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EXECUTIVE SUMMARY

There are certainly sgnificant opportunities and benefits for the acquisition of asandoned rail corridorsfor
future mass trangit (and other uses). The mechanisms for abandonment under the CTA currently ensures
that therallwaysfollow certain protocolswhichinclude private (“open market”) interestsfirg, fallingwhich,
al levds of government in sequence, and finally, where possible, the sdle of individua parcels or segments
of the corridor to abutting owners.

The exigting legidative framework requires corridorsto be transferred at not more than their “Net Salvage
Vaue' as pat of the abandonment process. Keeping the principal of abandonment in mind, the
methodology for vauation mug gill remain flexible enough to dlow the gppraiser to reflect the inherent
characterigtics of the land within the corridor, but the find vaue estimate should not exceed the “Across
the Fence Value (ATF)” of the corridor. There arethree methodsthat are appropriate to usein estimating
the Net Salvage Value of the corridor under the CTA process.

. The Direct Comparison Approach to Vaue: This gpproach is not common, but could be used
provided there are adequate, verifiable, abandoned, and Canadian corridor sdlesthat are similar
interms of location, physica features, and other characterigtics;

. Application of a Discount Factor to the ATF Vaue The gppraisal  begins with determination of
ATF Vduesto ensure that the corridor’ sfind vaue reflects the aoutting land uses through which
it passes. The next stepisto apply a Discount Factor to the entire corridor. This Factor needsto
be derived from verified sadles of Canadian abandoned corridors located within smilar market
areasin order to be relevant;

. Completion of adetailed “breskup analyss’of the corridor: the present vaue of the net amount
the owner would likely receiveif it was sold on a*“piecemed basis’ over a reasonable period of
time is estimated by the appraiser. This is based on the highest & best use of the individual
segmentsof theline. Thecharacteristics of each ssgment of the corridor istaken into account; some
of which may be independently viable, whereas others would need to be sold to abutting owners.
The reaction of buyers and market demand will vary by the typesand dengity of land usesthrough
which the corridor passes.
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PURPOSE

The purpose of this brief is to provide the Review Panel assstance with respect to real edtate valuation
issues regarding rail corridors specificdly asit consders,

“The advisability of specific measures designed to preserve urbanrail corridorsfor future
meass trandt use in the rail @bandonment process’

This brief will provide an overview of some of the fundamentd gppraisal principles which form the basis
of the methods followed by appraisersin the vauation of corridors.

Some recommendations are aso made to the Panel with respect to the Canada Transportation Act and
the above issue under consideration.

DEFINITIONS/ CONCEPTS OF APPRAISAL

All members of the Appraisa Indtitute of Canada (AIC) must adhere to the newly adopted (Jan 1, 2001)
Canadian Uniform Standards of Professond Practice. The intent of these Standards isto,

“ promote and maintain a high level of public trust in professional appraisal practice by
establishing requirements for appraisal, review and consulting assignments.”

In Addition to providing appraisers with Rules, Comments, and Practise Notes, the Definitions section
formsanintegrd part of the Standards. 1t will be useful to review someof the key (generd) definitionsused
inthe gppraisad of real estate. Additiona reference is aso made to the American Appraisal Inditute's,
“The Dictionary of Red Egtate Appraisal”, 3 ed., 1993, which hasamore completelist of terms. Thelist
of definitionsisrather brief, and of course, some concepts require further clarification.

Accrued depreciation: The difference betweenanimprovement’ scost new and itsvaue as of any
given date.

Assemblage: the merging of adjacent properties into one common ownership or use. Not all
assemblages of parcels result in a plottage increment, since an added value depends on  an
economic need for the larger unit.

Plottage: the increment of vaue created when two or more Sites are combined to produce greater
utility.
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Corridor: agtrip of land between two destinations where traffic, topography, environment, land
uses and other characteristics are evaluated for transportation purposes.

Highest and best use: the reasonably probable and legd use of property, that is physicaly
possible, appropriatey supported, and financialy feasble, and that resultsin the highest vaue.

