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Taxes, one of two ‘certain’ things in life, are a major point of interest for hotel investors and operators, 
specifically the impact of property taxes on profitability and values. Property taxes are rather unique as 
they land in the purview of both ownership and management. Management, which is typically compensated 
with a combination of base and incentive management fees, find their incentive fees subordinated to such 
taxes whilst owners, already contending with falling margins and increased competition will find their 
returns and free cash are impacted by this singular line item. It would therefore, behoove investors and 
managers to pay special attention to their property tax assessment for potential savings and incremental 
value. Although daunting at first, property taxes hold real and significant potential savings. The following 
piece provides an overview on how assessment values are calculated, the implications for hotel owners/
operators and highlights crucial dates along with steps that should be taken to identify and realize potential 
savings.

Property taxes – a Primer
Realty taxes for each taxation year are based on the Current Value Assessment (CVA) multiplied by the tax rate as set annually by municipalities.  The amount of realty •	
taxes determined by this method is then adjusted by any capping and/or claw-back provisions which are legislated from time to time (more on this later).

Property assessments and real estate taxes are one of the primary revenue sources for most Canadian municipalities and can bear heavily on private 
investment decisions, particularly as property tax rates can vary significantly amongst taxing jurisdictions. Theoretically, the assessed value placed on each 
property should bear a direct relationship to market value in as much that properties of equal market values will have similar assessments, and properties of 
higher and lower values will have proportionately larger and smaller assessments. This, however, may not always be the case in reality. 

Zeroing in on Property Taxes
Examining the Implications of Property Tax Assessments on Hotel Real Estate

> continued

National transaction volume is trending at similar 
levels to 2011; Alberta represents about half of the third 
quarter’s transaction activity.

Over $875 million in Canadian hotel transaction volume occurred year-to-
date (“YTD”) September 2012 with 79 trades reported.  Approximately 
$222 million transacted in the third quarter, which when compared to the 
first and second quarters was relatively modest given the $381 million and 
$272 million in deal volume that closed in Q1 and Q2, respectively.  

Notable transaction market highlights include:

The average price per room metric is holding steady year-over-year •	
in the nine months ending September 2012 at about $107,000.

Largest transaction for Q3 was the 142-room Hotel de la Montagne •	
in downtown Montreal for $39 million, which is planned to be 
redeveloped.

Alberta represents 39% of the year’s transaction •	
volume with a mix of urban, suburban and 
resource market hotels transacting.  Ontario is 
trailing closely with 36% of YTD volume. More on Page 4
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Designed as a means of distributing the tax 
burden proportionately amongst the value of all 
the properties within a taxing jurisdiction, a 
system of assessments is established by the local 
assessment authority, which can be a centralized 
independent Provincial Crown Corporation as is 
the case in Ontario and British Columbia, or be 
delegated to municipal authorities who then 
designate assessors to complete assessments 
on the behest of the municipality as is the case in 
Alberta and Saskatchewan. Real Estate is taxed 
based on the principle of Ad Valorem, or 
“according to value”. Therefore the amount of tax 
paid is based on the value of the property.

how is an assessment established?
Although assessors can, and sometimes do, use 
all three approaches to value i.e. Sales 
Comparison, Cost Approach and Income 
Approach; the most dependable is the Income 
Approach and most typically the Direct 
Capitalization Method whereby a stabilized 
income stream based on trailing years income 
with deductions for management and reserve for 
replacement is capitalized using a cap rate 
derived from recent market transactions of 
similar asset types. This provides the assessor 
with a ‘Market’ or Going Concern Value from 
which a non-assessable deduction, typically 15% 
of going concern value, is made to account for 
furniture fixture and equipment (FF&E) leaving a 
value known as the Current Value Assessment.  

Key characteristics of “Current Value 
Assessment” as it relates to hotel properties 
(applies in all Provinces), are summarized as 
follows:

Estimates the most probable value the •	
property would command at a specific point 
in time. 

Assumes a transaction between unrelated •	
parties in the open market, with no 
advantage being taken by either party.

Accounts for the “Highest and Best Use” of •	
the property as of the valuation date.

Although assessments are continuously updated, 
each Province dictates its own reassessment 
cycle ranging from one year to up to four years. 

A summary of appeal time-frames and 
reassessment cycles is presented in Table 1, 
above.

