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DATE: September 19, 2018
TO: Mayor and City Council

APPROVED BY: David B. Dale, City Manager K‘Q

PREPARED BY: Karla E. Lobatos, Finance Director K@

SUBJECT: Adopt a Resolution of the City Council of the City of Calexico, California,
Approving the Transfer of Certain Water Enterprise Fund and Wastewater
Enterprise Fund Revenues to the City’s General Fund to Compensate the
General Fund for Ground-Lease Rental of Real Property to the Water and
Wastewater Enterprises far their Operations
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Recommeandation:

City Council approve resolution for the ground-lease rental of general City property to the
Water and Wastewater Enterprises for operation of the City’s water facilities and wastewater
treatment plant (WWTP), and to approve a corresponding transfer of money from the Water
Enterprise Fund and Wastewater Enterprise Fund to the General Fund as ground-lease rent
for the properties.

Background:

The water system and wastewater collection & treatment plant system operate as stand-alone
public utility enterprises. Under State law, they must have separate accounting and financial
reporting mechanisms for revenues and expenses. As enterprise business-type operations,
the revenues, expenditures, and assets are separated into enterprise funds with their own
accounts, balance sheets, and financial statements. More importantly, State law (Proposition
218) requires that water and wastewater customer charges not exceed the reasonable cost of
providing the utility service.

Discussion & Analysis:

AGENDA
Therefore, as a general rule, a city may not transfer water and wastewater rate ITEM
money to the General Fund, as that would usually exceed the cost of providing .y
the service. However, there is an exception where the General Fund is paying Q

for or providing a valuable asset to the utility to support its operations. In that
case, the debt owed to the General Fund becomes part of the “reasonable cost
of providing the service” and may be paid with rate money. California law

(Proposition 28) further provides that “a charge imposed for entrance to or use

o




of local government property, or the purchase, rental, or lease of local government property” is
not a tax requiring voter approval, provided the “amount of the charge must bear a reasonable
relationship to the value of the property interest conveyed. . ..” That is situation we have
here.

~ The water system and wastewater coilection & treatment plant system are located on real
property which was purchased by and remains a fixed capital asset of the General Fund. In
essence, the General Fund is the “landlord” of these sites and the Water Enterprise Fund and
the Wastewater Enterprise Fund are the “tenants” who are ground-leasing the property for their
operations. For many years, the General Fund has not charged rent to these utilities and has,
therefore, been subsidizing these utilities. Since the two Enterprise Funds are treated as
separate business-type operations, they should be paying rent to the General Fund for use of
these valuable properties, without which, neither utility could function.

Staff has retained the services of Urban Futures, Inc. to prepare market studies of fair lease
value of the General Fund properties in question. They are attached as Attachments 2 and 4.
The Studies conclude that fair lease value for the water facilities is $180,101.00 annually, while
the fair lease value for the wastewater plant site is $112,802.00 annually, totaling $292,903.00
annually. Staff is recommending that the Council approve this transfer of Enterprise Fund
monies to the General Fund for the reasons outlined above by adoption of the attached
Resolution (Attachment 5).

Fiscal Impact:
$180,101.00 Water Enterprise Fund for use of General Fund real property.

$112,802.00 Wastewater Enterprise Fund for use of General Fund real property.

Coordinated with:
Mone.
Attachment:

1. Water Facilities Occupancy and Use of General Fund Property Comparable Land Sales
Table, Yield and Valuation Calculations Fiscal Year 2018-19. '

2. Urban Futures Inc. Report on Fair & Reasonable Compensation for Water Enterprise Fund
Use of General Fund Real Property for Water Facilities.

3. WWTP Occupancy and Use of General Fund Property Comparable Land Sales Table,
Yield and Valuation Calculations Fiscal Year 2018-19.

4. Urban Futures Inc. Report on Fair & Reasonable Compensation for Wastewater Enterprise
Fund Use of General Fund Real Property for WWTP.

5. Resolution No. 2018- - A Resolution of the City Council of the City of Calexico,
California, Approving the Transfer of Certain Water Enterprise Fund and Wastewater
Enterprise Fund Revenues to the City’s General Fund to Compensate the General Fund for
Ground-Lease Rental of Real Property to the Water and Wastewater Enterprises for their
Operations
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Financial Solutions

September 11, 2018

David B. Dale

City Manager

City of Calexico
608 Heber Avenue
Calexico, CA 92231

Re: Report on Fair and Reasanable Compensation for Water Enterprise Fund Use of General Fund
Real Property for Water Facilities

Dear Mr. Dale:

In response to your request, Urban Futures, Inc. (UFl) is pleased to provide the City of Calexico with a
valuation model and report on fair and reasonable compensation for the Water Enterprise Use of General
Fund property for the various water facilities. Since 1972, UF| has provided financial consulting and
advisory services to California cities, counties, special districts, schools, community colleges, and non-
profits. Through our two divisions—the Public Finance Group and the Public Management Group—we
offer solutions to financial opportunities and challenges our clients encounter,

The Public Management Group that prepared this report is comprised of former city executyives, legal
counsel, and finance and economic development professionals. Collectively, our Public Management
Group has decades of expertise in specialty areas such as finance, public law, real estate, and economic
and fiscal impact analysis.

We appreciate this opportunity to work with the City. If you have any questions, please do not hesitate
to contact me at (909) 648-3176 or jamesm@urbanfuturesinc.com.

Sincerely,

-

James P. Morris
Managing Principal

Urban'Futures, Inc. m 17821 17 Street, Suite 245 ® Tustin, CA 92780
Telephone: (714) 283-9334 uw www.urbanfuturesinc.com ® Fax: (714) 283-9319




City of Calexico, California Fair Compensaf/'on for Water Facilities Use of General Fund Property

1 Introduction and Background
A. Background and Objective of Report

The City of Calexico (City) Calexico operates its own water treatment, storage and distribution
system (“water system”). The City’s water treatment and storage system receives untreated/raw
Colorado River surface water imported by the Imperial Irrigation District (1ID) via the Ali-American
Canal. The imported raw water is stored ina 25 million-gallon (MG) surface reservoir. The water
is pumped from the raw water reservoir to a 14 million gallons per day (MGD) water treatment
plant. Treated water is stored in three above-grade fabricated steel tanks, two located at the
treatment plant site (6 MG and 4 MG) and one located at the eastside reservoir (16 MG). The
water distribution system includes seven pumps that over 75 miles of pipelines ranging from two
inches to 30 inches in diameter to serve customers throughout the city.

The water system operates as a stand-alone public enterprise, with a separate accounting and
financial reporting mechanism for revenues and expenses associated with providing water
service to customers. As an enterprise operation (business-type activity), the revenues,
expenditures and assets for water treatment, storage and distribution are segregated into an
enterprise (proprietary) fund with its own accounting, balance sheet and financial statements
(“Water Enterprise Fund”) that is separate from the revenues, expenditures and assets of
government activities in the City’s General Fund (“General Fund”).

According to the City, certain components of the water system are located on real property
recorded as a long-term fixed capital asset of the General Fund. In other words, the Water
Enterprise Fund is using assets of the General Fund to provide water service. Because the Water
Enterprise Fund is accounted as enterprise fund and treated as separate business-type activity,
the Water Fund should compensate the General Fund for the fair value of its proportionate use
of any General Fund asset.

The purpose of this report (and the attached valuation model) is to document the basis and
methodology used to determine an estimate of fair and reasonable compensation that should be
paid to the General Fund from the Water Enterprise Fund for any water facility’s occupancy and
use of a General Fund real property asset.

B. City Provided Data and Assumptions; Limitations

In preparing this report and the valuation model, we have relied upon information provided by
city staff. The city-provided information and data were considered accurate and reliable, and no
independent verification was undertaken. Additional data from publicly available sources was
gathered when required by the methodologies and variables incorporated within the model. The

Urban Futures, Inc. Page 1




City of Calexico, California Fair Compensation for Water Facilities Use of General Fund Property

data, information, and assumptions provided by city staff that were relied upon in this report,
and the additional data gathered from other sources, is detailed in Appendix 1.1

This report and model were prepared solely for the City of Calexico in accordance with the
contract between the City and Urban Futures, Inc. (UFI) and is not in intended for use by any
other party for any other purpose. Various portions of this report may address relevant laws and
regulations but should not be relied upon as legal advice.

C. Preparation of Valuation Model; General Methodology; Legal Standards

The purpose of this report is not the preparation of an appraisal for the General Fund properties
nor a property valuation based on averaging the per square foot price from recent sales of
comparable properties. The circumstances present a more nuanced situation in which an
enterprise fund operation is fully occupying and utilizing the real property assets of separate
governmental fund. There is no set term or expected cessation of the use, and it could be the
use continues in perpetuity because an entire treatment, storage and distribution system is
designed to flow from the current location of the water facilities.

To address these unique circumstances, a valuation model was developed and utilized to
generally satisfy the applicable provisions and restrictions of Propositions 218 and 26, as
interpreted by the courts, including but not limited to the “reasonable costs standard” of Articles
Xl A and Xl C, and the "proportionate cost standard” of Article Xl D, of the California
Constitution. The valuation model was developed in a Microsoft Office Excel® environment for
ease of future maintenance, update and adjustment by city staff. The model is attached as
Appendix 1 to this report, and an electronic copy of the model has been separately provided to
the City for ongoing annua! update, adjljstment and use.

. Summary of Valuation

Table 1 is a summary of the output from the valuation model of the estimated reasonable and
fair annual compensation that should be paid to the General Fund from the Water Enterprise
Fundfor the water facilities’ occupancy and use of General Fund real properties.

1 All information and data contained in this report has been obtained from sources believed to reliable. UFI,
however, has not verified such information and makes no guarantees, warranties or representations as to the
completeness or accuracy thereof, This report is not an appraisal or intended to be used as a substitute for an
appraisal, and valuation of the subject property is submitted subject to errors, omissions, or change in price or
other material conditions.

Urban Futures, Inc.




City of Calexico, California Fair Compensation for Water Facilities Use of General Fund Property

| Compensation

for Water Facilities 1,251,256 sf

Per SF Value from Sales of Comparable Properties $2.98 to $3.48 sf:
Market Va.h.Jg of General Fund Properties Occupied and Used for $4,149,793

Water Facilities

Return on Equity or Yield for Ground-Leased General Fund- ‘ 1 4.34%

The specific methodologies and calculations applied to determine the above are detailed in the
sections below.

1.

Description of Water Facility Sites

The properties that are the subject of this report (“Properties”) comprise approximately 29 acres
across four separate parcels located in both the “IND Industrial” and “IR Industrial Rail Served”
zoning districts of the City. The site occupied by each water facility is separately described.

L)

Urban Futures, Inc.

Raw Water Reservoir. The water system'’s open surface storage reservoir occupies the
entirety of an 11.3-acre parcel owned by the City and recorded as an asset of the General
Fund (APN 058-871-002). The property is generally located on the northwest corner of

the intersection between VV Williams Avenue and Sam Ellis Street, and is bound to the

north by the All-American Canal. The property is zoned OS Open Space but is adjacent to
twa separate zoning districts: R-1 Residential Single Family to the west and south, and IR
Industrial Rail Served to the east and north. The Assessor’s Map encompassing the City’s
parcel is attached in Appendix 2.

The purpose of the City’s OS zoning designation is to provide protection from natural
hazards, to create open space for recreational use and to preserve land in its natural form.
As such, the OS zoning designation is extremely restrictive and allows for minimal
development. Based on the location and site characteristics of the property, the OS
zoning designation would not be considered to provide for the property’s highest and
best use. The site is not useful for providing protection from any natural hazard, it is
located across the street from an existing public park that serves the neighborhood’s
recreational and open space needs, and the site is completely flat and does not have any
natural features or distinctive physical characteristics that merit protection.

Page 3




City of Calexico, California Fair Compensation for Water Facilities Use of General Fund Property

Thus, the logical highest and best use of the site would be under an adjacent zoning
designation: R-1 Residential Single Family or IR Industrial Rail Served. Given the size of
the parcel (11.3 acres), its adjcency to other IR-zoned properties of similar size and its
proximity to the railroad line and Pruett Road {a major north-south corridor), UFl believes
the highest and best use of the property is for [R-uses. This determination is based on the
property’s as-is condition. The IR zoning designation provides for uses which can avail
themselves of the nearby railroad line, including many general industrial uses such as
manufacturing, storage, and wholesale trades, services, public and semi-public uses.

e Water Treatment Plant and Storage Tanks. The water system’s treatment plant and
several treated water storage tanks are located on 8.03 acres of property spread across
two parcels owned by the City and recorded as assets of the General Fund (APNs 058-
400-009 and 058-400-060). The address for the property is 545 Pierce Avenue, Calexico,
CA, and it is generally located at the dead-end intersection of Pierce Avenue and West 5%
Street. The property is bounded to the east by Legion Park, to the west and south by the
New River, and to the north by other industrial properties. The Assessor’'s Map
encompassing the two City parcels is attached in Appendix 2.

The property is zoned IR Industrial Rail Served and is surrounded by similar zoned
property with the exception of the New River to the west and south which is zoned OS
Open Space. The uses permitted in the IR zone are detailed in the prior section. In
addition, the property is located within the County’s Airport Land Use Compatibility Plan
(ALUCP). The ALUCP designation for the property is Approach/Departure Zone (B-1)
which prohibits certain uses. Prohibited industrial uses in the B-1 Zone include highly
noise-sensitive uses, above ground storage, storage of highly flammable materials, and
hazards to flight. Uses not normally acceptable in the B-1 Zone include intensive retalil,
intensive manufacturing or food processing, and multi-story office buildings.

The property is located near and takes access from Cesar Chavez Boulevard which has
been master planned to serve as the primary roadway entrance from Mexico through the
Calexico West Border Station and is designated as a primary arterial. Primary arterial
roadways are designed to have four travel lanes and carry large volumes of traffic. When
built to standard, this roadway classification has a maximum capacity of 37,500 vehicles
per day.

Based on the above, the property’s current highest and best use is for industrial activities
and the property is similar in character, size and location as other strategically located
industrial properties close to the United States — Mexico border.

e FEast Side Storage Tank. The water system’s largest treated water storage tank is located
on a 9.39-acre parcel owned by the City and recorded as an asset of the General Fund
(APN 059-180-043). The address for the property is 839 E. Cole Blvd., Calexico, CA, and it

Urban Futures, Inc. Page 4




City of Calexico, Colifornia Fair Compensation for Water Facilities Use of General Fund Property

is generally located at the intersection of Cole Blvd. and Highway 98. The property is
bounded to the west by'vacant fand and the All-American Cana!; and to the north, south
and east by agricultural land within the county unincorporated area. The Assessor’s Map
encompassing the City’s parcel is attached in Appendix 2.

The property is zoned IND Industrial and is surrounded in the city by similar zoned
property and by agricultural uses in the adjacent county unincorporated area. The IND
zoning is intended as an area for modern industrial manufacturing and heavy industrial
uses while permitting research, and administrative facilities that can meet high
performance and development standards. Storage and whole trades are generally
permitted but retail commercial uses are limited.

The property access from Cole Blvd. which is a primary arterial street. Primary arterial
roadways are designed to have four travel lanes and carry large volumes of traffic. When
built to standard, this roadway classification has a maximum capacity of 37,500 vehicles
per day. The property also takes access from State Highway 98 which is a major east-west
thoroughfare through the city, with four lanes of travel separated by a median. -

Based on the above, the property’s current highest and best use is for industrial activities
and the property is similar in character, size and location as other strategically located
industrial properties close to the United States — Mexico border.

V. Comparable Property Sales
A. IR-Zoned Property

Within the last five years, there have been three sale transactions for comparable properties
zoned IR Industrial Rail Served within the City of Calexico. The comparable sales are for
raw/unimproved industrial-zoned properties with access from an improved street.  The
comparahle properties are smaller than the Properties, ranging in size from approximately 1.0
acre to 2.5 acres, but sufficient in size to accommodate a diversity of industrial uses. The
locations of the comparahle properties are generally in areas adjacent to other IR-zoned land.

The following table summarizes the comparable properties used for this report. A full profile for
each property and its sales transaction is contained in Appendix 3.

Estrada Blvd., Calexico, CA 92331 "~ $300,000 84,071 $3.57

N SEP

106722 $351

Estrada Blvd,, Calexico, CA92331 | $375,000

Page 5
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City of Calexico, California Fair Compensation for Water Facilities Use of General Fund Property

Sherman Ct., Calexico, CA 92331 $120,000 37,768 $3.18

Based on the similar use, condition and general location of these comparable properties, and in
compliance with the general legal standards discussed in Section 1, we do not recommend any
adjustments to the comparable sales the valuation of data. Thus, $3.48 per square foot is used
in this report as the market value sales price for the [R-zoned property. This value was derived
by assembling five years of market data for the sale of raw/unimproved IR-zoned properties in
the market area. Outlier sales transactions were eliminated to help normalize the data and then
an average per square foot sales value was calculated.

B. IND-Zoned Property

Within the last five years, there have been eight sale transactions for comparable properties
zoned IND Industrial within the 92231 zip code which encompasses the City of Calexico and
adjacent unincorporated areas. The comparable sales are for raw/unimproved industrial-zoned
land with access from an improved street. The comparable properties are smaller than the
Properties, ranging in size from approximately 1 to 10 acres, but sufficient in size to
accommodate a diversity of industrial uses. The locations of the comparable properties are
generally in areas adjacent to industrial or light industrial uses, with three of the eight
properties located in a light industrial park within an adjacent county unincorporated area.

The following table summarizes the comparable properties used for this report. A full profile for
each property and its sales transaction is contained in Appendix 4.

Address ~ Sales Price | PrépertySize (sf) ~ Price/sf
285 Rood Rd., Calexico, CA 92331 $575,000 329,749 $1.74
SW Corner M.L. King Ave, and Cole L . , ‘ ,
Blvd,, Calexico, CA 92331 2325,000 ‘45'73«8 s
SW Corner M.L. King Ave. and Cole $325,000 47.39

Bivd., Calexico, CA 92331

374 Camacho St., Calexico, CA92231 | $110,000 | 6202

Maggio Rd., Calexico, CA 92231 $350,000 $6.53

Urban Futures, Inc.
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i

Maggio Rd., Calexico, CA92231. - $350,000 | 40075 | %873 |
Pan American St., Calexico, CA 92331 $800,000 282,269 $2.83
300 W. Cole Bivd., Calexico, CA 92331 ' $1,000,000 | 435,600 : $2.30

Based on the similar use, condition and general location of these comparable properties, and in
compliance with the general legal standards discussed in Section 1, we do not recommend any
adjustments to the comparable sales the valuation of data. Thus, $2.98 per square foot is used
in this report as the market value sales price for the IND-zoned property. This value was derived
by assembling five years‘of market data for the sale of raw/unimproved IND-zoned properties in
the market area. Outlier sales transactions were eliminated to help normalize the data and then
an average per square foot sales value was calculated.

