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Mixed Use Properties in a Mass
Appraisal Environment
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Conclusion — Where do we go from here?
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Presenter Notes
Presentation Notes
A little bit about us first to Set the context (a little bit about what makes MPAC a bit unique sometimes)
Why is this a challenge?  (Theoretically and practically)
How do we ensure accuracy?  (Is the value correct?)
How do we ensure equity?  (Is the value fair?)
How do we ensure sustainability?  (Can we/should we repeat this?)
Where do we go from here?  (And what did we learn?)


About the Municipal Property Assessment Corporation (MPAC)

Ontario, Canada

)

Municipalities Property Owners

Ontario Government MPAC
Establishes the Calculates, Determine revenue Pay property taxes
province's assessment captures and requirements, set for community
and taxation laws, sets distributes municipal tax rates services and
the valuation date and assessments for all and collect property education taxes to
determines education properties and taxes to pay for help fund elementary
tax rates. buildings across municipal services. and secondary
Ontario. schools in Ontario.

LIE]

-~
éﬁ IAAO (,"' (PTI

INTERNATIONAL RESEARCH SYMPOSIUM Amsterdar, The Netherlands / Decernber 4 -5, 202




About the Municipal Property Assessment Corporation (MPAC)

Ontario, Canada
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E_ Value - $488.07B
Business Count —226.02K
AR Value - $143.188
Farm Count —469.61K

@ Value - $2.25T

Residential Count —5.05M

A Value - $2.88T
Total Count-5.75M

Value Base Date = January 1, 2016 (mpac
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Why is this a challenge?

Expansion of Mixed Use in Ontario

1,300 — 1,500 large mixed-use properties with 2 or more distinct

Income streams
= Multi-storey buildings with floor plates greater than 10,000 square feet

Approximately 60 regional mall sites; 1/4 currently have mixed-use
development proposals

= Mostly medium-to-high density residential infilling (rental and/or strata)

= Development timelines projected to vary from a few years to a few decades

Another 100+ enclosed community mall sites available
= Current development plans in major urban centres (i.e. Toronto)
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Presenter Notes
Presentation Notes
At the smaller end of the spectrum, it could be older building stock located in downtown strips with retail on the ground floor and office or residential above. 
At the larger end are properties spanning entire city blocks comprising more than a million of square feet of leaseable area, thousands of residential units and hundreds of hotel rooms. 

Enclosed mall sites are ripe for intensification where supported by planning policy and public transportation services. These retail formats, which are becoming increasingly obsolete as single-use properties, will conceivable benefit from a symbiotic relationship between a captive audience of residential customers living on-site and the retailers offering those goods, services and experiences that are in demand. 


Why is this a challenge?

Defining Mixed Use Properties

Three or more significant revenue-producing uses (such as retail, office,
residential, institutional, hotel, and/or entertainment/cultural/recreation)
which in well-planned projects are mutually supporting

Significant physical and functional integration of project components (and
thus a relatively close-knit and intensive use of land), including uninterrupted
pedestrian connections

Development in conformance with a coherent plan, which frequently
stipulates the type and scale of uses, permitted densities and related items

Business Geography and New Real Estate Market Analysis, Grant lan Thrall, p.21 6-217
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Presenter Notes
Presentation Notes
Not a Multi-res building with a tuck shop on the first floor.  Not offices with retail on the first floor.  Key is SIGNIFICANT revenue streams
Can be a mix of almost anything Key. ***provide a few examples***
Important point is it is PLANNED


Why Is this a challenge?

Key Differences

)

Single Property Appraisal
“The systemic appraisal of properties one

at a time. Commonly referred to as a fee
appraisal or bank appraisal, which normally

Mass Appraisal

“The process of valuing a group of
properties as of a given date and using
standard statistical methods, employing

common data, and allowing for statistical
testing.”
Standard on Mass Appraisal, IAAO, p5

determines a value of a particular property
as of a given date.”

Glossary for Property Appraisal and Assessment
Third Edition, IAAQO, p124
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Presenter Notes
Presentation Notes
Some key differences:

One big difference:
Cost of single property = may be several hundred dollars 
Cost of mass appraisal = may be somewhere between $40 – $60/property

Other differences:
Single property appraisals:  
appraisal can be for whatever the assignment is described as, such as a mortgage, insurance or for investment purposes
depending on comparable(s) selected, one appraisal could be very different from the next 
typically a somewhat time-consuming process.

