DISTRICT OF COLUMBIA
OFFICE OF THE INSPECTOR GENERAL

OIGProjectNo0.16-1-14AT April2017

OFFICE OF THE CHIEF FINANCIAL OFFICER:

EVALUATION OF THE DISTRICT OF COLUMBIA GOVERNMENT’S MANAGEMENT
AND VALUATION OF COMMERCIAL REAL PROPERTY ASSESSMENTS

Guiding Principles

Workforce Engagement * Stakeholders Engagement * Process-oriented * Innovation * Accountability *
Professionalism * Objectivity and Independence * Communication * Collaboration * Diversity *
Measurement * Continuous Improvement




Mission

Our mission is to independently audit, inspect, and
Investigate matters pertaining to the District of Columbia
government in order to:

o prevent and detect corruption, mismanagement,
waste, fraud, and abuse;

o promote economy, efficiency, effectiveness, and
accountability;

o inform stakeholders about issues relating to
District programs and operations; and

o recommend and track the implementation of corrective

actions.

Vision

Our vision is to be a world class Office of the Inspector
General that is customer-focused, and sets the standard for
oversight excellence!

Core Values

Excellence * Integrity * Respect * Creativity * Ownership

* Transparency * Empowerment * Courage * Passion
* Leadership

b o

* X
WE ARE

[ o chl
WASHINGTON
Sy



GOVERNMENT OF THE DISTRICT OF COLUMBIA

Office of the Inspector General

%* & *
I

OIG

Inspector General

April 10, 2017

Jeffrey DeWitt

Chief Financial Officer

Office of the Chief Financial Officer

The John A. Wilson Building

1350 Pennsylvania Avenue, N.W. Suite 203
Washington, D.C. 20004

Dear Chief Financial Officer DeWitt:

Enclosed is the Independent Auditor’s report, entitled Evaluation of the District of Columbia
Government’s Management and Valuation of Commercial Real Property Assessments, that
GKA, P.C. (GKA) submitted as part of the Office of the Inspector General’s (OIG) contract for
the Audit of the Commercial Real Property Assessment Process at the Office of Tax and
Revenue (OIG No. 16-1-14AT).

Pursuant to D.C. Code § 47-821(e), the OIG contracted with GKA to conduct this evaluation.
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March 27, 2017. This response is included in its entirety in appendix A. We appreciate the
cooperation and courtesies extended to our staff during this audit. If you have questions,
please contact me or Toayoa D. Aldridge, Assistant Inspector General for Audits, at (202)
727-2540.
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EXECUTIVE SUMMARY

Overview

The District of Columbia Office of Inspector General, in accordance with DC Code Section 47-821(e),
contracted GKA, PC to conduct an independent evaluation of the District’'s management and valuation of
its commercial real property assessments. The scope of the evaluation encompassed the following:

A. Evaluation of the commercial real property assessment process;

B. Evaluation of the organizational structure, workload statistics, performance measures,
compensation requirements, staffing levels, training, qualifications, and staff
development functions;

C. Examination of hiring practices, including whether the human resources rules and regulations to
which the Office of the Chief Financial Officer (OCFO) is subject, hinder or enhance the ability
of the Office of Tax and Revenue (OTR) to attract, develop, and retain a well-qualified
workforce; and

D. Recommendations for improving the commercial real property assessment process and
human capital management functions within OTR.

The management and evaluation of the commercial real property assessments is conducted by the
Real Property Assessment Division (RPAD). RPAD is a unit within the Real Property Tax Administration
(RPTA), which in turn is a unit within OTR. RPAD collects information regarding commercial real
properties in the District and determines the annual tax base for each property.

In determining the tax assessment, RPAD uses Computer Assisted Mass Appraisal techniques, which
rely on valuation models, to arrive at assessed values that approximate fair values for each commercial
real property in the District. Assessments are regulated by the strictures embodied within District of
Columbia Code, Title 47, Taxation, Licensing, Permits, Assessments, and Fees. RPAD undertakes an
annual revaluation of each commercial property, which approximates 40,000 in number. It uses all three
basic valuation methods (namely, the cost approach, the sales comparison approach, and the income
capitalization approach), but emphasizes the income capitalization approach. Its work is supported by a
powerful computer -assisted mass appraisal (CAMA) system, which is linked to the District’s Integrated
Tax System (ITS). RPAD also uses a geographic information system (GIS) and images of properties. It
publicizes its appraisal methods in a document entitled Appraiser Reference Materials (ARM).

Assessments are subject to appeals filed at three levels depending on whether or not the outcome of the
appeal at each level is satisfactory to the property owner: Appeals are filed first to RPTA, second to the
Real Property Tax Appeals Commission (RPTAC, formerly the Board of Real Property Assessments and
Appeals or BRPAA), and ultimately to the Superior Court of the District of Columbia.

Evaluation

The District’s commercial real property assessment system has a number of strengths. The Code con-
tains two provisions that are essential to a well-administered property tax based on market value: the
mandatory disclosure of (1) sales prices and terms and (2) rental property income and expense (I&E)
da-ta, with the second disclosures being treated confidentially.

RPAD, part of RPTA, has made considerable progress in implementing the recommendations made by
Almy, Gloudemans, Jacobs and Denne (AGJD) in 2012. It continues to use all three basic valuation
methods (namely, the cost approach, the sales comparison approach, and the income capitalization ap-
proach), but it emphasizes the income approach. It uses multivariate mass appraisal models in the valua-
tion of most apartment properties. It has made improvements in its office valuation procedures and its
hotel valuation procedures reflect the state-of-the art of the industry. It publicizes its appraisal methods in
a document entitled ARM. It makes and publishes sales ratio studies.
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RPTA and RPAD managers also continue to face challenges. One is the fact that the assessments of a
large percentage of commercial properties are appealed each year. Appellants are seldom satisfied
during the first level of appeals. This diverts resources from producing defensible assessments to
defending assessments. In other words, the District has an appeals-driven commercial property
assessment system. Another difficulty is an assessment calendar that makes it impossible to consider
the most current I&E data in the annual reassessment program. The notice deadline comes before the
deadline for submitting I&E statements.

One of the many strengths RPTA possesses is a Chief Financial Officer (CFO) who is deeply invested
in the success and growth of the agency. Agency personnel have testified to the CFO’s efforts to swiftly
allocate much needed resources for critical equipment and facility enhancements and his close
engagement in the agency’s efforts to implement audit recommendations. However, a number of
challenges exist. On the organization front, RPAD largely operates without a written and explicit
organizational strategy, human resources strategy, and operating plans that reflect its approach to
successfully achieving the OCFQ’s strategic objectives and initiatives. Its training and staff development
efforts lack structure and its current hiring processes and practices have resulted in significant delays in
filling some key positions. The absence of a workload measurement system represents a barrier to
assessing the impact of workload on employee morale and the effectiveness of assessments. Lastly,
RPTA lacks formal structural mechanisms to innovate, manage quality, and adhere to best practices.

Recommendations

The evaluation uncovered several opportunities for improvement. We offer 37 recommendations that we
believe, when implemented, will enhance the strategic and operational effectiveness of RPTA and better
promote the quality of the District’'s commercial real property assessment functions. The following rec-
ommendations are among our complete recommendations fully detailed in the report:

* Improving the accuracy of retail property values;

» Developing a plan to ensure that all properties are re-inspected with sufficient regularity so
that descriptions are up-to-date;

» Crafting organizational and human resources strategies for RPTA that represents broad
means for executing the OCFQO’s strategic objectives and initiatives; and

* Formulating a balanced scorecard linking operational activities to the organizational strategy
and achieving a tight alignment between organizational strategy, organizational structure,
human resources strategy and operational plans.

Evaluation of the District of Columbia Government’s Management and Valuation of Commercial Real Property Assessments
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INTRODUCTION

Background

As the nation's capital, Washington, D.C., has a high concentration of commercial properties, especially
office buildings and hotels. In addition, it has numerous taxable possessory interests and air rights.

The District of Columbia assesses and collects commercial real property tax under the provisions of
District of Columbia Official Code, Title 47, Taxation, Licensing, Permits, Assessments, and Fees
(hereafter, "the Code"). Assessments are based on market values. Properties are re-valued annually
based on the arms length sales of similar properties. For this purpose, the Code mandates that parties
to a transfer of real property disclose to OTR the price paid and other facts about the sale. Also, owners
of rental properties are required to submit information about rents and operating expenses to OTR.

A tax year runs from 1 October to 30 September. For the current tax year (2017), the assessment date is
1 January 2016. Properties are classified for purposes of taxation. The classes and their current tax
rates are:

1. Residential (including apartments), which are taxed at a rate of $0.85 per $100 of assessed
value;

2. Commercial, which are taxed at a rate of $1.65 per $100 of assessed value for the first $3
million of value and a rate of $1.85 per $100 on any remainder;

3. Vacant, which are taxed at a rate of $5.00 per $100 of assessed value; and

4. Blighted, which are taxed at a rate of $10 per $100 of assessed value.

Our review focused on the assessment of Class 2 property (commercial), of which there are
approximately 16,300 parcels. The differential in tax rates at the $3 million breakpoint is probably
small enough not to put undue pressure to reduce values to the lower-tax subclass. There are special
provisions for the assessment of mixed-use properties. The Department of Consumer and Regulatory
Affairs (DCRA), not RPAD, is responsible for classifying properties as vacant or blighted.

There is a three-stage assessment appeal structure. The first step is to RPAD. Taxpayers dissatisfied
with the results of this appeal may appeal to RPTAC. The third level of appeal is to the Superior Court
of the District of Columbia, Tax Division. First-level appeals begin in mid-April and usually are heard by
June.

Most commercial property owners are represented by agents who mainly are compensated by receiving a
percentage of any property tax reduction, and the annual volume of appeals at all three levels is
considerable. The time and expense involved in defending assessments detract from initial assessment
efforts. Efforts are made at all three levels to clear appeal backlogs, chiefly by negotiating a settlement.

To manage effectively the District’s commercial real property, the OCFO is responsible for using a
strategic human resource and development plan in hiring and retaining competent professionals.

Objectives, Scope, and Methodology
The engagement was separated into two distinct tasks:
* Task 1: An evaluation of the commercial real property assessment process; and

* Task 2: An evaluation of the organizational structure, workload statistics, performance measures,
compensation requirements, staffing levels, training, qualifications, and staff development
functions; and an examination of hiring practices, including whether the human resources rules
and regulations to which OCFO is subject hinder or enhance the ability of OTR to attract,
develop, and retain a well-qualified workforce.

Evaluation of the District of Columbia Government’s Management and Valuation of Commercial Real Property Assessments
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The objective of Task 1 is to evaluate the District's commercial assessment procedures. They were
evaluated in the light of legal requirements and professional standards, notably the Uniform Standards
of Professional Appraisal Practices (USPAP). The most relevant parts of USPAP are:

* The Ethics Rule;

*  The Competency Rule;

*  The Scope of Work Rule;

*  The Jurisdictional Exception Rule; and

« Standard 6: Mass Appraisal, Development and Reporting.

USPAP Standard 6 sets out general expectations. The technical standards of the International
Association of Assessing Officers (IAAO) provide more specific guidance. The relevant standards include:

+ Standard on Assessment Appeal (2001);

+ Standard on Digital Cadastral Maps and Parcel Identifies (2012);
» Standard on Mass Appraisal of Real Property (2012);

+ Standard on Property Tax Policy (2010);

» Standard on Ratio Studies (2013); and

« Standard on Verification and Adjustment of Sales (2010).

Judgment is required in applying USPAP requirements to a particular situation. In addition, much of
USPAP is written from an individual appraisal orientation rather than a mass appraisal orientation.
Finally, there appears to be nothing in the District of Columbia Code or in the Municipal Regulations that
requires appraisers in RPAD to adhere to USPAP. Nevertheless, we will cite USPAP when we think the
standards support changes in practices that we will be recommending. Similarly, there appears to be no
law or policy that requires adherence to the IAAO’s voluntary technical standards.

The evaluation of commercial assessment procedures is based on interviews with RPAD staff, a study
of available documentation, system demonstrations, and an analysis of assessment and sales data.

Task 1 was conducted by our sub-contractor AGJD.

The objective of task 2 was to assess the effectiveness with which the organizational structure, workload
statistics, performance measures, compensation requirements, staffing levels, training, qualifications, staff
development functions, and hiring practices support and enhance the District’'s commercial real property
assessments. Task 2 was undertaken within the framework of the Statements on Standards for
Consulting Engagements promulgated by the American Institute of Certified Public Accountants and was
conducted by GKA. To achieve the objectives of Task 2, we conducted interviews, collected and analyzed
data, inspected documentation, and physically observed the assessment process. Engagement activities
under this task were conducted in three (3) phases:

+ Engagement initiation and planning;

» Engagement conduct and control; and
* Review and reporting.

Evaluation of the District of Columbia Government’s Management and Valuation of Commercial Real Property Assessments
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EVALUATION OF THE COMMERCIAL REAL PROPERTY ASSESSMENT PROCESS

Property Attribute Data Collection and Maintenance

Accurate descriptions of land parcels and of buildings, premises, and other structures are essential to
accurate valuation and assessment. Data are needed on use, location, size, and all the other factors
that are important. After a property is initially described, the descriptions need to be kept current.

Cadastral maps provide a graphic representation of the shape, size, and position of each land parcel.
They provide a means for ensuring that all parcels are known, accurately described, and accounted for.
They also are useful in visualizing patterns and in planning work. The District has long had a high quality
cadastral mapping system. The maps are now digital and part of the GIS. Map maintenance involves
the Office of the Surveyor (OS) in DCRA, the Office of the Chief Technology Officer, and the Maps &
Titles unit of RPAD, which maintains the assessment and tax lot layer of the GIS. OS is responsible for
approving plats and the like and for mapping them. RPAD maintains assessment and tax lots, which
correspond to surveyed lots, except when an owner has requested a split or combination.

An important component of the mapping system is the system of parcel identifiers. These are handy
representations of often lengthy legal descriptions and less precise street addresses. They make it easier
to link land records and related documents. In the District of Columbia, a parcel identifier is known as the
Square-Suffix -Lot (SSL) . Each segment of the identifier has four characters. A square generally is a city
block, and all properties have a square and lot identifier. Importantly, each SSL represents a single
parcel configuration. That is, if the configuration of a parcel changes (through a combination or a split),
that parcel's identifier is retired, and new identifiers are assigned.

Information on the location and land parcel characteristics that is maintained includes the SSL, address,
area (in square feet), use (coded), zoning, appraiser defined neighborhood, and other delineated areas.
In principle, these characteristics are sufficient for the valuation of urban land. In practice, there are
opportunities for improvement. Currently, a single set of neighborhoods is used for all types of
commercial properties. Often apartment, retail, office, and industrial submarkets do not coincide, and it
would be desirable to analyze value patterns and delineate separate sets of market areas
(neighborhoods). In addition, some current neighborhoods have too few properties for reliable statistical
analysis. Additional characteristics should be considered, such as proximity to Metro Stations and traffic
counts.

1. Werecommend that RPAD evaluate whether the current nine market areas are
appropriate in the valuation of the types of commercial properties, as discussed later. A
general issue is whether the areas are large enough to produce reliable samples of sales
and I&E reports.

The volume of appeals has prevented RPAD from carrying out regular field canvasses as standards
recommend. However, properties that have been sold or appealed are inspected. The volume of
appeals is such that most properties are inspected either in the field or via Pictometry's oblique aerial
photographs.

The lack of regular field canvasses is potentially a more serious issue in the case of buildings because
a variety of physical changes that can affect values are possible. As mentioned above, appraisers do
inspect properties when they are sold and when they are under appeal. In addition, RPAD receives
information about building permits from DCRA (the two agencies’ systems are not fully integrated).
Appraisers also can obtain copies of building plans from DCRA. The Code (8§ 47-820) gives appraisers
the necessary authority to make on-site inspections. When a property is inspected, details necessary for
determining the cost of the construction are recorded together with other important characteristics, such
as use and effective area.

Evaluation of the District of Columbia Government’s Management and Valuation of Commercial Real Property Assessments
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2. We recommend that RPAD management develop a plan for periodically inspecting
properties so there is reasonable assurance that property characteristics data are up-to-
date.

RPAD has established reasonable procedures for logging permits, extracting pertinent information from
DCRA reports, identifying situations in which an inspection is required, and making inspections.
Nonetheless, supplemental assessment provisions of the Code (8 47-829) complicate inspection
requirements. These provisions pertain to exempting new construction until it is 65 percent complete and
to making semiannual supplementary assessments of increments in assessable new construction. Thus,
it is necessary for RPAD staff to verify the property to which the permit belongs. Each property is
assigned to a specific appraiser based on its use and location. The District’s use coding system consists
of three-character numerical codes accompanied by their associated descriptions. Part of the description
is the associated tax class, which is a good feature. When a property's use is changed, it may be
assigned to a different appraiser. The permit-tracking module of the CAMA system does not contain full
details of the status of new construction, necessitating a conference between the two appraisers. This
can be difficult to arrange due to appeals schedules and other complications. Fortunately, the regulations
contain guidelines for determining when a structure is 65 percent complete.

Sales Data Acquisition and Processing

Sales prices generally are disclosed to OTR. Deeds and other transfer documents are recorded with
the Recorder of Deeds (ROD), a division of the OCFO. Throughout the year, ROD regularly transmits
deed and sales information to RPAD.

Initially the Maps & Titles/Roll Unit receives the information. Ownership changes are recorded in ITS, and
a sales record is created in the CAMA system. (When a new parcel is created or when an existing parcel
is divided or combined with another, Maps & Titles updates the cadastral layer of the GIS, and
appraisers are notified about the change.) The Standards and Services unit coordinates the processing
of sales records. Sales questionnaires are used. Procedures are adequately documented.

Approximately weekly, when work schedules allow, appraisal unit supervisors assign batches of recent
sales to appraisers for field review to ensure that the properties are correctly described and to confirm the
details of the sales. Appraisers are expected to find two sources of confirmation (including industry
reports such as Costar). Appraisers also must assign an “acceptance code." In keeping with
recommended practice, a sale is deemed usable (that is, an open- market, arm's-length sale) unless
there is a specific reason for deeming it unusable. Of course, a sale that is usable in appraisal may not
be usable in a ratio study (when the physical characteristics of the property when sold differed from the
characteristics when assessed). The District's screening procedure focuses on usability in appraisal
rather than for both purposes (many assessment districts focus only on usability in ratio studies, ignoring
sales potentially usable in valuation). Notably, the CAMA system allows for two usability codes.