Once an assessment is completed for a given 
property, it is the municipality that determines 
the tax rate, based on asset class (also known as 
a mill rate) for each year that the assessment is 
valid. In order to estimate annual property taxes 
based on the assessment and tax rate, the 
following steps are required:

Current Value Assessment (CVA) x Tax Rate = 
Property Taxes (before capping/claw-backs).

For example a hotel with a stabilized net income 
after management fees and reserve for 
replacement of $1,000,000 would be assessed 
as summarized in Table 2, below.

Owners can directly influence the assessment 
portion of the equation. Once tax rates are set 
they are not likely to be changed and are applied 
consistently across the property type. Therefore, 
owners should pay particular attention to each 
new assessment. 

caps & clawbacks
Due to policies such as tax capping and claw 
backs, it is difficult to maintain a specific value 
relationship among all properties in a taxing 
jurisdiction.  At a basic level, the system works 
as follows:

1. If the reassessment generates a tax 
liability which is greater than the previous year’s 
realty taxes, then taxes are subject to tax capping 
and cannot exceed the legislated limits plus any 
municipal levy increases, where applied.

2. If the result is an amount less than the 
previous year’s realty taxes, then taxes are 
subject to municipal and property class claw-
backs plus any municipal levy increases, where 
applied.

This formula can vary significantly for commercial 
properties. For instance, the Province of Ontario 
protects commercial, industrial, and multi-

Zeroing in on Property taxes Continued

 **Ontario and Saskatchewan are about to enter their next four year assessment cycle, particularly for these two provinces, this is 
an essential time to appeal your property’s new assessment.  Source: Colliers International.

taBle 1: assessment & aPPeal DeaDlines BY Province

PrOvInCE market value Base next DeaDline to aPPeal reassessment Date

British Columbia July 1st, 2012 January 31st, 2013 Every Year                        
July 1st, 2013

Alberta July 1st, 2012 60 days from notice of 
assessment mailing date

Every Year                  
July 1st, 2013

Saskatchewan** 
(Varies by municipality)

June 30th, 2010 Differs by City Differs by City

Manitoba April 1st, 2010 Differs by City Every Two Years          
April 1st, 2014

Ontario** January 1st, 2012 March 31st, 2013 Every Four Years                    
January 1st, 2016

Quebec Varies April 28th of the reassessment year Must appeal in First Year 
of assessment cycle

Newfoundland January 1st, 2011 30 days from notice of 
assessment mailing date

Every Three Years                
January 1st, 2014

Nova Scotia January 1st, 2010 21 days from mailing date of notice 
of assessment – as of January 

2013, 31 days from mailing date

Every Year, based on 
assessments from 2 years 
prior to January 1st, 2013

New Brunswick January 1st, 2012 30 days after notice goes out, 
typically mailed out on March 1st, 

can therefore appeal until March 31st

Every Year               
 January 1st, 2013

Prince Edward Island January 1st, 2012 90 days from notice of 
assessment mailing date

Every Year                     
March 31st, 2013

taBle 2:  

current value assessment methoDologY

Stabilized Income: $1,000,000 

Capitalization Rate: 
based on market transactions

10.0%

Going Concern Value: $1,000,000/10% = $10,000,000

Less 15% FF&E deduction: $10,000,000x15% = $1,500,000

Current Value Assessment: $10,000,000–$1,500,000 = $8,500,000

Property Tax Expense:
assuming 3.0% tax rate

$8,500,000x3.0% = $255,000
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residential properties from significant tax increases. The program limits or “caps” at roughly 10% of any change to the property taxes resulting from 
assessment increases on any individual property. Effectively, capping protects owners from paying the full amount of taxes based on the assessed value of 
the property as they are paying less tax than if they calculate their taxes using the general formula.

Conversely, when properties are reassessed, either at the end of the assessment cycle or due to a significant change in the asset or ownership, some 
properties decline in value. Ordinarily, this decline would decrease property tax. However, the capping program uses a “clawback” to fund revenue shortfall 
resulting from lower assessment values by withholding some or all of the reduction to property owners.