Mass appraisal valuations:   
various purposes.  Automated Valuation Models for instance are being used by lending companies to support mortgages due to cost effectiveness and timeliness in obtaining information. However,  the most common purpose is for property taxation purposes (typically as of a common legislative date).
requires a fair amount of data (and GOOD/CONSISTENT DATA)
requires a slightly different skill set to mine the data, build models, and conduct statistical testing.


Why is this a challenge?

Balancing Market Value and Equity

Market
Value

Equity
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Presenter Notes
Presentation Notes
balancing market value and equity

Market Value = The most probably price which a property should bring in a competitive and open market under all conditions, requisite to a fair sale.
BASED ON:  Sale Price = a particular buyer and seller agree to in a particular transaction.  Indications of the Market

Equity = core principle of assessment law (at least in Ontario…).  Assessment review board in Empire Realty Co Ltd v. Assessment Commissioner for Metropolitan Toronto et al, 1968 CanLII183 ruled that a “prime objective of municipal taxation is the equitable distribution of burden” meaning that the INTENT of property taxation, while needing to reflect market value, is for the purpose of fair and equitable taxation.

SO – identical properties do not sell for identical amounts (everyone negotiates differently, has different needs/wants/limits etc)
BUT – Assessments have to be fair – ie identical properties should have identical assessments (thus pay identical taxes)


Why is this a challenge?

Planning and Approval Processes

= Official Plan Amendments
= Official and secondary plans

= Rezoning (often site-specific)
= How the land is to be used?
= Where buildings can be located?
= How high can the buildings be?
= Allowable uses

= Site Plan Approvals
= For each building, public space

= Informed by public engagement

Municipalities in Ontario
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Presenter Notes
Presentation Notes
With 444 municipalities (and 5.6 million properties) it is very difficult to ensure our data regarding zoning and site-specific permissions is up to date.

As properties transform – from a planning perspective – we need to ensure the valuation reflects these planning changes  




Why is this a challenge?

Legal Title vs Development
= One or many parcels
= Value independently or as one asset?

= Some properties would not exist otherwise
= Airrights
= Pedestrian access only

= Various stages of lineage
= Parent parcels
= Sibling parcels
= Child parcels
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Presenter Notes
Presentation Notes
How do we ensure the properties are grouped as one development?

Does legal title and description impact value when it will (likely) transact as a whole asset?


Why is this a challenge? — Case Study: The Well (Toronto, ON)

| The Well is an ambitious mixed-
T i use project located in downtown
o th e Toronto, Ontario with over:
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1.1 million square feet of office
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0.5 million square feet of retail and
food services over a 3-level
podium and concourse

1,700 residential units (townhouse
& condominiums)

1,900 vehicle + 2,200 bicycle
parking spaces over 4
underground levels.
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Presenter Notes
Presentation Notes
The development comprises 7 buildings between 14 and 39 storeys in height, interconnected by a canopied central spine permitting pedestrian access between buildings. 

Image Source: Urban Toronto (https://urbantoronto.ca/database/projects/well.9439)
[South elevation]
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Why is this a challenge? — Case Study: The Well (Toronto, ON) |

Building Cccupancy
View

From Wellington Street BUILDING D&

BUILDING 05

BUILDING 07

BUILDING 07
BUILDING 02

BUILDING 03
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Presenter Notes
Presentation Notes
Image Source: City of Toronto (https://www.toronto.ca/legdocs/mmis/2018/te/bgrd/backgroundfile-116779.pdf)
[North elevation]

This image from the north shows the range of building typologies both as base buildings and towers. The coloration indicates the intended layering of uses within the building mass. 

Note that the yellow towers are residential condos, which will be parcelized into strata plans and valued using the direct sales comparison approach, while the retail (red & green), office and parking (blue) and residential rentals (purple) will be valued using the direct capitalization of income approach. 


