In the general course of its deliberations, the panebal was guided by the principles
expressed in Sections 164 and 165 of The Cities Act, the Market Value Assessment in
Saskatchewan Handbook for non-regulated properties, and the Saskatchewan
Assessment Agency Manual for regulated properties.

The relevant sections of The Cities Act are as follows:

o Section 165(2) provides that property is to be valued as of the “base date”, which has
been established by the Saskatchewan Assessment Management Agency (SAMA) as
being January 1, 2011. In determining property value, all facts, conditions and
circumstances that are required to be taken into account are to be applied as if they
had existed on that base date.

o Section 165(3) directs that equity is the dominant and contralling factor In the
assessment of property. Section 165(4) directs that equity in regulated property
assessments is achieved by applying the regulated property assessment valuation
standard uniformly and failly. Section 165(5) states that equity in non-regulated
property assessments is achieved by applying the market valuation standard so that
the assessments bear a falr and just proportion to the market value of similar
properties as of the applicable base date. If, as a general matter, the same
methodology has been employed in the valuation of the property in question as has
been employed In the valuation of other such properties in the municipaiity, then there
Is no basis, in general, for varying the valuation on appeal.

o It must be noted this is a "mass assessment” system, not an individualized appraisal
system.

ANALYSIS AN NCLUSIO

As the evidence and arguments in this Appeal are identical to those in Appeal 44-2014,
the Panel has used identical analysis and arrived at identical conclusions. These are
provided below:

The Panel was presented with two grounds fo consider. With respect io Ground 1,
evidence consists of what was carried forward, with agreement of both the Assesso and
the Appellant, from Appeal 45-2014. With respect to Ground 2, new evidence was
presented.

Ground 1

Ground 1 is similar to that of Appeal 45-2014. In it, the principal issue is same as was
presented in Appeal 392-2013. In amiving at the conclusion on Appeal 45-2014, the
Board of Revision panel has considered what was presented in Appeal 392-2013 and the
additional information presented in Appeal 45-2014. The issue before this panel is
whether the information provided would justify amiving at a conclusion different from that
in Appeal 45-2014. In reviewing the evidence presented, it is noted that evidence in the
current appeal poinis to identical issues, identical facts and identical arguments. The

335



APPEAL NO.: 46-2014 Page 9

Panel has noted the poinf made by the Respondent that the Duchess Street property has
the elements of a warehouse because of the large warehouse at the back, with overhead
doors, and the largest tenant’s use of considerable space for storage.

In considering the evidence of both parties, the Panel found that in reality, the majonity of
the tenants are retail or retail related. One tenant's use of some of the property for
storage purposes is primarily to support the retail function of thelr business. As noted by
the Panel in Appeal 392-2013, Medi-Chair business requires extended warehouse space
due lo the nature of their business of selling large bulky goods. The Panel in that appeal
commented: "Medi-Chair was not a distributor and required the warshouse as such. The
warehouse was exclusive to support the retail function.” Further, the Panel in Appeal 392-
2013 noted that there was no evidence presented by the Respondent that the Duchess
Street properly as a distnbution warehouse.

In conclusion, from the evidence on record, this panel has not been persuaded to arrive af
a decision difterent from what was reached in Appeal 45-2014.

und

With respect to Ground 2, the principal issue concems the justification for further
stratification of warehouse sales data by considering the Effective Year Built. Specifically,
the Appelfant asks for a third stratification vanable, i.e., Effective Year Built, in addition to
the two already adopfed by the Assessor, ie., size and site coverage. In amiving at
conclusions regarding this ground, the Panel has considered the following:

1) The Appellant provided justification for its request for further stratification from the
Board decision in Appeal 16-2013. The Appellant maintained that it was actually
following the direction from the decision in Appeal 16-2013. The Appellant’s case
is based on the stalistical significance of the stratification by age, as measured by
the Mann-Whitney Test.

2) The Assessor addressed the issue of stratification by age by saying that age was
not found to be a statistically significant variable when all the citywide sales of
warehouse properties were considered. The Assessor's main contention has been
that establishing a market cap rate by Infroducing a new variable for a sub-group of
sales for similar properties is contrary to the mandate of mass market valuation
standard and would therefore be against the direction of the Saskatchewan
Municipal Board. The appropriateness of a stratification varlable must be tested by
considenng all sales of similar properties.