Redl property: the interests, benefits, and rights inherent in the ownership of red estate. In some
jurisdictions, the terms redl estate and redl property have the same legal meaning. The separate
definitions recognize the traditiona distinction between the two concepts in gppraisa theory.

Intangible property (intangible assets): non physica assats, including but not limited to franchises,
trademarks, patents, copyrights, goodwill, equities, minera rights, securities, and contracts, as
digtinguished from physicd assets such asfacilities and equipment.

Vdue: the monetary relationship between properties and those who buy, sdl, or use those
properties. Value expresses an economic concept. As such, it is never a fact, but aways an
opinion of the worth of aproperty a agiventimein accordance with aspecific definition of vaue.
In appraisa practice, value must always be qualified, eg. market vaue, liquidation vaue,
invesment value, rental value.

The differences in vaue definitions depend on the use for which the gppraisd is intended and
therefore affects which principas/methodologies are gpplied by the appraiser and the credibility
of theresults. The definition is usualy determined often by the client and/or legidative redtrictions
(i.e. financing, assessment, expropriation, others).

Property Rights/ Interestsin Land To Be Appraised
The “bundle of rights’ or legd privilegesincluded with the ownership of red estateincludetheright to use
it, sl it, leaseit, enter it, give it away, to refuse to any of the above. Theserights are, however subject to
public limitations (in Canada), including : taxation, expropriation, police power, and eschest.
The relevant estates or interests in land can be summarized as follows:

Fee Smple Edate: the most common estate to be vaued which indludesthe “full bundle’ of rights

within a property , unencumbered by any other interest or estate, subject to public and private
limitations;
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Easement: thisisa partid interest in a property which entitles the owner to use the land but not to
own it. Thismay include surface (i.e. driveway) subsurface (i.e. pipeline), or other use and may
have atime limit or run indefinitely.

Redtrictive Covenant: thisis an agreement registered on thetitle of aproperty in which two parties
agree to certain uses or non-uses of the property for the benefit of other properties. For example
an oil company may sdl agas Sation Ste with aredrictive covenant preventing the use of the site
for the sde of gasoline or other fuel related products for a certain time period.

Railway corridors may be owned in fee smple (most common in Canada) or (more common in the States)
they may be an easement that is extinguished upon abandonment and full ownership intheland revertsback
to adjoining owners.

Definition of Market Value

The Standards currently defines MARKET VALUE as.

The most probable price which a property should bring in a competitive and open market under al
conditions requidite to a fair sae, the buyer and sdller each acting prudently and knowledgeably, and

assuming the priceis not affected by undue simulus. Implicit in this definition isthe consummeation of asde
as of agpecific date and the passing of title from seller to buyer under conditions whereby:

C buyer and sdler are typicaly motivated;

C both partiesare well informed or well advised, and acting in what
they consder their best interest;

C reasonable timeis alowed for exposure in the open market;

C payment is made in terms of cash in Canadiandollarsor interms
of financia arrangements comparable thereto; and,

C the pricerepresentsthenormal considerationfor the property sold

unaffected by specid or cresative financing or se concessions
granted by anyone associated with the sale.

Highest and Best Use

Highest & Best use means many things to many people and numerous articles have been written on the
subject. Thelack of auniform interpretation results in the differences in value estimates by appraisers.
This paper isby no means meant to be acomprehensive sudy on this concept, however some of the basic
elements are introduced, with the assistance of additiond materia and articles.
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The Highest & Best Use is not determined through subjective analysis by the property owner, the
developer, or the gppraiser; rather, highest and best useis shaped by economic forces within the market
where the property is located. Therefore the andysis and interpretation of highest and best use is an
economic study of market forces focussed on the subject property. The benefit area estate devel opment
produces for acommunity or the amenity contribution provided by aplanned project (i.e. the public space
in apark like setting) are not considered in the appraiser’ s analysis of highest & best use. *

The four criteriathat must be met in highest and best use andyss are the following:

. legdlly permissible - the use must be permitted by law (including zoning bylaws, building
codes, environmenta and other regulations (i.e. rent contral), etc., however, the appraiser
mug also consider the possibility of a change in zoning which could be obtained due to
shifting economic and socid patterns. The factorsrelating to apossible changein zoning, for
example must be disclosed as well as consideration of the risk, time, expense of obtaining
the change. The Officid Plan of amunicipdity is often the guiding document used to gauge
the possibility of any zoning change but may not be the ultimate deciding factor;

. physicaly possble - soil conditions, topography, public access, parcd size and shape,
adequacy and location of municipa infrastructure (such as water, sewer etc.) are some of
the condraints that would determine whether or not a use is physicaly possble. These
issues, however, can usudly be overcome with additiona capital (which will aso affect the
next criteria);

. financidly feasible - the use must produce a positive income or return that meets certain
“rates of return” requirements after satisfying operating expenses and amortization of capitd;

. maximdly productive - the use that produces the highest rate of return given the previous
consderations

All appraisa reports should contain summary statements that describe the gppraiser’s analyses and
conclusions pertaining to highest and best use of the land as though vacant and (if improved) dso of the
property asimproved.

When a public authority is taking (expropriating) private property for public usefor example, the valueto
be established as compensation for the taking will reflect the highest and best use of the property on the
open market (i.e. in private hands). In the context of community development, the highest and best use
could very well be for apark, for civic improvements, or whatever, but it must be viewed asit appliesto

*Appraisa Ingtitute of Canada, “ The Appraisal of Red Estate’, 1992, p265-266
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the mogt probable private utilization of the property, without regard to the intentions or aspirations of the
taking authority.

For specid-purpose uses, there is often difficulty in specifying their highest and best use. In these cases,
itsexiding useisusudly its highest and best use, provided that use remains viable. If the current use of
aspecid purpose property isfully physicaly or functionaly depreciated and no aternative usesarefeasible,
then the highest and best use of the property asimproved may berealized by demolishing the Structure and
sling the remains for scrgp or salvage vaue.

Some of the Badc Principds that affect red property vaue ( rlevant ones with respect to corridors)
indude:

. Supply and Demand,;
. Competition;

. Subdtitution;

. Opportunity Cost;

. Anticipation;

. Externdities,

. Highest & Best Usg

METHODS OF APPRAISAL

The gppraisal processinvolves asystematic andysis of factorsthat bear upon thevaue of red estate. The
conventiona methods of appraisa are normaly the Cost Approach, Income Approach, and Direct
Comparison Approach. Any one or combination of these gpproaches may be used depending on thetype
of property being gppraised and the data available, aswell asthe reliability of the datato support such an
approach. A brief description of the three conventiona approaches follows:

Cost Approach To Value

The Cost Approach to value assumes that a prudent purchaser will not pay more for a property than the
cost to recregte it in its present condition provided that there are no costly delays or economic factors
which might influence vdlue. In estimating value using the cost approach the reproduction cost new of the
improvementsis estimated andthen depreciation fromall causesis determined and deducted fromthe

2Appraisal Ingtitute of Canada, The Concept of Highest and Best Use, May 1981
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reproduction cost to arrive at the tota depreciated vaue of the improvement. Land vaue is estimated as
though vacant and this amount is then added to the depreciated vaue of the improvement to arrive at the
edimate of value.

Income Approach To Value

ThelncomeA pproachinvolvesaconverson of anticipated future benefitsto be derived fromthe ownership
of property into a value estimate through a capitaization process which converts the anticipated future
income and or reversonsto a present worth estimate. In order to arrive a estimated vaue by means of
the Income A pproach the potential annua grossincomeis estimated from which is deducted any vacancy
lossor bad debt in order to arrive a the effective grossincome. Thetotal annual operating expenseswhich
are the respongbility of the owner are deducted from the effective gross income in order to arrive a the
net operating income. The net operating incomeis capitalized into va ue using an gppropriate capitalization
rate or rates. There are severd methods of capitalization which can be used as well as income andysis
suchasdiscounted cash flow which can be gpplied inthe Income Approach in order to determinethevaue
of the property. Generdly thisapproach isnot used to vaue acorridor, sSince by definition any corridor that
IS not generating a positive cash flow would have no vaue under this approach.