Why is this a challenge? — Case Study: The Well (Toronto, ON)

= Multiple Uses (income streams)

= Office, retail, residential, parking, public parkland, and publicly accessible privately-
owned open space

= Physical and functional integration of development/buildings
= Significant publicly accessible areas including urban parkland
= Pedestrian-friendly design interconnecting all 7 buildings

= Local zoning/planning

= 2014 Provincial Policy Statement and 2017 Growth Plan designates the site within an
Urban Growth Centre

= 2015 Official Plan Amendment redesignated the lands from Regeneration Areas to
Mixed Use Areas

= 2017 Zoning By-Law Amendment established the permitted uses and development
standards for the site
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Presenter Notes
Presentation Notes
The complete design of The Well comprises multiple uses including office, retail, residential, parking, public parkland, and publicly accessible privately-owned open space. Many of these uses have different income streams that contribute to the overall value of the project at various stages of the multi-year development. 

The design of The Well incorporates several unique features that integrate all buildings in the development.

Significant publicly accessible areas and a pedestrian-friendly design

Creation of three new north-south pedestrian streets that intersect with the heart of the project: an east-west oriented glass-canopied spine connecting 7 buildings.

The Growth Plan, supported by the PPS recognizes urban growth centres as areas for development to accommodate intensification, establishing minimum density targets within strategic growth areas and includes related policies directing municipalities to make more efficient use of land, resources and infrastructure to reduce sprawl, cultivate a culture of conservation, and promote compact built form and better-designed communities…

Official Plan Amendment in 2015 redesignated the lands from Regeneration Areas to Mixed-Use Areas and established a policy framework to guide the redevelopment of the lands. 

At its meeting in January 2017, City Council approved a Zoning By-law amendment application to permit a comprehensive development of the site with a mix of office, retail and residential uses along with public parkland, and publicly accessible privately-owned open space. 



How do we ensure accuracy?

Data

Physical Income Sales

attributes information information

LIFI
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Presenter Notes
Presentation Notes
Physical attributes (size, number and type of units, stories, amenities, location, zoning)
Income information (fmrs, vacancy, expenses)
Sales information (financing, who, why etc)


How do we ensure accuracy?

Benchmarking

Confirm Industry Industry

results standards engagement

LIFI
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Presenter Notes
Presentation Notes
How to we confirm our results?  
Is the cap rate appropriate?
Are re reflective of the evidence (income/sales)?
Ratio standards (IAAO)
Published industry reports
Engage directly with the industry (sales investigations, conferences, stakeholder engagement)



How do we ensure accuracy? \

How do assessors keep on top of this ever-changing property type?
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Presenter Notes
Presentation Notes
One of the largest and most popular malls in Ontario.  Built in 1964
Located in midtown Toronto (13 kms or 6 miles from downtown), at the intersection of major highways (1 being the 401 hwy which runs from the south end of Ontario at the Windsor/Detroit boarder to the Ontario/Quebec boarder and known as North America’s busiest highway) and sees 517,000 daily vehicle traffic
Currently has over 270+ stores (2M sf gross leasable area), 18m annual shoppers, $2400 sales/sf (2023)
Developed typical of a major regional mall with lots of parking (although still hard to get a spot at Christmas!) and connected to the mass transit system


o)

How do we ensure accuracy?

How do assessors keep on top of this ever-changing property type?
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Presenter Notes
Presentation Notes
Speak to the changes at Yorkdale, now and in future

Photo: Ambitious Redevelopment of Yorkdale Shopping Centre Presented to Design Review Panel | UrbanToronto

White is the existing mall
To be added (where the parking lot currently exists):
7935 residential units
548,000 sqft new retail (including a shopping boulevard and pedestrian plaza)
382,000 sqft new office
201,800 sqft new hotel
3 public parks (one consisting of amenity space for cultural and entertainment events)

Where does everyone park???
Parking will be built underground and they are currently determining size and scale of the underground garages

PROBLEM:  this is not built all at once obviously.  It evolves in phases.  We need to stay on top of the changes which complicates both the assessment as well as the appeals as our appeals can go back a number of years and when you have a property constantly changing it becomes increasingly difficult to ensure we are accurate at all points of time.

But let’s assume we can stay on top of the data!  How do we value this?  Specifically what capitalization rate do we use for a property with multiple income streams?