RPAD has established 19 acceptance codes. There are nine codes that apply to single-property sales
and a corresponding nine codes that apply to multi- parcel sales. (The treatment of multi-parcel sales as
potentially usable is an improvement since AGJD's 2012 review of commercial assessment procedures.)
Finally, there is a code for tax sales. For single- property sales, the default code is 01(a usable, market
sale) . Strictly speaking, code 01 applies only to improved property sales, as code 09 applies to usable
land sales. (The corresponding codes for multi-parcel sales are M1 and M9.) The remaining codes
usually indicate that the sale has been deemed unusable.

3. We recommend that RPAD reconfigure the CAMA system to begin recording sale
gualifications with respect to sales-ratio study purposes as well as validations
with respect to modeling purposes.

In addition to implementing a system of dual acceptance codes (for appraisal and for ratio studies), two
additional matters pertaining to acceptance codes merit consideration. The most important is code 07
(speculative). The motives of a buyer are difficult to discern uniformly, and a low price is not necessarily
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evidence of undue speculation. Almost all purchases involve some degree of speculation about the
wisdom of the purchase. Code 04 (unusual) is a broad category; many assessment districts would
have separate codes for each category.

4. We recommend that RPAD not use code 07 unless there is convincing documentation that
the sale was “speculative.”

I&E Data and Processing

Appropriately, most commercial properties are valued by the income approach, which depends on I&E
data, the primary source of which is I&E surveys completed by taxpayers or their agents. RPAD has
reduced the number of I&E forms from five to three: one for apartments, one for hotels, and one for all
other commercial property. To avoid a 10 percent penalty assessment, I&E forms must be returned by
Aprill5 of the year preceding the tax year (TY). That is, by April 15, 2017 based on operating data for
calendar year 2016 data for use for TY 2018. The forms are mailed in late February or early March and,
for TY 2016, were returned by approximately 50% of property owners. Later in the year, RPAD sends out
a second notice to non-respondents to remind them to file or be subject to the penalty. This increases the
response rate to approximately 70%. RPAD scans the returned forms and batches and sends them to a
vendor for keying. The vendor saves the keyed data to Excel spreadsheets and sends them back to
RPAD.

Although RPAD recently shortened the forms from five to three pages, it also added a separate "new
lease abstract” form that requests information on new or renewed leases. Data on lease abstracts are
keyed to a separate file and used in the determination of income rates. Additional revisions to the forms
that could not be implemented for TY 2017 may be made for TY 2018.

RPAD has moved to streamline the I&E process by providing for electronic submissions. Taxpayers can
now download forms, including lease abstracts, from the City's website or complete and submit them
on-line. Last year about 15% of returns were submitted electronically.

While RPAD has taken strong steps to improve I&E forms and processing, additional improvements
can be made.

5. Werecommend that submitted I&E forms be reviewed by RPAD before they are sent for
keying.

Forms that are returned blank or largely incomplete should be returned to taxpayers for
completion. Additionally, RPAD staff should screen completed forms and mark them as
usable, questionable, or unusable. There is no point in keying unusable responses,
although they could still be scanned for documentation purposes. Just as sales are
screened prior to valuation analysis, income data should be screened, particularly given
the fact the RPAD relies principally on the income approach for valuing commercial
properties.

We note that RPAD's organization chart includes a vacant I&E auditor position intended to fill the
present void.

6. We recommend strongly that the I&E auditor position be filled by a competent,
conscientious person with knowledge of I&E data.

Understandably, some glitches occurred as the new CAMA software was updated, the most serious of
which related to processing returns for economic units involving multiple parcels. Although electronic
submissions enable taxpayers to input multiple parcel numbers, the system sometimes recorded only
the lead parcel number, resulting in second mailers for associated parcels. One function the I&E auditor
should perform is to ensure that all parcels in a submission have been accounted for. I&E software
should be reviewed to make processing as accurate and efficient as possible. This is especially
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important with respect to on-line submissions, which stand to speed processing and save keying costs.
One possibility being considered is to automatically populate certain fields for the preparer based on prior
responses (e.g., retrieving certain descriptive data from the CAMA system if a valid account number is
entered and automatically totaling I&E lines). At some point, once bugs have been worked out, and filers
gain experience with and become more aware of its benefits, RPAD should consider requiring electronic
filing.

7. Werecommend that I&E processing be further improved.

Under current legislative code, TY 2018 assessments for both residential and commercial property must
reflect a valuation date of January 1, 2017 (§ 47-802 (8)) and notices must be mailed by March 1, 2017
(8 47-824 (a)). Yet I&E submissions are not due until April 15, 2017. This makes it impossible to use I&E
data reflective of calendar 2016 in developing TY 2018 values. Additionally, other sources of commercial
property data, such as industry surveys and trends, are not prepared until 4th quarter data can be
analyzed and are not available until sometime in the first quarter of the following year. Moving the survey
response deadline to earlier in the year (before April 15) is impractical because many or most businesses
would not have completed their financial reports. However, moving the commercial notice date from
March 1 to June 1 or later would help in that some I&E data, as well as industry publications, would be
available for analysis in the preparation of income rates for the upcoming tax year. An improvement in
electronic filing rates would also help.

8. We recommend that RPAD seek to require I&E submissions before the assessment
notice deadline.

Mass Appraisal Modeling and Valuation Approach
Valuation Generally

RPAD maintains considerable documentation on the methods used to appraise property, as well as
actual valuation rates and adjustments. The most impressive source is ARM, which is available on the
District’'s website and contains a wealth of information on appraisal methods, valuation rates, sales
ratios, and value changes. Other documentation includes the Employee Handbook and the "Pertinent
Data Book," which contains tables, graphs, and maps of rental rates, vacancy rates, lease terms, tenant
improvements, lease concessions, expense ratios, and capitalization rates for commercial properties.
There are two versions of the “Pertinent Data Book”: one for appraisers and a less detailed one for the
general public.

In keeping with professional standards and best practices, the commercial unit generally employs
the three basic approaches to value: the cost approach; the sales comparison approach; and the
income approach. While the cost approach is applied to virtually all properties in the District and the
sales comparison approach is used to appraise land, primary emphasis is on the income approach in
the appraisal of commercial properties, and great improvements have been made in its application
since AGJD’s 2012 report.

Although the CAMA system supports mass appraisal applications of the income approach, previously it
was used only for apartments. Most other income properties were valued one by one using spreadsheet
templates that required appraisers to make tedious adjustments for differences between market and
actual rents, expiring leases, and pending tenant improvements. Besides being time-consuming, the
approach provided fodder to tax agents seeking to challenge selectively particular adjustments, and
produced inequities between economically similar properties. However, both office and retail properties
have now been converted to CAMA income tables. They are now appraised largely on a mass appraisal
basis in which appraisers can make adjustments for submarkets and individual property features.

As recommended in AGJD's 2012 report, RPAD has created and filled a market analyst position in the
Standards and Services unit. This key position analyses I&E submissions, including new lease abstracts,
and determines typical rents and vacancy, expense, and capitalization ratios for various property types
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and locations. This process is enhanced by merging lease abstract spreadsheets with spreadsheets of key
property characteristics, such as use code and neighborhood, extracted from the CAMA system. This allows
the analyst to develop rates and adjustments that correspond to CAMA’s income table structure.

Another major improvement relates to capitalization rates, which were previously based on a contracted
survey of local real estate professionals. Capitalization rates are now developed in- house by studying the
relationship between stabilized net rents and recent sales prices. As such, they are less subjective and
more strongly rooted in market data. Because tax amounts are a function of the value being determined
for the pending tax year, following best practice in the mass appraisal industry, tax rates are "loaded" into
capitalization rates rather than treated as an allowable expense. With generally strong demand and
continued declines in interest ratios, capitalization rates have fallen in recent years resulting in higher
values.

Cost and Depreciation

Turning to the cost approach, building cost rates are updated each year in accordance with the
Marshall Valuation Service. As described in the ARM, depreciation is based on a combination of
construction grade, year built, and type and year of any renovations. The combination of these factors
determines "effective age" used in depreciation tables. Appraisers can apply additional functional or
economic obsolescence, if necessary, or enter an override percentage for individual properties.

Land Valuation

Individual appraisers are generally responsible for land values for the properties they oversee. They
develop land rates that are reviewed by supervisors and then entered into the CAMA system.
Although the District has little vacant land, land values are used in the cost approach and are
important for transition properties. Because of staff limitations and the press of other responsibilities,
with the exception of vacant land, land values are not updated each year. Rather, selected corridors,
neighborhoods, and submarkets are updated each year as resources permit. Tear downs are used to
supplement scarce vacant land sales.

While not as important in the District as in jurisdictions that rely more heavily on the cost approach, there
is room for improving land appraisal by leveraging land residuals (sales prices for improved properties
less improvement values) and conducting mass appraisal oriented analysis analogous to those used to
develop income rates (particularly capitalization rates which also rely on sales). In any case, a goal
should be to update land values annually along with other valuation rates.

9. We recommend that RPAD update land values more regularly and refine the valuation
approach.

Consideration should be given to assigning responsibility for land valuation to a single
appraiser/analyst in each commercial unit, or assigning the responsibility entirely to the
new commercial unit (the "C" team). One procedural refinement would be to increase
sample sizes through land residuals derived from recent improved sales. Part of this
effort could be a general reconsideration of commercial market areas. The basic question
is whether the existing nine areas serve all types of commercial properties well.

Possessory Interests and Air Rights

An increasing challenge to RPAD is the valuation of possessory interests and air rights. Possessory
interests are leasehold interests in government-owned or other tax-exempt properties (e.qg., fast food
vendors in a federal office building or a hotel built on land leased from a government body under a
long-term ground lease). Currently there are at least several hundred such interests in over 150
properties with many more in the pipeline. Much of the current Wharf development will consist of
possessory interests.
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Appropriately, possessory interests are largely valued on a discounted cash flow basis in which the
appraiser determines a projected income stream that is discounted to present value. Since the lessee
typically pays virtually all expenses, only a minimal expense allowance is necessary. Many leases are
long term (e.g., 60 to 99 year ground leases) to stable tenants, which affords comparatively little risk.
Capitalization rates, derived largely from industry publications, typically range from 5% to 8%.

Air rights are the right to use the space above a specified land area above or between specified
elevations. They are typically created when the owner of a property sells development rights to the
specified space to another party. Air rights may also be leased. The District currently has over 500
recorded air rights. Because of the variation in air rights properties, a single mass appraisal approach
may not be practical. Appraisals start with a consideration of each air rights interest. Applications of both
the comparable sales and income approaches can be appropriate, with the income approach based on
capitalization of the projected income stream less costs of development.

We note that the appraisal of possessory interests and air rights are not addressed in either the ARM
or the Employee Handbook.

10. We recommend that RPAD adopt procedures for valuing possessory interests and
air rights and add them to the ARM and/or Employee Handbook.

Valuation of Offices

RPAD has successfully implemented the recommendations in AGJD's 2012 report regarding the valuation
of office buildings. Beginning in TY 2015, offices were converted to CAMA income tables. These tables
provide for valuation rates and adjustments based on various parameters. Rents used for TY 2017 are a
function of nine geographic areas and 10 space types, ranging from basement spaces to class A and
"trophy spaces (generally the top 2% of class A properties).” The nine geographic areas correspond
roughly to office submarkets defined by CoStar, a leading commercial real property research platform.
Thus, there are 90 rent rates (9 x 10) for offices based on space type and geographic submarket. Of
course, any given property may have multiple space types (e.g., a class B office building may contain first
floor retail space and basement office space). The system values each space at its appropriate rate.
Appraisers may assign additional adjustments to properties based on (1) location and (2) tenant appeal
(which resides in the "use" field in the CAMA income system). For example, assigning a location rating of
"good” for a location near a metro station and/or other amenities would increase market rent by10%, while
assigning a "poor" tenant appeal rating for deferred maintenance would decrease market rent by 20%.

Vacancy and expense ratios also vary by building class (C, B, A, and Trophy) and potentially by the
same nine geographic submarkets. Since the valuation of offices begins with gross rents, expense ratios
provide for all allowable operating and fixed expenses. For TY 2017, vacancy rates ranged from 7% to
9%. Expense ratios, exclusive of reserves for replacement, which are treated separately, ranged from
21% for trophy buildings to 36% for class C buildings. Appraisers can apply additional adjustments for
poor, fair, good, and excellent properties.

Like vacancy and expense ratios, capitalization rates are based on building class, although appraisers
can again apply additional adjustments. Before additional adjustments, TY 2017 office capitalization
rates ranged from 5.8% for trophy properties to 7.2% for class C building.

The Pertinent Data Book contains income rates and adjustments used for office properties. The ARM
explains and illustrates the process of income valuation in the CAMA system.

The migration of office buildings to the mass appraisal structure provided by the CAMA system is a positive
development. While the process can be improved, it does provide a straightforward path to valuing offices
accurately and consistently based on current market conditions. Table updates apply even-handedly to all
office properties, and similarly classed properties in the same submarket are treated equally and should see
similar values changes. Perhaps equally important, the process is transparent and easily updated, permitting
appraisers more time to focus on ensuring data accuracy and analysis.
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11. We recommend that RPAD further improve the valuation of office buildings by reviewing

property data for accuracy and consistency and by building data analysis skills.

Because capitalization rates are so critical to value determination and office sales are
relatively scarce, office sales should be thoroughly researched and consideration
should be given to expanding sample sizes through use of prior year sales time-adjusted
to the valuation date. Again, building data analysis skills will help, and continuing to
check capitalization and other income rates with those reported in industry publications
and services will provide additional support.

Valuation of Retail Properties

RPAD has developed income tables for retail properties in the CAMA system that are similar to those
used for office buildings except that rent rates are based on net rather than gross rents. Rent rates vary
by size, use, floor level, and the same nine geographic market areas used for offices. Again, appraisers
can apply additional adjustments for location and tenant appeal. Vacancy and expense ratios can vary by
market area, and appraisers can apply adjustments for poor, fair, good, and excellent properties. Cap
rates for TY 2017 were set at 6.6% for standard retail properties, 6.8% for shopping centers and malls,
and 6.8% for department stores and supermarkets, with additional adjustments provided for very poor to
excellent properties.

For TY 2017, RPAD attempted to value retail properties based on the CAMA income tables. However,
because retail properties were previously undervalued, there was concern that value increases would be
excessive and difficult to support. In the end, retail values were based on a combination of cost and
trended prior year values. Thus, retail properties remain undervalued compared to other properties in
the District.

12. We recommend that RPAD develop and vet a plan for valuing retail properties at
market value consistent with other properties in the District. This could be
accomplished by phasing in increases over a two or three year period.

The plan should include consideration of whether:

* The nine market areas used for offices are adequate for retail properties.
Although the situation may well be different in the District, retail market areas or
neighborhoods usually follow traffic corridors more than offices do. Again, while
this may well not apply in the District, it would be prudent to consider whether
retail areas should be defined separately from office areas.

+ Additional space types, easily accommodated in the CAMA system, would be
helpful. One example is restaurants. Current rent tables provide a separate rate
for restaurant spaces but do not distinguish between fast food and full service
restaurants. Although appraisers can apply adjustments for "tenant appeal,”
standardizing rates creates consistency and lessens the need for individual
property adjustments.

In any case, retail properties warrant special attention in the march to appraise all
properties in the District equitably at market value. We believe that, as with office
properties, the CAMA system provides an effective mechanism for generating accurate and
equitable values. As noted, the CAMA system allows users to vary vacancy rates (along
with rent rates) by market area, and analyses should be conducted to determine whether it
would be appropriate to do so. Varying vacancy rates by market area could improve
valuation equity while relieving appraisers of the need to apply as many
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individual property adjustments. Although Version 7 of CAMA has the ability to apply per
square foot (rather than percentage) adjustments for expenses, we see no merit in doing
so since per square foot adjustments require more frequent updating than percentage
adjustments.

Valuation of Industrial Properties

Unlike other properties in the District, industrial properties are a dying breed in that many are being
converted to other uses. Industrial properties are individually appraised largely based on an examination
of I&E responses and available sales (cost values are also computed and considered). Values are usually
entered into the CAMA system as appraiser "override" values.

While we have no problem with the methodology used for industrial properties, bringing them into the
mass appraisal fold would help ensure objectivity and consistency.

13. We recommend that RPAD develop additional mass appraisal tools for valuing industrial
properties.

While we have no issue with the appraisal approaches used for industrial properties, we
recommend that, like most other properties in the District, they be appraised largely on a
mass appraisal basis. Income rates could be developed and entered in CAMA, and sales-
based models could be developed. As with other commercial properties, considering prior
year sales (appropriately adjusted to the valuation date) could help improve sample sizes.
Values should be based on whichever valuation approach works best, or the appraiser
could enter an override value. Procedures related to the valuation of industrial properties
should be included in the Employee Handbook and/or ARM.

Valuation of Hotels

The District has a vibrant hotel market, with many new hotels either planned or in construction. Hotels are
a distinctive class of property, which the appraisal industry treats separately from other properties. RPAD
values its over 100 hotel properties individually using a direct capitalization approach tied closely to
information obtained on I&E statements. The number of rooms is multiplied by average daily rate and
occupancy ratio to obtain gross income from accommodations, to which is added income from food and
beverages and other sources to obtain gross revenues. Departmental, unallocated, and fixed expenses
are subtracted from gross revenues to obtain gross profit. Percentage reductions are applied for reserves
for replacements, management and franchise fees, and return of furniture, fixtures, and equipment to
yield Net Operating Income (NOI) to real and personal property. Finally, an estimate is made of net
income attributable to personal property, which is subtracted from total NOI to yield NOI attributable to
real property. Applying an appropriate capitalization rate (loaded for real estate taxes) results in estimated
real property value.

While necessarily detailed, this process (often termed the Rushmore method) is well accepted and typical
of that used in other jurisdictions. A crucial step in the process is determination of the capitalization rate.
To this end, RPAD analyzes hotel sales in the District (there were 11 usable sales in 2015) and reviews
capitalization rates reported in industry sources, including PWC -Korpacz, CBRE Group, Inc. and Real
Estate Research Corporation. Capitalization rates used for TY 2017 ranged from 6.8% for ultra-luxury
hotels (there were seven in the District) to 7.75% for limited service and economy hotels/motels. They
seem well supported by available sales and industry benchmarks.

