Sample Case Study – IMPAIRED PROPERTY VALUATION (50 marks)
THE NEXT FOUR QUESTIONS ARE BASED ON THE FOLLOWING INFORMATION:
Appraisal Problem
CRD Corporation is considering developing their future corporate headquarters on the subject site. The City of Middleton owns this site, but may sever the subject vacant parcel and sell it to CRD.
Proposed development of the subject site is with the following parameters in place:
· Site is irregular in shape, as shown, with approximate dimensions of 64 feet on Government Street and 184.22 feet on Rideau Street.
· Sight lines are required from the Government Street/Rideau Street intersection into Trudeau Square.
· Building setbacks from Government Street vary from ±43 feet to 98 feet.
· Zoning variance will be provided for the construction of a six-storey building.
· An estimate of market value of the fee simple interest of the subject parcel, as at July 1, 20X8, is required.
Neighbourhood
 The subject property lies in the northern section of the Central Business District of Middleton, adjacent to the neighbourhood commonly referred to as Old Town.
The Old Town area is generally considered to be bounded by Government Street on the east, Courtney Street on the south, Rideau Canal on the west, and Chatham Street on the north. This area was originally developed around the turn of the century and was the centre of the original commercial development of the City of Middleton. With the growth of the City, the commercial area expanded to the east and is now considered to be centered along both sides of Douglas Street, one block to the east of the subject property.
In an effort to preserve early architecture prevalent in the neighbourhood, the City of Middleton has declared a number of buildings in the Old Town area as "heritage buildings". It is their goal to preserve these structures from either demolition or insensitive rehabilitation, in the hopes of retaining some of the character and charm of Middleton's earlier years.
Details on the immediate neighbourhood:
· North – Q Café and The Lee's Benevolent Association building.
· East – CRD building under construction.
· Southeast – Trudeau Square comprises City Hall, activity area for open-air performances, restaurants, and retail area with offices over top.
· South – McPherson Playhouse.
· West – small retail units and entrance to Chinatown.
The nature of the immediate neighbourhood is low-rise buildings with main floor retail and upper level office or apartment uses.
Site
The irregular-shaped site is projected to have an area of 15,470 sq. ft. with ±64 feet of frontage along Government Street and ±184.22 feet of frontage along Rideau Street.
Topography – The site is level.
Soil – Based on neighbouring buildings, soil is adequate for at least low-rise development. As there are some pockets of blue clay in the general area, such as at the northeastern corner of Bristol and Montreal Streets, soil tests would be required to verify that the subject site is capable of supporting high-rise development.
Environmental Concerns – Considering that the adjacent site to the east had contaminated soil, there is reason to suspect that the subject soil is similarly contaminated.
Drainage – The site is adequately drained to the street drains.
Vegetation – There is no vegetation.
Services – Hydro-electricity (underground wiring), natural gas, cablevision, telephone, garbage removal, municipal water, storm drains, sanitary sewers, and fire/police/medical services are provided.
Street Improvements – Traffic lights control the Government/Rideau streets’ intersection.
Government Street is a 90-foot wide right-of-way comprising a paved two-way road with four driving lanes, street lights, curbs, gutters, and sidewalks on both sides of the street. Metered parking is permitted on both sides of the road.
Rideau Street is a 66-foot wide right-of-way comprising a paved two-way road with two driving lanes, street lights, curbs, gutters, and sidewalks on both sides of the street. Metered parking is permitted on both sides of the road.
Access – Vehicular access is not provided to the site.
Highest and Best Use
The subject property is located on the periphery of downtown Middleton, a strong commercial neighbourhood. Although several uses in Trudeau Square are non-commercial, uses on the other three corners at the subject intersection are commercial. The subject is zoned to permit commercial uses similar to those existing at the other corners of the subject intersection, and the market study indicates that there is demand for such uses.