'S

How do we ensure accuracy? — Case Study: The Well (Toronto, ON)

= Ensuring Accuracy (example)

RS AASl Component | NOI | CapRate | Est. Value

Property $90.24 M 4.50% $2.005 B

Office $2717TM  5.25% $517.44 M
Retail $22.56 M 4.50% $501.39 M
Residential $35.99 M 3.25% $1,107.25 M
Parking $ 452M 4.75% $95.26 M
TOTAL $90.24 M $2.221 B

LIE]
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Presenter Notes
Presentation Notes
Several ways to estimate capitalized income value.

Capitalizing just over $90M of income using an estimated 4.50% rate estimates a value of approximately $2.124 B. 

Using many cap rates, separated by component estimates a value of approximately $2.221 B. 
Note that parking is shared between office, retail and residential uses --- therefore the 4.75% applied cap rate 


How do we ensure accuracy? — Case Study: The Well (Toronto, ON)

Ensuring Accuracy (example)

 Blended cap rates NOI/ Weight | Cap Rate | Wtd. Cap | Est. Value

Office $27.17 M/ 30%  5.25% 1.58%

Retail $22.56 M/ 25%  4.50% 1.13%

Residential $35.99 M/ 40%  3.25% 1.30%

Parking $ 452M/ 5% 4.75% 0.24%

TOTAL $90.24 M/100% 4.24% $2.128 B

« Comparison -E-

Single $90.24 M 4.50% $2.005 B
Many - separate $90.24 M 3.25%-5.25% $2.221 B
Many - blended $90.24 M 4.25% $2.128 B

= 11F1
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Presenter Notes
Presentation Notes
Alternative approach is to weight the cap rate by GLA, unit count, PGI or NOI. In this case, we’ve blended the cap rate into a single weighted rate based on each component’s contribution to NOI. Capitalizing just over $90M of income using a blended 4.24% rate estimates a value of approximately $2.128 B. 

Comparing all three approaches to value the same property, our value estimate

Which one to use???  Depends on a number of factors which we will discuss in a few minutes, but before we go on to that let’s take a look at this from an equity standpoint


'S

What about equity?

Leverage Tools and Technology

= Flexible Computer Assisted Mass Appraisal (CAMA) system
= Data structured appropriately, business-controlled valuation equations
= Valuation equation able to call data appropriately and apply calculation (it is just math ©)

= Data governance, quality management
* In-system safeguards, checks and security
= Consistent and quality data is the foundation (keep it safe)

= Multiple approaches
= Monitor and compare various approaches
= Compare results across population and sub-groups

LIFI
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Presenter Notes
Presentation Notes
CAMA:
Need to apply valuation equations equitably/consistently as data is updated
If the equation is mathematically sound it should be able to apply
No hard coding of valuation equations, rather can be tied to base year, assessment update


o)

What about equity?

Guidance for Assessors

= Directives
= Formalize decisions and post

= Provide formal training
= (General valuation approaches
= Complex property training
= Support for formal directions

= Forum for questions
= Access to subject market experts
= Regular touch-points (i.e. scrums)
* Integrated into how we work (not just during an assessment update)

LIE]
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Presenter Notes
Presentation Notes
Is the value fair?


What about equity? — Case Study: The Well (Toronto, ON)

Demonstrating equity — by component

Comparable Component Cap Rates 3rd Party Reported Cap Rates

Office (Class A+) 5.25% Office (Class A+) 4.25% - 5.25%
Retail (TIER 1 Regional Mall) 4.50%-5.00% Regional Mall 4.50% - 5.50%
Residential (High Rise A) 3.25% Apartment (High Rise A)  3.25% - 4.75%

Subject Cap Rate Estimates

Office (Class A+) 5.25% Single 4.50%
Retail (TIER 1 Regional Mall)  4.50% Separate components 3.25%-5.25%
Residential (High Rise A) 3.25% Blended components 4.25%
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Presenter Notes
Presentation Notes
There are few, if any sales of large mixed-use properties – particularly at the scale of our example property. 
Cap rate conclusions are drawn from single-use properties with reference to 3rd party reports for homogenous property types, where appropriate.
At the component level, we can demonstrate equity between property types, based on design and use. 
Neither the single nor the blended approach can explain equity at first glance and requires additional disclosure steps. 
While the separate/component-driven approach may not capture the property as a whole, it does provide transparency as to how the values were estimated and demonstrate equity with competitive facilities by use. 


