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INFORMATION

This report is submitted for INFORMATION.

PURPOSE

The purpose of this report is to respond to Council’s request for additional information on
how three-year land averaging impacts residential properties. In addition, this report
describes some proposed changes to the land averaging by-law, intended to clarify the
administration of the by-law that is before Council this day.

BACKGROUND

On February 26, 2004, Council considered a report from the Director of Finance outlining the
impacts of three year land assessment averaging on Class 1 (residential) and Class 6
(business/other) properties for 2004. This report showed that in the current year, in the
residential property class, significantly more properties benefited from averaging than those
that did not. Approximately 87,900 residential properties would benefit from the application
of averaging, while 55,600 would pay higher taxes than they otherwise would without the
application of land averaging. Based on this conclusion, the report recommended that
Council approve the utilization of land averaging in calculating property taxes for these
classes in 2004.
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Council instructed staff to proceed with the advertising required in advance of bylaw approval
and to bring the bylaw enabling the land averaging program to City Services & Budgets
Committee on March 25, 2004.

Council also requested that staff report back with the results of further modelling, in order to
provide more information about the impacts of land averaging on lower-valued residential
properties.

DISCUSSION

1. Modelling Results

Analysis Framework

Council requested that staff model the impacts of land averaging on three value ranges of
residential property over several years. The three ranges were:

GROUP A - LOWER-VALUE PROPERTIES = Assessed value between $250,000 & $500,000
GROUP B - MID-VALUE PROPERTIES = Assessed value between $500,000 & $750,000
GROUP C - HIGHER-VALUE PROPERTIES = Assessed value between $750,000 & $1,000,000

The intent of the analysis was to explore whether the application of land averaging
systematically advantages or disadvantages properties within these groupings.

The modelling covers a ten-year period, from 1995 to 2004. Taxable values for individual
properties were taken from the BC Assessment Authority Authenticated and Averaged
property tax rolls. Properties that were not eligible for land averaging were screened from
the datasets. Market and Averaged property tax bills for each eligible property were
calculated and the average differences between the two methodologies were calculated. The
results of the modelling are presented in Appendix A.

The following is provided as context for understanding the conclusions drawn from this work.

= The benefit of the application of averaging is that it lessens the impact of large year-over-
year changes in market value on property owners.

* Land averaging inherently advantages some properties and disadvantages others in any
given year.

= “Advantaged” means that a property owner pays less tax with the application of land
averaging in a given year than would be the case without averaging.

» “Disadvantaged” means that a property owner pays more tax with the application of land
averaging in a given year than would be the case without averaging.
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= Because the City must collect the same amount of total taxes with or without averaging,
to the extent some property owners pay less in a given year due to averaging, others will
pay more.

= The modelling focussed on the impact of averaging on the entire group of properties
rather than on individual properties. In each group, it is possible that there are individual
properties that have been disadvantaged or advantaged more than the average.

Findings & Interpretation

Based on a number of measures, the work done shows clearly that over the past ten years,
lower-valued properties have benefited significantly from the application of land averaging,
in some ways more so than have higher-valued properties. (It is noted that properties valued
at less than $250,000 and higher than $1,000,000 were not included in this analysis. )

The details that underlie the following findings are in Appendix A.
Finding 1. The majority of lower-valued properties have been advantaged by averaging

in six of the past ten years, compared to four of the past ten years for
higher-valued properties.

GROUP A GROUP B GROUP C

$250,000- $500,000- $750,000-

$500,000 $750,000 $1,000,000 TOTAL
No. Years Majority of Properties in
Group are Advantaged by Averaging 6 8 4

Finding 2. Over the past ten years, 55% of lower-valued properties have been
advantaged by averaging, compared to 50% of higher-valued properties.