3) The Panel has not been presented with any evidence that contradicts the
Assegssor's position that property age (Effective Year Built) was not found to have
stalistical significance when all cifywide sales of similar properties were
considered. What the Appellant has presented Is a justification for age
stratification only for a portion of all citywide sales of warehouses. In particular, the
Appellant'’s arguments are only with respect to Market Group 3 properties
consisting of 19 sales that are less than 34,150 square feet and have site
coverage greater than 47%. The Appellant has used the Mann-Whitney test as the
basis for its Justification for two breakpoints based on age for these properties.
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4) In concluding on the issue of whether the Assessor has met the expectations of
the Mass Appraisal process, the Panel has relied on the evidence of the Assessor
that when all citywide sales were considered, age was not found to be a vanable
statistically significant enough for stratification. The Panel was also provided the
evidence that while the graphical representafion of all sales did provide a
breakpoint at 1977 for age, the two resulting groups were not found to be
slalistically significant. Thus, the Panel was presented with the evidence that the
Assessor provided valid sltalistical measure to justify the exclusion of age variable
from the siratification. Therefore, the Panel was not persuaded that the Assessor
erred by not including age as a separate stratification varable.

5) The Panel also took note of the evidence provided by the Appellant that at least
one group of properties, i.e., Market Group 3 (group in which the subject property
belonged) justified further strafification by age. In analyzing the evidence on this
argument, the Panel considered fwo points:

a, Has the Appellant used the statisticaily measure eppropnately to support its
ground? The Panel was presented with evidence that the Appellant had
inadequate data points in its statistical measures, and thersfore, the
conclusions drawn are not supportable. The Panel was not presented with
evidenice {o counter this posilion.

b. Even if the debate on the appropriateness of the use of statistical measure
is to be ignored, is subgrouping by a variable that was not found significant
in the context of all citywide sales appropriate? The Panel was nof provided
evidence to justify such a substratification. Even though the Appellant
refeired to previous Board decisions (Appeal16-2013 and Appeal 24-2010),
the Panel was not shown how their conclusions supporied the Appellant's
contention. In Appeal16-2013, the Panel did not address the issue of
stratification as it was not a ground of appeal. The Panel in that case did
find evidence of vanances in sale prices because of the obsolescence
factor but that has not been one of the points raised in this sppeal. In
Appeal 24-2010, the Board addressed issues related fo the number of data
points, but it did not address the issue of inclusion of a variable for further
stratification when it was not found relevant in framing a model using alf
citywide sales. Therefore, the Panel has not persuaded that the Assessor
erred by not including an age vanable while assessing a subgroup of sales
of warehouses.

c. There was a residual argument made by the Appellant that since the
identification of variables for stratification purpose was an iterative process
(e.g., initial split of ali sales was by size, then was by site coverage), age of
the property could have been the next variable considered. However, the
Appellant did not provide their own analytical framework fo demonstrate
how this would have resulted in age being a vanable considered in the
market cap determination. In making this point, the Panel took note of the
fact that the Appellant’s evidence dealt pnimarily with one sales group of 19
sales out of a tofal of 104 citywide sales. As such, this argument was also
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noft able to persuade the Panel to arrive at a conclusion that the Assessor
erred in valuing the properiy for assessment purposes.

DECISION
The Panel's decision is identical to that in Appeal 44-2014 and provided below:

With respect to Ground 1,the panel rules that sale of the property 608-616 Duchess
Street is not to be included in the determination of the warehouse cap rate applicable to
the subject property. When the sale of this property is excluded, the resulting cap rate will
be 8.94%. This is the rate that should be applied in the assessment of the subject

property.
Ground 2 of the Appeal is dismissed,
The filing fee Is refunded.
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=
DATED AT SASKATOON, SASKATCHEWAN, THIS S DAYOF _ Jtees- . 2014,

TOON BOARD OF REVISION

abruph)Chair

Asit Sarkar, Member

We concur
22—

Adria Descharya(el Chair

—

v mper
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Ground 2: The current stratification for warehouses that are less than 34,150 square
feet and have a site coverage of greater than 0.47% is in error.

a) The current stratification does not accurately represent the realities of the market
place.

b) The sales used by the assessor to develop the 7.95% CAP rate indicate that
properties built 1970 and prior have a median CAP rate that is significantly higher than
the current CAP used to determine the estimated market value.

c) Re-stratifying the sales by effective year built results in a significantly more accurate
market estimate and is supported by a lower COD for both new stratifications.