Direct Comparison Approach To Value

This gpproach is based on the Principle Of Substitution which affirmsthat aprudent purchaser will not pay
more for property than the price of an equaly desirable substitute property available under smilar
conditions. This approach providesardiableindication of vaueparticularly in an active market given
reasonable availability of market data having a sufficient degree of comparability to the subject.
The subject property is compared asan entity with Smilar propertieswhich have been sold or arefor sde.
Comparison requires that a common denominator be found such as a sde price per acre, per mile, etc.
Adjustments are made for any factors which differ from the comparable properties to the subject and
fallowing reconciliation, thefind vaueisedimated. This Approach in itsalf becomes difficult to apply for
corridor vauation primarily due to the different location and abutting uses which can be sgnificant.

VALUING TRANSPORTATION CORRIDORS

There would appear to be no detailed (or publicaly available) study of corridor sales and/or research
papersonthistopicin Canada. Much of the Methodology specifically used for VVauing Corridorsgenerdly
comes out the American literature which are of course, based on the American experience under a
different regulatory and legd environment. Often the methodologies are derived from case law within
vaious jurisdictions throughout the United States. The relevant terms and Approaches to Vaue are
summarized below as taken from some of this literature.

VALUATION OF ABANDONED RAIL CORRIDORS
A BRIEF FOR THE CANADA TRANSPORTATION ACT REVIEW 8



Vdenting, in arecent article®, outlines 6 appraisal Methods that are used in valuing a corridor:

. Replacement Cost New L ess Depreciation -also known as the cost of assemblage;

. Corridor Vaue ( the ATF vaue times an Enhancement Factor);

. Sdes Comparison Approach - seldom used in corridor valuation due to the lack of
transactions which canbe compared on ameaningful basis dueto locationa and geographic
differences,

. Across the Fence Vaue (ATF) - described below;

. Net Liquidation Vaue - the present vaue of the net amount the owner would redize if the
corridor was sold piecemed over a reasonable period of time - thisis further discussed
below. Somefurther refinethisgpproach into Liquidation Vauewhichisessentidly the same
but without discounting for the estimated sdlling period ;*

. Going Concern Vaue - based on the net cash flow of the business discounted to a present
worth estimate - sometimes used for a portion of the corridor.

Some of the rdevant terms are further darified baow.
Across The Fence (ATF ) Method

Thisisusudly the starting point for vauing acorridor. It can be defined as, “ A means of estimating theprice
or vaue of land adjacent to or ‘acrossthe fence from arailroad, pipdine, highway or other corridor rea
egtate; as distinguished from valuing the right-of-way as a separate entity”>.

Thisisavariaionof the Direct Sdes Comparison Approach to value and is based on the premise that the
vaue of the land within a corridor should be reflection of the land through which it passes. The method
is best served when good information is available for both the subject corridor (shape, size, topography,
etc.) aswell as the abutting properties (land use, parcel Sze, etc) . Thisrequiresdetailed andysisinwhich
the corridor isvalued in segments or zones congstent with the adjacent land use (based upon the same
Highest and Best Use).

Usng the ATF Vdue as a garting or “mid” point there are severa appraisd methods that are used to
arive a athe fina esimate of value consistent with the intended use or purpose of the gppraisal.

3Gary S. Valentine, “ Appraising a Transportation Corridor”, Right-of-Way (November/December 1998), p 6-
10.

“Richard J. Zulaica, “Valui ng a Corridor Within aCorridor”, Right of Way (March/April 2000), p.6-9

5 Appraisal Institute (US), “The Dictionary of Real Estate Appraising”, 3 ed. 1993
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Enhancement Factor

This “factor” has its basis in the Cost Approach to Vaue. It is based on the buyers motivation of cost
avoidance: by acquiring an existing corridor, the purchaser meets a need quickly and cheaper than
assembling anew one. It isargued that there are advantages to the buyer of a corridor who is willing to
pay a“premium” dueto “Assemblage’ or “ Plottage because the cost of replicating the corridor is greater
than the sum of the ATF vaues. When taking into congderation the time required to assemble multiple
properties, relocation cost of property owners, damages resulting from partid takings, etc., these costsare
usudly extensve.

