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Preamble and Acknowledgements

Green Analytics was commissioned by Ontario Ministry of Natural Resources to examine and
assess the net economic value to the Crown of current cottage lot tenure arrangements in both
Algonquin and Rondeau Provincial Parks. It is our understanding that this research is to help inform

economic values for the rental of the cottage lots within these parks.

During the process of this research, policy proposals that would allow private cottage tenure to
continue beyond 2017 for both Algonquin and Rondeau Provincial Parks were posted for comment

on Ontario’s Environmental Registry:

e Cottage Lease Policy in Algonquin Provincial Park — EBR Registry Number: 011-7289
¢ New Cottage Leases in Rondeau Provincial Park — EBR Registry Number: 011-1300

The present study does not respond to these proposals to extend cottage tenure beyond 2017. Our
research has been conducted independently of the policy discussion and represents an unbiased

assessment of net economic value of current cottage lot tenure arrangements to the Crown.

Our assessment relied upon information and insights from many staff within the Ontario Ministry of
Natural Resources. We thank staff at Rondeau and Algonquin Provincial parks, the Parks and
Protected Areas Policy Section, the Strategic Policy and Economics Branch, and elsewhere in the
Ministry for providing us with raw data and reviewing our assessment of the data to ensure its
correct interpretation and assessment. We thank Professor Peter Boxall, at the University of

Alberta, for reviewing a draft of this report.

This report was submitted with spreadsheets that generate the results presented in this report.
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Executive Summary

This report assesses the net economic value to the Crown of current cottage tenure arrangements in
Rondeau and Algonquin Provincial Parks. This assessment was informed by detailed spreadsheets
(submitted separately) and two appended reports from Metrix Realty of its estimate of the market
value of Crown land used for cottage tenure. Crown policies and guidelines also informed the

assessment, along with economic practices, ecological knowledge, and jurisdictional comparisons.

The net economic value to the Crown of current cottage tenure arrangements was calculated as the
total revenue earned from cottage lot fees and rents, less the direct costs incurred by the Crown to
manage tenure and service the lots and cottagers, and less the Crown’s opportunity costs.
Opportunity costs measure the value of potential benefits that cannot be realized, but must be
considered, in order to ensure that current arrangements provide the highest and best use of Crown
resources. The report considered two alternatives: a financial-motivated alternative and a
conservation-motivated alternative. A financial alternative is the foregone opportunity to the Crown
of realizing the market value of the lands. A conservation alternative is the foregone opportunity to

the Crown of using the land for other recreational and ecological purposes.

Rental revenue less direct costs was compared to an estimated market value of cottage lots, to
derive a net economic rate of return to the Crown. This rate of return was benchmarked against the
government’s opportunity cost of capital (as a financial alternative), the economic value of foregone
recreation and ecological opportunities (the conservation alternative), the rental rates of the Crown

Land Rental Policy, and the rental rates of cottage lots in other relevant Canadian jurisdictions.

The Crown’s current opportunity cost of capital was estimated at 3%, which is the midpoint of a
range of 2% to 4% which is the current rate of return on a 5-year and 30-year provincial bond. This
rate of return was interpreted to be a “fair market rate of return” insofar as it is also the current risk-

free rate of return that could be earned by the private sector from holding these provincial bonds.

The Crown’s conservation alternatives were assessed, but few of their foregone benefits could be
estimated and economically valued. The best alternative conservation uses of lots in Algonquin
were assumed to be for ecological refuge or enhanced backcountry campsites and recreation. The
best alternative use of lots in Rondeau was assumed to be for ecological refuge alone. Ecological
and economic information gaps limited the valuation of this conservation alternative to the foregone

net annual revenue from backcountry campsites in Algonquin, which was estimated to be $38,000.
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Results show that the Crown is currently challenged to meet its goal of cost-recovery and earning a
fair rate of return from cottage lots in Rondeau and Algonquin Provincial Parks. A private landlord
attempting to compete against the Crown for leasing land near Rondeau or Algonquin Provincial
Parks could be at a competitive disadvantage today, to the extent that it could not rent private land at

the same low rental rates yet still cover its opportunity cost of capital.