Assessment Response to Ground 1: Currently Appealed to the SMB

The subject property is assessed using the Warehouse cap rate of 7.95% which was
calculated from the warehouse sales that were analyzed and verified. The sale of
608/616 Duchess Street is a warehouse sale that was used to calculate the 7.95% cap
rate. This is not a retail building as the appellant suggests.

The property is located in a commercialindustrial area and is zoned MX1 whose
purpose is to facilitate reinvestment in core neighbourhoods and industrial areas of the
city by encouraging mixed uses in new development, as well as promoting the
rehabilitation of existing structures. The MX1 District is intended to facilitate a broad
range of compatible commercial, industrial, institutional, cultural, and residential uses,
including five/work units.

The 608/616 Duchess Street sale was analyzed and verified as a valid warehouse sale
based upon a September 2011 inspection. The building is coded as an MS-453
Industrial Flex building with 10,706 square feet, masonry bearing walls, concrete floor, a
12- foot ceiling and overhead door entries. It has an effective year built of 1974 and is
of good quality. It has office and store-front finish in the front portion with the remaining
rear area being warehouse space. The exterior is concrete block (70%) and brick with
block back-up (30%). The heating consists of forced air (100%) and air conditioning
(46% - none in warehouse areas). Historically, this property has always been assessed
as a warehouse,

To classify properties into the specific categories of Warshouse, Retail, and Office, in
the City of Saskatoon, the Assessment Branch relies on the information provided by the
Marshall and Swift Manual and the Market Value Assessment in Saskatchewan
Handbook.

The following are the definitions pertaining to the appellant's grounds. See Appendix F
for further information.
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« Various c/o Altus Group v. Saskatoon (City) (SMB 2010-0077 et al)

- For the following reasons, the Committee does not accept the agent's
position that the sale of 107 Gropper Crescent is not comparable to
the low-rise sales included in the assessor's 'West WC-North Low-
Rise" grouping (the subject neighbourhood). Firstly, the Committee
heard the assessor's position that the following description as provided
at page 1 of section 12 of Marshall has been used fo classify all low-
rise apartments in the city:

"Multiple residences, often referred to as garden
apartments, are buildings of three or fewer stories, in
which each unit has a kitchen and bath, and which are
designed for other than transient occupancy. Priced per
building, costs include common areas such as lobbies,
hallways, laundry, recreation, ete.® [10]

The AAC goes on to recognize the Assessors discretion when determining
comparability:

» Various c/o Altus Group v. Saskatoon (City) (SMB 2010-0077 et al)
- In deciding the comparability issue the Committee is aware of the
following guidance provided by Cadillac Fairview Corporation noted
above:

" {36] The word comparable is not defined in the manual! nor
are the words compare, comparative, comparison or similar.
We must take them to have their ordinary dictionary
meaning, subject, of course, to the context in which they
are used, that is, the surrounding words and the manual as
a whole, The immediate context is that the purpose of the
comparigon to buildings that have been sold is to measure
market influences on the value of any building, and to use
the comparison in the determination of a MAF, Subject to
this context, which will be considered in detail with the
appellants I grounds of appeal, the use of words of such
broad and general meaning confer upon the assessor a broad
discretion in respect of determining whether buildings are
comparable within the meaning of the manual.

[42] There can be no question that the grouping of
buildings chosen by the assessor, enclosed shopping
centres, consists of comparable or similar buildings within
the meaning of the manual. The criteria used by the
agsessor to arrive at the grouping were all relevant to
comparability: size, age, specific use, zoning, geographic
distribution, and market dominance. While a grouping which
included Midtown with all other downtown commercial retail
buildings {(or other possible groupings) might also be said
to congist of comparable buildings within the meaning of
the manual by reason of having in commen that they are
commercial retail use buildings, the choice amongst these
possible groupings was clearly left to the discretion of
the assessor.” (Emphasis added)
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Although the Appellant may have a different interpretation of the M&S Manual as long
as the City applies it consistently there Is no error. The M&S Manual does not have the
force of iaw and therefore cannot be reviewed as though it was.