V. Valuation Methodology to Determine Compensation for Water Facilities Occupancy and
Use of General Fund Real Properties

The Water Enterprise Fund has constructed and operates three major water utility facilities on
the Properties. Thus, long-term capital assets of the General Fund have been completely
occupied and are fully utilized by the enterprise operations of the water system, and the
Properties are not available for any governmental operations of the City. In the ahsence of using
the Properties, the Water Enterprise Fund would need to obtain other real properties on which
to locate, construct and operate its water facilities. Similar to investor-owned public utilities, in
which shareholders are entitled to be fairly compensated for contributed capital assets being
used for the provision of utility services,? the City’s General Fund has contributed a real property
asset to the Water Enterprise Fund for which the General Fund should be fairly compensated.

Because the Properties are exclusively occupied and used by the water facilities, it was
determined that treating the property uses as similar to unsubordinated long-term ground leases
was the most appropriate valuation methodology. Long-term ground leases from 55 to 99 years
are increasingly common in the industrial sector and are most often found in locations where
real estate sales transactions are minimal due to scarcity of available fand and high demand.
There are two basic inputs for determining an appropriate rate for a fong-term ground lease: (1)
the market value of the property {land only), and (2) an appropriate vield for the property use.
The following explains the methodology used to determine these two inputs:

2 Bluefield Water Works & Improvement Co. v. Pub. Serv. Comm’n, 262 U.S. 679 (1923); FPCv. Hope Natural Gas Co.,
320 U.S. 591 (1944) [Utility shareholders are entitled to a fair return on prudently invested capital for assets that are
“used and useful” in providing service to customers.].

Urban Futures, Inc.
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e Market Value of General Fund Properties. Based on the property valuation data detailed
in Section IV of this report, the following is the market value of the General Fund
Properties being accupied and used by the water facilities:

5

| Total Market Value

- Property . Property . Marke

5 fwaterfaci!ity :

Zoning " Size (sf) Value {sf) B of Property
Raw Water Reservoir IR 492,228 $3.48 $1,712,109
Water Treatment Plant R 350,000 $3.48 | $1’217"399
and Storage Tanks :
East Side Storage Tank IND 409,028 $2.98 $1,220,285

e Appropriate Yield for Property Use. As explained below, a yield of 4.34% is used in this
report as appropriate for ground-leased General Fund property exclusively occupied and
used by a utility facility or other infrastructure. As landowner, the General Fund has a
reasonable expectation to be compensated for the use of the Properties. For an
unsubordinated ground lease, this reasonable expectation of compensation takes the
form of determining an appropriate “yield” from the lease (lease rate). In making this
determination, several factors were considered:

o Anunsubordinated ground lease is a ground lease where the landowner maintains
its first position in the hierarchy of claims on the asset. In this case, a third-party
would not have the right to take back the land in the case of default by the tenant.
This unsubordinated position is considered much safer for the landowner
(superior to a mortgage) and is typically accompanied by a lower expectation of

. yield (lease rate).

o For ground leases to high-credit tenants, landowners have no management or
maintenance responsibility, little market risk and no physical depreciation
concerns. For these reasons, the expected yield on a ground lease cannot be
reasonably compared to a rate of return on alternative real estate investments.
Instead, a ground lease is more comparable to a bank certificate of deposit or
bond rate, and a historical review of ground lease rates has found them to
fluctuate commensurately with interest rates like other long-term fixed
investments.>

Given the above considerations, a.range of potential yields was created. The upper boundary of
the rangeis a 10.45% yield used by the California Public Utilities Commission (CPUC) as the return

3 “Determining Ground-Lease Rental Rates,” Appraisal Journal, The Appraisal Institute, Vol. 62 (April 1994).

Urban Futures, Inc.
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on equity which investor owned utilities may use for their investment in utility infrastructure.
We recommend the City set its expected yield below the upper boundary as the General Fund is
not an investor-owned operation for which a market-based rate of return can be expected. The
lower boundary of the range is the current vyield for 5-year maturity on “AAA” rated and insured
general obligations bond.> The 5-year benchmark is a good proxy for a very low-risk, high-grade
investment over a five year period, and was selected on the assumption that the City will use a
five-year rolling average of real estate values for adjusting the market value of General Fund real
property assets. We recommend the City set its expected yield at least two bases points above
this yield, as the 5-Year benchmark is considered to fargely only keep pace with inflation (simifar
to a certificate of deposit).

Based on the above-described data and general industry practices/assumptions, an estimate of
the annual value of an unsubordinated long-term ground [ease for each of the Properties was
calculated. This annualized value is the equivalent of the fair and reasonable compensation the
General Fund should be annually paid by the Water Enterprise Fund for the water facilities use
and occupancy of the Properties. The following table summarizes the data and calculations in
the valuation model in Appendix 1 used to determine the ground-leased value of the Properties:

U5
Total Market

Appropriate Yield.

Annudlized Value

Water Facility Value of for Long-term , .
F
Property Ground Lease | (Fair Comp ensation)
Raw Water Reservoir $1,712,109 4.34% $74,306

Water Treatment Plant

g, .
and Storage Tanks 51,217,399 4.34% $52,835

4 The 10.45% return on equity is derived from the methodology approved by regulatory commissions such as the
California Public Utilities Commission (CPUC) by which investor owned utilities may recover the cost of their
investment in utility infrastructure (see, CPUC Decision 12-12-034 December 20, 2012, pp. 37-39, “Decision on Test
Year 2013 Cost of Capital for the Major Energy Utilities”). Under this methodology, an investor is entitled to earn a
return upon the value of its property (fixed assets) employed for the convenience of the public, within certain
parameters established by a regulatory body to assess and ensure the reasonableness of such return. While the goal
of this report is not to generate a “return on equity” (ROE) for General Fund capital assets used by the city’s public
utilities, the CPUC industry practice and standard of ROE is reasonable and rationale methodology for determining
an annual reimbursement for the utilities’ use of General Fund capital assets. The 10.45% ROE used in this report is
the current (2016) ROE on common equity established by the CPUC for Southern California Edison (see id., CPUC
Decision 12-12-034 December 20, 2012 [adopting capital structures and ROR and ROE for the four major California
public utilities for year 2013 ~ 2016]. We recommend this ROE factor be periodically updated to ensure consistency
with the then current CPUC determination for ROE on common equity for investor owned utilities.

3 The specific benchmark used in the Reimbursement Report is the Municipal Market Data — “AAA” Insured 5-Year
Maturity. The Thomson Reuters Municipal Market Data (MMD} AAA Curve is a proprietary yield curve that provides
the offer-side of “AAA” rated and insured state general obligation bonds, as determined by the MMD analyst team.
As of September 11, 2018, the current yield for this benchmark was 2.34%.

Urban Futures, Inc. ’ Page 9
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East Side Storage Tank $1,220,285 4.34% $52,960

VI. Update and Maintenance of Valuation Model

The valuation model upon which this report is based has been provided to the City under
separate cover in Microsoft Office Excel® format. The valuation model is designed to be updated
and maintained by city staff. Periodically, the data in the valuation mode! should be updated. As
a best practice, we recommend updating the model at least every five years or earlier to ensure
real estate values and yield benchmarks reflect current market pricing.

Urban Futures, Inc.
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CITY OF CALEXICO - VALUATION MODEL - WATER FACILITIES OCCUPANCY AND USE OF GENERAL FUND PROPERTY
Comparable Land Sales Table, Yield and Valuation Calculations . ) .
Fiscal Year 2018-19 7 e L L o o : - ) S

APN Street County Price e Date ?‘l\::fer P"’P‘:g)y e Price/st
059-511-006 {285 Rood Rd., Calexico, CA 92331 . Imperial $575,000 7/25/2013 -| CALEXICO DISTRIBUTION cENTéR e 329,748 $1.74
058-051-011 [SW Comer M.L. King Ave. and Cole Blvd., Calexico, CA 92331 Imperial $325,000 12/28/2015 SOUTHBAY TRANSPORT INC 45,738 $7.11
058-051-017 [SW Carner M.L. King Ave. and Cole Blvd., Calexico, CA 92331 Imperial $325,000 12/28/2015 SOUTHBAY TRANSPORT INC 43,996 $7:39
058-030-054 {374 Camacho St., Calexico, CA 92231 Imperial $110,000 3/31/2016 CARBAJAL, POMPOSO 54,450 $2.02
059-384-004 |Maggio Rd., Calexico, CA 92231 fmperial $350,000 4/21/2016 ' VALEG LIC 53,574 $6.53
053-384-005 jMagglo Rd., Calexico, CA 92231 Imperial $350,000 4/21/2016 VALEG LLC 40,075 $8.73
059-511-009 |Pan American St., Calexico, CA 92331 Imperial $800,000 8/25/2016 CALEXICO CROSSINGS fi LLC 282,269 ) $2.83
058-020-015 [300 W. Cole Blvd., Calexico, CA 92331 tmperial $1,000,000 |  4/12/2017 HT INDUSTRIAL LLC 435,600 $2.30

TOTALS $3,835,000 1,285,456 $2.98

Sale Owner Property Size
APN Street Count: Price/sf
Y Price Date Name {sf) rice/
058-010-066 |Estrada Blvd., Calexico, CA 92331 Imperial $300,000 1/19/2018 W SILVER RECYCLING INC. 84,071 $3.57
058-010-073 |Estrada Blvd,, Catexico, CA 92331 tmperial $375,000 8/18/2017 W SILVER RECYCLING INC. 106,722 $3.51
058-400-051 |Sherman Ct., Calexico, CA 92331 Imperial $120,000 3/15/2017 SCHAEFER LIVING TRUST 37,768 $3.18
TOTALS $795,300 228,561 $3.48

High Yield

PLIC - ROE for Investor-Owned Ut 10.45%
Low Yleld: Municipal Market Data - "AAA" 5-Year Maturity 2.34% asof 9/11/2018
Fair and Reasonable Yield for Ground-Leased City Property 4.349%( =Low Yield + (2400%

y RN
Per 5F Value from Sales of Comparable Properties Zoned Industrial $2.98 sf
Per SF Value from Sales of Comparable Properties Zoned Industrial Raif Served 53.48 of

Total SF of General Fund Property Occupied and Used by Water Fadilities

Raw Water Reservoif (APN 058-871-002) 492,228 sf
Water Treatment Plant (APNs 058-400-009 and 060} 350,000 sf
East Side Reservoir (APN 059-180-043} 409,028 sf
Market Value of Generai Fund Property Occupled and Used by Water Facilities
Raw Water Reservolr (APN 058-871-002} $1,712,108
. Water Treatment Plant APNs 058-400-060 and 009) $1,217,3939
East Slde Reservoir (APN 055-180-043) $1,220,285
Return on Equity or Yield for Ground-Leased General Fund Property 43484
i i Fair and ble Camp ion far Water Facilities Occupancy
and Use of General Fund Property
Raw Water Reservoir (APN 058-871-002}) $74,306
Water Treatment Plant APNs 058-400-060 and 009) . 452,835
East Side Reservoir (APN 059-180-043) 452,960

TOTAL $180,101
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Current Owner Information _

" Current Owner:
_ cCity, State, Zip:
_Last Transaction:

Amount:

Last sale Information

Lender Information _

Physical Information e
.. Building Area:

" ‘Basement Unfinished:

B '_TogaluAssgssed Value:
___PercentImprovement: ,

" Transferred From:
Recording / Sale Date:
Most Recent Sale Price:
Document Number:
Document Type:

__Additional:
. Garage:
~___FirstFloor:
__ Second Floor:
~____ _Third Floor:
Basement Finished: |

T }\ddress:\
APN#:
R Tract:
‘Map Page/Grid:

| 058-010-066000
ESTRADA INDUST PARK
I

18,566

0.00

| W SILVER RECYLING INC
|EL PASO, TX, 799011824
i, 02/20/2018

| MARTINEZ BRENDA E
102/20/2018 / 01/19/2018
| 300,000

| 0000002932

| grant deed/deed of trust

R
Loan Amount/ 2nd Trust Deed:

0/0

(=R =NeNlNoi=]

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupied:
Deed Type:
Document:

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms: -
# of Bathrooms: .
# of Stories: :
Total Rooms:
# of Units:
Garage/Carport:
Fireplaces:
Pool/Spa:

Vacant industrial

0.00

LOT 6 ESTRADA INDUST!
217.40

2017

1720 MAGOFFIN AVE
Ne
deed of trust
0000002933

~

F
conventional

©2018 Copyright NDCdata.com All Rights Reserved. National Data Collective Inc.

T Zip:| 922432114
County: | Imperial

Zone: l

RIAL PARK CITY OF CALEXICO 2AC

o _ LotSize: 84,071
“Year Built / Effective: 0/0

Heating: |

~ Cooling:

Roof Type:
Construction/Quality:
Building Shape: :
View: |




Property Loc'ationr;

_Percent Improvement

‘Current Owner Information

_ City, State, Zip

_Address:
APN#:

. Tract:
~Map Page/Grid:
) Total_Assessgd Value:
:10.00

|'058-016-073000

| ESTRADA INDUST PARK
I

| 22,705

Current Owner: i W SILVER RECYLING INC

: |EL PASO, TX, 79901-1824

" Last Transaction: | 02/20/2018

Amount: ; 375,000

‘Last sale Information

" Recording / Sale Date:
___Most Recent Sale Price
_..Document Number

Document Type:

Lender Information

“Loan Amount/ 2nd Trust Deed

Physical Information _

nsferred From:

“Lender:

_ . _Building Area: |
Additional:
_ Garage: ;
First Floor:
; Second Floor:
. __ Third Floor:
_ Basement Finished:
Basement Unfinished:

|ESTRADA ALICE TRUST
: 102/20/2018 / 08/18/2017

: |375,000

: 10000002931

i grant deed/deed of trust

CITIZENS BK/LAS CRUCES
: 378,353 /0

ocoooooo

City: 7
Use Code: : Vacant Industrial
Census Tract: ' 0.00

Legal Desc:
Tax Amount: : 264.40
Tax Year: . 2017

Owner Address: 1720 MAGOFFIN AVE -
Owner Occupied: . No
Deed Type:

Document: - 0000002931

Seller Address:
Prior Recording / Sale Date: . /
Prior Sale Price:
Prior Document No.:
Prior Document Type:

Full/Partial: F
Loan Type: conventional

# of Bedrooms: 0
# of Bathrooms: 0.
# of Stories: * 0
Total Rooms: 0
# of Units: 0
Garage/Carport: /
Fireplaces: 0
Pool/Spa: No

©2018 Copyright NDCdata.com All Rights Reserved. National Data Collective Inc.

Zip: | 00000-

_County: i Imperial

Zone

PAR A OF PM 058-010-67 IN CITY OF CALEXICO 2.46AC

~ LotSize
Year Built/ Effective

Heating: |

: {06,722~

0/0

Cooling: |

Roof Type:

Construction/Quality:

Building Shape: ;
_View:




“Address:

APN##:

. Tract: ;
Map Page/Grid:

‘Current Owner Information

“Current Owner:

____ City, State, Zip:
“""Last Transaction:
T Amount: !

Last sale Informrartion,': ‘,

~ VLVKTI;@grjsrfl’er"redrrFfoﬁi:
Recording / Sale Date:
___Most Recent Sale Price:

Lender Information _ . _

Physical Information

" " Total Assessed Value:
__ Percent improvement:

_Document Number:
Document Type:

" Building Area: |
_ Additional:
~_ Garage:
First Floor: |
~Second Floor:
_ Third Floor: !
______Basement Finished:
 Basement Unfinished:

| 058-400-051000

/
123,500
0.00

| SCHAEFER LIVING TRUST

| CALEXICO, CA, 922314026

111/06/2017

[DAVILAMARIABE
108/31/2017 / 03/15/2017
[120,000
10000019563

| grant deed/deed of trust

T Lender:
Loan Amount/ 2nd Trust Deed:

0/0

ooooooo

City:
Use Code: Vacant industrial
Census Tract: 122.00

Legal Desc:
Tax Amount: 1,409.82
Tax Year: 2017

Owner Address: 1235 GARNET ST
Owner Occupied: No

Deed Type:

Document: 0000024314

Seller Address:
Prior Recording / Sale Date: [/
Prior Sale Price:
Prior Document No.:
Prior Document Type:

Full/Partial: F
Loan Type: conventional

# of Bedrooms: 0
# of Bathrooms: - 0.
# of Stories: 0
Total Rooms: 0O
# of Units: 0
Garage/Carport: /
Fireplaces: 0
Pool/Spa: No

©2018 Copyright NDCdata.com All Rights Reserved. National Data Collective Inc.

quitclaim/deed of trust

| Zip:022438725
_ County: | imperial __

Zone: |

LOT 1 SHERMAN INDUSTRIAL PARK SUB CITY OF CALEXICO

LotSize: 3,839

Year Built / Effective: '0/0
_Heating: |
___Cooling:

_ Building Shape: |
View: |
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Property Location _

"~ Map Page/Grid

~ “Address: | 374 CAMACHO ST
__APN#: | 058-030-054000
Tract: | KLOKE

;| B620/ G5

Total Assessed Value: | 59,555

__Percentimprovement

‘Current Owner Information

21 0.00

Current Owner: | CARBAJAL POMPOSO GERARDO

__City, State, Zip
Last Transaction
_ Amount:

Last sale Information

Recording / Sale Date

: |CALEXICO, CA, 92231-3918
:103/31/2016
- 1110,000

“Transferred From: | AAXIOS FINANCIALLLC

1 103/31/2016 7 03/29/2016

Most Recent Sale Price: ! 110,000

.. Document Number:

_ Pocument Type

Lender Information

Physical Information

g Area: |

<} 0000006160
: {grant deed/deed of trust

... Lender
Loan Amount/ 2nd Trust Deed:

0/0

" Additional:
__Garage: |

First Floor: |

. ~__Third Floor:
_.....Basement Finished: |
_Basement Unfinished:

i 0
10

1o
" " Second Floor: { 0
. o
i0
10

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupied:
Deed Type:
Document:

CALEXICO
Industrial Miscellaneous
118.00

- PAR 1 PM 2064 OF E2 OF E2 LOT 15 KLOKE TRACT 1.25AC

' §70.60
2017

892 ZAPATA ST
No

: 0000006160

Seller Address: *

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories: *
Total Rooms:
# of Units:
Garage/Carport:
Fireplaces:
Pool/Spa:

07/16/2004 /
185,000
10000022160

.grant deed/deed of trust

F
conventional

©?2018 Copyright NDCdata.com All Rights Reserved. National Data Collective Inc.

Zip: | 922319724

County: | Imperial

Zone: |

Lot Size: 54,450

Year Built / Effective: 070
Heating:rl .