We conclude that RPAD’s valuation procedures follow industry accepted practice and comport well with
information obtained from I&E statements.

Evaluation of the District of Columbia Government’s Management and Valuation of Commercial Real Property Assessments

12



Valuation of Apartments

At the time of AGJD's 2012 report, apartment properties were already being successfully valued based on
income tables. Appraisers can enter 40 different rental rates based on number of bedrooms, baths, and
unit size. Rents can further vary by each of the nine market areas used for commercial properties. Table 1
shows 2017 rents developed for one-bedroom apartments in five of the nine market areas. Additional
rates apply to efficiency (bachelor), 2-bedroom, 3-bedroom, 4-bedroom, and 5-bedroom units, as well as
to the other four market areas. As with other property types, appraisers may apply additional adjustments
for relative location and tenant appeal.

Table 1: Illustration of Apartment Valuation Parameters

Area
Capitol Cef‘”a'
i Business Georgetown Northeast Southwest
Hill S
District

Vacancy Ratio (Percent) 5 8 4 7 8
Expense Ratio (Percent) 40 39 37 54 60
Monthly rent (Dollars)
Code Description
1101 1BR, 1BA 1,530 2,345 2,100 1,100 870
1102 1BR, 1BA, SM 1,380 2,110 1,890 980 780
1103 1BR, 1BA, LG 1,680 2,580 2,310 1,210 960
1111 1BR+DEN, 1BA 1,825 2,690 2,125 1,270 1,200

Note: ‘Code’ is unit type code, a described. ‘BR’ is number of bedrooms; ‘BA’ is number of bathrooms.

As Table 1 shows, vacancy and expense ratios both vary by market area. Expense rates include all
expenses except property taxes and include reserves for replacements. As with other commercial
properties, appraisers may assign additional adjustments for relatively poor, fair, good, or excellent
properties.

Capitalization rates vary between low-rise and high-rise apartments within each of three geographic
areas: Southeast, Northeast, and “other” (Central Business District, Georgetown, and Uptown West). For
TY 2017, cap rates ranged from 4.9% for high-rise buildings in the "other" area to 6.7% for low-rise
buildings in the Southeast. Again, additional modifiers may be applied based on relative desirability.

Subsidized or "non- market" apartments can be valued in the CAMA income tables by overriding
gross rent based on what is reported on I&E submissions. The tables provide separate rent, vacancy,
and expense adjustments for non- market apartments. Alternatively (as is current practice),
appraisers can value non-market apartments outside the CAMA system and enter override values.

The apartment valuation methodology serves the District well. While we have no recommendations for
specific changes, there are a few areas in which further improvements might be possible.

14. We recommend that RPAD evaluate whether improvements in rent table structures,
market areas, and the treatment of reserves for replacement are feasible.

We wonder whether the 40 distinctions in rent rate tables are productive; that is, whether
the required data is fully known and consistently applied. By way of contrast, we note that
the apartment I&E mailer only provides for six unit types (efficiency, 1-bedroom, 2-
bedroom, 2-bedroom + den, 3-bedroom, and 3-bedroom +den) plus an “Other (list)"
category. Although we do not recommend that income rent tables be similarly collapsed,
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we think it would be helpful to discuss the issue and either affirm the present
categories or simplify them going forward.

As with other categories of commercial property, consideration should also be given to
whether the nine market areas originally based on CoStar office submarkets are still
relevant to apartments or whether the residential neighborhoods assigned to apartment
market areas should now be refined (we do not suggest that this is necessarily the
case— only that it be reviewed and considered).

During the course of our interviews and documentation review, we encountered different descriptions of
how reserves for replacement are handled. While the CAMA income system provides a means of
accounting for them separately, they can also be built into standard expense ratios in the income
tables. Decisions should be made on how reserves for replacement will be handled for each property
type: apartments, office buildings, and retail properties. Documentation should reflect, and appraisers
be aware of and consistently follow, that policy.

15. We recommend that RPAD strive to keep documentation of appraisal procedures
and practices current and consistent across property types when appropriate.

Updating appraisal documentation is always a challenge as valuation processes are
improved. Although both the ARM and Employee Handbook provide relevant, well-written
explanations and instructions, we do recommend that a conscious effort be made to keep
them current and consistent. While the current Employee Handbook reflects the
incorporation of office buildings into the Vision income tables for TY 2017, the ARM are
written specifically for apartments and do not appear to have been similarly updated.

RPTA Ratio Studies

Ratio studies, the pre-eminent measure of valuation accuracy in assessment performance, are conducted
and published annually by the RPTA. Since AGJD's 2012 review, they have been published in a
freestanding report, and a version of each of them is also included as part of the annual ARM, both of
which are freely available from the official Internet site. An important improvement in the separately
published ratio studies is that they now include not only single-parcel sales, as previously, but also sales
involving multiple parcels. Multi- parcel sales occur frequently for large commercial transactions, making
their omission a potential source of distortion for ratio studies. When they have occurred, an informative
ratio can be calculated by dividing the sum of the constituent parcels’ assessments by the transaction
price for the economic unit. This improvement in ratio study design, following a recommendation in the
prior evaluation, improves the utility of the ratio study by removing a source of potential distortion resulting
from excluding some high-value properties from the study. The process of including the multiple-parcel
sales is somewhat time-consuming, which explains their omission from the ARM version of the studies—a
minor weakness. Tying parcels that comprise a single economic unit together into economic unit
identifiers would further improve the identification and use of multiple parcel sales.

The studies include generally appropriate explanatory material, and compare the performance achieved
by the office to internationally recognized standards promulgated by the IAAO. Further, RPTA makes
available (at a reasonable cost) a so-called "Pre-Compact Disk — Read- Only Optical Memory (CD-
ROM)" disk containing all the data necessary for interested persons to conduct their own studies of
assessment performance.

However, some opportunity for further improvement exists in the current ratio studies. The ratios being
reported summarize the results of dividing assessments by sale prices that were mostly known to
appraisers at the time the assessments were finalized (that is, before the 2015 notice deadline for the
2016 study). The ratios, thus, are open to what is colloquially known as “sales chasing’—treating recently
sold properties differently than properties that were not sold recently, thereby presenting a distorted
picture of the assessment performance on the totality of properties, sold and unsold. Nothing
extraordinary in the mechanisms employed in the appraisals of such properties as described above was
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noted during the evaluation that would highlight the need to be wary of this possibility, nor did any
persuasive evidence of it arise in tests for it using small samples of post-assessment sales.
Nevertheless, given the lag with which reports are generated on prior assessments, it would seem
advisable to test formally for the possibility with adequately sized post-assessment sales.

16. We recommend that RPAD begin reporting ratio study statistics with respect to assessed
values on the roll at the time of sale rather than, or in addition to, assessed values
anticipated to be enrolled later, as are currently reported.

As is normal, the number of commercial sales is smaller than the number of residential sales. Thus, a
problem arises in RPAD’s applying a stratification system appropriate for residential property to
commercial property. The available commercial property sales sample sizes in each residential
neighborhood are rarely adequate to permit conclusions about whether an acceptable job is being done.
This could be resolved in several ways. Two obvious ones are to stratify on the basis of types of
commercial properties rather than small residential geographic areas; and to aggregate neighborhoods
into a smaller number of neighborhood groups or economic areas that reflect the realities of commercial
real estate markets, with the goal of preserving substantial economic homogeneity within each group.
Although residential neighborhoods are grouped for appraisal purposes, such areas are not used for
ratio-study purposes, nor are ratio study results reported by property types. Both would display data
more usefully, would conform better to standards, and would be reasonably easy to implement.

17. We recommend that RPAD transition to computing and reporting ratio statistics
by property type and market area.

Another problem is that ratio study results are reported without revealing that the validated sales have
been trimmed of so-called "outliers" and "extremes," leaving the reader to conclude that the report
represents the results obtained from all sales judged to have been valid indicators of market value (i.e., to
have been unaffected by the inclusion of family transfers, foreclosure, excessive personal property, etc.).
In fact, the reported results would have been substantially worse if all sales that assessors affirmatively
indicated to be valid indicators of market value were included in the calculations. Trimming extremely
high and low ratios is permitted, but not required by the IAAO standard, which has the following to say on
the subject:

The preferred method of handling an outlier ratio is to subject it to additional scrutiny to
determine whether the sale is a non- market transaction or contains an error in fact. If an
error can be corrected (for example, data entry), the property should be left in the
sample. If the error cannot be corrected or inclusion of the identified outlier would reduce
sample representativeness, the sale should be excluded... However, trimming of outliers
using arbitrary limits, for example, eliminating all ratios less than 50 percent or greater
than 150 percent, tends to distort results and should not be employed... If a trimming
method has been used to reject ratios from the sample, this fact must be stated in the
resulting statistical analysis... It is also appropriate to set maximum trimming limits. For
small samples, no more than 10 percent (20 percent in the most extreme cases) of the
ratios should be removed. For larger samples, this threshold can be lowered to 5 to 10
percent depending on the distribution of the ratios and the degree to which sales have
been screened or validated. Trim limits should be developed in consideration of the
extent of sales verification... Ratio study reports or accompanying documentation should
clearly state the basis for excluding outlier ratios. Statistics calculated from trimmed
distributions, obviously, cannot be compared to those from untrimmed distributions or

interpreted in the same way.1

For calendar year 2014 sales, which are destined for use in the 2016 ratio study, validated single-parcel
commercial sales numbered 319, which were subsequently trimmed to 300, for a loss of about 6 percent.
This is a substantial improvement over the trimmed fraction noted in the 2012 review, which was about 15

! Standard on Ratio Studies, IAAO, 2013, pages 53-54.
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percent. Still, the procedure employed is specifically criticized in the IAAO standard. The trimming was
done by excluding sales with ratios more than 60 percent lower or higher than the target ratio, just as
IAAO in the quote above says should not be done, although in that example the percentage used was
50 percent, not 60 percent.

18. We recommend that RPAD begin to adopt a standard-accepted trimming rule rather
than the arbitrary ratio boundaries of 0.40 to 1.60 presently employed.

An interesting issue in sales ratio analysis is the treatment of properties for which data were changed
after sale. Appraisers routinely inspect sold properties and make appropriate corrections for data errors.
They also routinely inspect building permits and make updates to reflect changes in use, renovations,
additions, and the like. As long as data are correct as of the time of sale, a sale that meets the
requirements of a valid, arm's-length transfer can and should be used in modeling. However, should
these sales be included in published ratio studies intended to portray how accurately all properties (both
sold and unsold) are appraised? Assume that a property sold in July 2015 and, on inspection, the
appraiser changed tenant appeal to a more accurate rating that would produce appraisals more in line
with price paid. While the correction is welcome for appraisal analysis and valuation, should the sale be
used in official ratio studies? Or do such data corrections potentially distort those studies because
changes made as a result of sales research are, by definition, limited only to sold (not unsold) properties?
This is not an easily answered question.

The CAMA database used by the District includes provision for two sale validation codes. In other
jurisdictions the two codes are used to record separate validation determinations of sales qualified to be
used for modeling and for ratio-study purposes. In the cases of the above July 2015 sale, the sale could
be coded as usable for appraisal analysis but unusable for ratio analysis because data were changed
after sale. Although the District does not presently use the second validation code, its presence would
make implementing a second set of acceptance codes easy. Alternatively, properties for which data were
changed after sale could be automatically excluded from official ratio statistics, assuming that the CAMA
system is able to successfully date stamp data changes.

While current ratio studies report standard metrics, most notably the median and coefficient of
dispersion (COD), the utility of the reports could be enhanced by including additional analytics,
particularly confidence limits and the coefficient of price-related bias (PRB), which is superior to the
presently reported price-related differential (PRD). Selected graphs could be useful in illustrating the
distribution of ratios and the consistency of appraisal levels among property types and value ranges. It
would also be helpful to include indications of whether relevant performance thresholds have or have not
been met for such key statistics as the median, COD, and PRB.

19. We recommend that RPAD take steps to compute and, when appropriate, publish
confidence intervals for important statistics. This would enable readers to judge whether
an apparent success or failure is more likely to reflect a fluke of small samples than a
real problem.

20. We recommend that RPAD begin to compute and, when appropriate, publish PRBs.

The PRB is recognized to be a superior test of vertical inequities than the traditional PRD. Especially
when sample sizes are small, the PRD is known to indicate falsely regressive assessments.

21. We recommend that RPAD begin to produce statistical graphics to facilitate quick
comprehension of patterns not immediately observable from numeric tables.

Communications

As is typical, RPAD communicates regularly with several audiences. It does so through, and on behalf of,
the OTR, a division of the OCFO. It uses the usual channels: face-to-face communications with taxpayers
and other stakeholders, the website, published materials, etc.
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The Code (8 47-820, § 47-823, and § 47-824) sets out requirements related to the publication and
inspection of rolls and assessment notices. Notably, it requires the publication of ratio studies. We
are aware of no deficiencies related to legal requirements.

Professional standards for evaluating communication efforts are general in nature. USPAP, in Standard 6,
Mass Appraisal, states that "an appraiser must be aware of, understand, and correctly employ those
recognized methods and techniques necessary to produce and communicate credible (emphasis
supplied) mass appraisals.” Accordingly, our focus is on communications related to valuation methods
and values and not on property tax relief measures and the like. The IAAO Standard on Public Relations
contains some relevant recommendations, which we have taken into consideration. In general, however,
we relied mostly on a comparison between the information available on the OTR 's website
(http://otr.cfo.dc.gov/service/real-property-taxpayers) and the information available on the websites of
other major urban assessment districts, as this comparison provides a more concrete basis for evaluation.

In general, the OTR website compares favorably. As expected, it provides well-written descriptions of the
basics of assessment. It has a video that explains basic assessment and taxation matters. It provides
access to assessment data for specific properties and access to sales information. Searches can be
made by SSL and by address. Properties can be mapped. OTR has begun to enable online

transactions, such as paying taxes, filing required I&E statements, and filing first-level appeals.

For the purposes of this review, the most relevant feature of the website is the link to "assessment
materials and reports." There one can find by year a document entitled ARM and a report of a sales
ratio study made by RPAD. Few assessment districts publish sales ratio study reports and few provide
as much detail as RPAD's reports.

The audience for the ARM report nominally is the appraisal staff of RPAD. However, it is written at a level
that would be accessible to interested members of the public with some background in real estate
appraisal and the relevant mathematics and an interest in the District’s appraisal procedures. Some
significant additions were made to the 2017 edition, namely a letter from the chief appraiser containing
highlights of RPAD developments and also a description of residential valuation procedures based on
models developed from an analysis of sales. The report continued to provide a walkthrough of the CAMA
system's market-adjusted cost approach for residential and commercial property. ARM also contains a
basic introduction to the CAMA system's income approach application. There is no discussion of recent
improvements in income approach appraisal procedures, however. ARM also contains the previously
mentioned sales ratio study report and other statistics of interest, such as changes in total assessments
by neighborhood for the year.

In summary, however, the ARM only represents the kernel of the mass appraisal report envisaged in
USPAP. What is missing from the ARM is a report that blends procedural narratives with statistical
data on valuation parameters (such as rents, expense ratios, and capitalization rates) and provides
public evidence of the credibility of assessments.

22. We recommend that RPTA produce a USPAP-compliant mass appraisal report based
on the ARM.

The report would blend procedural narratives with statistical data on valuation parameters
such as rents, expense ratios, and capitalization rates. The aim is to make public more
evidence of the credibility of assessments. The recent additions related to residential and
residential land valuation provide a template for changes that would be desirable in the
discussion of commercial valuation procedures.

Appeals Defense

The prior RPTA evaluation touched on the defense of commercial property appeals at the second level,
i.e., following the internal review with RPAD and preceding any potential recourse to the judicial system.
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At that time the responsible appeal body was in transition from BRPAA to RPTAC, and the matter was of
some notoriety. That notoriety has substantially abated in the interim. The large percentage reductions in
assessed property value for a few high-value properties noted in the past are now largely gone. Also,
with the exception of TY 2015, discussed further below, both the percentage of properties requiring
reductions and the average percentage reductions in value for those that are given reductions have
fallen substantially, as shown in Table 2.

Table 2: Patterns of Appeals for Commercial Properties and Their Results at Level 2 (Board of
Re-view or Tax Appeals Commission), by Tax Year, 2008-2016

Number of Overall Number of Average Percentage of
Taxvear | Levelz | i8R0 | o neda | Reductionf | Oblaminga
Appeals Reduction Reduction Reduced Reduction
2008 2,311 9.25 1,019 21.18 44
2009 3,064 11.32 2,129 19.64 69
2010 4,441 5.54 1,921 13.06 43
2011 2,633 6.64 1,528 14.92 58
2012 2,366 7.45 1,146 16.57 48
2013 2,431 4.48 833 15.70 34
2014 2,393 3.57 779 11.49 33
2015 3,606 5.75 1,829 12.01 51
2016 3,302 234 709 10.92 21

Source: Statistics calculated based on data extracted from tables Appeals and BRPAA in RPTA's
appeals tracking database. Appeals that resulted in increases or in reductions to zero have been
excluded in calculating the above statistics.

In Figures 1 through 5, it should be noted that the plotted points represent the pre-appeal assessed value
on the horizontal axis and the post-appeal value on the vertical axis. Thus, parcels that lie on the diagonal
line were unchanged on appeal, and those that plot below the line obtained a reduction on appeal in the
amount of their vertical distances from the diagonal. Note that the logarithmic axes that make it possible
to fit the huge range of data into a manageable plot also make precise measurement of such reductions
on the graph a little difficult. The parcels plotted atop the horizontal axis are those that were exempted
upon appeal, and those above the diagonal are properties whose assessments were raised upon appeal.
In comparison with the equivalent plots from the 2012 review, these figures reveal a diminished tendency
for the District's highest valued properties to have great reductions from their original assessments.