Currently, 285 cottage lot tenure agreements in Rondeau provide about $743,687 of annual revenue
from fees and rents. This revenue is expected to be insufficient to cover this year's costs of
$217,216 plus a $900,000 Payment-In-Lieu (PIL) of taxes from the Crown to municipalities on behalf
of cottage tenure holders. It is expected that within the coming year, the Crown will no longer have
to provide this PIL. Without a PIL, the Crown would achieve cost recovery from current tenure
arrangements in Rondeau, and earn an annual net rate of return of 1.05% from the $49.9 million
estimated market value of crown lands under cottage tenure. Without making a PIL, the Crown
would need to increase annual revenue from Rondeau cottagers by 131% in order to earn a fair rate
of return of 3%. If the Crown were to continue to make the PIL on behalf of cottagers, revenue

would need to increase by 252% in order to earn a fair rate of return.

In Algonquin, 303 cottage lot tenure agreements provide the Crown with about $586,918 of annual
revenue. The Crown spends between $163,768 and $296,026 to support cottagers, with this range
accounting for uncertainties in the amount actually spent to support water control structures, which
are one of many forms of infrastructure that provides benefits to cottagers. The Crown pays
$130,543 per year as a Payment-In-Lieu (PIL) of taxes on behalf of a minority of cottage tenure
holders who do not pay a municipal tenure tax. Current revenue is sufficient to recover costs and
the PIL, earning the Crown an annual rate of return between 0.6% and 0.33%. Without making a
PIL, the Crown would earn between 0.86% and 0.59% annually (low-to-high cost range). To earn a
fair rate of return of 3% from an estimated market value of $49 million worth of Crown lands under

cottage tenure, annual revenue would need to increase by 179% to 201% (low-to-high cost range).

The current net economic rates of return to the Crown from cottage tenure arrangements in
Rondeau and Algonquin are below rental rates in Manitoba (4%) and Saskatchewan (1.92%).
Cottage rental rates in Ontario are significantly less than the rental rate recommended by Ontario’s
Crown Land Rental Policy, which is significantly higher than the Crown’s current opportunity cost of

capital. However there are questions about whether and how this policy applies to cottage tenure.

This report does not assess nor recommend specific approaches to manage its conclusion of a
significant revenue shortfall. Nor does this report assess recently-posted policy proposals to extend

cottage tenure beyond 2017, which is currently the expiry of all cottage tenure agreements.
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Le MRN a commandé un rapport indépendant pour évaluer quelle serait la valeur économique
nette pour la Couronne des dispositions actuelles de tenure de chalets dans les parcs Rondeau
et Algonquin. Ce rapport a été préparé pour alimenter la discussion sur la tenure des chalets
dans ces parcs.

Des feuilles de travail détaillées (soumises séparément) et deux rapports en annexes de la
firme Metrix Realty forment la base de I'estimation de la valeur marchande des terres de la
Couronne utilisées pour les chalets. Les politiques et les directives de la Couronne, ainsi que
les pratiques économiques, les connaissances écologiques et les comparaisons
interprovinciales, ont aussi servi a I'évaluation.

La valeur économique nette des dispositions actuelles de tenure des chalets pour la Couronne
a été calculée comme étant le revenu total provenant des frais de lotissements et de location,
moins les colts directs engagés par la Couronne pour gérer la tenure et I'entretien des lots et
servir les propriétaires de chalets, moins aussi les co(ts de renonciation quantifiables.

Le revenu de location moins les codts directs a été comparé a une valeur marchande estimative
des lots des chalets, afin d'obtenir le taux de rendement économique net pour la Couronne. Ce
taux de rendement a été évalué par rapport au colt de renonciation du gouvernement (comme
solution de rechange sur le plan financier), la valeur économique des possibilités récréatives et
écologiques perdues (la solution de rechange liée a la conservation), les taux de location en
vertu de la politique de location des terres de la Couronne et les taux de location des lots de
chalets dans d'autres provinces canadiennes concernées.