It isevident that it is the cost of acquigtion, not necessarily the market value of the land that resultsin a
higher price paid to congtruct a new line. It is therefore the opinion of some, that many corridors are
extremdy valuable asthey exist and carry a premium value over and above the “ market vaue’ of theland
on itsown. Studies/surveys in the States for example, haveillugtrated that the cost of assembling a new
corridor range from 2 to 6 times ATF values®

But if the gppraiser isto estimate the “market value’ of the corridor, how is this enhancement factor to be
derived and applied (if at dl)? It needs to be based on market transactions, or by the use of the Direct
Sales Comparison Approach, not the Cost of Acquiring anew corridor.

The enhancement factor, then is a“measured” increase in value over the ATF Vaue usng comparable
corridor sales which need to meet certain factors in order to be reliable. In a recent (American) article,
Rahn, outlinesthe factors that must be present in acorridor transaction before plottage or an enhancement
factor can be derived:

. there must be acknowledgement by a buyer (i.e. market recognition) of an enhancement
factor, or that the assembled corridor is more vauable than the sum of its component parts;

. The buyer (assumed to undertake its own ATF vauation) is aware of and pays more than
ATFvdue

. the final sde price must exceed the ATF vaue

. the sdle must be arms length and open market (ether party not under duress or unduly
motivated - see definition of market vaue);’

®3ohn P. Dolman and Charles R. Seymour, “ Vauation of Transportation /Communication Corridors’, The
Appraisa Journal (October 1978): 509-522

7 Arthur Rahn, “ The Enhancement Factor in Transportation corridor Sales and Appraisals’, The Appraisal
Journal, (January , 1999): p. 89
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Discount Factor

Of course, the previoudy mentioned criteriaa so provide support for a* Discount Factor”, or the opposite
of enhancement factor. This iswhere the market derived sdepriceislower thanthe ATF vaue. Thiscan
be aresult of the lack of demand for the corridor due to its functional obsolescence (too narrow, indirect
route, etc.), or weak market demand (i.e. serving asmall market area, lack of aternative uses, etc).

It can ds0 be viewed from the perspective of the saller which recognizesthat, despitereceiving alower sde
price than the ATF Vdue, itisill a“good ded” after taking into condderation the fact that only one
purchaser isinvolved, whereasin a* breakup scenario” there would be numeroustransactions, there may
remnant parcels, as well as the managerid, carrying and other lost opportunity costs involved with an
extensve sdling period that would likely be involved with an abandoned corridor.

In thecaseof arall line, for example, even after therailsareremoved (in the mgority of cases), theselands
have little or no dternative use other than perhaps for expangon of the adjoining (abutting) properties, if
and whenrequired. Each saeistheresult of negotiations between therailway and 1 or 2 owners, not the
result of exposureto an “open and competitivemarket”. 1n such cases, provided the priceisnot Sgnificant,
one or more of the affected owners may be prepared to purchase a portion of the adjoining right-of-way
for no reason other than to control itsfutureuse. Often however, certain segments(i.e. abutting established
resdential uses), have very little vaue to the abutting owner and in fact they may be seen as a detriment,
gnce they would result in additional maintenance and property taxes for the purchaser. The topography
of the corridor may dso vary sgnificantly so as to not judtify incorporating the parcd into the abutting

property.

Industrid / commercid land owners aoutting the corridor may be willing to pay somewhat more due to
additional economic utility/expansion potentia that the corridor offers. In areas that are vacant and onthe
fringe of rapidly developing urban centres, the incorporation of the corridor into the adjoining lands may
make for a more efficient development and would mean that the requirement for a setback or buffer from
the corridor would no longer be required.