The anomalous results for TY 2015 observable in Table 2 and Table 3 are dominated by appeals of
multi-family residential properties, 80% of which are coded as investor type vertical condominiums
(buildings that were converted to condominiums but the units did not sell and are therefore being rented
rather than owner-occupied).
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Figure 1: Scatter Plot of Values after Appeal to Initially Proposed Value: Tax Year 2012

ty: 2012

10000000000

1000000000

100000000

10000000

1000000

100000

10000 @

Total Value After Appeal

10007 o

1004 ©

i} o= P ==Y PN o oY FoN - o

I I | I I I 1 I
100 1000 10000 100000 1000000 10000000 100000000 1000000000

Assessor's Proposed Total Value

Evaluation of the District of Columbia Government’s Management and Valuation of Commercial Real Property Assessments

19



Figure 2: Scatter Plot of Values after Appeal to Initially Proposed Value: Tax Year 2013
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Figure 3: Scatter Plot of Values after Appeal to Initially Proposed Value: Tax Year 2014
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Figure 4: Scatter Plot of Values after Appeal to Initially Proposed Value: Tax Year 2015
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Figure 5: Scatter Plot of Values after Appeal to Initially Proposed Value: Tax Year 2016

ty: 2016

10000000000
1000000000
100000000
10000000
1000000

100000

10000 ! S

1000 df

10094 ©

Total Value After Appeal

0 an

T T T T T T T
100 1000 10000 100000 1000000 10000000 100000000 1000000000

Assessor's Proposed Total Value

Evaluation of the District of Columbia Government’s Management and Valuation of Commercial Real Property Assessments

21



Table 3: Level 2 Appeal Reductions by Use Type and Tax Year since the 2012 Review

BRPAA/RPTAC Reduction Percent Category
Tax Year Use Group Total
<5 5-10 10-15 15-20 20-25 25-30 30-35 35-40 40-45 45-50 >50

Residential Multi-Family 5 58 144 12 9 5 22 1 3 2 10 271

Residential Transient 6 13 3 5 4 1 0 1 0 0 0 33

Commercial Retail 8 16 11 5 3 11 0 2 0 2 3 61

Commercial Office 61 109 43 42 15 9 4 2 0 1 0 286

2013 Commercial Specific Purpose 1 18 12 4 4 2 1 2 0 1 3 48
Industrial 0 13 8 5 4 0 0 0 1 0 2 33

Special Purpose 1 2 3 1 1 2 1 0 0 0 4 15

Vacant 0 11 2 8 6 0 2 0 3 0 5 37

Total 82 240 226 82 46 30 30 8 7 6 27 784
Nonconforming Use 0 0 0 0 1 0 0 0 0 0 0 1

Residential Single Family 0 1 0 0 0 0 0 0 0 0 0 1

Residential Multi-Family 203 19 9 18 15 2 2 0 1 0 7 276

Residential Transient 6 22 6 6 5 5 0 0 2 0 0 52

Commercial Retail 2 12 4 4 4 6 2 0 2 4 3 43

2014 Commercial Office 75 128 59 19 9 10 7 2 0 1 1 311
Commercial Specific Purpose 3 5 3 1 3 3 1 0 0 0 1 20

Industrial 2 2 5 4 1 0 0 0 0 0 0 14

Special Purpose 1 3 3 1 2 1 0 0 0 0 1 12

Vacant 0 3 1 2 5 0 0 0 1 0 6 18

Total 292 195 90 55 45 27 12 2 6 5 19 748

Residential Single Family 0 0 0 1 0 0 0 0 0 0 0 1

Residential Multi-Family 7 716 177 275 9 164 4 2 6 1 1 1362

Residential Transient 11 15 10 4 3 1 0 1 1 0 0 46

Commercial Retail 0 20 4 6 1 1 1 1 1 0 2 37

Commercial Office 74 125 63 29 11 7 1 3 1 0 0 314

2015 Commercial Specific Purpose 1 15 3 0 1 0 0 0 0 0 2 22
Industrial 1 2 5 2 0 2 0 0 0 0 1 13

Special Purpose 0 1 5 1 0 2 1 0 0 0 0 10

Vacant 0 6 0 1 0 0 0 0 1 0 0 8

Total 94 900 267 319 25 177 7 7 10 1 6 1813

Residential Multi-Family 9 30 145 85 5 1 0 0 1 0 276

Residential Transient 2 19 6 2 1 0 0 0 0 0 30

Commercial Retail 2 14 7 2 3 1 0 3 0 2 34

Commercial Office 130 121 31 21 5 3 2 0 0 0 313

2016 Commercial Specific Purpose 3 4 4 0 0 1 6 0 1 1 20
Industrial 0 4 2 4 4 3 2 0 0 0 19

Special Purpose 0 0 2 1 1 0 0 0 0 0 4

Vacant 0 2 1 1 0 0 2 2 0 0 8

Total 146 194 198 116 19 9 12 5 2 3 704
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Appeals beyond RPTAC to the judicial system have generated a troublingly high backlog of
approximately 2,000 cases, especially in comparison to the rate at which such cases are tried each year,
which is in the single digits. Also troublesome is the slow rate at which opinions are issued; decisions can
remain unavailable for years after the trial. The resulting environment produces little guidance on the law
coupled with intense pressure to settle rather than try cases. As was noted in recommendation 18 of the
2012 review, the caseload for the relevant RPTA personnel is problematic. Management is researching
the possibility that the procurement of a more capable appeals management system may minimize the
need to augment staff in this area, as had been recommended in the 2012 review. The specifications
included in the request for proposals to provide such a system seem reasonable. In the meantime, RPTA
utilizes a stop-gap litigation tracking system built in house. Although this not optimal, it should help
displace multiple clerical levels of effort.

The accuracy of commercial assessments in the District, as measured by post-appeal valuations, is
reasonably good and has improved over the period since the 2012 review. The burgeoning litigation
backlog of level-3 (i.e., judicial) appeals is troubling both in view of the accumulated potential liability for
refund requirements, plus tax base loss and in view of the demands associated with managing the
process. It also is troublesome that from a game-theory perspective the incentives are unbalanced.
Appellants have a low- cost right to appeal and a non-trivial likelihood of a reward in the form of an
assessment reduction, especially in the event of split-the-difference mediation or negotiated
settlements. RPTA has very limited options for counter-strategies. A rebalancing of incentives, either of
an economic or a public-shaming nature, may eventually be required to remedy the situation.

23. We recommend that efforts continue to improve how RPTA defends assessments under
appeal.

This can be done by:

« Continuing to monitor the quality of its valuation performance as it already does via
its appeals tracking system, recognizing that a superior measure of performance is
found in assessment to sales price ratio studies;

* Augmenting its efforts to manage its appeal/litigation management system, with attention
not only to monitoring conditional liabilities and calendar related workflows, but also to
the management of related documents and professional services; and

* Considering whether to advocate for aredress in the appeal incentives from a
game-theoretic perspective, either by advocating for an increase in the cost to
property owners of filing an appeal, perhaps on arecurring basis to spur their
prompt resolution, or by adopting social pressures rather than, or in addition to,
economic incentives to address the situation.

Evaluator’s Analyses of Assessment Performance via Ratio Studies

As noted, RPTA presently prepares its assessment ratio reports using a statistical software system
popularly used in assessment administration, and the addition of the capabilities recommended
above could be programmed into that system. Using the data underlying the District's reports, we
illustrate some of our recommendations in the following figures and tables.

Figure 6 and Table 4 summarize ratio study statistics using all of the qualified commercial sales from
calendar year 2014 and their related assessments for TY 2016; no trimming of these data has been done.
As can be seen, the greatest discrepancies between assessments and sale price are on the order of a
factor of 6, far better than the orders of magnitude noted in the 2012 review-- clearly sales qualification
and data entry are being done more accurately. Nevertheless, such sizable discrepancies cannot be
taken as indicative of actual performance, but rather reflect problems with sales reporting that need to be
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removed from the sample to increase its representativeness. As we recommended, this is best done
following the guidance in the IAAO standard, which is based on interquartile ranges.

Figure 6: Box Plot of Sales Ratios by Neighborhoods
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Note: Data not trimmed here; the following figures will use data trimmed two different ways.
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Table 4: Ratio Statistics for Assessed Values/Sale Prices from 2014

Sale

95% Confidence
Interval for Median

Price Related

Coefficient of

Neighborhood Median
Count Lower Bound Upper Bound Differential Dispersion
AMERICAN UNIVERSITY .958 617 .966 .982 121
ANACOSTIA .993 919 1.014 .996 .029
BARRY FARMS .930 .738 1.055 .989 114
BRENTWOOD 15 .945 .857 1.276 .975 247
BRIGHTWOOD 3 1.166 911 1.755 1.092 241
BROOKLAND 12 .819 .506 .941 .982 .202
CAPITOL HILL 9 757 482 .940 .967 .198
CENTRAL 40 .955 .919 .990 .986 .081
CHEVY CHASE 1 .999 1.000 .000
CHILLUM 1 711 1.000 .000
CLEVELAND PARK 2 .829 .818 .839 1.003 .012
COLUMBIA HEIGHTS 28 .888 .796 1.000 1.257 .198
CONGRESS HEIGHTS 16 .991 778 1.084 .944 .146
DEANWOOD 8 .950 .310 1.079 1.069 222
ECKINGTON 5 .709 .530 .978 .899 132
FOGGY BOTTOM 5 .892 711 5.536 .368 1.108
FOREST HILLS 2 .895 .798 .992 912 .108
FORT DUPONT PARK 1 1.000 1.000 .000
GARFIELD 4 .808 .650 .950 .910 .095
GEORGETOWN 17 912 .843 .942 .989 112
GLOVER PARK 1 .885 1.000 .000
HILLCREST 1 1.001 1.000 .000
KALORAMA 5 913 .871 1.239 1.024 .085
KENT 1 .978 1.000 .000
LEDROIT PARK 1 .529 1.000 .000
LILY PONDS 1 174 1.000 .000
MARSHALL HEIGHTS 2 1.036 1.035 1.038 1.000 .001
MICHIGAN PARK 3 571 .543 .868 1.092 .189
MOUNT PLEASANT 9 .826 .806 .967 1.025 .149
N. CLEVELAND PARK 2 677 428 .926 1.312 .368
OLD CITY #1 24 .943 732 .998 .937 .379
OLD CITY #2 30 .935 .617 1.000 .995 .628
PALISADES 2 1.016 .953 1.078 .960 .061
PETWORTH 13 1.038 .926 1.168 971 .099
RANDLE HEIGHTS 6 .985 917 1.937 742 192
NOMA 4 1.224 776 1.936 1.348 .323
SW WATERFRONT 1 .946 1.000 .000
SHEPHERD PARK 2 .867 .856 877 1.004 .013
16TH STREET HEIGHTS 4 .856 770 .952 1.009 .054
TAKOMA PARK 5 941 762 1.358 1.246 .219
TRINIDAD 7 .930 .652 1.004 .988 .085
WAKEFIELD 1 .959 1.000 .000
WOODRIDGE 14 .896 .503 1.090 1.304 .267
undefined 1 3.333 1.000 .000
Overall 319 .930 .915 .942 .990 .250
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Tables 5 through 8 illustrate the results of trimming the data based on the boundaries recommended in
the IAAO standard. These boundaries are defined in terms of the difference between the 25" and 75™

percentiles of the ratios, the interquartile range (IQR) and extend three IQRs below the 25t percentile

and 3 IQRs above the 751 percentile. They can be calculated either based on the raw ratios, as done in
Tables 5 and 6, and Figures 7 and 8 or on the basis of the logarithms of the ratios, as done in Tables 7
and 8, and Figures 9 and 10. The advantage of using logarithms is that extreme low ratios, say 10
percent of the median, are more likely to be trimmed, since they are treated as being as far from a
median of 1.0 on the low side as a ratio of 10.0 is on the high side. Using the raw ratios rather than their
logs as the basis for IQR-based trimming makes low-side outliers much more likely to be retained. Log-
based IQR trimming is preferable. Using it, the total pool of retained ratios dropped from 319 to 307, while
raw-ratio trimming retained 308 rather than the 300 used in the official report.
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Table 5: Ratio Statistics for Assessed Values/Sale Prices from 2014, 3 IQR Extremes

Trimmed Naively

95% Confidence
Interval

95% Confidence

Compliance
Test Results

Group Sale Median for Median prD | cop gse?_ Interval for PRB Pass/Fail/?=Depends
Count Lower Upper ficient | Lower Upper .
Bound | Bound Bound | Bound Median | COD PRB

Non-Conforming Use 1 .96 1.00 .00
Residential Multi-Family 74 .96 .93 1.00 1.07 12 26.5 -11.0 63.9 p p p
Residential Transient 5 .93 .62 1.43 .93 22 -112.7 -480.9 255.5 p p p
Retail 93 .84 .74 .91 .92 .20 -56.8 -120.8 7.2 ? p p
Office 72 .93 .92 .97 .95 A1 -19.3 -43.8 5.2 5 p p
Special Commercial 27 91 77 1.00 1.11 .26 123.8 -102.7 350.4 p F p
Industrial 22 .92 .86 1.10 1.00 .20 60.9 -145.1 266.9 = p p
Special Purpose 14 .99 .76 1.08 111 .20 54.3 -170.3 278.9 P F P
Overall 308 .93 91 .94 .95 17 0.9 -0.2 2.0 ? P P
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Table 6: Ratio Statistics for Assessed Values/Sale Prices from 2014, 3IQR Extremes Trimmed Naively

95% Confidence 95% Confidence Compliance Test Results
) Sale ) Interval for Median PRB Co- Interval for PRB Pass/Fail/?=Depends
Neighborhood Count | Median — s Upper PRD COD | efficient [ Tower Upper _
Bound Bound Bound Bound Median CoD PRB

AMERICAN UNIVERSITY 3 .96 .617 .966 .982 JA21 -1.3 -143.5 140.8
ANACOSTIA 4 .99 .92 1.01 1.00 .03 1.1 -14.7 16.9
BARRY FARMS 3 .93 74 1.06 .99 A1 62.8 -17.0 142.7
BRENTWOOD 15 .94 .86 1.28 .98 .25 -1.6 -16.9 13.7
BRIGHTWOOD 2 1.04 91 1.17 .90 12 5.6 5.6 5.6
BROOKLAND 12 .82 .51 .94 .98 .20 1.9 -8.6 12.5
CAPITOL HILL 9 .76 48 .94 .97 .20 11.0 -8.9 30.9
CENTRAL 40 .96 .92 .99 .99 .08 -0.1 -1.2 1.0 ? P P
CHEVY CHASE 1 1.00 1.00 .00
CHILLUM 1 71 1.00 .00
CLEVELAND PARK 2 .83 .82 .84 1.00 .01 -3.8 -3.8 -3.8
COLUMBIA HEIGHTS 28 .89 .80 1.00 1.26 .20 -6.4 -11.2 -1.6 P P P
CONGRESS HEIGHTS 16 .99 .78 1.08 .94 .15 1.8 -4.7 8.3
DEANWOOD 8 .95 31 1.08 1.07 .22 6.3 -20.8 33.4
ECKINGTON 5 71 .53 .98 .90 .13 16.0 -8.7 40.7
FOGGY BOTTOM 4 .85 71 .92 1.02 .09 -3.8 -41.1 334
FOREST HILLS 2 .90 .80 .99 91 11 51 5.1 51
FORT DUPONT PARK 1 1.00 1.00 .00
GARFIELD 4 .81 .65 .95 91 .10 2.0 -13.3 17.4
GEORGETOWN 17 91 .84 .94 .99 A1 -0.5 -5.7 4.7
GLOVER PARK 1 .89 1.00 .00
HILLCREST 1 1.00 1.00 .00
KALORAMA 5 91 .87 1.24 1.02 .09 1.3 -16.1 18.8
KENT 1 .98 1.00 .00
LEDROIT PARK 1 .53 1.00 .00
LILY PONDS 1 77 1.00 .00
MARSHALL HEIGHTS 2 1.04 1.03 1.04 1.00 .00 15 15 15
MICHIGAN PARK 3 .57 .54 .87 1.09 .19 -10.5 -303.8 282.8
MOUNT PLEASANT 9 .83 .81 .97 1.02 .15 -0.8 -17.9 16.3
N. CLEVELAND PARK 2 .68 43 .93 1.31 .37 -43.8 -43.8 -43.8
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95% Confidence 95% Confidence Compliance Test Results
Sale Interval for Median PRB Co- Interval for PRB Pass/Fail/?=Depends
Neighborhood Count | Median Cower Upper PRD cob efficient Lower Upper _
Bound Bound Bound Bound Median CoD PRB
OLD CITY #1 23 .93 73 .99 1.01 .18 -0.8 -8.8 7.1 ? P P
OLD CITY #2 26 .76 .57 1.00 .90 .34 8.5 -1.1 18.2 ? F P
PALISADES 2 1.02 .95 1.08 .96 .06 5.0 5.0 5.0
PETWORTH 13 1.04 .93 1.17 .97 .10 3.3 -34 10.0
RANDLE HEIGHTS 5 .97 .92 1.01 1.00 .03 0.5 -6.0 7.0
NOMA 3 1.01 .78 1.43 1.17 .22 -34.4 -176.1 107.2
SW WATERFRONT 1 .95 1.00 .00
SHEPHERD PARK 2 .87 .86 .88 1.00 .01 -2.5 -2.5 -2.5
16TH ST. HEIGHTS 4 .86 a7 .95 1.01 .05 -6.0 -54.4 42.4
TAKOMA PARK 5 .94 .76 1.36 1.25 .22 -7.5 -34.1 19.1
TRINIDAD 7 .93 .65 1.00 .99 .09 2.0 -6.0 10.0
WAKEFIELD 1 .96 1.00 .00
WOODRIDGE 13 .88 .50 .95 1.24 21 -2.3 -15.8 11.2
Overall 308 .93 91 .94 .95 17 0.9 -0.2 2.0 ? P P
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Table 7: Ratio Statistics for Assessed Values/Sale Prices from 2014, 3IQR Extremes Trimmed Logarithmically

95% Confidence 95% Confidence Compliance Test Results
Group CSOaulit Median Interval for Median PRD CoD Z?iii(;?t- Interval for PRB Pass/Fail/?=Depends

Lower Upper Lower Upper .