Les résultats montrent que la Couronne a de la difficulté a atteindre son objectif consistant a
recouvrer les codts et a obtenir un taux de rendement raisonnable de la terre des parcs d'une
valeur approximative de 49 millions de dollars sous la forme de lots de chalets dans les parcs
provinciaux Rondeau et Algonquin. Un propriétaire privé qui tente de faire concurrence a la
Couronne en louant des terres pres des parcs provinciaux Rondeau or Algonquin pourrait étre
désavantagé du point de vue concurrentiel aujourd’'hui, dans la mesure ou il ne pourrait pas
louer des terrains privés au méme faible taux de location tout en couvrant son codt
d'opportunité du capital.

Résultats pour le parc Rondeau : Actuellement, 285 ententes de location de chalets a Rondeau
générent un revenu annuel d'environ 743 687 $ provenant des frais et des loyers. Ce revenu
devrait étre suffisant pour couvrir les codts de cette année de 217 216 $ plus une compensation
tenant lieu d'imp6t de 900 000 $ de la Couronne aux municipalités pour le compte des
propriétaires de chalets. Les propriétaires de chalets regoivent actuellement une subvention de
373 529 $ par année. Par conséquent, la Couronne ne recouvre pas ses co(ts et obtient un
taux de rendement annuel de - 0,75 %. Une analyse de sensibilité a tenu compte de taux de
rendement de 3 % a 10 %. Par exemple, sans faire de compensation tenant lieu d'imp6t, la
Couronne devrait augmenter son revenu annuel provenant des propriétaires de chalets dans le
parc Rondeau de 131 % afin d'obtenir un taux de rendement de 3 %.



Résultats pour le parc Algonquin : Dans le parc Algonquin, 303 ententes de location de chalet
générent un revenu annuel d'environ 586 918 $ pour la Couronne. La Couronne dépense entre
294 312 $ et 426 569 $ pour soutenir les propriétaires de chalets, ces montants tenant compte
des incertitudes liées au montant actuellement dépensé pour appuyer les structures de contrble
des eaux, qui constituent I'une des nombreuses formes d'infrastructure étant avantageuses
pour les propriétaires de chalets. Ce montant comprend 130 543 $ par année comme
compensation tenant lieu d'impét pour le compte de la minorité de propriétaires de chalets qui
ne paient pas d'imp6t de location municipal. Dans le bas et le haut de la plage des codts, la
Couronne recouvre ses codts et obtient un taux de rendement annuel de 0,6 % et de 0,33 %
respectivement. Si la Couronne continuait maintenait la compensation tenant lieu d'imp6t pour
le compte des propriétaires de chalets, le revenu devrait augmenter d'environ 212 % pour
obtenir un taux de rendement de 3 %.

Les taux de rendement économiques nets actuels revenant a la Couronne provenant des
ententes de tenure de chalets dans les parcs Rondeau et Algonquin sont inférieurs aux taux de
location demandés par d'autres provinces qui permettent la location de chalets et inférieurs aux
taux d'occupation de Parcs Canada (p. ex. 4 % au Manitoba, 1,92 % en Saskatchewan et de
1,5% a 7,5 % a Parcs Canada). Les taux de location de chalets en Ontario sont beaucoup
moins élevés que le taux de location recommandé en vertu de la politique de location des terres
de la Couronne en Ontario (10 %), ce qui est beaucoup plus élevé que le colt d'option du
capital actuel de la Couronne. On se demande toutefois si cette politique s'applique a la
tenure de chalets et de quelle fagon.