In ether case the “vaue-in-contribution” must be considered; that is, the incrementa value as a result of
adding the subject property to the adjoining land. Thisisusudly cadculated usng the “Before and After”
Method in which the adjoining land(s) iSare valued before the addition of the subject and subtracting it
from the value of the properties combined.

An extensive amount of published American data is available on the topic of rail lines/corridor sales,
operating under a completdly different statutory regime, making it difficult to gpply directly to Canadian
goplications. Thereisthe potentid to misuse the gpplication of the Enhancement Factor. For example,
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applying the Factor quoted in the article ® derived from 6 saesin Chicago lllinoiswhich were acquisitions
by amunicipality or Sate for continued transportation use ( which averaged 1.15 times ATF) to a smdll
section of corridor in say, Guelph. Ontario would not be reasonable.

The article dso showed an average ATF factor of 0.90 for sales of corridors for trail or recreation use
(based on 10 transactions).

The same authors published the “prequel” aticle in the Appraisa Journd in 1991° and summarized 10
transactions in which the motives of the buyers and sdllers conformed to the definition of “liquidation
vadue’. These showed an average factor of 0.63 times ATF vaues and adthough the vendor was the
raillroad company, the purchasers were al planning various uses (and were dl single purchasers except
one).

Corridor sales in Canada do exist dthough we are unaware of any comprehensive public study which
would certanly be useful in deriving Canadian market evidence (for ether the Enhancement or Discount
factor).

There have been many Canadian corridor salesfor future urban trangportation use which were at Discounts
to the ATF Vadue. These were based on the negotiations between the two parties usng smilar
methodology to “Net Liquidation Vaue'.

Thisis not to say that there are no rail corridors salling (or leasing) between two private partiesthat reflect
otherwise. These aretypicaly based more on the motivation of the purchaser, the “business’ case, or the
“Income Approach” to vaue and may even be areflection of the volume/ value of goods datathet travels
the corridor. Aswdll, the fee smple ownership may not transferred entirely. Many such sales are often
complicated dedswith running rights retained by the vendor or are subject to easements or other sources
of income for such things as fibre optic lines, pipelines, etc. (a corridor within a corridor). Adjustments
need to be made for interests in leases and agreements that are not  transferred.

Obvioudy the derivation of an Enhancement (or Discount) factor from corridor salesrequires an intimate
knowledge of both the property, the partiesinvolved and any other issues surrounding the sdlethat would
impact its sdling price.

An gppraiser needs to know how the ATF vaues were arrived. Are they internd (railway) estimates of
vaue? Often the purchaser completestheir own gppraisal which could differ sgnificantly. In other words,

8 Clifford A. Zoll, “Rail Corridor Markets and Sales Factors: Revisited”, The Appraisal Journal (October
1994):621-625

9 Clifford A. Zoll, Rail Corridor Markets and Sales Factors, * The Appraisal Journal (October 1991): 504-512
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the enhancement factor could in fact reflect a discount factor instead, depending on the “garting” ATF
vaue.

For example, one such corridor was sold from arailway company to the Ontario Government. Therailway
company consdersit as evidence of an enhancement factor based on the fact the sale price was 4.6 times
thevaueof theATF. Discussonswith thegovernment staff appraiser involved, revealed that the purchase
price was in fact at their appraised value. Furthermore, a third party appraisa was obtained which
provided an ATF vaue estimate of morethan doublethe purchase pricewhich, would changethissaefrom
evidence of an enhancement factor to one which supports a discount factor.

Net Salvage Value

Net Sadvage Vaue can be consdered the Canadian equivaent of Net Liquidation Vadue in the United
States, which is the minimum congtitutiona vaue that the railroad would receive if it had to liquidate the
corridor on aparcel by parcd bass. Thisiscostly becauseit requires marketing, appraisas, severances,
carying cog, legd fees, etc. Aswdl, therearisesasgnificant possihility that there will be remnant parcels
that cannot be sold or even given away, or a least requiring a sgnificant discount in price in order to
consummate the sde. The discount will vary on aproperty by property basisand will beinfluenced by the
moativation of the abutting owner, topography and other physicd differences which would influence how
much it would cogt to “integrate” the parcel into the abutting property.

