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COMMENT B5

Inspecting the building and its sur-
roundings 

As stated in The Gazette series, a ma-
jor determinant of tax-roll quality is
whether the basic information used to
set values is reliable and regularly up-
dated. This is of a paramount impor-
tance because market values are a reflec-
tion of the property’s elements. These
include such physical attributes as
building and lot sizes, age, condition, the
presence of a finished basement, garage
or swimming pool and so on, but also
neighbourhood characteristics – called
“externalities” – that might affect  value
(access to services, noise, mature trees,
pollution and crime) While these ought
to be taken into consideration when as-
sessing properties, this is rarely the case
as assessors tend to emphasize building
attributes rather than externalities.

Furthermore, property attributes
might change over time. As a conse-
quence of an aging housing stock, hous-
es in Quebec have been experiencing
major renovations over the past
decades. Without a reliable on-site in-
spection – which ought to take place
within the year of a sale when most ren-
ovations are  done – there is no way to
assure the quality of the assessment
roll. This is a costly step, but essential.
GIS-driven MLR, a reliable tool to im-
prove valuation 

But a reliable database is not enough.
Collected information must be
processed using the proper assessment
system, namely one that leads to roll
uniformity and equity through an ob-
jective reading of the  forces that shape
property values. Values result from

highly complex influences that the tra-
ditional market approach to valuation
cannot handle properly. The availability
of increasingly user-friendly statistical
software make it possible to resort to
one of the most powerful and versatile
tools, referred to as MLR, or Multiple
Linear Regression.

This proven analytical method can
sort out cross-influences that compose
market value and put a price on each at-
tribute. It makes possible a reliable as-
sessment of any property on the basis of
its characteristics. Because it offers
overwhelming advantages over the tra-
ditional approach, MLR is now widely
used  in the United States and around
the world. As reported in The Gazette
series, it is used for assessing properties
in Winnipeg, Calgary and Regina as
well as throughout Ontario.

Moreover, the relatively recent devel-
opment of geographic information sys-
tems, called GIS, offers a powerful and
increasingly popular complement to
MLR. Thanks to the spatial statistic
tools available on a GIS, it is now much
easier to account for all sorts of exter-
nalities that affect house values.
A much-needed change in Quebec as-
sessment culture

But turning to MLR and related tech-
nologies requires a change in the ap-
praisal culture. Most assessment au-
thorities in Quebec are reluctant to
make the move, but this can be changed
through education and training, as my
teaching experience has shown at Uni-
versité Laval where MLR has been part
of valuation courses for a decade. Under
proper supervision, experienced asses-

sors can familiarize themselves with
statistical modeling within a few weeks.
Is the current property-tax system ad-
equate? 

Criticizing property tax is both easy
and popular. Among the most frequent
criticisms is the fact that it does not
properly reflect the level of service, or
benefit, that is rendered.

To some extent, this is true: The
garbage bag in front of a $1 million
house does not cost 10 times as much to
collect as the one in front of a $100,000
house; nor does the cost of snow re-
moval vary by the wealth of neighbour-
hoods. In other words, wealthier home-
owners are subsidizing those  of lower-
value properties.

On the flip side, another highly prized
criticism is that the property tax is re-
gressive, meaning its burden is propor-
tionately higher for low-income house-
holds than for high-income ones.

While the second point is is by and
large true if annual income is used as
the reference, it is false when you look at
the value of services rendered. On that
basis, the property tax is clearly pro-
gressive.
Transferring the tax burden to non-
residential uses

Similarly, the sharing of the local tax
burden favours homeowners over com-
mercial property owners. Indeed, under
the current system, non-residential
users bear a higher share of the local
tax burden than residential ones (more
than three times as much in Montreal).