Bound Bound Bound Bound Median cop PRB
Non-Conforming Use 1 .96 1.00 .00
Residential Multi-Family 74 .96 .93 1.00 1.07 A2 -1.4 -3.2 0.3 p p p
Residential Transient 5 .93 .62 1.43 .93 .22 5.0 -10.9 20.9 P P
Retail 92 .85 .78 91 .88 21 4.4 1.0 7.7 2 p p
Office 71 .94 .92 .98 .96 .10 0.6 -0.4 1.6 2 p =)
Special Commercial 26 .93 .80 1.00 1.15 .25 -7.6 -18.0 2.8 P F =
Industrial 22 .93 .87 1.28 1.00 .22 -3.5 -13.8 6.9 = p =)
Special Purpose 16 1.01 .81 1.39 1.01 .29 3.7 -10.0 17.4 P = p
Overall 307 .93 91 .94 .97 A7 1.0 -0.2 2.2 ? P P
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Table 8: Ratio Statistics for Assessed Values/Sale Prices from 2014, 3IQR Extremes Trimmed Logarithmically

95% Confidence 95% Confidence Compliance Test Results
) Sale ) Interval for Median PRB Interval for PRB Pass/Fail/?=Depends
Neighborhood Count | Median ———r Upper PRD | COD | Ccoefficient [ Tower Upper ,
Bound Bound Bound Bound | Median cob PRB

AMERICAN UNIVERSITY 3 .96 .62 .97 .98 12 -1.3 -143.5 140.8
ANACOSTIA 4 .99 .92 1.01 1.00 .03 1.1 -14.7 16.9
BARRY FARMS 3 .93 74 1.06 .99 A1 62.8 -17.0 142.7
BRENTWOOD 14 .96 .86 1.39 .99 .22 -3.6 -16.5 9.4
BRIGHTWOOD 3 1.17 91 1.76 1.09 .24 -4.1 -174.5 166.3
BROOKLAND 12 .82 51 .94 .98 .20 1.9 -8.6 12.5
CAPITOL HILL 9 .76 48 .94 .97 .20 11.0 -8.9 30.9
CENTRAL 40 .96 .92 .99 .99 .08 -0.1 -1.2 1.0 ? P P
CHEVY CHASE 1 1.00 1.00 .00
CHILLUM 1 71 1.00 .00
CLEVELAND PARK 2 .83 .82 .84 1.00 .01 -3.8 -3.8 -3.8
COLUMBIA HEIGHTS 28 .89 .80 1.00 1.26 .20 -6.4 -11.2 -1.6 P P P
CONGRESS HEIGHTS 16 .99 .78 1.08 .94 .15 1.8 -4.7 8.3
DEANWOOD 7 .97 41 1.08 1.14 .15 -17.6 -44.5 9.3
ECKINGTON 5 71 .53 .98 .90 .13 16.0 -8.7 40.7
FOGGY BOTTOM 4 .85 71 .92 1.02 .09 -3.8 -41.1 33.4
FOREST HILLS 2 .90 .80 .99 91 11 5.1 51 5.1
FORT DUPONT PARK 1 1.00 1.00 .00
GARFIELD 4 .81 .65 .95 91 .10 2.0 -13.3 17.4
GEORGETOWN 17 91 .84 .94 .99 11 -0.5 -5.7 4.7
GLOVER PARK 1 .89 1.00 .00
HILLCREST 1 1.00 1.00 .00
KALORAMA 5 91 .87 1.24 1.02 .09 1.3 -16.1 18.8
KENT 1 .98 1.00 .00
LEDROIT PARK 1 .53 1.00 .00
LILY PONDS 1 77 1.00 .00
MARSHALL HEIGHTS 2 1.04 1.03 1.04 1.00 .00 15 15 15
MICHIGAN PARK 3 .57 .54 .87 1.09 .19 -10.5 -303.8 282.8
MOUNT PLEASANT 8 .86 .81 1.00 1.05 .08 -1.7 -7.3 3.9
N. CLEVELAND PARK 2 .68 43 .93 1.31 .37 -43.8 -43.8 -43.8
OLD CITY #1 22 .94 73 1.00 .99 .16 1.0 -5.9 8.0 ? P P
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95% Confidence 95% Confidence Compliance Test Results
Sale Interval for Median PRB Interval for PRB Pass/Fail/?=Depends
Neighborhood Count | Median —rrr Upper PRD | COD Coefficient [ Lower Upper ,
Bound Bound Bound Bound | Median cob PRB
OLD CITY #2 26 .84 .58 1.00 .95 .34 5.7 -5.1 16.6 ? F P
PALISADES 2 1.02 .95 1.08 .96 .06 5.0 5.0 5.0
PETWORTH 13 1.04 .93 1.17 .97 .10 3.3 -3.4 10.0
RANDLE HEIGHTS 6 .98 .92 1.94 74 .19 18.0 0.7 35.2
NOMA 4 1.22 .78 1.94 1.35 .32 -28.8 -43.3 -14.3
SW WATERFRONT 1 .95 1.00 .00
SHEPHERD PARK 2 .87 .86 .88 1.00 .01 -2.5 -2.5 -2.5
16TH STREET HEIGHTS 4 .86 a7 .95 1.01 .05 -6.0 -54.4 42.4
TAKOMA PARK 5 .94 .76 1.36 1.25 .22 -7.5 -34.1 19.1
TRINIDAD 7 .93 .65 1.00 .99 .09 2.0 -6.0 10.0
WAKEFIELD 1 .96 1.00 .00
WOODRIDGE 13 91 .68 1.09 1.03 .23 6.8 -14.5 28.1
Overall 307 .93 91 .94 .97 17 1.0 -0.2 2.2 ? P P
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Tables 5 through 8 also present confidence intervals for the median, COD, and the PRB, which are not
included in the official report. The IAAO standard cautions that the statistic as calculated should not be
determinative of a failure to comply with the standard unless the data indicate at a 95 percent level of
confidence that such is the case. The standard adopts the convention that such a determination can be
made on the basis of 95 percent confidence intervals for the statistic by interpreting the effective
threshold as the relevant boundary of such intervals. For the median and the PRB this can be done
relatively easily. For the COD and the PRO the situation is more difficult. The COD's significance or
reliability can be approximated by recourse to a table published by IAAO, but the PRD's significance can
only be obtained by Monte Carlo methods, which are generally not worth carrying out in view of the PRD's
inferiority relative to the PRB. Given a target median of 1.0, a COD less than 20, and a PRD between
0.98 and 1.03, the IAAO target numbers, several lines in each of the tables are suggestive of compliance
failures. But two considerations largely contradict this: small sample sizes and normal sampling variability.
Implicitly the District has established a minimum sample size of 20 as necessary for reliable results.

Some jurisdictions go as low as 5, but 20 is reasonable, and the IAAO standard is silent on this issue.
The sample variability issue is addressed by the use of confidence intervals noted above. Thus, for
example, all the indications of possible regressivity or progressivity indicated by the PRD are seen to be
false when considered in the light of PRB results. In general, no significant vertical inequity was found by
the PRB in contrast to the indications of the PRD. Similar considerations apply to the other statistics.

The District’s published Ratio Study Report includes a page with icons indicating whether the various
strata have passed or failed the standard's criteria. For residential property, icons appear for the median
ratio, the COD (a measure of general accuracy), and the PRD. For commercial properties, there is only
one column of icons, reporting on the median ratio, while the significance of the COD, PRD, and PRB is
unaddressed. Curiously, two deficiencies are noted, which would not necessarily have been counted as
failures in Tables 6 or 8. Columbia Heights is noted as a compliance failure in the published report, but
as indicated in the tables above the confidence interval for the median encompasses 1.00, so it is
deemed compliant. Old City #2, the other failure flagged with an icon, is a failure if the District rejects the
IAAO standard's option to consider level failures only if the confidence interval fails to overlap a tolerance
interval, which can be set at plus or minus 5 or 10 percent. Implicitly the District's compliance
determinations reflect a rejection of this layering of intervals, a posture that is conceptually to be
applauded, but since the more lenient layering is contemplated under the IAAO standard, a "?" mark is
used in the compliance column of tables 5 through 8 to reflect this ambiguity. Those tables also note that
only two of the several possible failures in respect of the COD are shown to be reliable (according to the
reference table mentioned above). Note, too, as mentioned above, that there were no vertical equity
failures according to the PRB despite PRD indications of regressivity.

The Box Plots in Figures 7 through 8 collectively allow the reader to infer which observations were
trimmed by each of the trimming alternatives. More importantly, they allow a quick understanding of the
overall accuracy of the ratios in the various neighborhoods and sub classes. The bars (or boxes) indicate
the range within which half of the ratio data in each category lie, with the horizontal line within each box
indicating the median ratio. The vertical lines extending from the bars indicate the range of the data that
would not be considered either extreme (3 IQRs from the closer quartile) or outliers (1.5 IQRs from the
closer quartile). Category-based extremes and outliers are indicated by asterisks and open circles
respectively. It should be noted that such extremes have been recalculated for the remaining data after
the removal of extremes calculated on the basis of the commercial group as a whole. The IAAO standard
explicitly prohibits multiple iterations of trimming. As can be seen, the medians generally line up
appropriately, although some scatter is evident among the neighborhoods as a result of the very small
sample size for most of them. Figures 7 and 9 reveal that retail properties may be assessed at a slightly
lower ratio than other commercial sub types. The numbers above the horizontal axis give the sample size
in each group, and the group labels immediately below normally appear for each group rather than every
other one as shown for individual neighborhoods since there are so many of them. Such depictions would
be much more useful if made for the nine commercial neighborhoods or economic areas previously
mentioned, as can be seen in comparing the use and neighborhood groupings of Figures 8 and 10.
Recoding the residentially appropriate number of neighborhoods into the nine commercially appropriate
ones could be easily accomplished.
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Figure 7: Box Plot of Ratios by Commercial Groups
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Figure 8: Box Plot of Commercial Ratios by Residential Neighborhoods
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Figure 9: Box Plot of Ratios by Commercial Groups
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Figure 10: Box Plot of Commercial Ratios by Residential Neighborhoods

Trimmed Commercial Sale Ratios
Sales from 2014, Appraisals from ASR, All Available Neighborhoods
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EVALUATION OF ORGANIZATIONAL STRUCTURE,
WORKLOAD STATISTICS, PERFORMANCE MEASURES,
COMPENSATION REQUIREMENTS, STAFFING LEVELS,

TRAINING, QUALIFICATIONS, STAFF DEVELOPMENT
FUNCTIONS, AND HIRING PRACTICES

Organizational Strategy

In our efforts to assess the organizational structure’s ability to effectively support RPTA’s organizational
strategy, we discovered that RPTA did not possess or operate on an explicit, discrete, and coherent
organizational strategy. We found that RPTA management operates on unwritten operational and tactical
plans that are not clearly aligned with the OCFO'’s strategic objectives and initiatives. In the absence of
this strategy, a meaningful evaluation of RPTA’s organizational structure to support its organizational
strategy could not be executed.

24. We recommend that RPTA develop and implement a clear, bold, and pragmatic
organizational strategy through an annual strategic planning process. This strategy
should clearly articulate clear choices (what to pursue and what to not, what capabilities
and assets to leverage) in operational and tactical terms - in the shape of goals,
objectives, policies and procedures- on how to execute the OCFQ’s strategic objectives
and initiatives. RPTA should then continuously assess whether the organizational
structure is capable of effectively supporting the execution of this strategy. The strategy
should be continuously iterated through the use of a well-defined feedback loop to adapt
and ensure alignment with the OCFOQO’s strategic objectives and initiatives in the face of
exogenous regulatory, technological, economic, and demographic changes. An
organizational structure impact analysis should then be conducted in the event of a
recalibration of the organizational strategy.

Standards and Services Unit

The Standards and Services unit lacks a written charter. Consequently, there appears to be a lack of clarity
with respect to the unit’s position in the organizational structure and its reporting relationships. Two
organizational charts that were divergent on the position and reporting relationship of this unit were prepared
and provided for review. In the absence of an organizational strategy and a departmental charter, we could
not assess the optimal position of this unit within the RPTA’s organizational structure.

25. We recommend that RPTA develop a written charter for the Standards and Services Unit and
optimally position this unit, taking into account RPTA’s organizational strategy.

CAMA Team
RPTA’s assessment functions are undertaken by the following units working collaboratively:

e 3 commercial units;

« 3residential units;

*  Maps and titles unit;

* Standards and services unit; and
* Appeals unit.

RPTA’'s CAMA-related functions are presently grouped within the Standards and Services Unit, which
executes a wide range of functions such as: exemptions, class 3 and class 4 programs, assessments for
cooperatives, New York Avenue special assessments, I&E reporting program, and maintaining the
policies and procedures manual, assessors reference materials, Pertinent Data Book (published in April),
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and market analytics books (published in August) containing market norms for rents and expenses,
expenses for office building, cap rates, etc. In prior years, the exemptions function was organized as a
distinct unit. Given the sweep of his responsibilities, it is unrealistic for this unit leader to exercise
adequate oversight over RPTA’s CAMA functions.

26. We recommend that RPTA organize the CAMA function into a separate unit. The unit
should be adequately staffed. Additionally, RPTA should assign leadership
responsibilities for the unit to the current CAMA manager, who should report to the
Deputy Chief Appraiser.

Appraiser Leadership

Each commercial unit has Senior Appraisers, Staff Appraisers and Assessment Technicians. Senior and
Staff Appraisers execute the same level of responsibilities. All personnel within each commercial unit
report directly to the Unit Supervisor. This arrangement has resulted in very few opportunities for
leadership development that is critical to ensure a seamless transition when supervisory positions
become vacant.

27. We recommend that RPTA reconfigure reporting relationships within the commercial
units by assigning oversight responsibilities of Staff Appraisers and Assessment
Technicians to both Supervisors and Senior Appraisers.

Office of Quality Assurance, Best Practices and Innovation

RPTA currently lacks independent quality assurance mechanisms to drive excellence in its assessments.
Most quality reviews are limited to Supervisory level reviews. Apparently, little or no effort is expended on
compiling best practices in all core processes or applying leading thinking by studying the assessment
practices of state and local government entities geared towards utilizing better methods, enhancing the
quality of service output, controlling and reducing process waste, reducing processing costs, improving
process efficiency, improving productivity, and reducing processing times.

28. We recommend that RPTA establish an Office of Quality Assurance, Best Practices and
Innovation to: (a) conduct random and regular independent assessments of quality in all core
processes; (b) assess performance against best practices; (c) study the commercial real
property assessment practices of state and local government entities across the United
States; and (d) engage in process innovation to enhance service delivery. This office must
report directly to the Director of RPTA and report yearly to the District’s CFO.

Cross-training Assessors

RPTA'’s assessment units are organized on the basis of the nature of assessments (commercial or
residential). When vacancies unexpectedly arise in the commercial unit, work is impacted adversely
owing to a combination of RPTA’s specialization of assessments functions and the realities of the labor
market. While specialization has its benefits, we believe such benefits are far outweighed by the agility
that a cross-trained workforce will accord. Additionally, we believe cross-training will yield rich insights
stemming from exposure to diverse situations. We also believe it will enhance the quality of both
commercial and residential assessments.

29. We recommend that RPTA cross-train assessors in both commercial and residential
assessments. This will enhance job enrichment and ensure that the workforce is flexible,
agile, and able to effectively deal with uncertainties.
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Workload Measurement System

RPTA collects workload data with respect to number of assessments and appeals. There are no credible
mechanisms to capture and measure data that link the work of non- appraiser personnel to these two
activities. We believe this measurement framework is too simplistic to accurately assess the impact of the
workload level on performance of appraisers, employee morale, or the quality of assessments, which are
impacted by the quality of available data, the cooperation of the property owner and the complexity of the
assessment among other factors.

30. We recommend that RPTA develop and implement a credible workload measurement
system to evaluate the efficiency and effectiveness of the assessment process.

Strategic and Operational Human Resources Plans

The Office of the Chief Human Resources Officer (OCHRO) has not developed strategic (3-5 year
outlook) and operational (outlook of one year or less) human resources plans. The absence of a strategic
human resources plan can result in wide gaps between human resources practices and the OCFO'’s
strategic plan thereby undermining OCFQO'’s overall efforts to achieve its strategic goals and that of RPTA.
The absence of a human resources operational plan is a key contributing factor to RPTA’s inability to
meet their future labor needs proactively. An effective human resources operational plan compares
present workforce capabilities with future demands and is a useful tool in enhancing organizational agility
in the face of uncertainties.

31. We recommend that OCHRO develop a strategic human resources plan that addresses
the needs of RPTA. The plan should:

» Assess current human resources capacity;
+ Forecast human resources requirements;
+ Perform a gap analysis; and
* Develop and document a human resources strategic plan to support the OCFO’s
strategic plan and the RPTA’s organizational and operational strategies. This strategy
should include the following:
= Restructuring strategies;
= Training and development strategies;
= Recruitment strategies;
= Hiring strategies;
= Qutsourcing strategies; and
= Collaboration strategies.

We also recommend that RPTA adopt an operational human resources plan
that incorporates the following activities:

* Forecasting labor demand;

+ Estimating labor supply from existing employees or the external labor market; and

+ Crafting an appropriate response depending on whether (a) labor demand exceeds
labor supply, (b) labor supply exceeds labor demand, and (c) labor demand equals
labor supply.

Balanced Scorecard

RPTA has not established any organizational level performance or strategic benchmarks, metrics or
indicators to manage organizational performance or its human resources functions.

Establishing and measuring key performance parameters is critical to optimizing RPTA operations by
driving improvements; focusing resources on strategic and operational priorities; measuring progress
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against missional goals; making informed decisions; and comparing performance against industry ratios.
This will help management to learn from successes and correct failures.

32. We recommend that RPTA adopt measures to link operational activities to its
organizational strategic plan and mission. In addition, key human resources metrics, such
as Yield Ratios (ratio of offers to acceptance, interview-to-offer ratio, invitations-to-
interview ratio, advertisements or contacts-to-applicant ratio), should be established. No
set of performance measures or benchmarks are as effective as a balanced scorecard,
which is designed to provide a fast and comprehensive view of an organization’s
business. RPTA personnel should compile an effective set of financial measures and
operational measures (on customer satisfaction, internal processes, and the RPTA’s
innovation and improvement activities) that will put RPTA’s strategy and vision at the
center of its operations. This tool would drive its personnel to adopt behaviors and invest
in actions that are critical to arrive at strategic and operational goals and align them
toward an overall vision.

Structured Employee Development Program

There exists no written and structured employee development plan. The primary purpose of which should
be to develop and train the replacements for current RPTA supervisors, managers, and leaders.

33. We recommend that RPTA organize, formalize, and document its employee development
program. This should consist of the following phases:

* Assessment: This includes identifying an employee’s strengths and weaknesses to
help employees choose a career that is realistically obtainable and represents a good
fit; and to determine the weaknesses they need to overcome to achieve their career
goals. Assessment can be achieved through employee self-assessment by way of
skills assessment exercises, an interest inventory, and values clarification; and
organizational assessment through situational exercises, such as interviews, in-
basket exercises, business games, promotability forecasts, that would allow RPTA to
identify people who appear to have high advancement potential.