The Canadian Trangportation Agency (the Agency) hasarrived & Net Sdvage Vauein three ways, dl of
which have merit and actudly follow one or more of the 6 methods of gppraisd referred to earlier. The
basis for each decision depended ontheinformation made availableto the Agency (by ether party, or the
Agency’ s consultants) during the“CTA” abandonment process. A discount factor hasbeen gpplied tothe
entire corridor; discounts have been applied to each segment of the corridor; and the Direct Comparison
Approach using the rate per acre has also been used.

The*Chatham” Decision (N0.467-R-1996) Under the Nationa Transportation Act, 1987 R.S.C. 1985,
C.28 (now repeded) is an example of where the Agency made its interpretation in determining Net
Sdvage Vdue by applying a 90% discount to the ATF vaues of the whole line. There is a difference,
however, between thisprevious|egidation and the current Canada Transportation Act with respect to“ Net
Sdvage Vaue'. Under Section 168 of the NTA, the lands were being conveyed for use as a raillway
corridor, not for their highest and best use. Inthe decision referred to (between VIA and CN), the use had
to continue asarailway line, whereas under the CTA, 1996, the line may be used for any purpose (Section
145(2)) .

In the Cudworth Decision, (CTA Decision No. 542-R-2000) the Agency examined 7 salesof corridors.
The ATF values were found to have been discounted between 65.5% and 90.5%. The Agency then
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compared the parces within the samples sdes that had smilar characteristics to arrive at a discount of
89%.

Inthe " Guelph” decision (CTA Decison No. 530-R-1998) the abutting land uses were more urban, and
discountswere gpplied to the different segmentswithin the corridor. Theresulting overdl discount ratewas
58%. Compare thisrate to the Chatham Decison (adbeit under adifferent Act), and the 2 Saskatchewan
Decisgons, inwhich theline passed through dmost dl rurd farmland (lessdternate and competing usesare
likey).

The Agency aso noted in the Guelph Decision that the discount factor is determined on a case by case
bas's depending ontheindividua characterigtics of theralway line and the market inwhich it islocated and
it may not necessarily be a discount.

Inacaseinvolving arail linein Saskatchewan (Decision No. 175-R-1999) the Agency inits Determination
of Net Sdvage Vaueof theland, arrived a avauethat wasbased ontherailway’ ssubmisson using smilar
and comparable land saes of former rights of way within the Province on a per acre basis “asis’, which
dready reflected the cogsif any, of dividing or sub-dividing the corridor.
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SUMMARY AND RECOMMENDATIONS

The purpose of this brief is to provide the Review Panel assstance with respect to real edtate valuation
issues regarding rail corridors within the context specificdly asit considers,

“The advisability of specific measures designed to preserve urbanrail corridorsfor future
meass trandt use in the rail @bandonment process’

Thereis certanly sgnificant opportunities and benefits for the acquisition of abandoned rail corridors for
future mass trangt (and other uses). The mechanisms for abandonment under the CTA currently ensure
that therallwaysfollow certain protocolswhichinclude private (“open market”) interestsfirg, faillingwhich,
al levds of government in sequence, and findly, the sale of individua parcels or ssgments of the corridor
to abutting owners.

The CTA vauation process therefore should certainly result in avaue for the line that is less than open
market transactions of active lines, considering that demand from private interests did not result in asale.
If not, there would certainly be no motivation by the sdller to attempt to market the lineactively to private
interests prior to seeking the Agency to determine Net Salvage Vaue.

We are of the opinion that given theintended use and function of the gppraisal (to estimate the Net Salvage
Vdue) generdly, no assemblage factor should be gpplied. Refer to the criteria as outlined in the Rahn
article, (especialy that the purchaser must not be unduly motivated).