The site adjacent to the eastern lot line of the subject property has recently been remediated by means of soil removal and disposal. It was contaminated with both heating oil from a leaking underground storage tank and with heavy metals. Monitoring wells on the adjacent site indicate that contamination is no longer migrating off-site via groundwater. Due to both the high-profile downtown location of this adjacent site and its formerly migrating contamination, an RA/RM program was unacceptable. The removal and disposal program to meet residential standards was undertaken at the insistence of the Ministry of Environment. As ordered by the Ministry, the subject site was tested and found to contain contamination similar to that discovered on the adjacent site. The contaminated soil on the subject site will have to be removed and replaced with clean fill.
Given the foregoing, for highest and best use analysis, the subject site is treated as if uncontaminated because full clean-up to residential standards is required, but its actual contamination will be analyzed in the valuation section.
Considering both the results of the market study and neighbouring uses, highest and best use of the subject site is estimated to be a low-rise building with main floor retail on Government Street, main floor office commercial or retail on Rideau Street, and apartment uses on the upper floors.
This use meets the following four tests of highest and best use:
· Considering that low-rise buildings both exist and are under construction adjacent to the subject site, such development is physically possible.
· Zoning permits highest and best uses estimated for the site, therefore the highest and best use is legally permissible.
· Demand in this location exists for all the uses estimated. Therefore, the proposed use is financially feasible.
· Highest main floor rents are achievable from commercial rents. Highest upper floor income is achievable from the sale of condominium apartments for which there is demand and which is advocated by the Official Community Plan (OCP). Therefore, the proposed development meets the test of maximum productivity.
Valuation Methodology
Information required to estimate impaired and unimpaired values is provided below. All indices have the same commercial zoning as the subject site that permits a floor space ratio (FSR) of 3:1.
Index 1 is a level, corner, 4,283 sq. ft. rectangular-shaped public parking lot that is ripe for development on Broad Street. A 90-day listing agreement with Corland Savings Real Estate, at a list price of $570,000, expired at the end of June 20X7. The owner was interviewed and stated that during this period he received arm's length offers up to $530,000. He subsequently removed Index 1, unsold, from the market.
Index 2 is a level, corner, 5,400 sq. ft. rectangular parking lot that is used by 610 Marlin Street for parking purposes. Index 2 was sold as part of the arm's length sale of 610 Marlin Street for a total sale price of $3,750,000 in May 20X6. The vendor was interviewed and stated that she and the purchaser included Index 2 in the total sale price at a value of $588,000.
Index 3 is a gently-sloping, 7,200 sq. ft. interior, irregular-shaped site that was improved with an older duplex at the time of sale. It sold in May 20X7 for $640,000. The duplex has since been removed and the site is being developed with live/work units. The purchaser confirmed that the removal cost of the duplex did not affect the offer price.
Index 4 is a level, 9,606 sq. ft. corner, rectangular site improved with a small building. Testing has proved load-bearing capacity of the ground is suitable for high-rise development. The listing salesperson stated that an arm's length offer of $857,000 in June 20X6 was received conditional on the vendor conducting an environmental survey and remediating any contamination found. Because the vendor believed that there was no reason to suspect the existence of contamination, the vendor did not agree to incur the expense of conducting an environmental investigation and the offer was not accepted.
Index 5 is a sloping, 34,728 sq. ft. interior, slightly irregular-shaped site comprised of three contiguous lots. One of the purchasers interviewed, stated that the September 20X7 sale price of $3,000,000 was based on achieving rezoning to permit a FSR of 3:1 to construct two towers.
Index 6 is a level, interior, 12,720 sq. ft. rectangular parking lot that was remediated at vendor's expense due to presence of heavy metals. It sold for $940,500 in June 20X7 with a certificate of compliance in place that permitted all zoned uses.
Index 7 is a level, corner, rectangular, 16,331 sq. ft. vacant former service station site that was remediated at the vendor's expense and sold for $1,245,000 in August 20X6 with a certificate of compliance in place.
Index 8 is a level, interior, square, 14,500 sq. ft. vacant site that initially sold in May 20X5 at $1,290,500 conditional on the purchaser verifying, at an expense shared between the vendor and prospective purchaser, that the site was not contaminated. An environmental survey discovered that the site was contaminated with heavy metals and the deal collapsed. The vendor remediated the site, at her own expense, and sold it for $1,013,000 in December 20X7 with a certificate of compliance in place.