« Direction: This phase involves determining the type of career that employees want
and the steps they must take to realize their career goals. This should be based on a
thorough assessment of the current situation. Two key ways to achieve this are
individual career counseling and information services, such as skills inventories,
career paths and a career resource center.

+ Development: This phase is meant to foster growth and self-improvement necessary to
move up in RPTA and involves taking actions to create and increase skills to prepare
for future job opportunities. This can be achieved through programs such as
mentoring, coaching and job rotation, which includes: project rotation, partial rotation,
cross-functional rotation, temporary rotations, and interdepartmental mentoring.

Structured Training Program

We observed that there is little or no correlation between RPTA'’s training programs and its
strategic needs reflected in the OCFQO’s strategic plan. Additionally, we observed the following in
relation to training design:

= Little or no individual needs assessment is performed prior to training design;

= Little or no organizational analysis is performed prior to training design;

= Little or no task (or job) analysis to determine Knowledge, Skills, and Abilities (KSA)
required to perform individual functions prior to training design; and

= Training goals are not clearly articulated.
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There also exists no clear criteria by which training effectiveness is measured. All these can result in a
workforce that is ill equipped to accomplish the OCFQO’s strategic goals.

34. We recommend that RPTA develop a structured training program that is based on
the following:

» An effective assessment of individual needs;
= An organizational analysis; and
= Ajob analysis of KSA for each function.

Also, RPTA should clearly articulate training goals for each individual and establish
criteria by which the effects of training can be measured.

Job Descriptions

From interviews with RPTA personnel, we understood that job descriptions are not accurately reflected
in the related vacancy notices. This could hinder the ability of RPTA to fill vacancies timely. Also, failure
to accurately describe job responsibilities can result in new hires being unprepared for their duties and
requiring extra training to fulfil their jobs.

35. We recommend that RPTA undertake a detailed job analysis prior to crafting position
descriptions for vacancy notices. An effectively conducted job analysis will help the
human resources department to: generate a higher-quality pool of job applicants by
making it easy to target and screen qualified job applicants, and to make selection
choices, determine training needs, and compare the relative worth of each job’s
contributions to RPTA’s overall performance, which can be key determinants of the
job’s pay level. This analysis should include the following:

+ Task inventory analysis: This involves interviews, surveys, and preparing a
knowledge, skills, and abilities matrix.

» Critical incident techniques: This is where supervisors and other employees generate
behavioral incidents of job performance. This step involves identifying the major
dimensions of a job, generating critical incidents of behavior that represent high,
moderate, and low levels of performance on each dimension and ensuring that these
incidents are viewed the same way by other employees.

* Position analysis questionnaire: This involves determining the degree to which
194 different job elements are involved in performing a particular job.

* Functional job analysis: This is a technique that mobilizes information on
certain aspects of the job, including:
= The effect the job incumbent has on other people, data, and things;
= Methods and techniques the job incumbent uses to perform the job;
= Equipment used by the job incumbent; and
= Materials and services produced by the job incumbent.

Succession and Contingency Plans

We noted that RPTA does not have written succession and contingency plans for the key roles of Director
and Chief Appraiser. The cost of not designing or implementing an effective succession plan program is
the enhanced risk of hiring and promotion mistakes, loss of institutional knowledge, and the adverse
impact of turnover in key roles, which includes the risk of discontinuity of key strategies and operational
initiatives.
36. We recommend that RPTA design, document, and implement effective succession and
contingency plans. This will ensure seamless continuity of RPTA strategy and operations
in the event of an unanticipated vacancy in either role. The succession plans should be
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approved by senior management. To ensure accountability, responsibility for this key
program should be embodied within the position description for each role. Key metrics
should be designed to periodically monitor and evaluate the program.

Hiring Processes

RPTA has experienced significant delays in finding permanent placements for key positions. As examples, the
position of Chief Appraiser was not filled permanently for approximately a year, the position of Supervisory
Appraiser for Litigation and Appeals was not filled permanently for approximately eight (8) months, and the
Position of Director has been filled temporarily since December 2015. Additionally, two

(2) appraiser positions in the commercial unit have been unfilled for a year and one has been vacant for
approximately 6 months. The Agency’s hiring practices may be divorced from market realities and
therefore reactive rather than proactive. Permanently unfilled positions can result in a surge in employee
workload and work backlogs. This could undermine employee morale and compromise an organization’s
internal control system.

37. We recommend that the OCFO undertake a comprehensive review of its hiring practices
and processes with respect to RPTA. Deficiencies that may be inducing these delays
should thereafter be addressed. OCFO should design and implement a recruiting and
hiring strategy that is proactive and anticipatory - one that will effectively and
continuously support the Agency’s mission in the face of uncertainty.
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APPENDIX. TABLE OF ACRONYMS

AGJD Almy, Gloudemans, Jacobs, and Denne

ARM Appraiser Reference Materials

BRPAA Board of Real Property Assessments and Appeals
CAMA Computer-Assisted Mass Appraisal

CD-ROM Compact Disk - Read-Only Optical Memory
CFO Chief Financial Officer

COD Coefficient of Dispersion

DCRA Department of Consumer and Regulatory Affairs
GIS Geographic Information System

I&E Income and Expense

IAAO International Association of Assessing Officers
IQR Interquartile Range

ITS Integrated Tax System

NOI Net Operating Income

OCFO Office of the Chief Financial Officer

OCHRO Office of the Chief Human Resources Officer
0S Office of the Surveyor

OTR Office of Tax and Revenue

PRB Price-Related Bias

PRD Price-Related Differential

ROD Recorder of Deeds

RPAD Real Property Assessment Division

RPTA Real Property Tax Administration

RPTAC Real Property Tax Appeals Commission

SSL Square-Suffix-Lot

TY Tax Year

USPAP Uniform Standards of Professional Appraisal Practices
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OIG Final Report No. OIG No. 16-1-14AT

APPENDIX A. AGENCY’S RESPONSE TO THE DRAFT REPORT

I. We recommend that RPAD evalmate whecher the current nime market areas are appropriate im
the valuation of the type: of commercial properties, as discussed later. A general iztue is
whether the areas are large snough to produce reliable samples of sales and IQF reports.

The sizes of areas ave less umportat thas ensuning that an area 1 subject to the same murket
mflvencer. OTR belseves St the office macket mea, closely resembling CoStar’s boundanes, 1 the
sngle most myportaxt delmeaton m the Dustnet for commercial property. Upon exazmnanon, OTR
ba: detensuned that to an acceptable degree, the aputment and reta] market: me adequately
distingunded uthinng the office muchet ovelsy. Indivdeal appraviers also huve the discretion %0
make adjustments to valuations bazed ou duiscrepancies from an wdealized zolution We are cunently
exploning optices for 3 new billing system and will consadar medading this schunced capabibey foe
delineation 15 our requiremnents

We recommend that RPAD managemnent develop a plan for periodically inspecting propertie:
10 there is reasonable azsurance that property characteristics data are up-to-date,

,0

The duasion s dlways stiiving 1o stopeove the quality of owr property astribute data. The division »
explonng the use of 1Pad field devyces for thuis pupose These tablers wall have ail the capabality of
sepheansy CAMA secceds along with oblgue i=uge libranes, shetching and image capowe
Deplovment 11 expected Sunng e Ssmmmer of 2017 This mil esowme compiete coverage of the
mventory. Tha: uusative will be i addinon to the field-work conducted 2z 2 result of zales and

wepplessantal anieziments

The iumprovemenss that are being made to our 1&E fibag program wall alzo go towards muproving the
gquality of the income charactenties of our comsmescaal mventory.

3. We recommend that RPAD reconfigure the CAMA sysmeem (o begin recording sale
qualifications with respect to sales-ratio study purposes az well 2z validations with respect to
modeling purpose:.

The dvanon's pruosay uie with respect %0 nale mfccmatics B to Belp amalyze and develop the
appropmate capitalization rates for the vamow: types and claszes of commnercial property where the
meowa approach %0 value 1= exoployed 2 the pramary mdicanon of value We collect and quakfy 2
mwch data a5 poszible 10 ensure our analywas reflect the actsty m the market. However, the oumber
of zales of vanous type: of commercial property rarely meets level: that would allow for meassngfial
assessment 1o sales rate studies. For TY 2018 OTR wailised sixtean office sales o ats analyus

OTR cammot see 3 soemano wheremn it wosdd disquabfy 2 sale for modeling and use the zame salem a
walesvatio stody, sad vace versa. Sales are so rare and so enneal to the meome approsch amalysas tha
OTR goes 1o great length to thoronghly research a sale before i must be dugualsfied

4. We recommend that RPAD net use code 07 unless there it convincing decumentation that the
sale was "speculative.”

The “speculative” code 15 defined a3 “Sale 13 wnguakfied; the prume motivation of purchaser 15 quck
puofir through resale esther before or after renovation. Whale these types of manzactions tend to be
below okt value, they may tepresent murket valos and suy be coded 017 (muarket), provided that
the phviscal attnbutes of the sale represent the conditsom at the tune of the sale. and the assessor
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APPENDIX A. AGENCY’S RESPONSE TO THE DRAFT REPORT

belseves the tramsachon represents 20 amo-length sale. When the property charactermstics have
chanped subcequent to the sale the sale mst be wngqualified ™

When an apgsaier selects thas code. he or she 1 convinced that the sale 13 speculative Thas w eauly
made mansfest when: [) the property has 2 renovation peruut aszociated wath it or 2) the apprasser
notes oo-poing cosstucten. of 3) the property charactencties = our recoeds have recently been
wunproved on the gropesty, or 4) the property located mn » neighborbood & expensacing fragstion, o
5) the buyer 13 2 known speculator. There are innummerable lepnmate reasons for an appraser o code
a sale 07, and maragement does not believe 5t 12 an 1scue that warranss aftention.

2. We recommend that rubsaitted I8F formns be reviewed by RPAD before they are sent for
heving. Forms that are retwrned blank or largely incomplete should be returned to tazpayers
for completion. Additionally, RPAD staff :hould screem completed form: and mark them as
aiable. questonable, or unusable. There ks no poiut in keying unezable retponses, although they
could =4ill be scanned for decumentation purpotes. Juit a1 tales are screened prior te valuation
anakriis, imcome data sheuld be screemed, particularly given the fact the RPAD relies
principally on the income spproach for valuing commercial propertes

The: function 13 bemg doue m the Standard: and Comxmercaal wnes 33 3 matver of cowrze. Wiskan the
Standasds Ue, both the Assesument Program Cocsdimator and more particulacly the Masket Asalyst,
rvew the wwhamtted Sorms for completeness and sccwracy. Abe, mdividual apprasers wn the
Commercial umits scretmize I&E forms comrespondmg to thewr asmgned propernes. When forme are
ot submested, ate maccuwrate of deatued wocmplete. OTR zotfies the filer and if the filer iz non-
swsponsive, OTR subjects them 10 2 tex percent penalty on thes mext tax bill. We recognize that more
effort needs 10 ocour m thus activity, and 2 noted m Recommendation #6 below, we bave developed 2
full.ame posinoe and ave recnuting foe it

6. We recommend urongly that the I&E suditer porition be filled by » competent, contciantions
perion with knowledge of I&E data.

We comcur with ths receanssendance and comtinue to recrust for s pounion [= an effort to get moee
qualified candidate: we hane changed the pouticn title from I&E Auditor to LKE Analyst to mrure
that we attract candidates with the deswed apprarsal and anahytical skslls

7. We recommend that I&E proceszing be further improved

The 1&E process & under constast improvesnent For the CY 2017 season, the dranion has sade
agmficant mprovements to the filmg process m both the user’ s expenence and the back end databaze
furctceality The abslity to file 2 22 economic unst 13 an example of the many uspeovemenss made
this yeor Thete mprovements are sxpected 1o mezease the pumber of -filers along with makang the
1&E data avalable to the staff months exiver tham before. Whereas, last year the divimion recerved
agpegated duta = October, we asticspate having sgpegated data 1o June Thas extra nene will be
extryordimanly beneficial 23 we model and calibeate ow mcome models for TY 2019 As the on-hime
I&E filing process maproves, the ulnmare goal 13 to require electronsc subeiszion and elimunate paper
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5. We recommend that RPAD seeh to require I&E subwmicsions before the atecument notice
deadlize.

This recommmendation was also oited a3 Recommnendation B m the Syt performamce andst dased
September 30, 2012 We concmr with & recosunendation. Our effonts 10 streasn-lize the I&E filng
msc\e-pmdamh‘ymoﬁmhnuw"wbm&mmlymmud

w ity valuaty The othe to lecwrting s ustatne wvelve

- -

'mwhbewmﬂmb’mleowb
assesinmet calender The it two effoets are underway. bowever, Sy are beyond the coetol of the
divisson. Expectabons e that the pecestary chamges will be developed and muplemoented for the TY
2019 valuaton

9. We recommend that RPAD update land value: wore regularly and refine the valuation
approsch.  Coatiderstion thould be ghven e atuiguing responsibility for land valustica to a2
vinghe appraiser amalyot s each commercial unie, or anviguing the respensibility cntirely to the
pew commercial unit (the "C” team). One precedural reflacment would be to increase tmagple
tizres through land residuals derived from recent mproved sales. Part of this effort could be a
general reconzideration of commercial marker arens. The bade question is whether the exicting
nine areat serve all crpes of commerciMd properties well

Based upon recommendanion: 27 and 224 of the September 30, 2012 parformance sedit the divisses
moved %o having the cemunercial apprassers specialize thewr asugrosents Thus kas been an effecave
mean: 10 ensure ocurate and consistent valuanon: There ave two appraisers asmgeed w0 land
valatono aoag with other munor property rypes. OTR agrees thae the quannty of zales of commercsal
vacant Lad 11 Jow and $at by wang the land rendual techroqoes % exaact land values from newly
comoucted commercial properme: would swpplemsent the lmated mumber of sales that are wed to
establizh velabie laad rates. OTR wnll instinuse thus sechmque and document 113 use 10 conuals at the
firs oppormuuty. whoch will be the TY 2019 valuaton

Addstonally, OTR will make more wie of GIS/TTAMA 00l %0 exbance the valuanos of land

10. We recommend that RPAD adopt procedures for valuing potzessory imtereses and air might
and 3dd them to the ARM and 'or Employee Handbook.

Both of these categones of property are umqoe aud the mdnstry kas not fully setthed bow best 20 valoe
them, except m the most peoeral of terms. For example, possessory moerests should be valued by
discounnng the value of the lease and sar nghes showld be valned bared on an apportiomment of the
total fee valwe of the pound lot The 15ues come w whes 3 leaze 13 sot bypical of Se market or e
mr-nghts lots Bave 2 supenor view

m&mmuhmﬂmﬂtﬂbbwdwﬂl«-—bn&
owr appeonch b wr, We ars el & publish asythung pewouturely, without thecough aad
compiete vetting. The Almy, Glandemans, and Desne anditors adust, n recommmendation |5 below,
that this 1 2 &fScuit endenor. OTR will, boweves, snmre that fe topics are formally addressed n
our proceduwrss and documerted 1 owr ARM andor Employes Handbook for e TY 2019
mappracal
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11 We recommend that RPAD furcher improve the valuaton of office building: by reviewing
property data for sccurscy and conslstency and by bulldiag data asmalyels chkills. Because
capitalization rates are 5o eritical to valee determination and office sales are relatively searce,
office 1ales should be thoroughly researched and contideration sthould be given te expanding
rample sizes throngh ue of prier year sales time-adjusted to the valnation date, Again, building
data anakrss tkills will belp, and contimuing to check capitalization and other income rates with
those reported in industry publication: and service: will provide additional sepport.

When zales ave adequate, we penerally wie the most cmrent year to develop owr capathzation rates.
When the number of sales o detecuuzed 10 be tnadeguate 10 develop elaable sucket capiakzation
ratws, we will expand ous sales 10 1nclude teme-ad)justed sales over & persod of oo more than two years
comsnencng with the TY 2019 revalusticn offcst  Addmonally, we gesenally mely more on survey
data when 1ales e scarce

13, We recommend that RPAD develop and vet a plan for valuing retail properties ar market valae
comsistent with other propertie: im the District. This could be accomplished by phating in
increazes ever o two or three vear period. The plan should include conzideration of whether:

¢ The nne cocket xess used for office: aee adeguate for setasl properties. Althoogh the susssticn
sy well be differsnt 1= the Dustnct, retail masket meas o neighbochoods usually follow traffic
comdors more than offices do Agan, while this may well not apply in the Distiict, i would be
Frudent to comader whether retml areas should be defined separately fiom office areas.

OTR agees with this poure, 33 outimed in owr response % recommesndation #1 above

*  Addibomal zpace types, exsily accommmodated 1= the CAMA system would be belpfid One
wxample s eataurants. Curvent rent bles provsde & sepazase rate foo restrurant spaces but do not
dstinguish betwwen fast food and full service restaurants Although sppesssers can apply
adjustzents for “temant appeal” standardinag rates coeates consstency and Jessens the eed for
mdmvadual property adrmtments In sy cae, retul propertes warrant special attentbion in e
march to apprasse all propertes m Se Dotnct equtably at masket value We believe that, 25 wath
office propertnes, the CAMA system provides an effecave mechazasm for penerating sccurate
and equtable values As soted, the CAMA svstem allows wiers %o vary vacancy rates (along
with yent rates) by market area, and analyzes thould be condocted to determine whether 1t would
be apprepeiate 1o do so. Varying vacaney rates by murket asea could improve valuation equty
while relioving appuxisecs of the meed to apply s susy mdividual preperty adjesssents
Aldough Verssos 7 of CAMA has the abdity to apply per square foot (rather thun parceatige)
sdjustmmnts for expesses, we see 50 ment in domg 10 unce per sqeae foot adpmtuents require
more frequent wpdating than percentage adrmtments

The dvion by recently uuplemented 2 retasl income model i CAMA where it was used for the
second vear with the TV 2015 walusmon. As OTR guns expenence with the model, st mil be
contmmously wpdated and re-cabibrated a: more accwrate data becomes avalable through more
and befter incoma and expence wnfenation aad more accurate propasty amnbese data OTR haca
schadule of Bald mspections schoduled = advance of the TY 2019 revalunen to wuptove
property attmbute duts OTR's Mucker Acadvat 13 focused co idestifyng thoce vales
characsanishes St the market deems wpmaficant in establishing sccurate values acyoss the many
2ad diverse types of retxl propesty
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15 We recommend that RPAD develop additionsl max: apprasaal tecl: for valuing indwustrial
properties. While we kave o issue with the appraical approscher uted for industrial propertien,
we recommend thae, ke wot ocher propecties in the Districe, they be appralsed largely ou »
wan appeakzal basie, Incomne raves could be developed and entered in CAMA, and cale: based
wodels could be developed. As with other commercial properties, considering prior year raler
(appropriately adjusted to the valuaSon date) could belp improve s2mple sizer. Vabue: thould
be based oa nhichever valuation spprosch werks bett, or the appraiser could snter an override
value. Procedures related to the valuation of industrial preperties thould be included in the
Esmployes Handbeok and'ar ARM.