~_ Cooling: i

Roof Type:

Construction/Quality: [Primary Material Unlisted /0~

Building Shape: !7 7
View:




Property Location

" Address:
APN#:

. Tract:
7 I\ﬁapﬁF‘age’/Grid:
_Total Assessed Value:

Percent Improvement:

Current Owner Information _

Last sale Inform,afiorg» ‘,

T Transferred From:

Recording / Sale Date:
ecent Sale Price:
_Document Number:
___Document Type:

" Most Rece

tender Info rmatibn

T 7 Lender:
__ Loan Amount/ 2nd Trust Deed:

‘Physical Information

~ Current Owner:
___City, State, Zip:

Last Transaction:
o Amount:

“Building Area: |
~ "'Additional:
Garage: .
_First Floor: |
Second Floor:
. _ Third Floor:
_Basement Finished:

__ Basement Unfinished:

| 300 W COLE 8LVD
| 058-020-015000
KLOKE

/

1
| 679,562
1 0.00

|HT INDUSTRIAL LLC

| BUFFALO, WY, 82834-0
104/12/2017

11,000,000

1 AQUA GROUP VENTURES LLC
| 04/12/2017 / 04/05/2017
11,000,000

0000008668

| grant deed/deed of trust

City: ; CALEXICO

Use Code:
Census Tract:
Legal Desc:
Tax Amount:

Vacant Industrial

119.00 ‘
LOT 4 KLOKE TR 10AC OM 18
7,721.68

Tax Year: . 2017

Owner Address: | 412 W MAIN ST 100
+No

Owner Occupied:
Deed Type:

Document: 0000008668

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Full/Partial:

Loan Type: -

# of Bedrooms: -

# of Bathrooms:
# of Stories:

Total Rooms: :
# of Units: .

Garage/Carport:

~

Fireplaces: '
PooliSpa: ’

conventional

covooo

o

©2018 Copyright NDCdata.com All Rights Reserved. National Data Collective Inc.

Zip: | 922319764

County: | Imperial _
Zone: |

. Lot Size: | 35,601

Year Built / Effective: |
Heating: |

_Cooling:

_ Roof Type:
Construction/Quality:
Building Shape:
View:




property Location o
_ Address:
_APN#:
Tract:
__ Map Page/Grid:
_ Total Assessed Value:
__PercentImprovement:

‘Current Owner Information
__ Current Owner:

.. _City, State, Zip:

" Last Transaction:
B Amount:

Last sale Infdrrhat"gon ] L
© T Transferred From:
~_ Recording / Sale Date:
- Most Recent Sale Price:

__Document Type:

Lender Informatioﬁ

Physical Information

“Building Area:

__Document Number:

e .,7, Lender:
Loan Amount/ 2nd Trust Deed:

Additional: :

_Garage: |

First Floor: ;

o Sécond Floor: !

~_ Third Floor: !

. Basement Finished: :
Basement Unfinished:

i COLE RD

. 058-051-011000

¢ CALEXICO INDUST PARK
I
172,380

1 7.00

: SOUTHBAY TRANSPORT INC
iLONG BEACH, CA, 80806-1308
| 12/26/2015

1325,000

{HASS ERICH R LIVING TRUST
112/2812015 / 12/21/2015
{325,000

10000026457

i grant deed/deed of frust

* PRIVATE INDIVIDUAL
255,000/0

0

OO0 00000

City:

‘Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupied:
Deed Type:
Document:

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories:
Total Rooms:

# of Units:
Garage/Carport:
Fireplaces:
Pool/Spa:

/ ' Construction/Quality:

CALEXICO » Zip: | 92231-
Vacant Industrial . County: | Imperial
11900 o . Zomer| -
LOT 28 BLK 3 CALEXICO INDUSTRIAL PARK CITY OF CALEXICO

1,063.64 '

2017

3180 GOLDEN AVE
No

0000026457

12/07/2010/ 12/06/2010
300,000

0000030531

grant deed/deed of trust

F
conventional variable

0 ! - Lot Size: 45,738
0.00 ' Year Built / Effective: 0/0

0 : Heating: |

0 } - Cooling: |
0 | Roof Type:

0 ! Building Shape:

)
)
|
:
{
l
No : View: |
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Primary Material Unlisted /0




‘Property Location

‘Current Owner Information

“Current Owner:

~ Address:
~ APN#:
. Tract:
Map Page/Grid:

_ Total Assessed Value:
~Percent Improvement:

, COLERD

! 058-051-017000

: CALEXICO INDUST PARK
v

. 159,120

1 0.00

i SOUTHBAY TRANSPORT INC

City, State, Zip: {LONG BEACH, CA, 90806-1308

Last Transaction:

Amount:

. Last sale Informél;ji;n;w i I
Transferred From

112/28/2015
: 325,000

: 'HASS ERICH R LIVING TRUST

" Recording / Sale Date: ! 12/28/2015 / 12/21/2015

__ Document Number:

Lender Information w_";

Loan A&nophﬂ_?.nd Trust Deed

Physical Information .
Building Area:

Additional:
~ Garage: :
First Floor: |
‘Second Floor:

_ Third Floor:
Basement Finished:

Basement Unfinished:

___Most Recent Sale Price: 1325,000

1 10000026457

__ Document Type: | grant deed/deed of trust

T Lender: | PRIVATE INDIVIDUAL

1 255,000/0

coooQo O

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupied:
Deed Type:
Document:

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories:
Total Rooms:
# of Units: .
Garagel/Carport:
Fireplaces:
Pool/Spa:

CALEXICO zip: | 92231-

Vacant Industrial ; County: | Imperial o
119.00 o Zone: | o
LOT 22 BLK 3 CALEXICO INDUSTRIAL PARK CITY OF CALEXICO

1,813.12

2017 _

3180 GOLDEN AVE
No

0000026457

12/07/2010 / 12/06/2010
300,000

0000030531

grant deed/deed of frust

E
conventional variable

©2018 Copyright NDCdata.com Al Rights Reserved. National Data Collective Inc.

" Lotsize: 438
Year Built / Effective: |

_ Heating:
__ Cooling:
o ~_Roof Type:
Construction/Quality:
Building Shape:

~ View:

Drimary Material Unlisted /0




Property Location _ o
' _Address:
- APN#:

Tract:

" Map Page/Grid: |

o ‘,'fo_t“‘:iljff\ss‘essed Value:
~ Percent Improvement:

Current Owner Information L
___Current Owner:
City, State, Zip:
7 ast Transaction:
_ Amount:

Last sale Infofi'ﬁétizxrn_::' o

Lender Information . § o

"7 Loan Amount / 2nd Trust Deed:

Physical Information _ U
___Building Area:

~ Additional:

7" 'Second Floor:
Third Floor:

) ‘Barse[nent Finished:
Basement Unfinished:

“Transferred From:
__ Recording / Sale Date:
"Most Repenf Sale Price:

) ’ < 0000007680

: | grant deed/deed of trust

|
i

| 059-384-004000
| UNIT #1

!

i 203,686

i 0.00

[VALEGLLC

[CALEXICO, CA, 92231-8765
104/21/2016

{350,000

| WALAPAI TRUST
104/21/2016 / 02/08/2016
| 350,000

0/0

1
i
|

coooDo0OoO

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupied:

Deed Type:

Decument:

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories:
Total Rooms:

# of Units:
Garage/Carport:
Fireplaces:
Pool/Spa:

Vacant Industrial
119.00

LOT 12 TRACT 941-UNIT NO 1 17-15/16 1.22AC

6,238.86
2017

413 ROOD RD STE 9
No

0000007680

F
conventional

©2018 Copyright NDCdata.com All Rights Reserved. Nationa! Data Collective Inc.

Zip: 1 00000- .
County: | Imperial
Zone:i

" Lotsize: 53579
Year Built / Effective: 0/0
Heating: |

_ Cooling:
Roof Type

Construction/Quality: Piimary Material Uniisted /0~

Building Shape: |
View: |




Property Location _ -

" Address: !

_ APNi#:

. Tract:

. ‘Mép Page/Grid:
L Tot;{l Assessed Value:
____Percentimprovement:

‘Current Owner Information

Current Owner:
_Clty, State, Zip:
Last Transaction:
_ Amount:

Last sale Inforrh%tigh o

__Document Type

Lender Information

‘Physical Information ____

~ Building Area:

Transferred From:
Recording / Sale Date:
Most Recent Sale Price:
_ Document Number:

~ Additional:
_Garage:
First Floor:

" "Second Floor:

o Third Floor:

... Basement Finished:
‘:ABas;gmgnt’Unfinished:

| 058-384-005000
 UNIT #1

¥ .

| 153,313

| 0.00

|VALEG LLC

!CALEXICO, CA, 92231-9765
[04/21/2016

{350,000

| WALAPAI TRUST

| 04/21/2016 / 02/09/2016
| 250,000

} 0000007680

: | grant deed/deed of trust

e _Lender:
_ Loan Amount/ 2nd Trust Deed:

0/0

0

coooooo

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupied:
Deed Type:
Document:

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories:
Total Rooms:

# of Units:
Garage/Carport:
Fireplaces:
Pool/Spa:

Zip: | 00000-
Vacant Industrial County: | Imperial B )
119.00 o . . _Zone: !
LOT 11 TRACT 941-UNIT NO 1 17-15/16 .92AC
4,703.06
2017 - B S

413 ROOD RD STE 9

No e
0000007680 . ’
/

F - .

conventional

0 LotSize:'40075 T
0.00 Year Built/ Effective: 0/0

4] . Heating:; o o

0 -

0 . -

Construction/Quality: 'Primary Material Unlisted / 0
0 Building Shape: |
No. ] . View: |
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Property Location

" Address:
_APN#:
. Tract::
Map Page/Grid: ;
“Total Assessed Value:
___Percent Improvement:

Current Owner Information

~Current Owner:
City, State, Zip:
Last Transaction:
_Amount:

Last sale Information

Lender Information

Loan Ar

Physical Information

" Building Area: |
7 _Additional: |
Garage: |
First Floor:

Second Floor:
_ Third Floor:
) Finished:
“Basement Unfinished:

_ Basement F

“Transferred From:
_ VReco'rdr'ﬁg 7{53]9 Date:
t Sale Price:.
1ent Number:
i Dbcumjen; Type:

| 285 ROOD RD
| 059-511-006000

ol
| 6,630,144
1090

| CALEXICO DISTRIBUTION CENTER LLC
{CHULA VISTA, CA, 919144508
| 07/25/2013

575,000

IMICH LLC

| 07/25/2013 1 07/23/2013
{575,000

10000017460

| grant deed/deed of trust

e :Wl:énder: ;
nt/2nd Trust Deed:

/0

=N oo laNelaNe)

©?2018 Copyright NDCdata.com All Rights Reserved. National Data Collective Inc.

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address: 821 KUHN DR STE 100
No

Owner Occupied:
Deed Type:

Document: 0000017460

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price: 2,777,399

Prior Document No.:
Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories:
Total Rooms:
# of Units:
Garage/Carport: /
Fireplaces:
Pool/Spa:

10/21/2010/ 10/18/2010

0000026375
high liability

F

conventional -

Zip: | 922319534 T

LotSize:[320748 ~

" Year Built / Effective: 0/0

" Roof Type:
Construction/Quality:
Building Shape;

Heating: |
Cooling: |

View: |

CALEXICO

Industrial Miscellaneous County: | Imperial
119.00 . Zone‘:r“ .
PAR B PER LLA 00219, 7.579AC, COUNTY OF IMPERIAL o
98,409.76

2017 ) )

: [Primary Material Uniisted /0~




Property Location .
) _Address:
APN#:
Tract:

i W:l‘\'_lleipAP'age/Grid: :

Assessed Value:

B il{e}penflmb(ovement:

Current Owner Information
Current Owner:
‘City, State, Zip:
""" 7'Last Transaction:
Amount:

Last sale Information : )

"ransferred From:
_ Recording / Sale Date:
____Most Recent Sale Price:

_Document Number:
~ Document Type:

Lender Information

059-511-008000

/
1 800,000
£ 0.00

| CALEXICO CROSSINGS Jf LLC
| CHULA VISTA, CA, 919144508
108/25/2016

1 800,000

: CHAPEL L TRANSPORTERS LLC

i 08/25/2016 / 07/08/2016
{800,000

10000017325

| grant deed/deed of trust

;Lender: ;

Loan Amount/ Znd Trust Deed:

‘Physical Information__

Additional:
~ Garage:

_____ _Third Floor:
Basement Finished:

asement Unfinished:

" Building Area: |

City: *

Use Code:

Census Tract: *
Legal Desc: ¢
Tax Amount: .

Tax Year:

Owner Address:

, Owner Occupied:

Deed Type:
Document:

Seller Address:

Prior Recording / Sale Date: *

Prior Sale Price:
Prior Document No.:
Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms: .
# of Bathrooms: *

# of Stories:
Total Rooms:

# of Units: |
Garage/Carport: '

Fireplaces:
Pool/Spa:

' Vacant Industrial
119.00

29,908.84
2017

821 KUHN DR STE 100
.No

10000017325

F
conventional

©2018 Copyright NDCdata.com All Rights Reserved. National Data Collective Inc.

PAR 1 OF PM 13-74 ALSO BEING A POR SEC 13 17-15

“zip: { 00000-
County: | Imperial
Zone: |

~ Lotsize: 282,269
Year Built / Effective: 070

Heating: i

_...Cooling:

Roof Type:

|

Construction/Quality: [Primary Material Unlisted /0

Building Shape: |
View: |
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. Financial Solutions

September 11, 2018

David B. Dale

City Manager

City of Calexico
608 Heber Avenue
Calexico, CA 92231

Re: Report on Fair and Reasonable Compensation for Wastewater Enterprise Fund Use of General
Fund Real Property for WWTP

Dear Mr. Dale:

in response to your request, Urban Futures, Inc. (UFl) is pleased to provide the City of Calexico with a
valuation model and report on fair and reasonable compensation for the Wastewater Enterprise Use of
General Fund property for the city’s wastewater treatment plant. Since 1972, UFI has provided financial
consulting and advisory services to California cities, counties, special districts, schools, community
colleges, and non-profits. Through our two divisions—the Public Finance Group and the Public
Management Group—we offer solutions to financial opportunities and challenges our clients encounter.

The Public Management Group that prepared this report is comprised of former city executives, legal
counsel, and finance and economic development professionals. Collectively, our Public Management
Group has decades of expertise in specialty areas such as finance, public law, real estate, and economic
and fiscal impact analysis.

We appreciate this opportunity to work with the City. If you have any questions, please do not hesitate
to contact me at (909) 648-3176 or jamesm@urbanfuturesinc.com.

Sincerely,

Bl R

James P, Morris
Managing Principal

Urban Futures, Inc. ® 17821 17t Street, Suite 245 B Tustin, CA 92780
Telephone: (714) 283-9334 # www.urbanfuturesinc.com & Fax: (714} 283-3319




City of Calexico, California Fair Compensation for WWTP Use of General Fund Property

l. Introduction and Background
A. Background and Objective of Report

The City of Calexico (City) Calexico operates its own wastewater collection and treatment system.
The City’s wastewater operations consist of a collection system with pipes ranging in size from
six inches to 30 inches in diameter, a wastewater treatment plant (WWTP) located in the
southwest part of the City and a recycled water disposal system. The WWTP uses activated
sludge technology and has an average daily flow capacity of 4.3 miilion gallons per day (MGD)
and peak daily flow capacity of 5.5 MGD. The process consists of a head works structure, primary
clarifier, aeration tanks, secondary clarifiers and sludge drying beds.

The wastewater collection and treatment system operates as a stand-alone public enterprise,
with a separate accounting and financial reporting mechanism for revenues and expenses
" associated with providing the utility service to customers. As an enterprise operation {business-
type activity), the revenues, expenditures and assets for wastewater collection and treatment
are segregated into an enterprise (proprietary) fund with its own accounting, balance sheet and
financial statements (“Wastewater Enterprise Fund”) that is separate from the revenues,
expenditures and assets of government activities in the City’s General Fund (“General Fund”).

According to the City, the WWTP is located on real property recorded as a long-term fixed capital
asset of the General Fund. In other words, the Wastewater Enterprise Fund is using an asset of
the General Fund to provide sewer service. Because the Wastewater Enterprise Fund is
accounted as enterprise fund and treated as separate business-type activity, the Wastewater
Fund should compensate the General fund for the fair vafue of its proportionate use of any
General Fund asset. :

The purpose of this report (and the attached valuation model) is to document the basis and
methodology used to determine an estimate of fair and reasonable compensation that shouid be
paid to the General Fund from the Wastewater Enterprise Fund for the WWTP’s occupancy and
use of a General Fund real property asset.

B. City Provided Data and Assumptions; Limitations

In preparing this report and the valuation model, we have relied upon information provided by
city staff. The city-provided information and data were considered accurate and reliable, and no
independent verification was undertaken. Additional data from publicly available sources was
gathered when required by the methodologies and variables incorporated within the model. The
data, information, and assumptions provided by city staff that were relied upon in this report,
and the additional data gathered from other sources, is detailed in Appendix 1.1

1 All information and data contained in this report has been obtained from sources believed to reliable. UFI,
however, has not verified such information and makes no guarantees, warranties or representations as to the

Urban Futures, Inc. Page 1




City of Calexico, California Fair Compensation for WWTP Use of General Fund Property

This report and model were prepared solely for the City of Calexico in accordance with the
contract between the City and Urban Futures, Inc. (UFI) and is not in intended for use by any
other party for any other purpose. Various portions of this report may address relevant laws and
regulations but should not be relied upon as legal advice.

C. Preparation of Valuation Model; General Methodology; Legal Standards

The purpose of this report is not preparation of an appraisal for the General Fund property nora
property valuation based on averaging the per square foot price from recent sales of comparable
properties. The circumstances present a more nuanced situation in which an enterprise fund
operation is fully occupying and utilizing the real property assets of separate governmental fund.
There is no set term or expected cessation of the use, and it could be that the use continues in
perpetuity because an entire collection system is designed to flow to WWTP’s current location.

To address these unigue circumstances, a valuation model was developed and utilized to
generally satisfy the applicable provisions and restrictions of Propositions 218 and 26, as
interpreted by the courts, including but not limited to the “reasonable costs standard” of Articles
Xl A and Xl C, and the "proportionate cost standard” of Article Xl D, of the California
Constitution. The valuation model was developed in a Microsoft Office Excel® environment for
ease of future maintenance, update and adjustment by city staff. The model is attached as
Appendix 1 to this report, and an electronic copy of the model has been separately provided to
the City for ongoing annual update, adjustment and use.