But this kind of transfer is widely ac-
cepted throughout Canada. And the re-
cent change toward the multiple-rate

system in Quebec supports  this trend: It
is tempting for municipalities to shift
part of the tax burden from residents
(who are voters) to owners of large com-
mercial properties (who most often are
not).
Increasing local revenue through ser-
vice pricing 

Another argument regularly put for-
ward by critics of the  property-tax sys-
tem is that property tax alone no longer
can  cope with cities’ enlarged responsi-
bilities. In that respect, it should be re-
called that Canadian municipalities
have been granted $5 billion over the
next five years from the gas tax and that
the recent seven-year (2007-2013) fiscal
agreement between Quebec and munic-
ipalities provides the latter with a pro-
gressive tax refund on their purchases
($472 million by 2013).

There are others ways to increase lo-
cal revenue. Quebec municipalities
have the legal power to diversify  rev-
enue by charging user fees. This is the
first source of alternative revenue that
should be looked at because there is a
strong economic rationale behind it:
User fees prevent wasting scarce re-
sources, such as drinkable water.

As of 2005, fees accounted for 11.7 per
cent of total municipal revenues (16.5
per cent for municipalities under
100,000) for all of Quebec. As for Montre-
al, fees accounted for only 7.9 per cent of
revenues in 2005, down from 8.2 per cent
three years before. While fees are feasi-
ble and desirable, they  might be more
difficult to sell  politically, especially to
low- or medium-income households.

To summarize, while the current
property-tax system might not be per-
fect, it remains the “least bad” option. It
is relatively simple to understand and
manage, is a tax on wealth – as opposed
to a tax on income, allows diversifica-
tion through fees and insures a flow of
money for local authorities. And switch-
ing from property to, say, land tax
brings no guaranty that more income
will be collected.
How to handle tax bill increases? 

For most people, the main problem re-
mains local tax increases and the prob-
lem they pose for low- or moderate-in-

come households in neighbourhoods
where prices have surged. The issue
might be adequately handled through a
combination of the current Quebec gov-
ernment property-tax rebate plan,
which offers households with income
under $46,497 a maximum rebate of $554
a year, and the Allocation Logement
program that limits maximum aid to
$80 per unit per month. Both programs
should be improved.

These are far better solutions for tem-
pering painful tax hikes  than freezing,
delaying or extending a roll to spread
out tax increases, distorting the system
and making more complex.
Cutting the knot by controlling local
expenditure 

Finally, all these considerations about
the need to reduce harmful tax rises fall
short of addressing a major and in-
escapable part of the puzzle: The con-
trol – or lack of control – of large mu-
nicipalities over their local expendi-
ture. This, indeed, ultimately
determines whether or not the local tax
burden will rise. A comparative analy-
sis of the City of Montreal budget over
2002-2005 shows that current expendi-
ture has grown at a compound annual
rate of roughly four per cent while
overall inflation for the Montreal met-
ropolitan region was only 2.3 per cent.
This might be indicative of a structural
problem which, if not tackled, could re-
sult in never-ending tax hikes for Mon-
trealers.

Salaries and payroll costs  form the
most important budget item for a munic-
ipality – for Montreal, they amount to
slightly more than 50 per cent of total ex-
penditure. From 2002 to 2005, the remu-
neration of employees jumped by 13.5 per
cent, a compound annual rate of four per
cent. Even more worrying, the employ-
er’s contribution grew 9.7 per cent a year
– a 32-per-cent jump over three years.

By the way, weren’t municipal merg-
ers supposed to generate  economies of
scale? Facts rather suggest the opposite.
How surprising! Or is it?
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IN ITS ENLIGHTENING SERIES LAST MONTH, THE
GAZETTE took a critical look at Montreal’s assessment sys-
tem, raised issues regarding the relevance and adequacy of
the property-tax system and suggested possible ways to alle-
viate the painful tax hikes some Montreal residents face.
I want to expand on some of the issues raised in the articles.

FRANÇOIS DES ROSIERS

SOLVING A TAXING PROBLEM
PHOTO ILLUSTRATION  DDAAVVIIDD FFIITTZZPPAATTRRIICCKK THE GAZETTE  /  PHOTO ISTOCK