The Appellant has provided no evidence to indicate that the classification of the
Duchess sale was in any way inconsistent with the classification of the other sales or

inventory.

Summary of Salient Facts

Appeal # 44-2014 46-2014 47-2014
Lead Appeal 44-2014 44-2014 44-2014
Type of Appeal Regular Regular Regular
Roll 455007990 514805350 485004500
Address 52543rd St. E 611 Ave O S 625 1st Ave N
Legal Description | 118998310, 119886227, 120321717,
118998309, 119886238 120171653,
118998523 120171642,
120171631,
Land Size 34,821 fi2 6,018 ft2 28,498 ft2
Building Size 17,400 ft2 4,062 ft2 12,788 fi2
Effective Age 1968 1963 1950
Zoning IL1 L1 IL1
Predominant 3701 - Industrial 3701 — Industrial 3701 — Industrial
Property Type Flex Building Flex Building Flex Building
Geographic Name | North Industrial West Industrial 1st Ave North of
25th Street & City
Park
Geographic Code | 30023 30029 30001
Current $1,417,700 $286,900 $1,276,300
Assessment
Current Taxable $1,417,700 $286,900 $1,276,300
Assessment
Total Assessment | $1,417,700 $286,900 $1,276,300
Percentage of 100% 100% 100%
Assessment
9
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Valuation Approach

The appraisal method employed for warehouses and automotive properties is the direct
capitalization of market net operating income. Direct capitalization is widely used in
mass appraisal and achieves good results while being relatively straightforward.

The analysis starts with estimating the market rents and vacancies for each property.
Typical rental agreements for warehouse and automotive properties are 'net’. With net
rents, the tenant is responsible for paying all the costs associated with occupying the
property such as property taxes, insurance, utilities, routine maintenance, property
management, etc.

The only expenses that are not passed on to the tenant are the costs associated with
periodic replacement of major bullding components (such as roof cover or replacement
of heating equipment) and costs that cannot be passed on to tenants due to vacancy. In
valuation terminology, the first is a “"structural allowance”, and the second is a “non-
recoverable expense”.

Once market rents, vacancies, and expenses are determined, a net operating income
(NQY) is derived for each property. The NOI is then compared to sales prices, and the
sale price is expressed as a percentage of the net operating income.

Each valid sale is analyzed in this manner; then market groups defined and a typical
capitalization rate is determined for each market segment. Because market rents,
vacancies, and expenses are an integral part of the process, capitalization rates may
vary when different market rents, vacancies, or expenses are employed.

Excluded from the analysis are partially completed buildings and those where there is a
significant amount of deferred maintenance. There are a relatively large number of
sales, so it is more practical to focus the analysis on those sales that are least likely to
provide a distorted indication of capitalization rates.

Once typical capitalization rates are determined, they are used to value warehouse or
automotive property where realistic market rents, vacancies, and expenses can be
estimated.

Using direct capitalization rates in mass appraisal is straightforward when net rents are
typical in the marketplace. When net rents are used, the influence of expenses in
estimating net operating income is small. Direct capitalization rates are part of the
common “language” of commercial real estate and refiect the rates of return negotiated
by buyers and sellers. Ultimately, it is sales transactions that indicate capitalization
rates.
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MRA Rent Model Summary

WAREHQUSE_AUTO RENT MODEL

Assessment Year 2013
S/t
Base Rent 6.92
Adjustment
Amount | Count
Market Area 1 (30023 30016 30017 30114 30032 30006 30007
30020 30021 30024 30026) Base 0.00 727
Market Area 3 (30001,30003,30005, 30018,30102,30110, 30008,
30012) 1.49 35
Market Area 4 (30002,30013,30028, 30030, 30027,30029, 30104,
30103, 30113, 50002) -0.88 61
| Site Coverage < = 80% | 0.00 | 889
| Age <1985 {0.00 [ 731
| WH/Flex, WH/Office, Combination, Fitness club, Automotive | 0.00 | 846
[ Leasable Area < 20,000 ft* [ 0.00 [ 879
Ratio Statistics for Market Rent / Contract Rent Summary
Number of rents 906
Mean 1.08
Median 1.04