. Summary of Valuation

Table 1 is a summary of the output from the valuation maodel of the estimated reasonable and
fair annual compensation that should be paid to the General Fund from the Wastewater
Enterprise Fund for the WWTP’s occupancy and use of a General Fund real property.

completeness or accuracy thereof. This report is not an appraisal or intended to be used as a substitute for an
appraisal, and valuation of the subject property is submitted subject to errors, omissions, or change in price or
other material conditions.

Urban Futures, Inc.




City of Calexico, California ' Fair Compensation for WWTP Use of General Fund Property

Estimated Total SF of General Fund Property Occupied and Used for

WWTP 871,200 sf

Per SF Value from Sales of Comparable Properties o $2.98 per sf
Market Value of General Fund Property Occupied and Used for

WWTP $2,599,118

Return on Equity or Yield for Ground-Leaséd General Fund Property - 7 4.34% .

The specific methodologies and calculations applied to determine the above are detailed in the
sections helow.

N Description of WWTP Site

The subject property (“Property”) comprises approximately 20 acres and is a portion of two
parcels owned by the City that are recorded as assets of the General Fund (APN 058-180-019 and
APN 058-180-021), and located at 298 East Anza Road, Calexico, California. The Property ishound
to the north by the New River, to the south by the Calexico International Airport, and to the east
by the City Animal Shelter. The Assessor’s Map encompassing the parcels identified herein is
attached as Appendix 2.

The Property is zoned IND Industrial and is adjacent to bounded on the south, east and west by
similarly zoned property. The IND zoning is intended as an area for modern industrial
manufacturing and heavy industrial uses while permitting research, and administrative facilities
that can meet high performance and development standards. Storage and whole trades are
generally permitted but retail commercial uses are limited.

In addition, the Property is located within the County’s Airport Land Use Compatibility Plan
(ALUCP). The ALUCP designation for the Property is Approach/Departure Zone (B-1) which
prohibits certain uses. Prohibited industrial uses in the B-1 Zone include highly noise-sensitive
uses, above ground storage, storage of highly flammable materials, and hazards to flight. Uses
not normally acceptable in the B-1 Zone include intensive retail, intensive manufacturing or food
processing, and multi-story office buildings.

The Property is located near and takes access from Cesar Chavez Boulevard which has been
master planned to serve as the primary roadway entrance from Mexico through the Calexico
West Border Station and is designated as a primary arterial. Primary arterial roadways are

Urban Futures, Inc. Page 3




City of Calexico, California Fair Compensation for WWTP Use of General Fund Property

designed to have four travel lanes and carry large volumes of traffic. When built to standard, this
roadway classification has a maximum capacity of 37,500 vehicles per day.

Based on the above, the Property’s current highest and best use is for industrial activities and the
Property is similar in character, size and location as other strategically located industrial
properties close to the United States — Mexico border.

IV.  Comparable Property Sales

Within the last five years, there have been eight sale transactions for comparable properties
zoned IND Industrial within the 92231 zip code which encompasses the City of Calexico and
adjacent unincorporated areas. The comparable sales are for raw/unimproved industrial-zoned
land with access from an improved street. The comparable properties are smaller than the
Property, ranging in size from approximately 1 to 10 acres, but sufficient in size to accommodate
a diversity of industrial uses. The location of the comparable properties are generally in
areas adjacent to industrial or light industrial uses, with three of the eight properties
located in a light industrial park within an adjacent county unincorporated area.

The following table summarizes the comparable properties used for this report. A full profile for
each property and its sales transaction is contained in Appendix 3.

T

Address Sales Price  Property Size (sf) . Price/sf
285 Rood Rd.‘, Calexico, CA 92331 $575,000 329,748 $1.74
374 Camacho St., Calexico, CA 92231 $110,000 54,450 $2.02
Maggio Rd., Calexico, CA 92231 $350,000 53,579 $6.53
Méggio Rd., Calexico, CA 92231' . ssso,boo | 40,0?5 : $8.73

Pan American St., Calexico, CA 92331 $800,000 282,269 $2.83

300 W, .Cole:ijd., Calexico, CA 92331 ; ‘$’1’,’000,OVOOA

CamE0 | $230 |

B O

Urban Futures, Inc. Page 4




City of Calexico, California , Fair Compensation for WWTP Use of General Fund Property

Based on the similar use, condition and genéral location of these comparable properties, and in
compliance with the general legal standards discussed in Section 1, we do not recommend any
adjustments to the comparable sales the valuation of data. Thus, $2.98 per square foot is used
in this report as the market value sales price for the Property, which equates to a total value of
$2,599,118 for the 20-acres. This amount was derived by assembling five years of market data
for the sale of raw/unimproved IND-zoned properties in the market area. Outlier sales
transactions were eliminated to help normalize the data and then an average per square foot
sales value was calculated.

V. Valuation Methodology to Determine Compensation for WWTP Occupancy and Use of
General Fund Real Property

The Wastewater Enterprise Fund has constructed.and currently operates its WWTP on the
Property. Thus, a long-term capital asset of the General Fund has been completely occupied and
is fully utilized by the enterprise operations of the WWTP, and the Property is not available for
any governmental operations of the City. In the absence of using the Property, the Wastewater
Enterprise Fund would need to obtain other real property on which to locate, construct and
operate its WWTP facility. Similar to investor-owned public utilities, in which shareholders are
entitled to be compensated for contributed capital assets being used for the provision of utility
services,? the City’s General Fund has contributed a real property asset to the Wastewater
Enterprise Fund for which the General Fund should be fairly compensated.

Because the Property is exclusively occupied and used by the WWTP, it was determined that
treating the property use as similar to an unsubordinated long-term ground lease was the most
appropriate valuation methodology. Long-term ground leases from 55 to 99 years are
increasingly common in the industrial sector and are most often found in locations where real
estate sales transactions are minimal due to scarcity of available land and high demand. There
are two basic inputs for determining an appropriate rate for a long-term ground lease: (1) the
market value of the property (land only), and (2) an appropriate yield for the property use. The
following explains the methodology used to determine these two inputs:

e Market Value of General Fund Property. The market value of the Property (land only) is
$2,599,118, as detailed in Section IV of this report.

e Appropriate Yield for Property Use. As explained below, a yield of 4.34% is used in this
report as appropriate for ground-leased General Fund property exclusively occupied and

2 Bluefield Water Works & Improvement Co. v. Pub. Serv. Comm’n, 262 U.S. 679 (1923); FPCv. Hope Natural Gas Co.,
320 U.S. 591 (1944) [Utility shareholders are entitied to a fair return on prudently invested capital for assets that are
“used and useful” in providing service to customers.].

Urban Futures, Inc.




City of Calexico, California Fair Compensation for WWTP Use of General Fund Property

used by a utility facility or other infrastructure. As landowner, the General Fund has a
reasonable expectation to be compensated for the use of the Property. For an
unsubordinated ground lease, this reasonable expectation of compensation takes the
form of determining an appropriate “yield” from the lease (lease rate). In making this
determination, several factors were considered:

o Anunsubordinated ground lease is a ground lease where the landowner maintains
its first position in the hierarchy of claims on the asset. In this case, a third-party
would not have the right to take back the land in the case of default by the tenant.
This unsubordinated position is considered much safer for the landowner
(superior to a mortgage) and is typically accompanied by a lower expectation of
yield {lease rate).

o For ground leases to high-credit tenants, landowners have no management or
maintenance responsibility, little market risk and no physical depreciation
concerns. For these reasons, the expected yield on a ground lease cannot be
reasonably compared to a rate of return on alternative real estate investments. .
Instead, a ground lease is more comparable to a bank certificate of deposit or
bond rate, and a historical review of ground lease rates has found them to
fluctuate commensurately with interest rates like other long-term fixed
investments.3

Given the above considerations, a range of potential yields was created. The upper
boundary of the range is a 10.45% yield used by the California Public Utilities Commission
(CPUC) as the return on equity which investor owned utilities may use for their investment
in utility infrastructure. * We recommend the City set its expected yield below the upper
boundary as the General Fund is not an investor-owned operation for which a market-
based rate of return can be expected. The lower boundary of the range is the current
yield for 5-year maturity on “AAA” rated and insured general obligations bond.> The 5-

3 “Determining Ground-Lease Rental Rates,” Appraisal Journal, The Appraisal institute, Vol. 62 (April 1994).

* The 10.45% return on equity is derived from the methodology approved by regulatory commissions such as the
California Public Utilities Commission (CPUC) by which investor owned utilities may recover the cost of their
investment in utility infrastructure (see, CPUC Decision 12-12-034 December 20, 2012, pp. 37-39, “Decision on Test
Year 2013 Cost of Capital for the Major Energy Utilities”). Under this methodology, an investor is entitled to earn a
return upon the value of its property (fixed assets) employed for the convenience of the public, within certain
parameters established by a regulatory body to assess and ensure the reasonableness of such return. While the goal
of this report is not to generate a “return on equity” (ROE) for General Fund capital assets used by the city’s public
utilities, the CPUC industry practice and standard of ROE is reasonable and rationale methodology for determining
an annual reimbursement for the utilities’ use of General Fund capital assets. The 10.45% ROE used in this report is
the current (2016} ROE on common equity established by the CPUC for Southern California Edison (see id., CPUC
Decision 12-12-034 December 20, 2012 [adopting capital structures and ROR and ROE for the four major California
public utilities for year 2013 - 2016]. We recommend this ROE factor be pericdically updated to ensure consistency
with the then current CPUC determination for ROE on common equity for investor owned utilities.

5 The specific benchmark used in the Reimbursement Report is the Municipal Market Data — “AAA” Insured 5-Year
Maturity. The Thomson Reuters Municipal Market Data (MMD) AAA Curve is a proprietary yield curve that provides

Urban Futures, Inc. Page 6
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year benchmark is a good pfoxy for a verylow-risk, high-grade investment over a five year
period, and was selected on the assumption that the City will use a five-year rolling
average of real estate values for adjusting the market value of General Fund real property
assets. We recommend the City set its expected yield at least two bases points above this
yield, as the 5-Year benchmark is considered to largely only keep pace with inflation
(similar to a certificate of deposit). '

Based on the above-described data and general industry practices/assumptions, an estimate of
the annual value of an unsubordinated long-term ground lease of the Property was calculated to
be $112,802. This annualized value is the equivalent of the fair and reasonable compensation
the General Fund should be annually paid by the Wastewater Enterprise Fund for the WWTP use
and occupancy of the Property. The data and calculations used to determine the ground-leased
value of the Property are contained in the valuation model in Appendix 1.

VI. Update and Maintenance of Valuation Model

The valuation model upon which this report is based has been provided to the City under
separate cover in Microsoft Office Excel® format. The valuation model is designed to be updated
and maintained by city staff. Periodically, the data in the valuation model should be updated. As
a best practice, we recommend updating the model at least every five years or earlier to ensure
real estate values and yield benchmarks reflect current market pricing.

the offer-side of “AAA” rated and insured state general obligation bonds, as determined by the MMD analyst team.
As of September 11, 2018, the current yield for this benchmark was 2.34%.

Urban Futures, Inc.
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CITY OF CALEXICO - VALUATION MODEL - WWTP OCCUPANCY AND USE OF GENERAL FUND PROPERTY
Comparable Land sales Table, Yield and Valuation Calculations
Fiscal Year 2018-19 '

APN Street County Price Sale Date CS':::: Price/sf
059-511-006 285 Rood Rd., Calexico, CA 92331 . . ' Imperial $575,000 7/25/2013 CALEXICO DISTRIBUTION CENTER LLC 329,749 5174
058-051-011 SW Comer M.L King Ave. and Cole Blvd., Calexico, CA 92331 Imperial $325,000 12/28/2015 SOUTHBAY TRANSPORT INC 45,738 $7.11
058-051-017 SW Corner M L King Ave. and Cole Bivd,, Calexico, CA 92331 Imperial $325,000 12/28/201S SOUTHBAY TRANSPORT INC 43,996 $7.39
058-030-054  [374 Camacho St., Calexico, CA 92231 Impertal $110,000 3/31/2016 CARBAJAL, POMPOSO 54,450 $2.02
059-384-004 Maggio Rd., Calexico, CA 92231 Imperial $350,000 4/21/2016 VALEG LLC 53,579 $6.53
059-384-005 Maggio Rd., Calexico, CA 92231 Imperial $350,000 4/21/2016 VALEG LLC 40,075 $8.73
059-511-009 Pan American St, Calexico, CA 92331 Imperial $800,000 8/25/2016 CALEXICO CROS5INGS It LLC 282,269 $2.83
058-020-015 300 W. Cole Blvd,, Calexico, CA 92331 Imperiat $1,000,000 4/12/2017 HT INDUSTRIAL LLC 435,600 $2.30

TOTALS $3,835,000 1,285,456 $2.98

Low Yield: Municipal Market Data - "AAA" 1-Year Maturity 2.34% asof 9/11/2018
Fair and Reasonable Yield for Ground-Leased City Property 4.34%{ = Law Yleld + {2,00%

$2.98 sf
Total SF of General Fund Property Occupied and Used for WWTP 871,200 sf
Market Value of General Fund Property Occupied and Used for WWTP $2,599,118
Return on Equity or Yield for Ground-Leased General Fund Property 4.34%

Estimated Fair and Reasonabie Compensation for WWTP Occupancy and Use

112,80
of General Fund Praperty $112,802
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Property Location

Current Owner Information __

Current Owner:
City, State, Zip:.

Last sale Information , _

Lender Information

T Lender:
Loan Amount/ 2nd Trust Deed:

Physical Information _ e e e
_____Building Area:

First Floo

“Address:
 APN#
. _' Tract:

" Map Page/Grid: |
_Total Assessed Value: |
“Percent Improvement:

"Last Transaction:
Amount:

ransferred From:
Recording / Sale Date:
Most Recent Sale Price:
L ‘D_dcume_ng_Number:
_ Document Type:

_Additional:
Garage:

“"Second Floor:
" Third Floor: ;
.. Basement Finished:
Basement Unfinished: |

| 374 CAMACHO ST
| 058-030-054000

| KLOKE

6620/ G5

59,555

0.00

i
'
h
|

| CARBAJAL POMPOSC GERARDO
{ CALEXICO, CA, 92231-3918 _
103/31/2016

1 110,000

| AAXIOS FINANCIAL LLC
103/31/2016 / 03/28/2016
/110,000

10000006160

| grant deed/deed of trust

0/0

[eN=NoN-Rel=i=]

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupied:
Deed Type:
Document:

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Fult/Partial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories:
Total Rooms:
# of Units:
Garage/Carport:
Fireplaces:
Pool/Spa:

CALEXICO
Industrial Miscellaneous
119.00

: | Imperial

PAR 1 PM 2064 OF E2 OF E2 LOT 15 KLOKE TRACT 1.25AC

670.60
2017

992 ZAPATA ST
No

0000006160

07/16/2004 /

85,000

0000022160

grant deed/deed of trust

E
conventional

©2018 Copyright NDCdata.com All Rights Reserved. National Data Collective Inc.

tjo231-0724

" Roof Type:“i

| Construction/Quality: Primary Material Unlisted /0 _

i BuildingShape:|
View: !




Property Location ___

APN#
o _ Tract

. Map Page/Grid
Total Assessed Value

. PercentImprovement:

Current Owner Information =
Current Owner
~City, State, Zip
" Last Transaction
___Amount

Last sale Information
) Transferred From

) __Most Recent Sale Price:
~_Document Number:
Document Type:

‘Lender Information -

Physical Information __ e
___Building Area:

Additional:

First Floor:

i 'S'écvérnd:Fﬁlo'car:
o Third Floor:
___ Basement Finished: ;
Basement Unfinished: |

" 'Recording / Sale Date:

Address: | 374 CAMACHO ST

| 058-030-054000
: | KLOKE

1 | 6620/ G5

: | 59,555

{ 0.00

1 | CARBAJAL,POMPOSO GERARDO
: | CALEXICO, CA, 92231-3918

: | 03/31/2016

: 110,000

: | AAXIOS FINANCIAL LLC
103/31/2016 / 03/29/2016
110,000

i 0000006160

| grant deed/deed of trust

.. Lender
Loan Amount/ 2nd Trust Deed:

0/0

oo oo C oo

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupied:
Deed Type:
Document:

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories:
Total Rooms:

# of Units:
Garage/Carport:
Fireplaces:
Pool/Spa:

crLExco Zip: | 923316738
Industrial Miscellaneous : County: | Imperial
119.00 : ' Zone: |

PAR 1 PM 2064 OF E2 OF-E2 LOT 15 KLOKE TRACT 1.25AC
870.60
2017

992 ZAPATA ST
No

0000006160

07/16/2004 /

85,000

0000022160

grant deed/deed of trust

©2018 Copyright NDCdata.com All Rights Reserved. National Data Collective Inc.

F

conventional

0 : f Lot Size; 54,450

0.00 . . YearBuilt/Effective: 0/0

0 : Heafing: |

[¢] - B e

1 H _

! Construction/Quality: [Primary Material Unlisted 10 ™~
N . L _ Building Shape: | . : S

No ‘ View: |




Property Location

_ Total Assessed Value:
__ PercentImprovement:

Current Owner Information

__Current Owner:
_....City, State, Zip:

Last Transaction:
‘ Amount:

Last sale Information

" Transferred From:

~ Recording / Sale Date:
Most Recent Sale Price:

_ Document Number:
Document Type:

Lender Information

e Lender:
‘Loan Amount/ 2nd Trust Deed:

Physical Information I
Building Area:

; Address:

APN#:
o Tract:
" Map Page/Grid:

~ Additional;
___ Garage: ;
___FirstFloor:
__Second Floor:
. _Third Floor: :
Basement Finished: .
Basement Unfinished: :

COLERD

058-051-011000

CALEXICO INDUST PARK
i/

172,380

7.00

SOUTHBAY TRANSPORT INC
'LONG BEACH, CA, 80806-1308
1212812015

325,000

.HASS ERICH R LIVING TRUST
i 12/28/2015 / 12/21/2015
325,000

' 0000026457

i grant deed/deed of trust

; PRIVATE INDIVIDUAL
255,000/0

o}

coooooo

o~

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupied:
Deed Type:
Document:

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories:
Total Rooms:

# of Units:
Garage/Carport:
Fireplaces:
Pool/Spa:

CALEXICO
Vacant Industrial
119.00 !

LOT 28 BLK 3 CALEXICO INDUSTRIAL PARK CITY OF CALEXIGS

1,963.64
2017

3180 GOLDEN AVE
No

0000026457

12/07/2010 / 12/06/2010
300,000

0000030531 o
grant deed/deed of trust

F
conventional variable

©2018 Copyright NDCdata.com All Rights Reserved. National Data Collective Inc.