The Enhancement Factor has its basis in the Cost Approach. Using the Cost Approach, requires the
appraiser to reflect loses in value due to physica deterioration and functiond and/or externd
obsolescence. Condderation must begivento thefact that the many existing (or “used”) corridors do not
necessarily provide the most direct route from Point “A” to “B” and, in fact, may include a sgnificant
amount of extramileage. Aswadl, it may aso not be adequate for many aternate uses (too narrow, too
many street crossings, tc.), nor will it necessarily be required in theimmediate future (discounting required
for time).

The assemblage factor may be appropriate for estimating the cost of constructing a new line but it should
not, in our opinion, have any bearing in determining the “Net Savage Vdue' (NSV) as contemplated in
the Act. As further support for this premise, in addition to corridor sales evidence, the methodology
goplied in determining the NSV of the actual tracks and other track material (OTM) isonewherethesale
price of dl the materid is estimated, but the costs of remova are subtracted to arrive at a NSV, even
though they are to remain in place for the transfer. The replacement or recongtruction cost new is not
cadculated. By extension, one can assume asmilar “exercisg’ should be completed to arrive at the NSV
for the land (i.e. assume the “break-up” of the corridor and sdll the segments to the abutting owners). As
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wel, smilar methodology hasbeen utilized inthe U.S. to determine”Net Liquidation Vaue’ (NLV) for the
Interstate Commerce Commission (ICC) when rail lines were abandoned.

It may aso require adiscount for depreciation (see definitions) due to functiona obsolescence. To apply
an Enhancement Factor to the corridor ATF value during the CTA processwould certainly unfairly benefit
the railway which, at least in those jurisdictions where property taxes are based on market value, is not
paying property taxes based on assessed va ues using the “ Enhancement Factor” (seefor example Ontario
and BC. Assessment systems).

The definition of Net Salvage Vaue as developed through recent cases of the Agency illustrates the
flexibility of the exiding vauation process using one of severd gppraisd methods. Keeping the principd
of abandonment in mind, the methodology for vauaion must gill remain flexible enough to dlow the
appraiser toreflect the inherent characteristics of the land within the corridor, but the find value estimate
should not exceed the“ Acrossthe Fence Vdue (ATF)” of the corridor. There arethree methodsthat are
gopropriate to use in estimating the Net Savage Vaue of the corridor under the CTA process.

. The Direct Comparison Approach to Vaue: This gpproach is not common, but could be used
provided there are adequate, verifiable, abandoned, and Canadian corridor sdlesthat are similar
in terms of location, physica features, and other characteristics;

. Application of a Discount Factor to the ATF Vadue: The gppraisd  begins with determination of
ATF Vauesto ensure that the corridor’ sfind vaue reflects the abutting land uses through which
it passes. The next stepisto apply a Discount Factor to the entire corridor. This Factor needsto
be derived from verified sdes of Canadian abandoned corridors located within smilar market
areasin order to be relevant;

. Completion of adetailed “breakup andyss’ of the corridor: the present vaue of the net amount
the owner would likely receive if it was sold on a*“piecemed basis’ over areasonable period of
time is estimated by the appraiser. This is based on the highest & best use of the individual
segmentsof theline. The characteristics of each segment of the corridor istaken into account; some
of whichmay be independently viable, whereas others would need to be sold to abutting owners.
The reaction of buyers and market demand will vary by the types and density of land usesthrough
which the corridor passes.

The Agency should ensure that both parties (seller and buyer) are given the opportunity to value the
corridor and exchange rdevant information including the appraisals through the CTA process.
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Detailed information regarding both the corridor and the abutting properties need to be avallable to the
appraisers in order to do a thorough andyss. The market in which the corridor is located must be
consdered, its Sze, width, and other physical features, keeping in mind the intended use of the corridor.

The Agency should if required, arbitrate the vauation issue through the use of an independent review
appraiser who is an Accredited Appraiser Canadian Ingtitute (AACI) familiar with both the market area
and the vauation of corridors.

Dataon corridor salesshould be compiled in order to benefit the public, the CTA, gppraisers, and potential
purchasers. Information on “open market” corridor sales provided by railways is rather sdlective. These
sdes will become the supporting evidence from which to derive ATF factors.
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