What about equity? — Case Study: The Well (Toronto, ON)

Demonstrating equity — by component

 Subject | Units | Cap Rate | ValuefUnit

Office 1.1IMSF  5.25% $470/SF  Office 9.25% $463-$530/SF
Retail 0.5M SF  4.50% $1,003/SF  Retail 4.50%-5.00% $990-$1,251/SF
Residential 1,700 3.25% $651,323/Unit Residential 3.25% $525,723-$671,098/Unit
Parking 1000  4.75% $50,135/Space Parking 3.25%-5.25%  $40,292-$53,457/Space

All applied cap rates are within range of applied comparable property components
Value per unit is within range of comparable property component values per unit
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Presenter Notes
Presentation Notes
Mixed-use properties by definition are not inherently comparable to each other, however their components may have similar attributes, uses and income streams that can reasonably be compared to each other for the purposes of establishing transparent, equitable valuations. 


o)

What about equity? — Case Study: The Well (Toronto, ON)

= Demonstrating equity — by timeline
= Aerial photos during construction

LIFI
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Presenter Notes
Presentation Notes
Recent ARB Decision for CIBC Square: development timeline is deemed a point of comparability --- “the Board must be satisfied that (the subject and its comparables) were at the same or similar stage of development” to consider making an adjustment for equity. 

The assessed value of each project depends on both the valuation date and the state and condition at the time of valuation – equity comparables may vary during the timeline. 


Is it sustainable?

Can (should) we repeat this?

= How successful can we be defending our approach?
= Think beyond your jurisdiction
= |everage friends and colleagues
= [earn from the battle scars of other (collaborate!)

= [s it efficient?
= Ensure your CAMA system is flexible and responsive
= Leverage open data where possible

= How do we ensure assessors are up to date on market shifts and current
developments?

= Continuous training and engagement on emerging trends (before they show up at our door)

LIFI
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Presenter Notes
Presentation Notes
Now that we have established a way forward in terms of accuracy and equitably, how do we do do this in a mass appraisal environment?

What ever we decide to do in terms of valuation…

Can we defend it?
Can we afford to maintain this accurately?  What is the effort?
How do we train (and continue to train the staff)


Is it sustainable? — Case Study: The Well (Toronto, ON)

Oct 2020 Jun 2019 Sep 2018 Mar 2018 Jun 2021 Oct 2020 Jun 2019 Sep2018 Sep2023 Jun 2021 Oct 2020 Jun 2019 Sep 2018

2019 2021 2023
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Presenter Notes
Presentation Notes
Development timelines – a challenge. Constantly changing.  

The view from the street:  2019, 2021, 2023.  Lots of change over just 4 years.

Keeping in mind that during these years we did not have an assessment update (still on 2016!) but there are significant physical changes which translates into significant growth (ie taxes) for the municipality.


Where do we go from here?

Key Learnings

= And what did we learn?

= Need to balance accuracy and
consistency to be successful

= Need to leverage our technology
(system driven application)

= Be open-minded and flexible
(assumptions do not always equal
market reality)

= (et a little help from friends
(we don’t know everything)
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Where do we go from here?

Next Steps

Continuous
Review
Implement Third Party
Approach Review
$—/
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Presenter Notes
Presentation Notes
Our next steps:
Research:  Think beyond your jurisdictional boundaries, for us we engaged IAAO PCS for assistance in research/best practices 
Draft Direction:  Leveraging the learnings from research and local legislation, data, systems finalize draft direction 
Third Party Review: both within and beyond our jurisdiction, for us we will be re-engaging with IAAO PCS
Implement Approach:  Finalize direction, Train, engage/communicate both internally and externally as appropriate
Continuous Review:  Tweak as necessary, early response to emerging issues (sometimes this means returning to the research phase or draft phase…)


Where do we go from here?

Continuous
Review
Implement Third Party _
Approach Review
$—/
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Final Thoughts
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Presenter Notes
Presentation Notes
Continue to research, engage, collaborate, review, amend and learn.

Flexible and open-minded.  Work through the challenge.


Thank You!!

Questions?

Lee May CAE, M.I.M.A Shelley Graham, MRICS
Manager, Valuation, Research & Director, Valuation, Research &
Advisory Services Advisory Services
MPAC MPAC

Lee.May@mpac.ca Shelley.Graham@mpac.ca
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