GROUP A GROUP B GROUP C

$250,000- $500,000- $750,000-

$500,000 .$750,000 $1,000,000 TOTAL
Total No. Properties Advantaged by
Averaging Over 10 Years 321,124 89,147 22,618 432,889
Total No. Properties Disadvantaged ‘
by Averaging Over 10 Years 263,487 66,204 22,310 352,001
Total No. Properties in Each Group 284,611 135,351 44,928 784,850
Total % Properties Advantaged by )
Averaging Over 10 Years 53% 7% 0%
Total % Properties Disadvantaged by 45% 3% 50% )

Averaging Over 10 Years

Total No. Properties in Each Group 100% 100% 100% -
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Finding 3. Over the past ten years, the average percentage change in taxes due to land
averaging has been consistent across various values of properties - on
average, a 3% savings for those advantaged by averaging and a 3%
increment in taxes for those disadvantaged.

GROUP A GROUP B GROUP C

$250,000- $500,000- $750,000-

$500,000 $750,000 $1,000,000 TOTAL
Average $ Advantage Due to
Averaging (525) (546) (567)
Average $ Disadvantage Due to
Averaging $28 $53 $75 -
Average % Advantage Due to
Averaging -3% -3% -3% -
Average % Disadvantage Due to
Averaging : 3% 3% 3%

Finding 4. Over the past ten years, the lower-valued properties as a group have saved
$1.5 million in taxes due to averaging, as compared to higher-valued
properties as a group having paid an incremental $200,000 as a result of the

application of averaging.

GROUP A GROUP B GROUP C

$250,000- $500,000- $750,000-

$500,000 $750,000 $1,000,000 TOTAL
Total $ Amount Advantage Due to
Averaging Over 10 Years ($8,362,687) (54,115,889) ($1,552,885) (514,031,461)
Total $ Amount Disadvantage Due to
Averaging Over 10 Years $6,882,424 $3,687,735 $1,739,936 $12,310,095
Total Amount Redistributed Due to
Averaging (51,480,263) ($428,154) $187,051 ($1,721,366)

In summary, over the ten year period, Group A properties saved, on average, $2.53 per house-
year compared to Group C properties that incurred average higher taxes of $4.15 with the

averaging program.

2. Changes To The Averaging By-Law

The bylaw required to give effect to the Averaging Program for 2004 is included in the Council

agenda portion of this meeting.

Two changes to the by-law are proposed this year, each intended to clarify the intent of the
by-law rather than substantively change its application. These changes are described briefly
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below. These amendments have been made so that the by-law reflects the philosophy that
land averaging is applied to those properties that have experienced large changes in land
value due to market forces, and is not applied to those properties that have experienced
large changes in land value for other reasons.

Section 2(c). The bylaw exempts properties that have a change in zoning from the averaging
program, even though that change may not affect land value. The wording of
this section is changed to exclude properties from land averaging in the year
that a change in its zoning classification occurs only if there is a change in land
value that results. This wording clarifies that a zoning change alone does not
exempt a property from the averaging program; that a change in land value is
required before the exclusion applies.

Section 2(d). The bylaw exempts properties that have a physical change in the land from the
averaging program, even though that change may not affect land value.
According to BCAA’s definitions, a change in physical characteristics to a
property’s land could include, a hole being dug on the land, addition of
servicing to that land, improvement in the view from the land, or addition of
access lanes to the land.

The wording of this section is amended to ensure that a change in physical
characteristics of the land will only exclude properties from land averaging in
the year that a change in the physical characteristics of the land results in a
change in the parcel’s land value.

CONCLUSION

A comprehensive examination of the impacts of the application of land averaging over the
past ten years shows that based on a number of measures, lower-valued properties benefit
from averaging at least as much as, and in some cases more than, higher-valued properties.
While in any given year some properties will be advantaged by averaging and others will be
disadvantaged, averaging continues to be an effective means of smoothing the tax impacts of
large year-over-year increases in market value. Interpretation of the results of the work
contained in this report shows no evidence that, overall, the lower-valued group of properties
are in any way subsidising higher-valued properties with averaging.

LR B R )
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