Uclike other caity or whan petadictions, e Dustract of Columsba be o gful tndustrial
durelopmmar hth(MMu-lﬂMpmmuﬂdM”’n-
orage faciines or waschowses. Sales-bazed models would be difficult to develop a3 dere are lintle
10 no qualsfied ales of these yroperties, even over an sxtended penod of ome A rudimentary model
could be developed usng induwsy standads foe calibestion, b . Gnbing s and survey
Gmmmuuwm&nmmmmmnum Alzo ot that except for
some well-posmtioned self-storage Hicaibes; most mdustmal properties = the Drsanct are hikely pot a¢
their hughest xnd best use The OTR wall connder the mncome approach for TY2019; however sfutm
zot deemed feamible and rekable. we will couhnue o rely on the cost appeoach % valuabos for s
wmsall sub-set of propecties

14, We recommend that RPAD eraluate whether improvements in rent table strectures, markst
areas, aud the treatment of reservet for replacessent are feasible. We wonder whether the 34
distimetions in rent rate 1able: are productve; that &, whether rhe required data is fully koown
and comviztently applied. By way of contrast, we note that the aparcment NCE madler onlr
provider for sx umit type: (officiency, 1-bedroom, 2-bedrooas, 2-hedrosm ~den, I-bedross, and
Lbedrosen ~den) plat an “Other (Hs0)" categery. Although ve do set recommend that incoume
rent tables be tismilarly collapied, me think it would be halpful te discuss the irvus and wither
affirm the precent cavegories or dmplify thess golug forward. Ac wich other categories of
commercial property, contideration thould alse be given to whecher the wine market areas
sriginally based on Costar office submarket: are sl relevast to apartment: or whether the
rezidential seighborbood: arugued to spartment market area: should now be refined (we do
oot suggest that chds is necessarily the caze only that it be reviewed and considered),

We concur thot our models zeed contmmons scratimy 1o ensure thae the model replacares the acnons of
buyer and seller 1z the macket The spartment model will be seevalusted for e TY 2019 to wckude
Roveng owr LEE form and our vabastios model more tepresent the mox of wurs fousd = the market
In addimon % ensenng rents ave appropaate, OTE will also define the apartment buldsg w 2 sl
manmer to what 15 utilized @ e mdustry, specifically Class A, Class B aud Class C delineations We
alio misad so bettes sellect S to of low , submdizad wmats mn our model for the sect
vahution syele TY2019  Reserves for replacessens: huve boen propaly accousted for i OTR s
o5t recent. TY2018. walvatca.

With regard t0 the appiscation of CoStar’s office mub-ssxket delmestion 35 apphed to sparcmenss we
Lavw ceen 2 hugh correlation of the two and therefoos belirte St 5o fizther refinement of the
apartsert vebaurhet boundanes 1 wartasted O those munor occanior: where &uctepances oo,
the appeasser haz 2 full 7ure of took: valable to make apprognate adyesnuents to compensate for the
Exffarences
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15, Wa recomnmand that KFAD trive 10 kisp docmmsstatisn of appraiial procedure asd praciics
eurpenl Gl CERINIERE Ser0ss  property Dpes whes spprepriare. Updansg  sppralial
docememintion it sbwars o challemps 0r valosdon processs are improved Alibowgh baih che
ARM wpd Empleves Hundbook provide rebevsmr, well nriten explanstion: and isoiresdes:, we
do recommend that o cemzrions #fore be made o keep cham curremt apd contmiest, While e
current Emploves Handbeok reflect: the imsorporation of office building: iors the Visien
incosms dablen for TY TOL7, ehe ARN] are writisn specifically for apartmeats and de ool appear
o bav e b tbmdlarly updased.

W apree tha docunaniybes peeds o b corceren wih prastice and wall make the updsis of o=
doecnmerniaton a prscatty. OTE publishes am Appraiser’s BEeference Matenals mannal an Emploves
Handbook. a Customer Senace bagnal. a Pertinent Dhia Book and a Markst Analynis book. OTR
will malkos erery effort o keep e peblbcahons cuirent and considess

I8, We recommend that EFAD begin reporting ragle shudy sintsslcs wiih respect to assessed valoes
om the roll ad the tme of rale racher than, or in addices fo, assemed value: amticipaied o be
earolled bader, a5 are currenthr reparied.

After the revalustes 1 conclnded sack year, the Thainct han the opportunity to sxaounes e rewalty of
tha pevalushon agunst daled Sl occered ifier the date whao the ssedel wrere calibrated. [k a3 m
aflest 3 " leodd aar campda” than Erves fhe D Pert A0 SPEGITERINY o g Tl th apeeaisers i ool
“chasing sales " The report menhons that there & oo mdscaon. of “sales chasing™ and OTE. comoars
sk s ronclnion

Alis, i repeeiesied m tha chast badew, DTE doss oot bave b agmubeaed sumbar of cosmeecaal sadey
thar weuld allew o “Bold-ow’ sazpbs 1o ba pracneal.

17. We recommend that EPAD iram=ition re compwing and reperome ratio metsces by properts
rrp# amd markst ares.

[daally, his would ba the e basefica] way i mpat! comeareiil taihe hinel et e quiliBed
sales of commsreiz] progernes are hmined Sou ke el ow

Number of Quabfied Sale: Used by Taz Year anad Progesiy Tepe

Froperty
Typs Cifice  Apartmsal-HE _ Aparieesl-LE Esrail Huslal
Tax
AT
anle 21 ¥ i) HA T
516 M 5 12 HiA E
w17 5 [ u 1 11
201E i L ] 1 B H

00T o de firei pear that waley wens deectly tacked for et -No seizi] snabris deae = of vt for 2008
Foge ks lies comapuissd ot o ver dor bendy 3 J0LE

Sammple 1xzes of bess than 30 are not ehable mdicator: of rabg staishes
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18, We recommend that RPAD begin to adopt a standard-accepted trimming rule rather than the
arbitrary ratio boundaries of 0.40 to 1.60 presently employed.

As discussed m owr response to recommendation #3, our prumary use of quahfied sales of comumercial
property 13 to help develop and support the various capitalization rates used w the income approach to
valuation. OTR contends our established trim range 15 not arbitrary, and most importantly, 15
sufficiently large and few 1f any ratios are excluded. Only the most extreme of the outhiers would be
excluded, as would be appropniate. OTR does not mtend to modify this methodology

19. We recommend that RPAD take step: to compute and, when appropriate, publish confidence
intervals for important statistics. Thiz would enable reader: to judge whether an apparent
success or failure is more likely to reflect a fluke of small :amples than a real problem.

The confidence mterval would be a good test to ensure the rebability of our median caleulaton. It 15
easily developed from modem statistical software packages. OTR wall include it i thewr annual
published ratio report and provide a mamrative about it in the report that 13 published typically
August or September of 2017

20. We recommend that RPAD begin to compute and, when appropriate, publish PRBs,

Vertical mequity 15 currently being measure by the price-related differential. The price-related bias
test 15 one of several additonal tools to measure this bias. In our expenence, adequate sales exist in
our residential wventory to make a prnice-bias test meaningfil when values are generated from our
CAMA system which applies OTR's sales-calibrated cost approack. For example, “economies of
scale” have been known to introduce systemuc ervors in CAMA valuation models. However, in the
valuation of commercial properties, where the mcome approach s the pnmary mdicator of value
those hmutations rarely, if ever, occur. The margpinal square foot of rentable area 15 identical to the
first square foot. Additiomally, in general, commercial properties, collectively, are much more
heterogeneous than residential properties, making a bias test difficult to wterpret. We do not see the
went of computing and publishing the PRB for commercial propesty

21. We recommend that RPAD begin to produce statistical graphics to facilitate quick
comprehension of patterns not immediately observable from numeric tables,

RPAD includes a histogram depicting the distmbution of ratios for all residential property m the
Distnet.  This chart eanly illustrates both the level of assessment and the dispersion of ratos as
measured by the standard deviation. RPAD wall display a sinular chart for the ratios of all comumercial
properties in its next report typically published m August or September of 2017
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21 We recommend that RPTA produce a USPAP.compliant mass appraisal report based on the
ARM. The report would blend procedural marrative: with stathatical dats ea valustion
parameters sach as rears, expente raties, and eapltalizacion rates. The alsa §s to make public
more sridence of the credibilty of assesuments. The recent additions related to revidential and
retidential land valuaiea provide 3 template for chaages that would be desirable in the
discwsstion of cemmercial vabastion procedures.

The wformonece dizcwzed m the recomsmandatios such a3 stanimeal dara on valuamon parameters
vech 2c rene:, expense ranos, and capurabization rate: aud the ble we contamed mn the division's
Partinest Duts book and Mauket Analyes bock. OTR wmill cuake the Pertizers Duats book svalible
the public for no charpe 2ad wall also publish ot oo 1ty website along S other publicatons

25 We recomeend that efforts continse to hmprove how RPTA defend: armesuments under appeal
This can be dome by

. Continamg 10 momstor the quality of it vahonon performance a3 1t already does wia ms
appeals wacking system, recopumng that 3 supence measure of performance 15 found m
2:5ec st 10 salel paace rano studies.

. Augmennag w3 effort: 10 masage 13 appeal Bhigance managesment system with attestion not
caly to mozmonng conditonal babilines and calendar related wockflows, but alio to the
management of related document: and profesmomal senices; and

. Conzadenng whether to advocate for 3 redress mn the appeal weentsve: from 3 game theorenc
perspective, either by advocanmg for an increase i the cost to property owners of filmg a=

appeal, perbaps on 2 recumng bazs to xpur thew yromgpt resoluhon, or by adopang secial
prescures nather thas or m addmon %0, economac woennves 10 address the 2amanoa

OTR wtend: to substantally mmprove it appealihgation management system by procwnng am
Appeals Tracking systems from am cutsade vendor 1o replace 13 legacy FoxPro system We expect %
Bave 2 system selected and in place for Se TY2019 appeal seas0on Shat starts om our abowt Apnli.
018

Wnﬁmd'olkuhdmdmmfwtppmahJ‘Iﬂ!ldwd.mw_v.n
moted in the 1eport. ha: “hmuted opmoms” for coumter-stratepies  Presestly, OTR umpose: no
mpediments 10 3 yroperty owner's nght to appeal luvher property valmaton.  Speedy recolution of
cazes at the 3rd Jevel would be the most bepeficial resoluhion to this mswe. As such, OTR would ke
to engape pobicy makens m dscusnon of the extablishment of 3 tax coust.
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P 9000509000 0000000000000000 00000ttt tstecseciesenesnesed

EVALUATION OF ORGANIZATIONAL STRUCTURE, WORKLOAD
STATISTICS, PERFORMANCE MEASURES, COMPENSATION REQUIREMENTS,
STAFFINC LEVELS, TRAINING, QUALIFICATIONS, STAFF DEVELOPMENT
FUNCTIONS, AND HIRINC PRACTICES

Organizationsl Suraegy

= ow efforts 90 353033 the organizational structure's abilaty to effectively support RPTA'S cegamszational
strategy, we discovered that RPTA did met possess or operate on an explcit, discrete, and coberent
orgamzational stategy. We found that RPTA management operates om wmwmitten operatomal and
tachical plans that ae not clexdy aligned wath the OCFO%: smatepc objectives and matatrves  Inthe
abcance of thiz strategy, lMW“MA‘:«WMDWB
orgamzational strategy could not be executed.

4. Werecommend that RPTA develop and implement a clear, bold, and pragmatic
organizational strategy through an annual strategic planning process. This strategy
should clearly arviculate clear chedces (what te pursue and whart ro mot, whar
capabilities and assers to leverage) in operational and tacrical terms - in the shape of
goaly, objectives, policies and procedurs:- om how 10 execute the OCFO's strategic
objectives and imitiatives, RPTA should then continuonsly aszess whether the
organizational structure is capable of effectively supporting the execution of this
strategy . The strategy should be continnourly iterated through the use of a well-
defined feedback loop to adapt and ensure alignment with the OCFO's strategic
objectives and initiatives in the face of exogenou: regulatory, technological, economic,
and demographic changes. An crganizational structure bmpact analysis thould then
be conducted in the svent of a recalibration of the organizationsl strategy.

This finding 23 well 25 several ochers 1= thas repart, seems 10 demmesstrate 2 lack of understanding of
RPTA and bow o faneticns o the cary. |t completaly spsever previous werk such as the 2012 Alusy,
Glandeusas: Dezze best practics study and other chunges mude = 2015 34 & restsd of a6 tensive
review by the CFO to mmpeove cperaticas wm the acemmest dwizion Thi and other
reconumendations appear mose text book than prapmatie. As 2 result, we strongly dizagree with the
anditor’'s assesament that RPTA': operatoml and Gencal plans do mot alige wath the OCFO's
strategae objectives and sututves. RPAD recpocssbadines, plass and scuvines pacfoctly abigs wath
strategc objective &7 of the OCFO stratepc plin, that chjective 1o to sunage 3 fier and equitable
system 0 fully collect Distnict revenues.  This stratemc obtective was developed %o envume that only
the proper amount of taxes are collected, and any amosnts owed txxpayers are properly and promptiy
refunded RPAD i respoasibie for anmmal asseszmoent of all properties 1o the Dustrict of Colmmbaa
This is the core duty of Assessemat Dinisse. The divisson is appropeustely structezed to parform we
perform its dumes Title 47 of Drstnict of Colimsiias Official Code cloarly describes ¢ pect: of
RPAD tashs s fulBllicg s core duties. RPAD consistently moeet thin poal statstondy, aad n the
context of the OCFO's overall zoals and stratepic smutatrves. Apant from Dstract of Columbes Officaal
Code, wmitten policies and procedures are avalable to all staff m RPAD, and are relied upou m
carrymg out thew core duties. These documents bave evolved over vear: and were recently updated 22
pant of the -contimuous effoet of abgming RPAD busines: process with achieving itz operatozal goals
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Standards amd Services Umit

The Standuds sad Services unst lacks 2 wnsten charter. Consequestly, there appears 1o be a Lack of
clarsty wyth rerpect 8o the w=at’s ponisios i the argasszational structuse and 3ty reporting relabionships
Twe orgamzatonal charts that were diverpent on Se poution and reporting rebsonskep of this umt
were prepared and gvovided for review. In the absemce of an orpamizatiomal strategy and 2
departzoental charter, we could not assess the optumal pomisom of thas wmt withim the RFTAS
orgamamnonal suctwe

:E “omoﬂm‘tﬁlt”’l’f\dﬂﬂop a writtem charter for the Standards and Services
Usit and optimally position this usit, taking into account RPTA':s organizational
strategy.

We wtroagly disagee with the soditor’s asseniment of the wst  Susduds sod Services Uit s fully
wtegrated unt of RPAD. Its functhicns wclude devwlopment of muarket rates aad ratsos wed m
cabbration of appramal models; nanogement of exemption, maxed-wie and class 34 programs. Like
any other RPAD wmt Standards and Service: wnat’: operatom 13 govermned by establizhed RPAD
policies and procedure.

CAMA Team

RPTA's assescznant funcooes are undertaken by the following west: worung collaboratively:
3 commercial wmats;

3 residential wmats;

Map: and titles wmat,

Sundisds md wnaces at and

Appeaks unt

RPTA's CAMAelated fenctions we prezantly pouped withis the Suadads and Servaces Unit wiueh
executes 4 wade range of functions such 2 exsuptions, class 3 and class 4 programs, assesunents for
cocpecatives . New Yook Avecus specual sussimects, 18E reporting progam | sed mustumny the
policses and procedmes mumwal asessors refecence saterials, Pestment Data Book (peblished
Apnl) and pucket smalytics books (published in Aupust) contuseng murket noemss for ety and
wxpesses, sxpecses for office buallding cap rates, wic. In price years, the exsesption fancson was
crparssed as s datinct unnt Given the swwep of bhos sesponsdnbaes, if o wewalntee Sor thas st leade
1o wxecive adecraate ovecught over RPTA'S CAMA factonn

26. We recommend that RPTA organize the CAMA function into a separate unit. The
unit thould be adequately staffed. Additionally, RPTA should ascign leadership
responsibilities for the unit to the current CAMA manager who 1bhould repert 10
the Deputy Chief Appradser.

We stongly dizagree wath tus recommendation  Managesent and maintenance of the CAMA
system is erucial to RPAD tochmical duties RPAD i cavently explonng dsect mmative that
wall nude Vinen CAMA more flecble i delivesing RPAD clyectives The nck wvebved vath
vary Brted staff wath koowledge of CAMA functica i well recognuzed Orgassing CAMA
funchen under a differset wuit 1 not necessandy a solstion for this challengs = owr vaew
However, we do believe that the cuztest eam should be expanded to wnchade two additicnal
professionals with thorough knowledpe of Vinies CAMA 1oftware %0 nutigate the nitk of Limuted
staffing w thus awa  Resowoes mill be reassigned sntermally 1o address thas need
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Appraier Leaderzhip

Each conmmercial wut has Semor Appraicers. Staff Appmssers and Assessment Techmscians. Semior
and Suff App ey execute the wsne bl of reponubdties. All penionsl within each
commoercial ungt yeport directly to the Umnt Supervisor Thas amangemsent bas resulted m very fow
opportumates for leadersinp development that = ctical to ennwe a seamless tramation when
supervEory position:s become vacant

2% We recommend that RPTA recoafigure reporting relationships within the commercial
umits by sscigning oversight responsibilities of Seaff Appraiters and Assessment
Technicians to both Supervizors and Senior Appraisers.

We doagee with the auditor's meszment that there a hinuted leadeniap developrent
opportmuties.  RPAD recently added two pew umts to the exiting four apprassal umsts. The
petuses for additiomal wt e [in part] to establsh proparty type specializaton for each
appraasal uzat; allow unst supersasors to have better overught of wst actrvities by reducing the
muznber of dwect report from mitial average of ten staff 10 now average of zax staff Superasory
apprasers me woeking nunagers. They ae reponuhle for admismitative and techaucal
operations of the unut Semaor Appraiver provides pudamce and Sasmng to staff appravesrs but
arenot responzible for thenr adoumistrative supenazion.