Note the median ratio of the contract rent to the market rent is 1.04, indicating that the

rental model successfully reflects typical market rents.
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Vacancy

When investors purchase property, they gather information on historical and current
trends and make judgements about the short to mid-terrn expectations. Because
vacancies have a direct impact on the bottom line, vacancies are a key component of
these considerations. A prudent buyer will not project near zero vacancies into the
future, as it is realistic to expect that very low vacancies will spur increases in supply
which will ultimately increase vacancies.

Similarly, if there is a general trend towards lowering vacancy rates, a purchaser will not
base a purchase primarily on unusually high vacancies at any point in time. The above
considerations essentially describe the process of stabilization. This is an area of
valuation judgement.

The Assessment Branch annually sends requests for information from commercial
property owners and managers. These queries include data on tenants, rents, property
income and expenses, and vacancies. Both actual annual vacancies and vacant space,
as of December, are asked for.

In 2007, 2008, and 2009, fully owner occupied properties were excluded from the
survey. In 2010, all properties regardless of occupant type were canvassed. The
response rate from our 2010 property survey by location was 93%. The response rates
are very high, therefore the results are reliable.

Vacancies are employed in the income approach in order to arrive at a stabilized current
estimate of net operating income. The assessor should not be overly optimistic or
pessimistic in estimating a stabilized vacancy rate. It is generally acknowledged that
unusually low vacancies will encourage development, and this will increase rates.

Accordingly, a minimum vacancy percentage of 2% will be used. The stabilized
vacancy rates will be the greater of the average of the December 2009 and 2010 City
rates, or 2%. The amounts are rounded. The stabilized rate used in the income
approach is as follows:

AO Nbhd Vacancy

30005, 30006, 30014, 30016, 30017, 30020, 30021, 30023,
30024, 30026, 30027, 30028, 30029, 30030, 30100, 30102,

30103, 30106, 30108, 30112, 50002 2%

30001, 30004, 30007, 30013, 30105, 30109, 30110, 30113,

50000, 70102 3%
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Expenses

With net rents, the tenant is responsible for paying all the costs of occupying the
property. The only expenses that are not passed on to the tenant are costs associated
with periodic replacement of major building components (such as roof cover or
replacement of heating equipment) and costs that cannot be passed on to tenants due
to vacancy. In valuation terminology, the first is a “structural allowance”, and the second
is 2 “non-recoverable expense”.

Structural Allowance

A structural allowance is normally provided in real estate valuations to account for
periodic replacement of major building components. Considering the life span and cost
of roof cover and heating equipment, an allowance of $0.20/ft? per year is applied.

Non-Recoverables

Tenants in warehouse and automotive properties typically directly pay for utility,
grounds, and building maintenance costs. This means that property owners and
managers of rented properties have very limited information on those expenses. In
order to obtain reliable data on the full range of costs, owner occupants were surveyed
for their 2010 annual operating expenses. MNon-recoverable expenses may also be
known as the occupancy cost.

A total of 434 properties reported a 2010 expense amount. In order to ensure that
actual costs were not understated, only data where the stated amount was greater than
zero was included in the analysis. The non-recoverable or occupancy costs for this
property type are $5.20/t%.

Sales

Once market rents, vacancies, and expenses are determined, a net operating income
(NOI) is derived for each property based on this analysis, The NOI is then compared to
sales prices, and the sale price is expressed as a percentage of the net operating
income.

Each valid sale is analyzed in this manner, then market groups defined, and a typical
capitalization rate determined for each market segment. Because market rents,
vacancies, and expenses are an integral part of the process, capitalization rates may
vary when different market rents, vacancies, or expenses are employed.

There were a total of 104 warehouse sales that occurred between 2008 and 2010 that
were used in a capitalization rate analysis. The 104 sales represent approximately 8%
of the inventory.
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