Ce rapport n'évalue ni ne recommande des fagons spécifiques de gérer la baisse des revenus
importante. Ce rapport n'évalue pas non plus les propositions de politiques récemment
présentées pour prolonger la tenure des chalets au-dela de 2017, qui est la date d'échéance
actuelle des ententes de tenure de chalets.



1. Introduction

Cottage lot tenure agreements have been in place in the Ontario provincial park system since the
late 1800s, initially established to encourage tourism. Only two parks in the provincial system

currently have such private cottage lot tenure arrangements: Rondeau and Algonquin.

In 1986 the Provincial Parks Council (predecessor to current Ontario Parks Board) held hearings
and recommended the extension of cottage leases in both to 2017, and terminated thereafter. The
Parks Council recommended an extension in part as a means of allowing cottagers to recoup their
investments. Many sold their properties in the following years. Cabinet endorsed the Council’s
recommendation and passed a regulation to that effect. Tenure holders signed an extension

agreement that stipulated the tenure would terminate on December 31, 2017.

The research outlined in this report documents an independent assessment of the net economic
value to the Crown of current cottage tenure arrangements.This report does not calculate the net
economic value to the private holders of the current cottage tenure arrangements. To assess this
value would require knowing the tenure holders’ full value for a park cottage lot in excess of the

obvious cottage travel and maintenance costs and fees paid to the Crown.
This research sought to achieve three key objectives:

e |dentify and quantify the direct, indirect and opportunity costs to the Crown of current cottage
lot tenure arrangements
o Establish updated realty values for cottage lots

e Develop a valuation approach for determining the fair market value of cottage lot tenure.

The assessment of net economic value to the Crown is organized around the following chapters:

e Current Tenure Arrangement — Briefly outlines and describes the rights, services, and
limitations of current tenure arrangements through leases, licenses of occupation and land
use permits.

e Full Value Accounting Framework — Outlines and articulates the components of the overall
accounting framework with particular emphasis on the economic and policy rationale.

e Market Value of Cottage Lands — Describes the methods and results relevant to establishing
market values for cottage lot tenure arrangements for each provincial park.

e Administrative Costs of Tenure Arrangements — Describes the methods and results used to

establish the administrative costs for tenure arrangements for each provincial park.
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e Opportunity Costs of Cottage Lot Tenure Arrangements — Describes the methods and results
used to establish the opportunity costs of cottage lots for each provincial park.

e Integrated Assessment — Presents the net economic assessment for arrangements in each
park, integrating direct and opportunity costs and fair market rental rates.

e Conclusions — Summarizes the key findings of the assessment of net economic value to the

Crown of cottage lot tenure arrangements.
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2. Current Cottage Tenure Arrangements

There are currently 285 private cottages in Rondeau and 326 cottages in Algonquin Provincial Park.
These cottages are regulated by one of three types of tenure: land lease; license of occupation; and
land use permit. Rondeau has 284 leases and one license of occupation. Algonquin has 285 leases,
10 licenses of occupation and 8 land use permits, for a total of 303 active cottage tenure
agreements. Most tenure agreements apply to one lot although some apply to double lots. Most
lots contain one self-contained cottage unit, but some contain multiple units. All lots occupy Crown
land within the boundaries of a provincial park. Tenure is granted to occupy land and to build
cottages and other structures upon it. However these structures must be removed and the land

must be rehabilitated upon termination of tenure.

All leases and licenses of occupation follow a generic template that specifies an initial lease rental
rate, a schedule of potential future rental rate adjustments, along with a description of the site and
the limitations of use. All leases and licenses of occupation specify an expiration date, and all the
expiration dates are December 31, 2017. Cottage lot tenure agreements had been extended or
renewed, often for long periods (such as 21 years) at a time. However, following public hearings by
the 1986 the Provincial Parks Council (predecessor to current Ontario Parks Board) Cabinet
endorsed the Councils recommendation that the cottage leases in both parks be extended to 2017,
and terminated thereafter. This decision is reflected in the 1990 Rondeau Management Plan that
The Parks Council recommended an extension in part as a means of allowing cottagers to recoup
their investments. Many sold their properties in the following years. Cabinet endorsed the Council’s
recommendation and passed a regulation to that effect. Leaseholders signed extension agreements

that stipulate the leases will terminate on December 31, 2017.