Zip:

County: | Imperial

Zone: |

. Lot Size: 45,738
Year Built/ Effective: 0/0

Heating:
Cooling:
_Roof Type:

Construction/Quality:

Building Shape:

View: |




‘Property Location

" “Address: ' COLE RD City: CALEXICO ) - Zip: {92231
777777 ___APN#: | 058-051-017000 Use Code: Vacant Industrial County: | Imperial .
. o .. _Tract:, CALEXICOINDUST PARK Census Tract:  119.00 : Zone: |
’ Map Page/Grid: / Legal Desc: LOT 22 BLK 3 CALEXICO INDUSTRIAL PARK CITY OF CALEXICO
Total Assessed Value: 159,120 Tax Amount:  1,813.12 B
" Percent Improvement: - 0.00 Tax Year: 2017 - ST
Current Owner Information - _— —
o __ Current Owner: , SOUTHBAY TRANSPORT INC Owner Address: . 3180 GOLDEN AVE B o
7 city, State, Zip: ;LONG BEACH, CA, 90806-1308 Owner Occupied: No
~ 777 Last Transaction: | 12/28/2015 Deed Type: T TUTTTmmmmmmmmmmmmmmmmn e e
" Amount: '325,000 Document: 0000026457 T
Last sale Information o ) )
. ' Transferred From: - HASS ERICH R LIVING TRUST Seller Address:
__'Recording / Sale Date: : 12/28/2015 / 12/21/2015 Prior Recording / Sale Date: 12/07/2010 / 12/06/2010 )
Most Recent Sale Price: ;325,000 Prior Sale Price: 300,000 )
~ Document Number: | 0000026457 Prior Document No.: 0000030531

Document Type:

Lender Information

i grant deed/deed of trust

Prior Document Type:

grant deed/deed of trust

- . . Lender: PRIVATE INDIVIDUAL Full/Partial: F
" Loan Amount/ 2nd Trust Deed: 255,000/ 0 Loan Type: conventional variable o
‘Physical Information . . e
. Building Area: 0 # of Bedrooms: 0 Lot Size: 43,996
Additional: , 0 # of Bathrooms:  0.00 : Year Built/ Effective: 0/0
Garage: ' 0 # of Stories: 0 : Heating: | o
e FirstFloor: 0 Total Rooms: 0 ! Cooling: [ )
T second Floor: 0 #of Units: 0 - Roof Type: | o -
~ Third Floorz i 0 Garage/Carport: / : Construction/Quality: Primary Material Unlisted /0~
__ pasement Finished: ' 0 Fireplaces: 0 ) o ; _ Building Shape: | - -
"~ "Basement Unfinished: | 0 PooliSpa: ' No ' ; o o S New:i T o

©2018 Copyright NDCdata.com All Rights Reserved, National Data Colective Inc.




Property Location |

A city: TS S
APN##: | 059-384-004000 Use Code: Vacant Industrial ) ,,,,,County:,;'!mpe(ialrl ) e =
~_ Tract: i UNIT#1 Census Tract: 118.00 o N o Zone: !
.. _Map Page/Grid: | / Legal Desc: LOT 12 TRACT 941-UNIT NO 1 17-15/16 1.22AC LT
__Total Assessed Value: | 203,686 Tax Amount: 6,238.86 ] o o -
_Percent Improvement: ! 0.00 Tax Year: * 2017

Current Owner Information

~ Current Owner: | VALEG LLC Owner Address: 413 ROODRD STES - T T CTTT T T
_city, State, Zip: | CALEXICO, CA, 92231-9765 ) Owner Occupied: No )
Last Transaction: | 04/21/2016 Deed Type: T
- N " Amount: {350,000 Document: 0000007680 T e
Last sale Information . B )
" Transferred From: | WALAPAI TRUST Seller Address:
‘Recording / Sale Date: | 04/21/2016/ 02/09/2016 Prior Recording / Sale Date: / ) )
MostReqent’Sale Price: | 350,000 Prior Sale Price:
» _ Document Number: | 0000007680 Prior Document No.: com e -
) ~_Document Type: | grant deed/deed of trust Prior Document Type: B

Lender Information

T Lender! FullPartial: F
Loan Amount / 2nd Trust Deed: 0/0 Loan Type: conventional ) N T
Physical Information . '
) ‘Building Area: 0 # of Bedrooms: 0 Lot Size: 53,579 -
Additional: | 0 # of Bathrooms: 0.00 Year Built / Effective: 0/0 o
~ Garage:; 0 # of Stories: 0 Heating: | B
__ FirstFloor:; 0 Total Rooms: 0 Cooling: |
_Second Floor: | 0 #of Units: 0 ‘Roof Type: | T
77 Third Flcor: ! 0 Garage/Carport: / Construction/Quality: Primary Material Unlisted /0
___ BasementFinished: : 0 Fireplaces: 0 Building Shape: .
~ Basement Unfinished: ! 0 Pool/Spa: No Views : B
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Property Location

Current Owner Information

Last sale Information _—

Lender Information

. o ~_Lender:
Loan Amount / 2nd Trust Deed:

‘Phy.sical Information

" “Basement Unfinished:

_Current Owner:
_ City, State, Zip:
“Last Transaction:
Amount:

T Transferred From:
_Recording / Sale Date:
“Most Recent Sale Price:
" Document Number:
___ Document Type:

Building Area: '
" Additional:
_ . Garage:!
_FirstFloor:
“'Second Floor: |
R ___ Third Floor:

Basement Finished: !

_ Address:
APN#:
L Tract:
" Map Page/Grid:

" Total Assessed Value:
" Percent Improvement:

, 058-384-005000
| UNIT #1

/

1 153,313

i 0.00

IVALEG LLC

‘CALEXICO, CA, 92231-9765
104/21/2016

1350,000

{WALAPA| TRUST
104/21/2016 7 02/09/2016
1350,000

| 0000007680

{ grant deed/deed of trust

0/0

[oNeNoNeleleNel

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupijed:
Deed Type:
Document:

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

FulliPartial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories:
Total Rooms:

# of Units:
Garage/Carport:
Fireplaces:
Pool/Spa:

Vacant Industrial
119.00

'Zip: 1 00000~
County: | Imperial
Zone:

LOT 11 TRACT 941-UNIT NO 1 17-15/18 .92AC

4,703.06
2017

413 ROOD RD STE 8
No

0000007680

F
conventional

®2018 Copyright NDCdata.com Ali Rights Reserved. National Data Collective Inc.

Lot Size

" Year Built/ Effective:
_Heating:
. Cooling:
Roof Type:
Construction/Quality:

Building Shape: !

___View: |




“Address: | 285 ROOD RD

APN#: | 053-511-006000
_ '__mn__;”;'rrract: o
~Map Page/Grid: ; /
Total Assessed Value: | 6,639,144
Percent Improvement: | 0.90

Current Owner Information =

Current Owner:
_ . City, State, Zip
_ Last Transaction

: | CALEXICO DISTRIBUTION CENTER LLC
: | CHULA VISTA, CA, 919144508
: 10772572013

Amount: | 575,000

Last sale Information

ansferred From:

{MICTI LLC

" Recording / Sale Date: | 07/25/2013 / 07/23/2013
~ Most Recent Sale Price: [ 575,000

_..Document Number
__ Document Type

Lender Information 7” i

1 10000017460
: | grant deed/deed of trust

~ Lender: |

L.oan Amount/ 2nd Trust Deed:

" Second Floor: |
Third Floor: ;
____Basement Finished: |

“Basement Unfinished:

~ Building Area: |
__ Additional: i

_ Garage:
___FirstFloor:

o/0

OCDOoOD OO

City:

Use Code:
Census Tract:
Legal Desc:
Tax Amount:
Tax Year:

Owner Address:
Owner Occupied:
Deed Type:
Document:

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price:

Prior Document No.:

Prior Document Type:

Full/Partial:
Loan Type:

# of Bedrooms:
# of Bathrooms:
# of Stories:
Total Rooms:

# of Units:
Garage/Carport:
Fireplaces:
PooliSpa:

J : "Construction/Quality: |

CALEXICO ... Zipi]92031-9834 T T
Industrial Miscellaneous . County: | mperiaf
119.00 | Zone: |

PAR B PER LLA 00219, 7.579AC, COUNTY OF IMPERIAL
98,409.76
2017

821 KUHN DR STE 100
No

0000017460

10/21/2010 / 10/18/2010
2,777,389

0000026375

high liability

F
conventional

o i Lot Size: 329,748
0.00 L Year Built / Effective: 0/0
0 . : Heating: |
0
0

. Cooling:|
Roof Type:

0 Building Shape:| =~ -
; View:j” o
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Address:
APN#: . 059-511-009000
. Tract:
- ‘Map Page/Grid: . /
" Total Assessed Value: * 800,000
_ PercentImprovement: : 0.00

Current Owner Information

City, State, Zip

‘Last sale Information _

"ransferred From:

" Recording / Sale Date

““Current Owner: ; CALEXICO CROSSINGS 11 LLC

: | CHULA VISTA, CA, 91914-4508

"'Last Transaction: | 08/25/2016
Amount:

{800,000

| CHAPEL L TRANSPORTERS LLC
1 108/25/2016 / 07/08/2016

~Most Recent Sale Price: | 800,000

_ Document Number

Lender Information

Physical Information

" Building Area: |
~ ' Additional: :
Garage: |
__FirstFloor:
_ Second Floor: |
__Third Floor: |
___Basement Finished: :
~_ Basement Unfinished: :

: 10000017325

Document Type: ! grant deed/deed of trust

. Lender
Loan Amount / 2nd Trust Deed:

0/0

[eN=NeoNoNeN=No]

City:
Use Code: ' Vacant industrial
Census Tract: . 118.00

Legal Desc: PAR 1 OF PM 13-74 ALSO BEING A POR SEC 13 17-15

Tax Amount: 29,908.84
Tax Year: = 2017

Owner Address: 1 821 KUHN DR STE 100

Owner Occupied: - No
Deed Type:
Document: 0000017325

Seller Address:

Prior Recording / Sale Date:
Prior Sale Price: .

Prior Document No.:

Prior Document Type:

~

Full/Partial: F
Loan Type: - conventional

# of Bedrooms: ' 0
# of Bathrooms: 0.
# of Stories: 0
Total Rooms: 0
# of Units: * 0
Garage/Carport: /
Fireplaces: . 0
Pool/Spa: . No

©2018 Copyright NDCdata.com Al Rights Reserved. National Data Collective Inc.

Zip: | 000
County: | Imperial
Zone: |

] 7 LotSize: 282,268
Year Built / Effective: 0707
Heating: | o ) o

" ‘Cooling: |
. RootTyper| _
Construction/Quality: [Primary Material
Building Shape: | -
View: |
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ARTICLE INFO ABSTRACT

Keywords: This study explores the use of “teardown” sales to estimate the value of urban land. When a buyer purchases a
Land values property intending to tear down the existing structure and rebuild, the value of land can potentially be estimated
Teardowns as the purchase price plus demolition costs, There has been little exploration of teardown sales in cities around the
Housing supply country, or any explicit comparisons between the estimates of land values derived from teardown sales and those
Vacant land derived through vacant land sales. This paper undertakes just such an explicit comparison, analyzing approxi-
JEL codes: mately 3800 teardown sales and 4900 vacant land sales occurring in New York City between 2003 and 2009, The
R31 two approaches yield surprisingly similar estimates of the value of both parcel attributes and locational amenities,
R14 However, vacant parcels are disproportionately located in very distressed neighborhoods and tend to be valued

less highly than teardown parcels, even in the same neighborhood. Teardown parcels appear to be more repre-
sentative of the city as a whole and may be a more useful approach to developing estimates of land prices, at least
in the central cities of large urban areas where sample sizes are large enough.

(

1. Introduction

Understanding the value of urban land is critical for policy makers.
Putting a price tag on land is a pre-requisite to adopting land taxes and
other land-related policy reforms. Land values can also provide a critical
window into people's willingness to pay for various neighborhood ame-
nities. Because the supply of land is highly inelastic, its market value
should be shaped mostly by residential and commercial demand. Varia-
tions in land prices within a city should thus reveal how much house-
holds and firms are willing to pay for neighborhood amenities such as
accessibility to employment opportunities, access to better schools, and/
or proximity to improved parks and public spaces. Additionally, land
values can provide important information about real estate market
fluctnations, as the value of land is likely more volatile than the value of
structures. Unfortunately, it is difficult to get data on land prices — and
even harder to get data that can explain variation in land prices within an
urban area. Some try to infer the value of land from hedonic regressions
of property transactions, or by subtracting replacement costs from the
total property value (Glaeser and Gyourko, 2003). But given unobserved
heterogeneity in homes, separating the price paid for land from the price
paid for the structure is a challenge. Others examine sales of vacant lots,
but such transactions are relatively rare and may not be representative
(see, e.g., Haughwoult et al., 2008; Kok et al., 2014; Nichols et al., 2013).
A third possibility is “teardown sales,” which occur when a buyer

purchases a property intending to demolish the existing structure and
rebuild. In such sales, the value of the land can potentially be estimated
as the purchase price of teardown properties plus the costs of demolition.
Rosenthal and Helsley (1994) and Dy: sn¢ Mkdillen (29507 argue that
teardown sales provide a unique opportunity to measure land values in
high-demand, built-up urban areas.

There has been little exploration of these teardown sales in cities
around the country, or any explicit comparison between the estimates of
land values derived from teardown sales and those derived from sales of
vacant parcels. This study aims to undertake just such an explicit com-
parison, and to build our understanding of the determinants of land
values in large cities in the process. We focus on New York Gity during a
housing boom, when teardowns were relatively frequent. We are able to
identify approximately 3800 teardown sales and 4900 sales of vacant
land parcels occurring in New York between 2003 and 2009, We identify
teardowns by matching a unique data set of all property sales to a full
listing of demolition permits.

We start by comparing the location and attributes of the two types of
transacting parcels to the full set of residential lots in New York City to
see how representative they are. We then further test the validity of using
teardowns as a measure of land prices by assessing the extent to which
structural characteristics of the original building contribute to sales pri-
ces. Finally, we compare land value estimates produced by teardown
sales to prices of vacant lots that sold during the same time frame, Do the

* Corresponding author, Permanent address; 139 MacDougal St.-2nd Floog, I:Iew York, NY 10012, USA.

E-mail address: michael.gedal@nyu.edu (M. Gedal).

https://doi.org/10.1016/j.regsciurbeco.2018.03.006 »

Available online 14 March 2018

+0166-0462/© 2018 Elsevier B.V. All rights reserved.

" Received 2 June 2017; Received in revised form 27 February 2018; Accepted 13 March 2018




M. Gedadl, 1.G. Ellen

two approaches offer differing assessments of the determinants of land
values in New York City? Using the two methods, we estimate the con-
tributions of proximity to the central business district, transit accessi-
bility, proximity to parks, zoning restrictions (maximum allowed
building capacity), and neighborhood demographics. Findings from this
study will aid researchers and public officials in developing more so-
phisticated estimates of land prices in dense urban areas, improving our
understanding of price volatility in real estate markets, and shedding
light on the value of different neighborhood attributes and amenities.

2. Theory and past evidence
2.1. Determinants of land values

While the supply of land is ultimately fixed, local zoning restrictions
control how much land is available for housing development, and how
much housing can be built on individual parcels. Permitting re-
quirements and other local regulations also shape how easy it is to build
in different localities. Thus supply elasticity varies across localities, can
change over time, and contributes to both housing and land prices
(Glaeser and Gyourko, 2003; Mayer and Somerville, 2000).

As for demand for land, it is likely to be shaped by several factors.
Sone attributes of the lot itself determine the ease of building (such as
zoning restrictions, lot size, and topography). Beyond these intrinsic
features, the location of the lot should matter too. The classic mono-
centric model emphasizes accessibility to employment opportunities and
markets, as proxied by distance to the central business district. The price
of land is typically believed to be a negative exponential function of
distance from the central business district, although some recent work
has questioned the continued validity of this assumption (see C:l'wall and
wlunake, 1997). (In today's polycentric cities, accessibility to highways
or transit may be a more important measure of proximity to job oppor-
tunities.) The quality of local public services (and most critically schools)
in the immediate area should also affect the value of a plot of land.
Finally, other neighborhood conditions like demographics and crime
may also be priced by the market.

Many hedonic studies of house prices attempt to measure the value of
accessibility and various other amenities. They generally find that
accessibility is positively related to house prices, as are measures of
school quality and safety. But as noted, few studies have access to clean
estimates of land values, and estimates of amenity values derived from
house price regressions may be biased, in that unobserved differences in
house quality may be correlated with neighborhood features and
amenities.

2.2, Approaches to meas.un'ng land values

One common approach to valuing urban land is to compare the value
of similar homes on lots of different sizes or on similarly sized lots in
different locations. Hedonic regressions should theoretically reveal the
marginal value that consumers place on an additional square foot of land.
Unfortunately, data are inevitably incomplete, and unobserved hetero-
geneity of the underlying structures confounds these estimates.

An alternative approach is to subtract construction costs from the
sales price of a property. Glaeser and Gyourko (2003), for example,
subtract estimated construction costs (provided by R.S. Means) from
reported home values and then divide by the square footage of land to
come with their “extensive” estimates of the price of land. As the authors
explain, this method should reveal the price tag of a buildable lot.
Similarly, Davis and Palumbo (2008) and Davis et al. (2017) estimate
changes in land prices as the difference between changes in overall house
price appreciation and changes in the costs of constructing a home. Some
drawbacks with this approach are again unobserved heterogeneity in
structures and uncertainty about construction costs. Furthermore, to the
extent that property values reflect the value of the option to continue
using the existing structure, the value of the building may not perfectly

191

Regional Science and Urban Economnics 70 (2018) 190-203

match construction costs.

We focus instead on two more direct ways of measuring land prices.
First we analyze actual sales of vacant lots, building on a few recent
studies that analyze samples of vacant land transactions in selected
metropolitan areas. For example, Colwell and Munneke (2003) study
1194 vacant land sales over three years in the Chicago metropolitan area.
Dale-Johnson et al. (2005) analyze land prices for 1760 unimproved
parcels in Krakow, Poland, that transferred to private ownership
following the end of socialist rule. More recent studies of vacant land
sales analyze a proprietary data set provided by CoStar. Haughwout et al.
(2008) use these data to examine over 6000 vacant land sales in the New
York Gity metropolitan area from 1999 to 2006." Similarly, Kok et al.
(2014) analyze more than 7000 sales of vacant land in the San Francisco
Bay Area occurring between 1990 and 2009, Finally, Nichols et al. (2013)
use CoStar data to investigate the determinants of land values in 23
metropolitan areas in the United States. These studies find that land
prices reflect attributes of the lot itself (size, preparation for building, and
allowable zoning), as well as the parcel's location (access to jobs).