Question 1 Which indices can be used to estimate unimpaired market value, i.e., no contamination present? Which indices can be used to estimate market resistance (stigma effect)? In your answer, comment on each index, thereby providing support for each selection. 


Adjustment Information
For all indices, real property rights conveyed are fee simple, unless indicated otherwise; financing terms and conditions of sale are typical and arm's length, unless indicated otherwise; no expenditures after sale affect the sale price; economic adjustments are not applicable; and there are no non-realty components of value. Use the following information to estimate required adjustments.
Market Conditions
There have been no recent sales and resales of downtown land to estimate a time trend from this source. Market values of downtown improved properties are primarily estimated by means of capitalizing their net income streams. The basis for such a valuation procedure is net rent that can be attained by the property being valued, primarily from office and retail tenants. Therefore, the intrinsic value of vacant land situated in downtown Middleton is its ability to eventually provide an income stream through construction of income-producing improvements. Considering the foregoing, it is reasonable to estimate a time trend for downtown vacant land by estimating the time trend for retail and office space in downtown Middleton, and applying this trend to the vacant land sales analyzed herein.
This analysis indicates that over the period 20X6 to summer 20X8 there was no change in office rents, but retail rents increased by 5%. Therefore, an upward time trend of 2% is applied to the 20X6 indices and 1% to the 20X7 indices.
Location
Retail rates on Government Street, south of Barkley Avenue, have experienced a significant increase over the past few years. Several buildings have been gutted, seismically updated, and renovated. New renovations such as the former Auction building at 1600 Government Street favourably influence retail rates further north on Government Street. 101-1600 Government Street, a 2,440 square foot commercial rental unit at the corner of Government and Barkley, achieves a net rent (adjusted for inducements) of $21 per square foot with common area maintenance expense (CAM) of $12 per square foot. Government Street shows a large difference in rental rates that vary from $70 per square foot in the 1000 block, to the above-mentioned $21 per square foot rate in the 1600 block. Rates can, and do, vary as much as $16 per square foot per block on Government Street. Typically, the decrease per block, heading northwards, is about 10%. These trends, in conjunction with the general location indications provided by the vacant land sales, are used to estimate location adjustments as shown below.
	Index
	Location Adjustment

	1
	-15%

	2
	-10%

	3
	5%

	4
	0%

	5
	5%

	6
	5%

	7
	0%

	8
	5%


Shape
Government street provides the most valuable frontage for the subject property. If the subject site were rectangular, the Government Street frontage would be ±84 feet instead of its actual ±64 feet. The effect of this decrease in Government Street frontage due to shape is a decrease in retail rent that would otherwise accrue to a building on site. Based on a survey of frontage to depth relationships on Government Street, typical retail space on Government Street has a frontage/depth ratio of 1 to 3. Therefore, the retail space loss to the subject property is 1,200 sq. ft. (20 feet of frontage × depth of 60 feet). 1,200 sq. ft. of retail space in this location can achieve a triple net rent of ±$20 per sq. ft. What will be constructed instead of the lost retail space is office space that will be rentable at ±$13 per sq. ft. triple net. Therefore, loss in income resulting from shape is $8,400 [($20 per sq. ft. − $13 per sq. ft.) × 1,200 sq. ft.]. At the investor’s required 9% rate, this represents a capitalized value of $93,000, rounded ($8,400 ÷ 0.09). In order to adjust for shape, the subject site is first valued as if rectangular-shaped and the $93,000 is then deducted to reflect the shape-adjusted market value.


Question 2 Estimate the market value of the subject site prior to adjustment of the impairment using both price per square foot and price per square foot buildable, i.e., you are estimating unimpaired market value. Reconcile your answer to a point estimate. Adjust for market conditions, location, and shape. Provide both the adjusted sale price per square foot and adjusted sale price per square foot buildable calculations for all eight indices.
Question 3 Analyze Indices 1 to 5 qualitatively in order to support the market value estimated in the previous question. Include an array of values and describe specifically how each of the indices relates to the subject.