Cottage tenure agreements impose several conditions that restrict property rights, when compared
to leases of private land which are regulated by a tenant protection act. Tenure holders do not have
an inherent right to transfer, sublet, or assign their tenure to others, but may request this of the
Crown, who has typically consented to transfers. Tenure holders cannot use the lots as a
permanent residence. Tenure holders can also be bound by “further conditions or regulations which

the Lessor may deem to be required from time to time...”

Tenure holders can sell their lease or license of occupation, along with any buildings and structures
upon the land. Recent sales reveal a strong market valuation in spite of the leases set to expire on
the last day of 2017. Although lessees have asked the Government of Ontario to reverse the 1990

land use decision and allow renewals or extensions, the 1990 decision remains.
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A daily or seasonal vehicle permit is required for each vehicle used to access the cottage lots. In
2012, the cost of a daily vehicle pass was $16.00 in summer and $10.75 in winter. A yearly vehicle
pass was $150.50, with a summer seasonal pass (April to November) costing $107.50. Each tenure
agreement specifies an annual rent, averaging $1420 per year in Algonquin and $2040 per year in
Rondeau. An annual service fee is paid per each cottage unit; this fee is currently $204 per unit in

Algonquin and $421 per unit in Rondeau.

Rondeau cottage tenure holders do not currently pay municipal tenant tax, but this is expected to
change in the next fiscal year. The Crown currently provides a $900,000 Payment-In-Lieu (PIL) of
taxes to local municipalities to compensate for this foregone tax revenue from Rondeau cottages.
Most cottage tenure holders in Algonquin pay municipal tax on the market-assessed value of the
cottages, as assessed by the Municipal Property Assessment Corporation. The Crown provides a

PIL of $130,543 for 44 cottage lots in Algonquin that do not pay municipal taxes.

The Ministry of Natural Resources provides cottagers with many services, such as garbage removal
and the supply and maintenance of infrastructure used by tenure holders. An important service is
the administration of leases and other forms of tenure. Administration includes: responding to
requests from cottagers about potential building and lot improvements, facilitating lease assignments
and transfers and sales and financial accounting, and addressing concerns with human-wildlife
interactions. Some services are provided to all park users, which includes cottagers and non-
tenured users such as campers and day visitors. Services vary by park. Cottagers enjoy these

services without paying for them on a per-use basis.
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3.

Full Value Accounting Framework

Cottage tenure holders in Algonquin and Rondeau Provincial Parks enjoy exclusive benefits that are

provided at a cost to the Crown and to the Ontario public that is served by the Crown.

A framework of full value accounting helps to identify and integrate the costs and benefits that are

relevant to assessing the net economic value to the Crown of the current cottage tenure hold

arrangements in these parks. This also helps to establish their fair market rental values.

Specific economic costs and benefits captured in this framework are:

1)

2)

The Crown’s benefit of allowing cottagers to rent land within the parks. The value of this
benefit is estimated as a fair market rental rate of the land in an unimproved state (without
structures). Since rental rates are not determined in an open market, a range of fair market
rental rates are proposed and applied to the market value of the land in an unimproved state.
Expert realty judgment informed an estimate of the market value of the land, on the basis of

principles and methods of the Appraisal Institute of Canada.

The Crown’s direct costs of serving the lessors and the lots they lease. These costs are
priced on the basis of how much the government pays its employees and non-government
service-providers to render the goods and services that benefit the leaseholders, such as
administering the leases and other tenure instruments, and sustaining the infrastructure that

supports the lots.