Annually, staff from the local municipalities review and analyze the assessment/tax data to determine which properties are affected by capping and clawback 
,and establish the clawback rates. As municipalities cannot collect property taxes in excess of the legislated tax capping limits, tax decreases are reduced to 
balance a municipality’s budget requirements.  A property tax reduction could be clawed back by as much as 100%.  Tax claw-backs vary from municipality 
to municipality and with each property type.

how can an assessor’s misconceptions lead to over assessment?
Assessment values are driven by the assumptions being made by the assessor, therefore a number of factors can influence the valuations, including:

Comparable market trades used to derive capitalization rate;•	

Assumption of stabilized income and steps taken to ‘normalize’ income for non-recurring events such exceptionally high demand periods that are non-•	
recurring, out-of-order rooms inventory due to prolonged renovations or other long-term factors; and,

A sales event, particularly when a hotel sells for below current assessed value.•	

Being a non-departmental expense, any potential savings in property taxes go directly to the hotels net operating income (NOI), which in turn directly impacts 
its value.

For instance, taking the previous example of a theoretical CVA of $8,500,000 and assuming no caps or clawbacks, an owner may appeal the assessment due 
to a belief that the assessor did not accurately reflect the impact of a one-time occurrence such as a major event in the market which resulted in a higher 
than historically ‘normal’ NOI of $1,000,000; assuming a more accurate stabilized NOI would be $750,000 and all else being equal, the revised assessment 
and tax calculation would be as illustrated in Table 3.

As demonstrated in the table opposite a $250,000 
reduction in stabilized NOI results in a CVA reduction 
of $2.5 million and a potential tax savings of $63,750, 
which when capitalized at a 10.0% cap rate can lead 
to a potential market value increase of $637,500, an 
8.5% increase to the revised $7.5 million market 
value.

Such a saving, therefore, would not only improve 
cash-flow directly in the year the savings are realized 

but will prove accretive to future transaction value.

What should You Do?
Fortunately, as complex as the issue of assessments and taxes are, there are professionals trained to handle these issues on your behalf.  The first step usually 
involves a review of the CVA and can lead to a filing of a tax appeal. As most tax consultants are compensated on a contingency basis, hotel owners can 
potentially realize a meaningful savings without significant expense.  

Zeroing in on Property taxes Continued

taBle 3: Potential ProPertY tax savings scenario

original reviseD

Stabilized Income: $1,000,000 $750,000 

Capitalization Rate:  
based on market transactions

10.0% 10.0%

Going Concern Value: $1,000,000/10% = $10,000,000 $750,000/10% = $7,500,000

Less 15% FF&E deduction: $10,000,000 x 15% = $1,500,000 $7,500,000 x 15% = $1,125,000

Current Value Assessment: $10,000,000 – $1,500,000 = $8,500,000 $7,500,000 – $1,125,000 = $6,375,000

Property Tax Expense:
assuming 3.0% tax rate

$8,500,000 x 3.0% = $255,000 $6,375,000 x 3.0% = $191,250

colliers international Property tax services group is dedicated to reducing the amount you pay for your property 
tax. Your assessments should be reviewed every year, both for correctness and equitable treatment within the 
market. Our team of over 20 property tax assessment professionals work closely with our valuation teams and 
brokerage network, sharing transaction knowledge and market expertise to ensure you pay only your share of 
property tax. We will review your property tax assessment and help you appeal that assessment if it is too high.  
We offer consultation and advocacy services to owners and users of all types of commercial real estate. 

For more information:

Eastern Canada
chaney morkill
+1 416 643 3748

Western Canada
chris hartley
+1 403 514 0207
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With offices in:
Amsterdam
Auckland 
Costa Rica 
Hong Kong 
London 
Mexico City 
Miami

Moscow 
Oslo 
San Francisco
Singapore 
Shanghai
Sydney 
Tokyo
Warsaw

• Hotel brokerage
• Debt placement
• Strategic advisory and consulting
• Value-add research

INTERNATIONAL

thirD quarter canaDian hotel traDes  

name location rms month Price Price/rm caP

Best Western Sword Motor Inn Bancroft, ON 46 Jul-12 $2,600,000 $56,500 n/a

Holiday Inn Express & Suites Edmonton North Edmonton, AB 95 Jul-12 $14,135,000 $148,800 9.6