Office of Quality Avsurance, Best Practices and Iunovation

RPTA curently lbek: wmdependent gmality asswance mechamson to dnve excellesce m
amessments. Most quality revaews aze hmsted to Supenmory level revews. Apparextly, listle or
affect & expendad on compilng bet practices i all coes procwsses or applysg leadig thunkueg
shadving the assesiusent ractices of state and local government entites geared towards whilizing Hetter
methods, ezhancing the qmiey of zervice owgput, controlhng and reducing process waste, reducng
processing coots, muproving process efficwmncy. improving peoductivity, and mducing peocessing
tatne

28. We recommend that RPTA establizh an Office of Quality Assurance, Best Practices
and Innovation to: (a) conduct random and regular independent aszessments of
quakity in all core processes; (b) assess performance againct best practices;(c) srudy
the commercial real property astectment practices of state and Jocal government
entities acros: the United States; and (d) engage in process innovation to emhance
service deliver. This office must report directly to the Director of RPTA and report
yearly to the District’s CFO,

B

We swongly disagree with the anditor’s assersment of RPAD having no guality acturance
mechansun, and believe that ot v indicative of an extrecns Lk of undesusnding of the
enviromunent and how RPAD operater withum the Distnct  The wnigueness of the Divsact of
Columbia 2= "allanall”™ aszessment junsdiction vest overaght authonties [unbke States
Assessment Adeussctration] in the Dusmict itself RPAD conctently adhares to IAAOQ standards
and practices m effort to mamtam best practices i caryIng out its assessment duties. In addison,
under the auspaces of the Office of the Inspector General. an independent best practice review s
conductad on & repalic basss 10 enwee that RPAD stays abswast and adluses 1o practioes
reflecting the leading thunkang and methodologies m property assessment  Such a review bhas pust
ccomyed In addition to the OIG': reniew, OCFO Rizk Officer has establizhed penodic nzk
controls and assecunant of RPAD functions Thus i a forms of duect overughe of RPAD
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bunmess fanchons that iy independant of RPAD itwelf Also, the OCFO's Office of Integiity and
Overught alio condiact paniodic andits of the & to the wut 'y adbsrence
10 s written policses and procedimes.  [n addion thae 5 extemuive wdernal mamung of
appracsers as well a1 4 new appraiser catfication program that ennues that all apprassers ae
exposed to mdustry best practices.  All of these combined efforts ensure that RPAD mosntamme a
focus on quality m its asseszments and service delivery.  These facts were clearly ignored by the
auditor

Cross-training Asvessors

RPTA's acessment umts ave cagamsed on the basn of the mture of azsessmenss (couunercal or
renidegtall When vacancies unexpectedly anse m e commercal umst, work 15 mupoceed advenely
owing 1o a combunaticn of RPTAY speculizaticn of assesszsects function: asd the makties of the
Lbor suarhet Whils specaalization hus @ bezefits we belwve such benefits s fie cutweagled by
the agility ot 2 cos-tramed woelforces wall accord Addenmally, we balieve cronstrmnmg will
vield nch moght stemmung from expossre to diverse sthutom We abo behieve 1t will exhance the
qualiry of both commnercial and yeudennial astersment

29, We recommend that RPTA crose-train assessors inboth commercial and residential
assessments, This will enhance job earichment and ensure that the workforce is
flexible, agile, and able to effectively deal with uncertainties,

We daagres with this recommmendation i o doectly contadicts the recommundation of the
Feviom Almay, Glaudesans, Denne best practice consultant’s report. Recommnendation 3233
of OIG [No. 15-2-0) AT) wadit of RPAD Comumascial Reul Property Aswessent coaducied m
November 2012 engpbasizes thar RPAD ssugs conmercial staff appeaser 10 specific proparty.
Thes recommmendation 1= currently the policy of the divissom Thes policy has pven the
management the ability to deploy staff appraser to dffevent ut tacked wath specific property as
a bams for cross trasmeng

RPAD annmual Ay hoal waff s o al sducaticen
CbnucﬁndnlhAlm Scboolmmmdnwofwmlmendwnhr‘n
allows mdividual appexiver to hone thear dlall = &ferent hypes of gropertien

Lplersenting specual crots-tasning peogram will be contrary 1o the 2012 OIG sudit yefaesced
above RPAD ha: muplemerted thas recomnmendatson

Workdoad Mearurement System
RPTA collect: workload dats with yespect to mumuber of and ls Thesw s 00 credible

mechoneume 1o cagture and measure data that ok the work of nocoappraser personnel to these two
activities We beleve s meavwement framework & 100 smplntic to accwrasely a3sess e mpact of
the workioad Jevel on peformance of sppnmen, employes monak, or he guabty of aesments,
which am mupacted by the guality of svalible dats, the cocperation of S roperty v and the
complaxity of the ssesiomet unoeg other factors
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30, We recommend that RPTA develop and implesnent a credible work bad
meaturement ryrtem to svalmate the effciency and sfectivensss of the aztessment

process.
We disapes with thus rec dats Ay Teck [non-appraive perscnnel] s
nuenly support staff for the appeassal wut R.PA.DK 1 10 conduct al te-atserisznent and

sppeal: exercases consastent widh the stasutory dates [deadlines] There awe sufficient stabstical
data and bench marks m RPAD procedses 1o deternmne the quality of retalts of these techmical
Mo pTonent

Strategic and Operational Human Resowrces Plans

The Office of the Cloef Humom Resowrces Offices (OCHROD) has not developed stratepe (3-5 year
cutiock) and operstiomal (owthook of ome yesr or iens) Insman teowre: platn  The aboecce of 2
strasege bnsssan resowces plan can mecalt & wide gaps betwesn besue redourcer peactices and the
OCFO's strategic phan thereby undersusing OCFOS overall effoets %o achweve ity myaseguc goak aad
that of RPTA The absence of 2 bsnam resowres operaticmal pbm 1 2 key comnbutng factor to
RPTA's mabdity to meet theer futme bboe seeds proactnely. Az effectne bemus moowces
epentosal plie companes prasent workfoece capabuleses web fathwe desmunds and 10 4 wefful toel
enhancmg cpamezanonal aplity iz the face of uncertuinties.

31 We recomumend that OCHRO develop » straregic bunan recources plas that addresces
the needs of RPTA. The plan thould:

Assess curreat humas retources capacity:

Forecast haman resources requirements;

Perform a gap analy:n; and

Develop and document & human resources strategic plnumculn

OCFOs strategic and the RPTA's orgasizational and operatiomal
strategies. This l&o'h:c should inchede the followimg:
Restructuring strategies;
Tralning and development terategies;
Recruitment strategies;
Hirimg tra %5
mlwzuh:‘u.:nuw; and
Collaboration strategies,

We alio recommend that RPTA adept an operationnl human resources
plan that incorparates the following activities:

+  Forecasting labor demand;

«  Estimating labor supply from existing employees or the external labor market;
and

+ Crafring an appropriate response depending on whether (a) labor demand
exceeds labor supply, (b) labor supply exceeds labor demand, and (¢) babor
demand equals labor supply.

We swoagly disapes with the snditor’s amewunest of the HR divivon The Humaco
Bas Divivion bas s declicated saff fo srvice the Raul Propaty T
Adminizration (RPTA). A team of thus size with a broad backprowed and expartise m 2
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vansety of Human Recowrces discgphines can adequately suppoet the husman capital needs of
this adoumactration

The OCFO hat a restnchisng process o place, a & g and develop wWategy, A
outvoxuring strategy; and a recriutmoent and bang satepy

To address the cuvent and immmediate labor demand: of RPTA. we are trmmmg owr
workforce to enswe that they hove the requute dails neceszary to performa m vanes
capacites and at advanced levels; we have establizhed and maistain a pupeline of relevant
talent. and we have partmered with vane:s networking groups, wssveswtes, social media
outlets, and orgamizations m ordes to quackly identzfy needed talent

Balanced Scorecard

RPTA ke not establohed 2oy crpasssationn] vel peeformance o strategie benchanasks, swtrics
orindicators to manage orgamzatosal performance or s humon resowrces functons

Eutablichang and sseasenng key perfonmance parasetess i enneal 1o optumuzmg RPTA eparaticas by
dnving mprovemsnts, focusng meowons oo dategse and opanatiozal pricnified meanEing peogress
agamt pusacsal goals, makang snformed & and compantng performuance aguset industry satos.
Ths will belp management to Jearn fom sccesses and correct Enhues.

32, We recommend that RPTA adopt measure: to link operational activities to its
organizational strategic plan and miztion. In addition, key human resources metrics,
such as Yield Ratios (ratio of offers to acceptance, interview-to-offer ratio, imvitations-
to- interview ratie, advertizements or contacts-to-applicant ratio), should be
establithed. No szet of parformance measures or benchmarks are as effective 0z »
balanced scorecard, which is designed to provide a fast and comprebensive view of an
organization’s business. RPTA personnel should compile an offective ser of Snancial
measures and operational measures (om emitomer tatnfaction, internal procesies, and
the RPTA's inmovation and improvement activities) that will put RPTA's strategy and
viziom at the cemter of itz operations. This tool would drive its persomnel to adopt
behaviors and imvest in actions that are critical to arrive at strategic and operational
goal: and alige them roward am overall vision,

We disagres with the auditor's avienument The OCFO msplemented a new sutosnated applicant

tackang system (ATS) m August 2016 One of the praposes of implementing an ATS 13 to md
i caphuring mecessary data to develop and mack dhe relevant rations related to HR service

delivery watlus the agency We have also developed key pecfornunce mdscators (KPL'<) for the
mseninet diviuico telated %0 the value of ssesumest changes 1o the value of ssevummnt

appealed

Structured Employee Development Program

There exist: no wntten and stractured emplovee development plam The prmary purpoce of whach
should be %0 develop and raun B eplacements for curvent RPTA supervizors, managers, and Jeaders

33, We recommend that RPTA , formalize, and document i1 emplovee
development program. This the co-un of the following phazes:

» Avennmens. Thit includes identifying au smployee's stremgpthe and weaknester
to help employess choose a career that iz realistically obtainable and represents
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a good fir; and to determine the wealmesse: ther need to overcome to achieve
thelr career goal:i. Asteszment can be ackieved through employee self-
asecunsat by way of shills assesument sxercises, an lnterest inventory, and
values clarification; and organizational attessment thromgh sitwational
exercizes, tuch a0 imterviens, in-bazlet exercizes, busines: games, promotabilin:
forecasts, that would allow RPTA to identify people who appear to have kigh
advancement potential.

= Direcnion: This phate luvolves determining the type of career that employees
want and the steps they must take to realize their career goals, This should be
bazed on a therough astessment of the current srituation. Tweo key ways to
achieve this are individual career counseling and information services, such as
whills inventories, career patht and a carver resource conter.

=  Developmens: This phaseis meant to foster growth and self-improvement
necettary to move up in RPTA and involves taking actiont to create and
increasze 1hills to prepare for future job opportunities, This can be achieved
through program: such as mentoring, coaching and job rotation, which
includes: project rotation, partial rotation, cross-fancrional rotation,
temporary retations, and interdepartmental mentoring.

We dizagree wath the audstor s asseszment of the agency’s development plans. OCFO
azpnally develops and updates Individual Developmant Plan for each of 1t explovess whach
outlines the employes's catwse goals and deteczaines a4 path 10 advancecnent. Addinomally,
offery targeted job specfic tamung, av well m other developmental cotxves to allow
enplovee: to pun expertize and advance m thewr careers

Structured Training Program

We cboarved that there i lstle or 20 comelinon betwesn RPTA':s taimmng prograsss and it
stratemic needs inflected 1 the OCFO's strategic plan. Addstcaally, we obusrved the following
w relation fo traang desgn

= Linle or 2o indnadual needs ascessment 15 performmd prioe 1o traung deugs.
= Lattle o 2o crgasszaticnal snalysss w perforsoed price to trasmang desgs,
Lmhamn:k(a,ob) anlr.x.lod-m Knan.ShledAb&w(KSA)

required to perform mavidul functhons pnor to sanng design: and Tramung poak are not
clemiy sticulated
There alzo ex3ts no clear catena by winch training effectivenes: 1 measured All these can

nwltmawui:ﬁw«htudlwdtoa«owhﬂlhmumcpd

M. We recommend that RPTA develop a structured traming program that is based
on the following:

= An effective aszessment of individual needs;
=  Aan orgamizational analysis;and
=~ Ajob analysis of KSA for each function.

Abo, RPTA should clearly articulate training goals for each individual and
establish criteria by which the effects of traiming can be measured.

‘e strongly disagyee with the anditor's asseszment of our programy and the charactenzation
of our staff 2z dl-equipped Furst of all the KSA': for each fimeticn are establiched paoe to
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recnutment and kming of the employee and form the basizs of the determumation of
qualification of each spphcant Regading indivadial, trauming needs, managers in the
dvision conastently and at least on an ammmal basic evaluate enployees” taimng needs
Appraasers vathun RPAD have the opportumaty to attend Awvessor School sponzored by
RPTA arsnumlly. Apart flom the Assessor sehool RPAD scnplovess paticpate in webunars
and organzzed semunars and educational traineng on pecialized topic: om a: need bazis. In
addsbon 1o thews tamung opportisuties, the evaluation allowes for mentoning and cosching
from move sexconed staff Recently, RPAD establizhed an Education Certification Program
for RPAD wath theee levels of dengnatbon. The program has been well recerved, wath
spprassers recerving mcrsated levels of deuigmation  The sudstor was provided mformation
on the enhanced traaning and certification programss but appears to have ignored 1t

Job Descriptions

From mtervews with RPTA personnel we understood that job descrphions ave not accumately reflected
in the related vacancy notices. This could hander the abality of RPTA to fill vacancies tiunely. Abo,
fithee to accumately describe job resporsinhities can sesult in new hives being wgropared for thea
duties and requanng extra traxmng to fulfil ther jobs

32 We recommend that RPTA undertake a detailed job amalysis prior to erafring
position description: for vacancy notices. An effectively conducted job amalyzis will
help the human retources department to: generate a higher-quality pool of job
applicant: by makding it eazy to target and screen gualified job applicants, and to
make selection choices, determine training needs,and compare the relative worth of
each job's contributions to RPTA's overall performance, which can be key
determinants of the job's pay level. Thiz analysis should include the following:

«  Task iuventory amalysis: This involves interviews, surveys, and
preparing » knowledge, shills, and abilities matrix.

=  Critical incident techniques: This is where tupervisors and other smployees
generate behavioral incidents of job performance. Thiz step imvolves
identifying the major dimensions of a job generating critical incidents of
behavior that represent high, moderate, and low level: of performance on each
dimensdon and ensuring that these incidents are viewed the tame way by other
employees.

«  Position analysi questionnaire: This involve: determining the degree to
which 194 different job elements are involved in performing a pardeular
job.

«  Functonal job analysh : This i a technique that mobilize information
oncertain a‘t'«h of the job, including :
= The effect the job incumbent ha: on other people, data, and 3
= Maethods: and technigues the job incumbent uses to perform the job;

«~  Equipment used by the job incumbent; and
= Material: and services produced by the job incumbent.

We strongly disagree with the suditor's sssersment  The OCFO condhicts 2 job analysis
peror to developing and finalizng any OCFO poation desenption. Position descriptions ave
reviewed and updated every three years In additon prior to begunmung any RPTA
recrsutment sexrch, HR meets with the hinng manages to ensune that there have been no
change: and or updates to the vwantten poation descnption. to determune the wut's lughest
puonties, and to wdentify specific and needed skallsets.
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Succession and Comtingency Plans

Vo moted that RPTA does zot huve wrisen seccesuion and connsgency plins for the Loy roles of
Darecter and Chief Appransesr. The cost of not desgrung or muplensunng an effectrve wecession phs
program i the enbaseed nek of hinng and promotsce mustake:, loss of mmatwesal knowledge. and
the advers sapact of turmover w hey roles, which melude: the nak of ducostimuty of hey stratepies
azdd cperanesal meutives

36, We recommend that RPTA design document, and implement effective succession
and comtingency plans. This will ensure seamless continunity of RPTA strategy and
operation: in the event of an unasnticipated vacancy in cither robe. The 1uccession
plan: should be approved by semior masagessest. To emture accoustabiliey,
respontibiliry fee this hey program showld be embedied within the position deseription for
each rele. Koy metrics sheuld be designed to periodically wonitor and evabaate the

program.

The OCFO Humman Rercuzoes Divizson 13 coaventhy working to usplement 2 OCFO-wnde
necesuon plan 1o eavue that the OCFO 11 positboned for busmen contumuty by identfinng and
develogany replacesnent talent for executyve leadess and key staff

Hiring Processes

RPTA has expenenced sgmficant delays in flading permanent placessests for key poumees As
exanples, the peastion of Chuef Appraiser was not filled penunestly for appeoximately a year, the
poution of Supsrvmery Appeacser for Limpates and Appeals was sot filled permuasentdy for
appeoazately wight (8) mecaths and the Pounen of Directer Bas been filled memporinly usce
Decemsber 2015 Addinceally, two (2) appeasser peuitions in the cosmsercial want have bees unfilled
for a year and oos kas been vacant for apprecusutely § meadhs The Apancy's hareng practices muy be
diverced from macket realines and thesefore reactive raher thas proactive unfilled
poution: can resalt in 3 swge i exployes workload and work backlops This coudd underwnuine
azployes motale and comprosmse an crgamrames's wnternal coatrol sy

37, We recommend that the OCFO undertabe a comprebensive review of #s hiring practices
apd procerse: with respect to RPTA. Deficiencier that may be imducing thete delays
ihould thereafter be addressed. OCFO hould design and implement a recruiting and
biring strategy that iz proactive and anticipatory- one that will effectively and

We duagee with the avvenment that HRE n reactive i natre  The OCFOHER does take
poactive agpmoach to recnmting and lunng  We have established secnuatment wousces, »
papetine of potential canchidates, and have established relatsomnlupn with the crpanizations such
2 the Appraner Imtitute asd Internabonal Ancciation of Avewng Officers (IAAQ), In the
event that kanng 15 delayed, it 11 not because OCFO HR practices are divorced from manket
realities. Rather, the delay it becouse of murket realites and » curvent lack of avalabilwy of

bighly qualified candhdates