The Crown’s opportunity costs of forgoing alternative uses of the land. The government
must ensure that leasing Crown land for recreational use and cottage development is the highest
and best use of the land. This requires assessing alternatives. We considered two alternatives:
a financial-motivated alternative and a conservation-motivated alternative. A financial alternative
is the foregone opportunity to the Crown of realizing the market value of the lands. A
conservation alternative is the foregone opportunity to the Crown of using the land for other
recreational and ecological purposes as stipulated in the 1990 Rondeau Management Plan. The
net value of these foregone alternatives was assessed by the expert judgment of ecologists and
economists. Many of these benefits are measured by non-dollar metrics, but some are “price-
able.” The government’s publications about recreation values and ecosystem service values
provide a starting point for estimating theses foregone benefits, which economists call

“opportunity costs.”
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These three components must be concurrently considered in order to fulfill the Ministry of Natural
Resources’ Statement of Environmental Values, which states: “Natural resources should be properly
valued to provide a fair return to Ontarians and to reflect their ecological, social and economic
contributions” (MNR, 2013).

All components inform the Ministry about the extent to which cottage lot tenure is provided on the
basis of full-value recovery. Full-value recovery is broader than cost-recovery, which is realized
when the government collects as much in revenue as it spends for the provision and maintenance of
leasing the cottage lots. The benefits to the lessors of leasing the land are not a cost of the
government, but rather a reflection of societal demand for the specific lots. The government can
capture this beneficial value from cottage lot tenure holders to prevent them from enjoying an unfair

surplus of benefits that is not available to other Ontario taxpayers.

The net economic value to the Crown from the current tenure arrangements equals:

The revenue collected from the tenure holders,
Minus the fiscal costs incurred by the Crown to manage the tenure and service the lots,

Minus the opportunity cost of the foregone best alternative use of the cottage lots.

The net economic return from the Crown’s tenure arrangements is equal to the net economic value
as a proportion of the capital value of the Crown land. Since the net economic value is calculated
over the span of a fiscal year, the net economic return is expressed as an annual rate. This makes

the rate easy to compare against other rates, such as the opportunity cost of capital.

The net economic value to the Crown is maximized when a market rent is earned from leasing the
lots. If the Crown earned less revenue than the full cost of leasing the lots, then the leases would
provide no net benefit to the Crown and the Crown would effectively be subsidizing leaseholders.
Conversely, if the leases were priced above market value, nobody in the marketplace would choose
to rent the park cottage lots. If the market value for the cottage lots is insufficient to cover their costs,

this would reveal that there is no economic rationale to rent land for this purpose.

The Crown must therefore assess a “fair market price” for renting the cottage lots, in order to justify
the use of public resources for private cottage tenure. In setting the price of cottage tenure, the
Crown affects the distribution of surplus value between itself and the leaseholders. Not surprisingly,

the leaseholders would view any economic value earned by the Crown as a cost passed on to them.

Since the Crown does not own any improvements upon the land, and since the land tenure only

reflects the value of the land and not the land plus the structure, then the Crown does not enjoy any

AN ASSESSMENT OF THE NET ECONOMIC VALUE TO THE CROWN OF COTTAGE LEASEHOLD ARRANGEMENTS 10



net economic value from the structures on the lots. Any surplus value from the structures is fully
enjoyed by the private leaseholders. Thus, the leaseholders can still enjoy a surplus value of the

cottage lots even if the Crown maximizes its economic value.

This accounting framework uses prices in Canadian dollars as a common metric. Accounting
frameworks are powerful when their components are valued using a common metric. This power
comes with a limitation that translating values to a common metric can introduce omissions.
Omissions can be addressed by exploring ranges of high and low estimates and scenarios where
probabilities are unknown. This is relevant for the opportunity costs since they are mostly unpriced

whereas the other components are priced.

The following chapters describe the approach taken and present results for each of the key

components of the framework.
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4. Market Value of Cottage Lands

Tenure holders for cottage lots within Algonquin and Rondeau enjoy a benefit of occupying Crown
land. The Crown must determine a lease rate that provides a fair return for this benefit. A market
approach to estimating a fair return requires two key pieces of information: the market demand for
these lots, and the Crown’s expected rate of return from leasing its land. The former is a measure of
society’s maximum willingness to pay, and the latter is a measure of the minimum compensation that

the Crown should be willing to accept.