Our second approach follows the work of Rosenthal and Helsley
(1994) and Dye and IcMillen (2007), and uses teardown sales to esti-
mate land values — that is, sales of properties that are demolished within a
short window after purchase. Rosentha! and Helsley (1994) proposed
that, under the reasonable assumption that net demolition costs are low,
sales prices for teardown properties can provide reliable estimates of land
value. Using the teardowns approach, these authors recover land values
for a sample of 532 residential properties in Vancouver, British
Columbia, that experienced a sale in 1987 and were slated for redevel-
opment at that time.” The authors find evidence that land prices in
Vancouver decrease with distance to the central business district (CBD)
and that neighborhood amenities are capitalized into land values.

In a more recent paper, Lve and ciiiilzn » 20071 define teardown
sales as residential property sales for which demolition permits were
issued in the subsequent two years. Using this definition, they identify
339 teardown sales in Cook County, Illinois (Chicago and its inner sub-
urbs) between 1997 and 2003. These authors show that the sales prices of
these properties are associated with locational attributes but not with the
characteristics of the original structures, providing further evidence that
these properties were purchased with the intent to demolish. Most
recently, Broofs and L.tz (2016) rely on the teardown method to recover
land values in Los Angeles.

2.3. Are vacant land and teardown parcels representative?

The key concern with using vacant parcels to assess land valuesis that
they may be systematically different from other properties in the area. In
particular, there may be good reasons that these parcels are vacant,
reasons that are unobserved by researchers. Moreover, although some of
the studies include a fairly large sample of total sales, they include
relatively few sales in central cities.

Teardown parcels may also be unrepresentative of the broader set of
parcels of land within a city or metropolitan area, Teardowns are likely to
occur where demolitions are more profitable. As Weber et al. (2006) and
Dye and McMillen (2007) explain, we expect aggregate demolition ac-
tivity to increase in times when home prices are appreciating rapidly, and

1 Approximately 10 percent of their parcels contain a vacant structure slated
for demolition at the time of purchase — these sites would qualify as teardowns
in our analysis,

? Rosenthal and Helsley (1994) estimate land values using sales information
for three types of properties: vacant parcels; single-family homes for which a
demolition permit was issued “within a few months” of sale; and single-family
homes for which “the assessment authority believes the property was pur-
chased with the intent to redevelop” (p. 190). In their application of the tear-
down method, the authors do not distinguish between sales of vacant land and
“true” teardown sales involving demolition, as we do in the current study.




M. Gedal, 1.G. Ellen

in neighborhoods where those increases are sharpest. Theory also pre-
dicts that characteristics of the parcel should matter. Specifically, larger
parcels with higher maximum allowable zoning capacity should be more
likely to experience demolition.

In separate studies of the determinants of residential demolition ac-
tivity in the Chicago area, Weber et al. (2006), Dye and McMillen (2007),
and McMillen and O'Sullivan (2013) find that these theoretical pre-
dictions are generally bome out. Weber et al, (2006) find that older
homes in areas experiencing stronger house price appreciation are more
likely to be demolished, and that properties with less lot coverage are
more likely to be demolished, even after controlling for the total square
footage of the building, Dye and MeMillen (2007) and McMillen and
O'Sullivan (2013) replicate the finding that inexpensive, older buildings
are more likely to be torn down, and also show that buildings constructed
in ways that are likely to increase demolition costs (e.g., presence of a
basement or fireplace) are less likely to be demolished.

2.4, How does the market value structural capital for teardown sales?

Rosenthal and Helsley (1994) first posited that for teardown sales, the
sales price should reflect only the value of the underlying land. Impor-
tantly, however, the authors argue that because teardowns are not drawn
randomly from the universe of properties, running standard OLS house
price hedonic regressions for teardown sales will yield biased co-
efficients, due to the selection problem. To remove this bias, they propose
a two-stage selection correction procedure, the first stage of which esti-
mates a probit model of demolition probability. The second stage runs a
house price hedonic regression that includes as independent variables
characteristics of the parcel (e.g., lotsize), characteristics of the structure
(e.g., building size), and a variable representing the probability of the lot
being selected for demolition - the inverse Mills ratio — that is estimated
as part of the first stage. The authors postulate that after correcting the
house price regression for selection into teardown status using the
two-stage least squares method, a teardown property's structural char-
acteristics should not significantly affect sales price.

Dve end Medillap (2007) provide the first empirical evaluation of
this proposition. Analyzing property sales for a sample of smaller resi-
dential properties in the Cliicago metropolitan area, the authors run
separate house price hedonic regressions on teardown sales and
non-teardown sales occurring 1993 to 2003. They find evidence that
structural variables affect sales prices to a much lesser extent for tear-
down sales than for other sales, even before correcting the estimates for
selection into teardown status. After running the correction, however,
they find that the coefficients on most structural variables drop to
insignificance in the house price regressions. They interpret this as evi-
dence that teardown sales provide a reasonable estimate of land values.

Recent work proposes a more nuanced view about how the inarket
should value structural capital, drawing on options theory. In the pres-
ence of uncertainty about future house prices or regulatory approval for a
project, owners may place a value on the option to delay the preservation
versus demolition decision (Clapp und Salavei, 2010; Clapp et al., 2012;
McMillen and O'Sullivan, 2013; Munneke and Womack, 2017). For
teardown properties, therefore, structural attributes can still affect price,
as the implicit price of a structural variable may reflect its option value.
Of course, structural characteristics of a building can also affect the cost
of demolishing it. So more structural capital will tend to lower the sales
price for teardowns through the demolition cost effect, but it will increase
sales price through the option value effect. The coefficients on structural
attributes are expected to reflect the balance of these two forces: an op-
tion value effect and a demolition cost effect.

In principle, when a sale is instantaneously followed by a demolition,
we wotld expect the demolition cost effect to dominate and coefficients
on structural capital to be negative, reflecting higher demolition costs
(vcMillen and O'Sullivan, 2013). However, for sales where the proba-
bility of demolition delay is high, buyers are more likely to pay a pre-
mium for buildings that are worth more in their carrent use.
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While several empirical studies suggest that teardown buyers prefer
smaller, older structures that are cheaper to demolish (Weber et al., 2006;
Dye and McMillen, 2007), two later studies provide evidence of an option
value effect. Specifically, Clapp and Salavei (2010) find that the implicit
price of structural attributes reflects an option value that is above and
beyond the building's use value, analyzing a sample of property sales in
Greenwich, Connecticut, McMillen and O'Sullivan (2013) find additional
evidence that reinforces the options view. In their study of property sales
in the Chicago area, the authors find that the magnitude of the estimated
coefficients on structural attributes decline as the probability of rede-
velopment (teardown) increases.

3. Data and methods

This section describes the data sources and methods we use to esti-
mate the value of land in New York City. Note that our analysis is
restricted to properties that are zoned strictly for residential use
throughout the entire study period, from 2003 to 2009.

3.1. Data

The analysis relies on data from multiple sources. First, we use in-
formation on residential property transactions to identify sales prices.
Specifically, we use a unique database provided by the New York City
Department of Finance that includes information on all real property
sales in the city occurring between 2003 and 2009, Each record contains
the sales price, date of sale and a unique tax lot identifier. The analysis is
restricted to arms length sales where the nominal sales price is between
$10,000 and $60,000,000. All information on property sales prices and
land values are reported in constant 2009 dollars,

Second, we rely on a comprehensive listing of all demolition permits
issued between 2003 and 2011 from the New York City Department of
Buildings.” The universe of demolition permits covers all zoning classi-
fications and building types. Each observation in this data set corre-
sponds to one property (tax lot) and includes the following information: a
unique tax lot identifier, permit issuance date, and an indicator for initial
permits versus renewals, Our analysis is restricted to the initial issuance
of all demolition permits.”

Third, to get information on the characteristics of properties that sell
or are redeveloped, we use the Real Property Assessment Data (RPAD)
file, which is collected by the Department of Finance annually for the
purpose of computing property tax assessments. Our analysis employs
RPAD files from 2002 to 2009. For each property in New York City, RPAD
records the following variables: a unique tax lot identifier, parce] char-
acteristics (e.g., lot area, lot frontage, indicators for corner and “irreg-
ular”® lots), zoning classification, current land use, and characteristics of
any structures on the property. We link RPAD files to sales data and
demolition permits based on the tax lot identifier.

Fourth, we obtained geographic coordinates, census tract, and his-
toric district status for each property from the Department of City Plan-
ning's Primary Land Use Tax Lot Qutput (PLUTO) file. For each property
in our data, we calculate distance to the central business district, the
nearest subway station, and the nearest park edge.6 Following

3 Although we obtained data on demolition permits back to 1990, there was
relatively little teardown activity prior to 2003.

4 Demolition permits automatically expire one year after the initial issuance
date, In cases where the permit is not exercised within this period, the owner
may apply for a permit renewal. To identify teardowns, we consider only initial
permits, not renewals, .

5 A parcel is deemed to be irregular if its shape is non-rectangular.

6 To measure distance to the nearest subway entrance, we obtained
geographic coordinates for all subway entrances in New York City, provided by
the Department of Transportation. For distance to the nearest park edge, we rely
on geographic coordinates obtained from the New York City Department of
Parks and Recreation.
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Fig. 1. Samples of vacant land sales and teardown sales, 2003—-2009.

Haughwout et al. (2008), we measure the distance to New York's CBD as
the distance to the Empire State Building, which is located in Midtown
Manhattan, All distance calculations are done using GIS techniques and
measured “as the crow flies.” Using information from PLUTO, we
calculate for each property in our sample the maximum allowable resi-
dential floor area ratio (FAR) allowed by zoning rules. Maximum resi-
dential FAR is determined by the parcel's zoning classification as well as
other locational factors, such as whether the lot is located on a wide street
and proximity to a body of water. Finally, we use information on
neighborhood demographics from the 2000 decennial Census, reported
at the census tract level. Thus neighborhood characteristics do not vary
over time.

Our analysis sample includes 665,860 residential properties in New
York City (sopandiz Tablz A.1, panel A). The overwhelming majority of
properties are located in the outer boroughs (counties), where smaller
buildings are ubiquitous. Almost three-quarters of properties are in
Queens and Brooklyn alone, while just 2.4 percent are in the city's
densest borough, Manhattan. As of the beginning of 2003, about 4.8
percent of parcels in the sample were listed as vacant.” The remainder of
the sample consists of properties that, as of 2003, contained a single-
family home (45.3 percent), two-family home (33 percent) or walkup
apartment building (16.9 percent).

3.2. Estimating land values from vacant land sales

The most direct way to measure residential land values is simply to
observe the sales of vacant lots that are zoned for residential use. As
shown in Table A.1, panel B, between 2003 and 2009, we observe nearly
200,000 arms length sales for properties in our sample. Of these sales,
roughly 2.4 percent (4,858) were vacant lots, meaning that the property
did not contain a structure either in 2003 or as of the beginning of the
year when the sale occurred. For these vacant land sales, we determine
the price per square foot of land by simply dividing the sales price by the
square footage of the lot. Fig. 1 shows that the volume of vacant land
sales declined steadily between 2003 and 2009.

3.3. Identifying teardown sales

We consider a sale to be a teardown if a demolition permit is issued
for the lot within two years after the sale date. To identify our sample of
teardowns, we begin with a list of all initial demolition permits issued in
New York City between 2003 and 2011. We then match these demolition

7 The category "vacant land" includes both vacant parcels (those listed as
"vacant" and having no structure) and parking lots (those listed as "garage” and
having no structure).
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permits to a listing of all property sales occurring between 2003 and
2009, based on the unique tax lot identifier.?

For each property that had both a demolition permit issued and at
least one sale, we identify the latest sale occurring before the earliest
demolition permit was issued. If the issuance date of the demolition

" permit occurs no more than two years (730 days) after the date of this
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sale, we then classify the sale as a teardown. Note that while the main
sample of teardown sales uses a two-year window, we also explore
shorter demolition windows (one year, six months, and three months) for
sensitivity testing.

We identify a total of 3777 teardown sales occurring in New York City
between 2003 and 2009, Fig. 1 shows that teardown activity peaked in
2005, and that the volumes of vacant land sales and teardown sales were
quite similar between 2005 and 2009.

Fig. 2 plots the number of months that elapsed between the sale and
permit issuance dates for our sample of teardown sales. A majority of
teardowns (about 54 percent) received a demolition permit within six
months of the sale date, and 82 percent within 12 months of the sale date.
Given the administrative lag between the time of applying for a permit
and actual permit issuance, owners likely applied for a demolition permit
within months of purchasing the property in the vast majority of the
teardown sales in our sample. We take this as a good indication that these
properties were purchased with demolition in mind.

3.4. Estimating land values from teardown sales

For teardown sales, we measure per square foot land value as the sum
of sales price and estimated demolition costs, divided by land area. We
estimate demolition costs based on the characteristics of the building and
the lot as of the ime of sale. Local demolition contractors reported that a
typical demolition job in NYC cost about $6 per building square foot
during our period of analysis.

The contractors we spoke with explained that demolition costs in-
crease with the number of stories (controlling for overall square footage,
demolishing a taller building is more expensive) and decrease with the
amount of open space on a property (demolition costs increase when
there is less space on the property for demolition equipment). Thus, we
allow demolition costs to be higher for properties with a relatively high
floor area ratio. Specifically, we distingnish between “standard” demo-
lition properties (FAR is 0.5 or lower), for which we estimate demolition
costs to be $6 per square foot, and “high cost” demolition properties (FAR
exceeds 0.5), for which we estimate demolition costs to be $12 per square
foot.” Based on consultation with experts, we also impose a floor on total
demolition costs at $3,000 and a ceiling at $100,000. Qur estimates of
demolition costs average about $15,900 per property, and demolition
costs for the median teardown property represent just 1.8 percent of the
sales price.

8 The matching procedure is modified slightly for teardown sales in cases
where the project involved land assembly. In New York City, when multiple tax
lots are merged into a single parcel, the resulting assembled parcel is typically
assigned a new tax lot identifier. In instances where owners apply for a demo-
liton permit after the lots have been legally merged into a single patcel, the
permit will be associated with the new tax lot identification number. However,
any property sales preceding land assembly will be associated with the old tax
lot identifier. To avoid undercounting teardown sales, for properties that were
part of a land assemblage at any point from 2003 to 2009, we allow sales to
match demolition permits flexibly — either based on the identification number of
the property sold into assembly, or the identification number of the final,
assembled parcel. We obtained information on lot line changes from a database
provided by the Furman Genter for Real Estate and Urban Policy. See Gedal
(2013) for a description of this matching procedure.

® Dollar amounts are in 20098, We assume that the per square foot demolition
costs stay fixed, in real terms, over the study period.
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Fig. 2. Timing of demolition permit issuance relative to sale date, Teardown sales occurring 2003-2009 (N = 3777).

4, Where do teardowns and vacant land sales take place?

As noted, a key concern about using either teardowns or vacant land
sales to estimate land values is that neither set of parcels is likely to be
representative of the broader set of residential lots within a city. Table 1

Table 1
Characteristics of properties as of 2003",
All Teardown Vacant
properties Iots lots’
N 665,860 3777 4155
Distribution by borough
Bronx 10.1% 7.3% 19.5%
Brooklyn 32.2% 27.4% 33.4%
Manhattan 2.4% 0.7% 4.1%
Queens 41.1% 50.6% 25.9%
Staten Is. 14.1% 14.0% 17.0%
Neighborhood indicators {census tract)
Mean household income $64,598 $62,677 $52,788
Poverty rate 151% 15.6% 23.1%
Homeownership rate 49.0% 46.9% 37.2%
Race/ethnicity
% white non-Hispanic 44% 48% 29%
% black non-Hispanic 26% 17% 37%
% Hispanic 18% 19% 27%
% other non-Hispanic 12% 16% 7%
9% foreign bom 34% 38% 29%
% college graduates 23% 24% 17%
Change in % college grads, '90- 0.044 0.048 0.035
'00
Locational attributes
Miles to Empire State Buiiding 9.54 9.95 9.14
Close to subway (1/4 mile) 19% 21% 27%
Close to park (250 ft) 12% 12% 18%
Parcel characteristics
Lot area (sq. ft.) 3272 5042 ) 4133
Lot frontage (ft.) 32.2 46.7 39.7
Irregular lot 10% 12% 19%
Corner lot 9% 14% 13%
Historic district 1.9% 0.1% 0.3%
Structural characteristics
Tax class .
1 family 45% 61% -
2 family . 33% 30% -
‘Walkup apartment 17% 8% -
Vacant 5% - 100%
Building area (sq. ft.)
1 family 1621 1507 -
2 family 2279 2171 -
Walkup apartment 5260 3292 -
Age 66.92 76.13 -
Attached 0.55 0.19 -
Stories 2.18 1.97 -
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Table 1 (continued)

All Teardown Vacant
properties lots fots®
Development capacity
Maximum FAR of parcel 1.22 1.36 1.70
1 family 0.83 1.07 -
2 family 1.27 1.70 -
Walkup apartment 2.07 2.26 -
Vacant 1.47 - 1.70
Unused FAR (%) 30.0% 59.8% 100.0%
1 family 29.7% 60.5% -
2 family 25.5% 60.4% -
‘Walkup apartment 19.7% 52.6% -

Notes:

? All parcel-level variables are reported as of 2003. All neighborhood in-
dicators are reported. at census tract level per 2000 US Census.

® Because a vacant parcel can experience multiple sales, the number of vacant
parcels is smaller than the number of vacant land sales.

describes the characteristics of the two sets of parcels and compares them -
to the full set of residential lots in our sample. Compared to the distri-
bution of all residential properties in the city, a disproportionately large
share of teardown sales took place in Queens (50.6 percent), while a
relatively small share occurred in Manhattan (0.7 percent). These per-
centages reflect the fact that teardown sales are more likely to take place
farther from the CBD, in neighborhoods dominated by smaller buildings.

In contrast, sales of vacant lots are disproportionately located in the
Bronx — the borough with the highest poverty rate. Nearly 20 percent of
vacant land sales were in the Bronx even though the borough housed just
10 percent of residentially zoned parcels. The much lower poverty bor-
ough of Queens housed about one quarter of vacant lot sales, despite the
fact that the borough was home to over 40 percent of residentially zoned
parcels.

There are differences in the distribution of sales across neighborhoods
within boroughs too. Fig. 3 displays maps of teardown sales and vacant
land sales. While teardowns occur throughout the city, they are
concentrated in eastern Queens and southern Brooklyn (areas high-
lighted), as well as Staten Island. Vacant land sales, on the other hand,
took place in an almost entirely distinct set of neighborhoods, with high
concentrations in central Brooklyn, upper Manhattan, and the Bronx
(areas highlighted).