Other Information
Prior to negotiating with the prospective purchaser (CRD Corp.), the vendor hired Enviro Corp. to conduct a site assessment. Their fee for completion of a Phase II site assessment was $23,500 and it took two months to complete. Although the results of the survey were shared with CRD Corp., the corporation wanted a second environmental opinion. Hence it budgeted $24,000 and two months of construction delay to conduct its own investigation.
Remedall Inc., based on the findings of its subsidiary CRD Corp., quoted $65,000 to set up a risk management program that required a further $3,400 per year for ongoing costs. Remedall Inc. quoted $450,000 to remove and dispose of the contaminated soil. The cost/benefits of each option were provided by Remedall Inc. as follows:
· Risk Management – The risk management of the mercury special waste soils involves the removal of the operable pathways identified during the qualitative risk assessment. The RA identified that a risk existed from potential direct contact with the mercury impacted soil. Therefore, a risk exists to human and ecological receptors. The risk management remedial option consists of paving the portion of the site that was identified to contain mercury special waste. The remedial option includes provisions for: selection and coordination of a contractor, conducting an initial safety meeting, performing a site reconnaissance, and preparing a report documenting that a portion of the site was paved. The long-term monitoring program would involve a site reconnaissance to ensure that the mercury contaminated area remains paved. The benefit of this option is that it costs considerably less than the excavation option. However, although the remedial options cut off the direct exposure pathway, the special waste soil will remain beneath the property and a covenant would be placed on the title of the property. The long-term liability would be placed on the current owner unless the future landowner will accept the site in its present state.
· Removal and Disposal – The excavation option for the remediation of the identified special waste mercury soil includes provision for the following:
1. 
1. generation of a soil management, excavation and health and safety plan for the work
2. obtaining any permits required for completion of the work
3. mobilization of the consultant and the contractor to the site, conducting a health and safety, and initial meeting
4. excavation, stockpiling, and sampling of the impacted soil
5. sampling and analyses of representative soil samples from the walls and base of the excavation to determine the extent of excavation required
6. transport and disposal of the special waste to a landfill legally authorized to accept the soil
7. documenting the removal of the special waste and completion of any required manifests
8. backfill of the excavation using clean fill and excavated soil not exceeding the special waste regulations standards
9. completion of a closure report including the results of the confirmatory soil samples recovered from the base and walls of the excavation
The benefits include removal of the exposed special waste soil from the site thereby eliminating the direct exposure pathway identified in the RA. However, there may be some long-term liabilities with being the previous owner of a waste in a landfill facility. Also, for a period of five years ministry regulations require annual testing to ensure that no further contamination is either migrating on or off-site. This annual testing is budgeted at $2,000 per annum.
Remedall Inc. estimated that the RA/RM program would take two months to set up and the removal and disposal program would take four months to complete. However, CRD Corp. believed that the time estimates were optimistic and calculated its offer price based on the two programs taking at least two months longer to complete.
Typical returns on land are provided as follows:
· Provincial Hydro Corporate Services, rental is established at 8% of the market value of the land, normally for a 5-year term with 5-year optional periods.
· Harbour Commission rental is established at 8% of market value for a maximum of 20 years less a day, with 5-year rental reviews.
· Ministry of Environment rental is established at 8% of market value for a minimum 10-year period with 5-year rental reviews.
· City of Middleton establishes rental at 8% of market value.
· CMHC rental is established at 8% to 9% of market value over a maximum period of 50 to 60 years with 5-year rental reviews.
· Shell Canada, rental is established at 10% of market value over a 15-year term with two 5-year renewal options and 5-year rental reviews.
· CPR rental is established at 10% of market value, with short-term leases.
The vendor has agreed to pay up to $450,000 to remove and dispose of the contaminated soil.


Question 4 Estimate the impaired market value of the subject taking into account the impairments during the assessment stage, the repair stage, and the ongoing stage. Include any other adjustments deemed necessary.