Motel 6 London London, ON 99 Jul-12 $4,000,000 $40,400 n/a

Nova Inn Whitecourt Whitecourt, AB 76 Jul-12 $6,500,000 $85,500 n/a

Marriott Residence Inn Downtown Montreal (1) Montreal, QC 190 Jul-12 $24,000,000 $126,300 9.7

Super 8 Three Hills Three Hills, AB 82 Jul-12 $4,500,000 $54,900 5.0

Super 8 Woodstock (2) Woodstock, ON 72 Jul-12 $3,500,000 $48,600 n/a

Travelodge Victoria Airport (3) Sidney, BC 89 Jul-12 $16,200,000 n/a n/a

Days Inn & Conference Centre Edmonton Airport Leduc, AB 120 Aug-12 $12,750,000 $106,300 9.5

Drumheller Inn & Suites (4) Drumheller, AB 100 Aug-12 $3,350,000 $33,500 n/a

Grand Rockies Resort Boutique Building (5) Canmore, AB 29 Aug-12 $2,575,000 $88,800 12.0

Hilton Garden Inn West Edmonton Edmonton, AB 160 Aug-12 $31,000,000 $193,800 10.3

Holiday Inn Express St. Jean sur Richelieu St. Jean sur Richelieu, QC 98 Aug-12 $7,200,000 $73,500 11.0

Super 8 Toronto East Scarborough, ON 50 Aug-12 $2,380,000 $47,600 n/a

Best Western Country Squire Resort Gananoque, ON 68 Sep-12 $2,800,000 $41,200 n/a

Comfort Inn Brampton Brampton, ON 107 Sep-12 $3,300,000 $30,800 n/a

Hotel de la Montagne (6) Montreal, QC 142 Sep-12 $39,000,000 n/a n/a

Nova Inn Slave Lake Slave Lake, AB 89 Sep-12 $10,000,000 $112,400 n/a

Sawridge Inn and Conference Centre Slave Lake, AB 175 Sep-12 $10,500,000 $60,000 13.5

Travelodge Edmonton East (7) Edmonton, AB 86 Sep-12 $8,200,000 $95,300 9.6

Travelodge Red Deer Red Deer, AB 135 Sep-12 n/a n/a n/a

Footnotes:
1 Purchaser intends to invest $7-8 million in capital expenditures directly after purchase. The cap rate has been adjusted to reflect this additional investment. 
2 Property sold under receivership.
3  Share sale.  The Property was sold as a commercial site that includes significant lease income from a liquor store, pub-style restaurant, McDonald’s restaurant 

and marine equipment retailer.  Price per room not applicable. 
4 Court ordered sale.
5 Includes the sale of 29 rooms within the Mountain Inn at the Grand Rockies Resort complex.
6 Purchased for redevelopment.  Price per room not applicable.
7 Includes a leased restaurant, VLT gaming lounge, library and liquor store.

Note: Transactions reported over $1 million have been included in our analysis.  We have made our best attempt at verifying data received, although we do not 
guarantee its accuracy.  All currency reported is in Canadian Dollars.  

Source: Colliers International Hotels

The largest trade for Q3 was the Hotel de la Montagne in Montreal that was acquired as part of a land assembly 
by a consortium of investors for eventual redevelopment. This was followed by the Hilton Garden Inn Edmonton 
West at $31 million, and the $24 million purchase of the Marriott Residence Inn Downtown Montreal.  A further 
five hotels transacted over the $10 million threshold in the third quarter, all of which were in western Canada.  
Hotel transaction activity in Alberta was particularly active in Q3 with 11 of the 22 trades occurring in the 
province, representing 48% of total activity for the quarter.

The year-to-date volume of $875 million compares to $873 million that sold through September in 2011.  On a 
price per room basis, 2012 performance is holding steady at $107,000, roughly the same as YTD 2011, as is the 
average deal size metric at approximately $11.0 million.  The size of hotel trades for 2012 has been largely 
influenced by significant deals that closed in the first half of the year for redevelopment to alternate use (see 
our Q2 INNvestment Canada newsletter for more analysis).  We anticipate the year will round out at over $1.0 
billion in volume, possibly near 2011’s full-year volume of $1.1 billion.  We expect the pace of hotel transaction 
activity to remain strong going into 2013 as a number of institutional portfolio and single asset offerings are in 
various stages of marketing.

A listing of Q3 trades across Canada are provided below.

Transaction Market Update (Continued from Page 1)