As expected, vacant land sales took place in relatively disadvantaged
neighborhoods. Table 1 shows that the average vacant land sale took
place in a census tract with a poverty rate of approximately 23 percent
and a mean household income of $53,000, while the average residential
parcel in the city was located in a tract with a poverty rate of 15 percent
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Fig. 3. Location of vacant land sales and teardown sales in New York City.

looked fairly similar to the typical residential neighborhood in the city,

vacant land

and a mean household income of nearly $65,000. Finally,

with similar homeownership rates, incomes, racial composition, and

sales occurred in neighborhoods with lower homeownexship rates, fewer

college graduates, and higher proportions of minorities,

typical tracts in the city.

education levels. At first blush then, teardown parcels appear to be more

as compared to

typical of other parcels in the city ~ and thereby might yield a more

generalizable estimate of land values,

By contrast, teardown sales were located in neighborhoods that
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Table 2
Sample description for teardown sales and vacant land sales.

Regionat Science and Urban Economics 70 (2018) 190-203

Full sample Samiple of matched tracts Samnple of matched blocks
Teardown Vacant Difference Teardown Vacant Difference Teardown Vacant Difference
€8} (2) @) 4 (%) 6) %) (8) 9
Number of sale records 3777 4858 2972 3227 ) 1150 1145
How many community districts? ’ 55 57 53 53 52 52
How many tracts? 1009 1148 701 701 479 481~
How many blocks? 2765 2909 2143 1998 739 739
Parcel charuacteristics '
Lot area (sq. ft.) 5042 4041 —1001*** 5182 4255 —927*** 4870 4269 —601***
Frontage (ft.) 46.7 39.4 —7.3%%* 47.6 41.3 —6.3%** 44.6 41.2 —3.4x%
Cormer 13.6% 12.7% —~0.9% 13.5% 12.9% —0.6% 11.6% 12.8% 1.2%
Irregular 12.1% 18.6% d 11.9% 19.1% 7 2%%** 10.4% 15.8% 5.4%%**
Maximum FAR 1.36 1.73 1.33 1.45 0.12%** 1.61 1.56 —0.04
Close to subway (1/4 mile) 20.6% 28.1% 7.5%*** 20.3% 22.4% 210%** 24.2% 22.5% —-1.7%
Close to park (250 ft) 12.5% 17.8% 5.3%%** 12.6% 15.4% 2.8%*** 12.9% 13.4% 0.5%
Historic district 0.11% 0.31% 0.20%** 0.13% 0.09% —0.04% - -
Neighborhood indicators (census tract)
Mean hshold income ($10,000's) 6.27 5.17 —1.10%** 6.27 5.57 5.80 5.64 -0.16*
Poverty rate 16% 24% 8%p*** 15% 21% 18% 20% 2%***
Homeownership rate 47% 36% —11%*** 48% 42% 41% 40% —-1%
Race/ethnicity
% white non-Hispanic 48% 27% —21%*** 47% 34% —13%*%* 43% 38% —5%***
% black non-Hispanic 17% 38% 21%%** 18% 33% 149p%%= 20% 29% 9Up***
% Hispanic 19% 28% 9%*** 20% 25% 5% *** 23.8% 23.7% -0.1%
% other non-Hispanic 16% 7% — 90 14% 8% —~7%*** 13% 10% —3%%**
% foreign born 38% 29% —9%*** 37% 30% —7%*** 38% 33% —59%%**
% college graduates 24% 17% —T%*** 23% 18% —~BOpF*F 22% 20% —2%p%*
Change in % college 0.048 0.034 —0.014%** 0.045 0.037 —0.0087%** 0.043 0.042 -0.002
grads, 1990-2000
Land value per sq. ft (2009$)
Mean $197 $164 -$33%F= $184 $158 -$26%F* $206 $174 -§32%*=
S.D. 5199 $373 $164 $359 $211 3286
Coeff. of variation 1.01 2.28 0.82 2.27 1.03 1.64

Notes:
Statistical significance indicated by: ***p < 0.01, **p < 0.05, *p < 0.1.

As for locational amenities, teardown lots were located slightly
farther from the central business district (as proxied by the Empire State
Building) than vacant lots. Teardown sales were on average about 0.8
miles further out. Vacant lot sales are more likely than both teardown lots
and all lots in the city to be located close to a subway station entrance
(within one-quarter of a mile) or close to a park (within 250 feet). In
terms of parce] characteristics, teardown lots are considerably larger, on
average, than vacant lots that sold, which in turn are larger than the
average lot in the city. Both teardown and vacant parcels are more likely
to be on corners, and vacant land sales are more likely to be irregularly
shaped lots, suggesting some difficulty in building there. Finally, both
teardown parcels and vacant lots tend to have a higher maximum FAR
than the average lot in the city. Vacant lots actually had the highest
allowable FAR of the three groups; this is perhaps not surprising, as the
high poverty neighborhoods in our sample tend to be zoned for higher
density and larger multifamily structures.

10 Ty test these relationships in a more rigorous way, we also estimated a
probit model (results not shown) predicting the likelihood that a lot was selected
for teardown redevelopment between 2003 and 2011, conditional on property
characteristics as of 2003. Independent variables included the neighborhood,
locational, parcel, structural and development capacity variables listed in
Table 1, as well as fixed effects for the cornmunity district. The analysis
confirmed that, all else equal, teardown probability increases significantly for
larger parcels, and for structures that are older, smaller, detaclied, or have fewer
stories. This result is not surprisingly, given the greater potential value of
redevelopment on these sites. Indeed, the probit results also showed that
properties with more unused FAR were significantly more likely to be selected
for teardown redevelopment, as were propertied located outside of historic
preservation districts, all else equal. It is also possible that demolition costs play
a role, as they should increase with building size, number of stories, and for
attached structures,

Table 1 also shows that, compared to the average lot in the city,
parcels involved in teardown sales tend to house smaller, older buildings,
and are less likely to be attached to another structure. This pattern is
consistent with previous studies (Weber et al.. 2075, Doz e Medillen,
2007) and provides suggestive evidence that as the costs of demolishing a
property rise, the probability of teardown declines. T#1:. > 1 also reveals
that parcels located in historic districts are significantly less likely to be
demolished, as we would expect. Finally, teardown parcels had almost
twice as much unused development capacity as the average lot in the city
(approximately 60 percent compared to 30 percent).?”

To investigate whether the characteristics of teardown and vacant
sale lots are significantly different, we compared parcel-level measures
for teardown sales and vacant lot sales both for the full sample and
restricted to the matched sets of micro-neighborhoods (census tracts or
city blocks) that contain both types of sales. Table 2 displays descriptive
statistics for three samples of sales, Columns 1-3 correspond to the full
samples of teardown and vacant land sales. Columns 4-6 describe sales
located in the 701 “matched census tracts” that contain at least one
teardown sale and at least one vacant land sale over the study period.”
Finally, columns 7-9 display results for sales in the 739 “matched blocks”
that similarly contained at least one teardown sale and at least one vacant
land sale. As expected, after restricting the sample to matched tracts
(columns 4-6) and to then to matched blocks (columns 7-9), the samples
of vacant and teardown sales generally become more similar, particularly
in terms of average neighborhood characteristics.

Column 6 of the table shows that when limiting to matched tracts,
vacant lots are still significantly smaller, and more likely to be irregularly
shaped and located close to parks, compared to teardown sales. Even

1 The sample of matched tracts includes about one-third of New York City's
roughly 2200 census tracts.
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Table 3
Hedonic house price regression results.
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Non-teardown

Teardown sales, by demolition window

sales 2 years 1 year 6 months 3 months
@) (2) (3) (4) (5)
N 121,887 3777 3093 2073 870
R-squared 0.4156 0.7580 0.7648 0.8005 0.8993
Parcel characteristics
Log of lot area 0.2193#*%* 0.5245%** 0.5353%+% 0.5549%%* 0.6009%**
Irregular ot —0.0070* —0.0381% —~0.0473** ~0.0526% —0.1003**
Cormer lot a 0.0247%** 0.0334* 0.0294 0.0326 0.0061
Structural characteristics
Building class (reference =1 family} .
2 family 0.5507%** 0.6477+* 0.5585* 0.3456 ~0.1726
2 family* brick 0.0213%** —0.0027 —~0.0013 0.0036 0.2710%*
Walkup apartment 1.0745%** 0.3625 0.2767 1.9258** —1.0334
Building area (sq. ft.)
1 family* Log of building area 0.2438*** 0,1367*** 0.1109%** 0.1037*** 0.116
2 family* Log of building area 0.1797%** 0.0517 0.0378 0.0638 0.1401
Walkup* Log of building area 0.1085%** 0.0920 0.0744 —0.1311 0.3242
Age ' —0.0029*+* —0.0035 -0.0016 0.0014 0.0081
AgeZ 1.E-05%** 7.E-06 —-7.E-06 —2.E-05 —8.E—~05**
Attached —0.0372%** —0.0266 —0.0006 -0.0106 —0.1121**
Stories 0.0213%** 2,E-05 ~0.0068 —0.0148 0.0036
Number of units in apartment buildings 0.0253**% —0.0057 0.0093 0.0177 -0.1766*
Developmient capacity
Maximum FAR of sale property
1 family* Log of max. FAR —0.0720*** 0.2942%** 0.21559%** 0.1854%* 0.1838
2 family* Log of max. FAR 0.0023 0.2077%** 0.2650*** 0.1911* 0.3372**
Walkup* Log of max. FAR —0.0082 0.1320 0.1845 —0.0194 —0.6453**
Average maximum FAR of other properties on block
1 family* Log of block max. FAR 0.0245%* —0.1095% --0.0073 —0.0288 0.0230
2 family* Log of block max. FAR -0.0089 0.0278 0.0085 0.0124 —0.0586
Walkup® Log of block max. FAR ~0.0238 0.1658 0.1197 0.1671 0.8225%**

Notes:
Statistical significance indicated by

p < 0.01, **p < 0.05, *p < 0.1,

The dependent variable is the log of the property sales price, expressed in 20093. Fixed effects model includes tract and quarter ﬁxed effects. The estimation samples are
restricted to census tracts that had one or more teardown sales occurring between 2003 and 2009. The sample of non-teardown sales excludes properties located in

historic districts, where there is little teardown activity.

after restricting to matched blocks (column 9), vacant parcels are still
significantly smaller and more likely to be irregular.

Beyond these observed differences, it is also possible that lots differ in
unobservable ways within a neighborhood. For example, vacant parcels
may have characteristics that raise land preparation costs (e.g., envi-
ronmental contamination, poor soil conditions for building) or be located
closer to undesirable land uses. Indeed, such factors may be the very
cause of the parcel being vacant in the first place (McGrata, 2000), This
question deserves further investigation in future work.

5. Testing the validity of the teardown method: How do parcel
and structural characteristics affect sales price?

In this section, we assess whether teardown sales provide a good es-
timate of the value of the underlying land. We estimate separate hedonic
house price functions for the sub-sample of sales that are teardowns and
for the sub-sample of properties that experienced no demolition activity
between 2003 and 2011 (non-teardown sales). Our analysis considers
many of the property and neighborhood level variables used in previous
teardown studies. In addition, we are able to include a critical variable
omitted from other studies: the parcel's development capacity, as
measured by maximum FAR.

If teardown sales reflect land value, we would expect the innate
characteristics of the parcel to play a stronger role in determining price
for teardown sales than for non-teardown sales. Similarly, we would
expect structural characteristics of the existing property to matter less —
and development capacity to matter more — for teardowns compared to
non-teardown sales.

We estimate hedonic house price regressions on a sample of non-
teardown sales, as well as on four samples of teardown sales, each with
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a progressively smaller window between the sales and demolition dates.
For all specifications, the dependent variable is the log of house price,
and all models include fixed effects for the year and quarter of the sale.
We also include census tract fixed effects, which help to isolate the role
that parcel, structural and zoning variables play in determining sales
price, as opposed to neighborhood variation.'* Importantly, both sam-
ples are restricted to properties located in census tracts that experienced
at least one teardown sale between 2003 and 2009, which ensures that
the samples cover similar neighborhoods.”

Table 3 displays house price regression estimates. Results for the non-
teardowns sample (column 1) are familiar. Buyers pay a premium for
larger lots and for larger, newer structures. All else equal, buyers pay
more for detached structures and for additional stories. We also find that
buyers of two-family homes pay more for brick structures, likely
reflecting the amenity value of brick buildings; Dye and McMillen (2007)
similarly document that non-teardown buyers in Chicago pay a premium
for brick buildings. Based on resuits displayed in column 1, non-teardown
sales prices appear to reflect the consumption value of the existing
structure, as expected.

A different story emerges from the teardown regressions. Comparing

12 Census tracts in New York City tend to cover a smaller geographic area than
in cities with lower levels of population density. The average tract in our sample
includes about 15 city blocks.

13 We experimented with correcting the hedonic regression estimates for se-
lection bias, but were unable to find a satisfactory instrument. When we did run
the correction for the teardown sales house price regressions, however, even
with the imperfect instruments, the estimated coefficients changed in the pre-
dicted direction.
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Fig. 4. Comparing teardown and vacant parcel methods, Land value distance gradients.

the coefficients in column 1 with each of the teardown samples in col-
umns 2-5, we find that the estimated coefficient on land area is signifi-
. cantly larger for teardowns than for non-teardown sales, consistent with
expectations.!* In fact, for all teardown samples, the land area coefficient
is more than twice as large as for the sample of non-teardown sales.
Similarly, we find that teardown buyers value additional develop-
ment capacity more highly than other buyers. Focusing on results in
column 2 (the main sample of teardown sales where the demolition
window is two years), teardown buyers of one- and two-family buildings
value additional development capacity highly, even after controlling for
characteristics of the structure, as well as for the maximum FAR of other
properties on the same block.!® For non-teardown sales, however, buyers
do not pay any premium. In fact, buyers of single-family homes actually

4 To determine whether the coefficients displayed for teardown sales in
Table 3 are statistically different from coefficients displayed for the non-
teardown sample, we estimated a series of fully interacted regressions that
pooled non-teardown sales and teardown sales, These t-tests revealed that for all
samples of teardown sales (columms 2-5), the coefficient on land area is
significantly higher, at the one percent level, than for non-teardown sales.

15 We obtained similar results when using the ratio of existing FAR to
maximum FAR, instead of maximum FAR.
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pay a premium for properties with less development capacity, even after
controlling for the development capacity of surrounding properties,
perhaps because it is correlated with the size and development capacity
of immediately proximate structures. Regression results for development
capacity reinforce the idea that teardown buyers value the property for
its future use, while non-teardown buyers value it for its current use.

We also find that teardown buyers tend to value structural charac-
teristics less highly than other buyers, as expected. For example, the
coefficients on building area are smaller for teardowns. Comparing re-
sults for columns 1 and 2, we see that among single-family properties, the
implicit price of an additional square foot was estimated to be about 78
percent higher for non-teardown sales (.244) compared to teardown sales
(.137); and this difference is statistically significant at the one percent
level, For other types of properties, building area is positively associated
with price for non-teardown sales but is not significantly related to price
for teardown sales, The pattern suggests that although teardown buyers
may place some positive value on the option to use a larger structure (at
least in the case of single-family homes), they value it less highly than
other buyers, perhaps in part due to larger demolition costs.

Table 3 also sheds light on how teardown buyers value other attri-
butes of the structure. Comparing columns 1 and subsequent columns, we
find that building age is a significant predictor of prices only for non-
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teardown sales. For non-teardown sales, attached properties sell for a
significant discount. Estimates for teardown sales also reveal a discount
for attached properties, however this may be due to higher demolition
costs,

We also observe in Table 3 that, all else equal, non-teardown buyers
pay a significant premium for structures with additional stories and
additional units, while teardowns buyers do not. The result for non-
teardown sales is not surprising, as owners may value having addi-
tional stories, and landlords can charge higher rent (on a per square foot
basis) in buildings with more units. However, we find that, at the margin,
teardown buyers place no value on an additional story or unit.

These results seem to suggest that buildings that are more costly to
demolish sell at a discount for teardown properties relative to non-
teardown properties. However, t-tests (not displayed) revealed that any
such discount is not significant for the number of stories. And for the
number of units in apartment buildings, this discount is only significant
for the main sample of teardown sales (column 2). Nevertheless, these
findings provide further evidence that teardown sales reflect land value,
as opposed to the value of existing structures.

Columns 2-5 of Table 3 display results for teardown samples that
have progressively smaller demoliion windows. Column 5 represents
teardown sales for which the demolition permit was issued almost
immediately following the sale (within three months). We expect the
teardown estimates to look less similar to the non-teardown estimates as
the demolition window shortens. Findings in columns 2 to 5 generally
support this predicton. As the teardown window becomes shorter, the
coefficient on land area grows monotonically, while the coefficients on
building area drop somewhat, going from column 2 to column 5.
Although the coefficient on building age remains insignificant for all
teardown specifications, the estimated coefficient on building age actu-
ally turns positive for the shortest demolition windows (columns 4 and
5).

Taken together, the hedonic regression results suggest that teardown
buyers value the property for its future use value, and therefore provide a
reasonable estimate of land values in areas with little vacant land.

Regional Science and Urban Economics 70 (2018) 190-203

6. Explaining variation in land values in New York City:
Teardowns versus vacant land

The preceding analyses suggest that both our approaches — teardowns
and vacant land sales — are valid ways to estimate land values, though the
vacant parcels are disproportonately located in distressed neighbor-
hoods and thus may be less representative, In this section, we compare
the estimates yielded by our two approaches. We also use both methods
to test how land values vary with the intrinsic characteristics of the lot
and proximity to transit and the CBD and explore the extent to which the
findings vary depending on which of the approaches is used.

The bottom panel of Table 2 compares raw, per square foot land value
estimates generated using the two approaches. For the full sample of sales
occurring 2003 to 2009 (columns 1-3), vacant land sellsfor an average of
$33 (17 percent) less, on a per square foot basis, than land sold through
teardowns. One plausible explanation for the price differential is that
vacant land tends to be in less desirable neighborhoods than teardown
properties, as documented above. However, the apparent discount for
vacant land persists even when restricting the comparison to vacant land
sales and teardown sales located in the same census tract (column 6) or
the same block (column 9). Therefore, it appears that differences in
average neighborhood characteristics alone do not explain the price
differential for vacant land sales compared to teardown sales.

Vacant land sales also exhibit considerably more price dispersion than
teardowns. Table 2 shows that for the full sample of sales (columns 1 and
2), the coefficient of variation on land value is more than twice as large
using the vacant land method (2.28) compared to the teardown approach
(1.01). A large difference persists even after restricting to the samples of
matched tracts (columns 4 and 5) or matched blocks (columns 7 and 8).
Furthermore, 1%, < plots the natural logarithm of land values against the
distance to CBD (before controlling for any other variables in the model)
separately for teardowns and vacant land sales, showing both the indi-
vidual estimates and the fitted line, A quick visual inspection reveals that
at all distances, land value estimates are more dispersed for vacant land
sales than for teardown sales. Taken together, these findings provide
some preliminary evidence that the vacant land method may yield less
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Fig. 5. Comparing teardown and vacant parcel methads, Average land value by distance to CBD.
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precise estimates of land values in a neighborhood.

The key question we address in this section is whether the two
methods yield more similar estimates when we control for a fuller set of
relevant characteristics, Fig. 5 plots average land values against distance
from the central business district (as proxied by the Empire State Build-
ing) by one-mile increments. The horizontal bars show average land
value estimates produced using the teardown method, while the small
circles show those from vacant land sales. As expected, both methods
yield estimates of land values that are highest close to the CBD, and tend
to decline (at a decreasing rate) with distance. (Land value estimates in
other cities would probably not show such consistency with the mono-
centric model, but development patterns in New York City remain fairly
centralized.) Fig. 5 shows that for parcels located about 10 miles or more
from the CBD, the two methods yield very similar estimates. However,
between zero and about 9 miles from the CBD, the teardown method
yields average estimates that are somewhat higher than vacant land sales.

To compare the two methods - and to study variation in land values
across neighborhoods in a more systematic way — we rely on a series of
regression mnodels that explain the value of land as a function of parcel
and neighborhood characteristics, as well as time. First, we estimate re-
gressions for a pooled sample of vacant lot sales and teardown sales.
Second, we run land price regressions separately for vacant land and
teardowns to compare the ability of each method to explain variation in
land prices. The following sub-sections present models and results for
both the pooled and unpooled regressions.

6.1. Pooled regression models and results

We begin by analyzing a pooled sample of teardown and vacant land
sales and estimating a regression model that explains land values as a
function of time, as well as parcel and neighborhood characteristics. The
independent variable of interest is an indicator for vacant sales. We
restrict the sample to parcels located in micro-neighborhoods (tracts or
blocks) that experienced at least one teardown sale and at least one
vacant land sale between 2003 and 2009. We include block (or tract)
fixed effects in the regressions, which control for any unobserved, time-
invariant differences between neighborhoods that might also influence
land values. We estimate an OLS fixed effects model using only a) the
sample of matched tracts and b) the sample of matched blocks. Specif-
ically, we estimate the following model:

1Iﬂ—'vim[ =a Li + ﬁ Vacanti + Ym I\/I,,, +80Q + Ejt (1)

where InLViy,, is the natural logarithm of the value of land per square foot
for property i, in micro-neighborhood (census tract or block) m, in
quarter t; L; is a vector of characteristics of the lot, including the natural
logarithm of lot area, lot frontage, and maximum FAR, as well as indi-
cator variables for corner lots and irregularly shaped lots, and measures
of proximity to transit and parksJ “: Vacant; is an indicator for vacant land
sales; M, are fixed effects for the micro-neighborhood, which control for
unobserved, time-invariant differences between areas; and Q; represents
a series of dummy variables indicating the year and quarter in wliich the
sale occurred. The coefficients to be estimated are o, $, y and §, and & is
the error term. ’

Table 4 shows pooled regression results for the samples of matched
tracts (column 1) and matched blocks (column 2), Larger lots are cheaper
on a per square foot basis, reflecting the fact that marginal additions to a
buildable lot are not as valuable as the total square footage increases. In
the sample of matched tracts, buyers pay a significant premium for
additional lot frontage and for additional development capacity. As for
the main coefficient of interest, the indicator for vacant land sales, the
estimated coefficient is —.371 for the sample of matched tracts, with
statistical significance at the 1 percent level, This result implies that

16 We do not include distance to CBD as an explanatory variable. The effect of
distance is absorbed in the fixed effect variables for micro-neighborhood.
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Table 4
Land price regression results: Pooled fixed effects model, Do vacant lots sell for
less than teardown lots in the same micro-neighborhood?.

Sample of matched tracts ~ Sample of matched blocks
1) @
N 6199 2295
R-squared 0.547 0.724
Log of lot area —0.407%%* —0.217*%**
Log of lot frontage 0.106%** 0.042
Tiregular lot -0.040 —0.037
Corner lot 0.032 0.049
Log of maximum FAR 0.335%*= 0.227
Close to subway (1/4 mile) ~0.036 —-0.134
Close to park (250 ft) —0.108%** —0.193**
Vacant —0.371%*= —0.253***
Notes:

Statistical significance indicated by: **¥*p < 0.01, **p < 0.05, *p < 0.1.

The dependent variable is the log of land value per sq. ft., expressed in 2009%.
All models include fixed effects for quarter and micro-neighborhood (tract or
block).

vacant land sells for a discount of about 37 percent relative to teardown
lots in the same census tract that have similar parcel characteristics.
When switching to the sample of matched blocks — which is expected to
give more precise estimates ~ the estimated coefficient on the flag for
vacant sales drops in absolute terms to a discount of about 25 percent.

What might explain the apparent discount for vacant parcels? The
most straightforward explanation is that vacant sale lots may differ sys-
tematically from teardown lots in unobservable ways that male them less
desirable to housing developers. As discussed above, physical qualities of
the parcel itself may male it more costly to build on the lot (e.g., envi-
ronmental contamination, high cost of building foundation). Even within
the same neighborhood, vacant lots may also be systematically located
closer to undesirable land uses that lower consumers’ willingness to pay
for housing there. Finally, to the extent that teardown prices reflect the
value of the option to use existing structures in their current state (as well
as the value of the land), we would expect teardown prices to be slightly
higher compared to vacant parcels.””

6.2. Unpooled regression models and results

To examine whether teardowns produce more precise estimates of
land values than vacant land sales, we run separate land price regressions
for teardown sales versus vacant land sales. By estimating separate re-
gressions, we are able to compare the ability of each method to explain
variation in land prices. As before, we estimate regressions first on the
sample of matched census tracts, and then on the sample of matched
blocks, as a way to ensure that the sample of teardown and vacant lot
neighborhoods are comparable. All models include fixed effects for the
calendar quarter. The explanatory variables in model 1 are distance to
the CBD and the allowable development capacity (maximum FAR).
Models 2 and 3 add controls for parcel attributes and either micro-
neighborhood fixed effects (Model 2) or a set of neighborhood

17 The holdout problem in land assembly is another potential factor. If holdout
sellers successfully bargain for higher prices, then lots acquired later in the as-
sembly process may sell at artificially high prices, To the extent that vacant lots
sell earlier in the assembly process compared to teardown properties, the “dis-
count” we observe for vacant land could simply reflect holdout bargaining, A
recent study of residential land assembly in New York City finds little evidence
for this explanation, however. Gedal (2013) finds that vacant parcels are not
more likely than teardown lots to sell earlier in the assembly process.
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Table 5

Land price regression results: Unpooled fixed effects models, Sample of matched tracts.
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Vacant land sales

Teardown sales

1 2 3 1 2 3
N 3227 3227 3227 2972 2972 2972
R-squared 0,102 0.493 0.236 0.431 0.851 0.701
Log of miles to CBD —0.47F%% - —.0.43%%* 0.5+ _ _0.34%
Log of maximum FAR 0.16%%* 0.37%%* 0.31%** 0.37%** 0.22%%* 0.28***
Log of lot area - —0.40%*=* —0.33%** - ~—0.48*** ~0.51%**
Log of lot frontage - 0.11* 0.06 - 0.09%+* 0.00
Irregular lot - 0.01 —0.04 - —0.03 —0.06%**
Comer Jot - —-4.E—03 0.04 - 0.04** 0.05%*
Close to subway (1/4 mile) - -0.01 0.04 - —0.04* -0.02
Close to park (250 ft) - —0.21*** —0.15%*= - 0.01 0.04%*
Mean household income ($10,000's) - - 0.05*** - - 0.04%**
Poverty rate - - -0.09 - - 0.75%*%
Homeownership rate - - -0.14 - T - —0.07
Race/ethnicity -
% black non-Hispanic - - —0.68*** - -
% Hispanic - - —~1.05%** - -
% other non-Hispanic - - 0.33 - -
% foreign bom - _ 1,058 ~ _
% college graduates - - -0.20 - -
Change in % college grads, '90-'00 - - 1.05%* - -
Includes tract fixed effects YES YES
Notes:
Statistical significance indicated by: ***p < 0,01, **p < 0.05, *p < 0.1,
The dependent variable is the log of land value per sq. ft., expressed in 20098,
All models include fixed effects for quarter.
characteristics (Model 3).
Table 6

Tables 5 and = report regression estimates for the samples of sales in
matched census tracts and matched blocks, respectively. The models of
land prices using vacant land sales consistently explain a much lower
share of variation in land values than the models using teardown sales.
Results for the sample of matched tracts (Table S, model 1) show that two
conceptually important predictors of land values, distance to CBD and
maximum FAR, alone account for about 36 percent of variation in land
values for the sample of teardown sales but only 7 percent of variation in
tand values for vacant land sales.'” When we consider only sales in the
matched sample of blocks (Tabls 6, model 1), the gap shrinks somewhat,
but remains large - distance to CBD and maximum FAR together explain
approximately 37 percent of variation in land prices for teardown sales,
compared to 11 percent for vacant parcel sales. Turning to models 2 and
3in Table 5 and to model 2 in Table &, we see that after controlling for a
more extensive set of parcel and neighborhood covariates, the large
difference in explanatory power persists.

Still, the two approaches yield fairly similar estimates of the value of
most observed attributes. Focusing on model 3 in Table 5, which controls
for demographic characteristics of the census tract and is run on the
sample of matched tracts, we see that the intrinsic characteristics of the
parcel appear to matter a lot, when using either the teardown sales
method or vacant land sales. Larger lots are cheaper on a per square foot
basis and, as expected, residential parcels on which larger structures can
be built as of right are more valuable. Corner lots command a premium,
although this effect is not statistically significant for sales of vacant land.
After controlling for census tract fixed effects, we find that being closer to
a park is associated with lower prices for vacant lots but higher prices for
teardown properties, suggesting there is heterogeneity in the quality of
parks and there may be a disamenity from being located immediately
next to some parks.

18 These figures were determined by taking the difference between the R-
squared reported for model 1 and the R-squared for a slimmed down regression
(results not displayed) that included only calendar quarter dummies.
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Land price regression results: Unpooled fixed effects models, Sample of matched
blocks.

Vacant land sales Teardown sales

1 2 1 2
N 1145 1158 1150
R-squared 0.824 0.460 0.954
Log of miles to CBD - —0.46%" -
Log of maximum FAR 0.09 0.47%%* 0.33%*
Log of lot area -~ —0.20 - —0.28%%*
Log of lot frontage - 0.10 - —0.15
Irregular lot ~ 0.13 - -0.11*
Cormer lot - —-0.19 - 0.06
Close to subway (1/4 mile) - —-0.11 - —4.E-03
Close to park (250 ft) -~ —-0.32 - 0.09
Includes block fixed effects YES YES

Notes:

Statistical significance indicated by: ***p < 0.01, **p < 0.05, *p < 0.1.
The dependent variable is the log of land value per sq. ft., expressed in 2009§.
All models include fixed effects for quarter.

The regressions also confirm the theoretical prediction that accessi-
bility to employment and services matters, even after controlling for
other factors. Estimates of the distance gradient are similar for vacant
land sales and teardowns, with a range of .52 to —.34 for all models in
Tables 5 and 6. Our estimates are substantially larger than those reported
in Colwell and Munnelke's (2003) analysis of vacant land sales in Chicago'.
But this divergence in results may simply reflect underlying differences
between New York City and Chicago.

Finally, we find evidence that land prices are correlated with neigh- © **

borhood demographics. Parcels located in tracts that had a greater share
of black and Hispanic residents in the year 2000 are typically valued less
highly. While overall results are similar, more of the coefficients on
neighborhood socioeconomic attributes are statistically significant for
the teardown regression compared to vacant land sales. The teardowns
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regressions suggest that land values are higher in tracts with higher in-
come and more educated populations. A somewhat counterintuitive
result for teardown sales is that the coefficient on poverty rate is positive
and significant, but this coefficient only becomes positive after control-
ling for the mean income of the neighborhood.

Tables 5 and 6 reveal that on average across all models the teardown
method is able to explain roughly 2-3 times more variation in land values
than vacant land sales. This difference in explanatory power reinforces
our view that teardowns produce land value estimates that better reflect
the fundamentals of land value. Unobservable atttibutes (perhaps envi-
ronmental contaminants or micro-locational features) appear to be more
significant in driving the value of vacant land. Teardowns appear to
produce more precise estimates of land values,

7. Conclusion

This paper shows that teardowns were quite common in New York
City over the past decade. They tended to occur in low density neigh-
borhoods in Queens and Brooklyn, and on parcels that have larger than
average land area. We also identify a large nurnber of sales of vacant land.

We find that the two approaches yield surprisingly similar estimates
of the value of both parcel attributes and locational amenities. The
physical attributes of the parcel, zoning restricons, accessibility to the
central business district, and the income and racial composition of the
census tract are all associated, in the predicted direction, with the value

Appendix

Table A.1
Sample descripton.
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of urban land.

Still, our regressions are less able to explain the variation in the value
of vacant land parcels, which are disproportionately located in very
distressed neighborhoods and tend to be valued less highly than tear-
down parcels, even in the same neighborhood. Teardown parcels, by
contrast, appear to be more representative of the city as a whole. Thus,
teardowns may be a more useful approach to developing estimates of
land prices, at least in the central cities of large urban areas, where
sample sizes are large enough.
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A. Sample of residential properties’

All properties By property type (as of 2003)
Vacant land" Parcel had residential structure

N % N % of total 1 Family 2 Family ‘Walkup apt.
Queens 273,712 41.1% 9060 3.3% 156,037 79,338 29,277
Brooklyn 214,249 32.2% 9688 4.5% 58,622 90,487 55,452
Staten Is. 94,178 14.1% 6482 6.9% 63,856 22,326 1514
Bronx 67,584 10.1% 5341 7.9% 21,744 26,243 14,256
Manhattan 16,137 2.4% 1253 7.8% 1329 1449 12,106
Total 665,860 100% 31,824 301,588 219,843 112,605
% of all properties 4.8% 45.3% 33.0% 16.9%

B. Sample of vacant land and teardown sales

All arms length sales in our sample of properties

Vacant land sales® Teardown sales

2003 31,554 1132 438
2004 33,983 951 587
2005 36,926 846 800
2006 35,117 742 721
2007 26,044 583 589
2008 19,124 367 412
2009 17,183 237 230
Total 199,931 4858 3777
% of all sales 2.4% 1.9%
Notes:

# The sample of residential properties was determined in three steps. First, we restricted to parcels that were zoned exclusively for residential use
between 2003 and 2009. Second, we excluded buildings that, as of the beginning of 2003, met any of the following criteria: contained condo-
miniums or cooperative apartments; had more than 50 units; had an elevator; contained a non-residential use; or constructed after 1998 (making
them less than five years old as of the beginning of the study period). Finally, we excluded all properties in two community districts (Manhattan
districts 1 and 5) that experienced no demolition permit activity between 2003 and 2011 for any of the 1 family, 2 family or walkup apartment

buildings in our sample.

b The category "vacant land” includes both vacant parcels (those listed as "vacant” and having no structure) and parking lots (those listed as

"garage" and having no structure).
€ Vacant parcels can be sold multiple times over the sample period.
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RESOLUTION NO. 2018-

A RESOLUTION OF THE CITY COUNCIL.OF THE CITY OF CALEXICO,
CALIFORNIA, APPROVING THE TRANSFER OF CERTAIN WATER ENTERPRISE
FUND AND WASTEWATER ENTERPRISE FUND REVENUES TO THE CITY’S
GENERAL FUND TO COMPENSATE THE GENERAL FUND FOR GROUND-LEASE
RENTAL OF REAL PROPERTY TO THE WATER AND WASTEWATER
ENTERPRISES FOR THEIR OPERATIONS

WHEREAS, the City of Calexico operates a water system and wastewater collection &
treatment plant system to serve the citizens of Calexico; and

WHEREAS, both utilities operate as stand-alone public enterprises, which must have
separate accounting and financial reporting mechanisms for revenues and expenses; and

WHEREAS, the water system and wastewater collection & treatment plant system
operate on real property that was purchased by the City’s General Fund and which remains a
fixed capital asset of the General Fund; and

WHEREAS, in effect, the General Fund functions as the “landlord” of the real property

in question and the utilities function as the “tenants” who are ground-leasing the real property
from the General Fund; and

WHEREAS, for many years, the water and wastewater utilities have used this real
property without paying any compensation to the General Fund. In effect, the General Fund has
been subsidizing the costs of the water and wastewater utilities by not charging rent to the
utilities; and

WHEREAS, the City Council desires to more equitably allocate these costs to the water
and wastewater utilities rather than place this burden on the General Fund; and

WHEREAS, California law (Proposition 218) requires that water and wastewater
customer charges not exceed the reasonable cost of providing the utility service; and

WHEREAS, because the General Fund is providing a valuable real estate asset to the
water and wastewater utilities that is central to support their operations, the rental value for these
assets becomes part of the “cost of providing the service” and may be paid with
water/wastewater rate revenues; and

WHEREAS, California law (Proposition 26) further provides that “a charge imposed for
entrance to or use of local government property, or the purchase, rental, or lease of local
government property” is not a tax requiring voter approval, provided the “amount of the charge
must bear a reasonable relationship to the value of the property interest conveyed. . . .” Jacks v.

City of Santa Barbara, (2017) 3 Cal. 5th 248,

WHEREAS, City Staff has retained the services of Urban Futures, Inc. to prepare market
studies of the fair lease value of the General Fund properties in question. The Studies conclude
that fair lease value for the real property where the water facilities are located is $180,101.00




Resolution No. 2018-
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annually, while the fair lease value for the real property where the wastewater plant site is located
is $112,802.00 annually, totaling $292,903.00 annually.

NOW, THEREFORE, be it resolved, detémined, and ordered by the City Council of the
City of Calexico:

Section 1. The City Council finds and determines that the foregoing recitals are true and
correct.

Section 2. The City Council directs City staff to transfer the following revenues from their
respective utility enterprise funds to the City’s General Fund for the reasons set forth above:

A, From Water Enterprise Fund # 513 $180,101.00.
B. From Wastewater Enterprise # 544 $112,802.00.

Section 3. The City Clerk shall attest to the passage of this Resolution at the Regular City
Council meeting of September 19, 2018.

PASSED, ADOPTED and APPROVED this 19th day of September, 2018, by the City
Counecil of the City of Calexico.

Lewis Pacheco, Mayor

ATTEST:

Gabriela Garcia, Deputy City Clerk

APPROVED AS TO FORM:

Carlos Campos, City Attorney
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State of California )
County of Imperial ) ss.
City of Calexico )

I, Gabriela T. Garcia, Deputy City Clerk of the City of Calexico do hereby certify the above
Resolution No. 2018- was approved at a regular City Council meeting held on the 19"
day of September, by the following vote to-wit:

AYES:
NOES:
ABSTAIN:
ABSENT:

Gabriela T. Garcia, Deputy City Clerk