The market demand for cottage lots was estimated by seeking comparable open market sales for
vacant private land in close proximity to the parks. Comparable properties were assessed, and
dissimilar characteristics were considered, in order to estimate a market value for the leased Crown
lands. This estimate assumes “fee simple interest” property rights, in which absolute ownership is
unencumbered by any other interest or estate, subject only to the limitations imposed by the
governmental powers of taxation, expropriation, police power and escheat. Therefore, the market

value of the leased Crown land is an appraisal of its likely sale price in an open market.

Table 1: Estimated market value of Crown land leased as cottage lots in Rondeau Provincial Park

Estimated Market Value of Land

Number Total feet of
Type of cottage lot of lots frontage Value per frontage foot Total value
Waterfront* 239 13,677 $3,500 $47,869,500
Inland (road frontage) 48 2,588 $800 $2,070,400
Total 287 16,265 $49,939,900

* Note that “waterfront” cottage lots provide water views but do not meet the water. Land between the water-facing edge of the lot, and
Lake Erie, is accessible from cottage lots even though it is not included in their tenure.

Table 2: Estimated market value of Crown land leased as cottage lots in Algonquin Park.

Estimated Market Value of Land

Type of cottage lot Number of lots Value per lot Total value
Road Access Lots - Front Country 49 $215,000 $10,535,000
Water Access Only Lots - Front Country 171 $156,000 $26,676,000
Water Access Only Lots - Cache Lake 62 $156,000 $9,672,000
Water Access Only Lots - Small Lakes 6 $104,000 $624,000
Back Country Lots 15 $102,000 $1,530,000
Total 303 $49,037,000
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Metrix Realty was employed to appraise the market value of the Crown land that is leased to
cottages, in conformity with the Canadian Uniform Standards of Professional Appraisal Practice.
Details of their methodology and results are attached to this report in Appendices A and B. Summary
results are provided in Table 1 and Table 2. In Rondeau, some tenure agreements cover more than
one lot, so there is a difference in the number of tenure agreements when compared to the number
of lots in that park. Most tenure in Rondeau and Algonquin is provided by leases, but some are

provided by Land Use Permits (LUPSs) or Licenses of Occupation (LOs).

Results show that each park leases an estimated market value of almost $50 Million worth of Crown
land. Estimated market values on a per-site basis averaged higher in Rondeau Provincial Park than
in Algonquin. Sites in Algonquin occupy significantly more area (315 acres total) when compared
with the total area supporting sites in Rondeau (50 acres), so the market value of land varies greatly
on a per-acre basis. This estimated market value of land can be considered the Crown'’s capital,

against which costs and benefits — and rental rates — can be assessed.
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5. Administrative Costs of Cottage Tenure Arrangements

Since administrative costs are meant to be recovered by cost-recovery fees levied to leaseholders,

our assessment is informed by the government’s Costing and Pricing Policy, and the accompanying
Costing and Pricing Guidelines (Office of the Budget and Treasury Board, 2006). This is intended to
ensure consistency with the Supreme Court decision involving Eurig vs. the Crown, which confirmed

that cost-recovery fees must be attributable to the costs of servicing the fee-paying beneficiaries.

The administrative costs of cottage tenure arrangements were priced on the basis of how much the
government pays its employees and non-government service-providers to render the portion of
goods and services that benefit the tenure holders within the current 2012-13 fiscal year.
Government expenses that benefit cottage tenure holders are not tracked in separate accounts from
expenses that benefit other park users. Therefore several calculations and adjustments were

needed.

For goods and services that benefit multiple user groups, the portion of benefits enjoyed by cottage
tenure holders was estimated on the basis of shares of use within a year. For goods and services
that provide benefits lasting many years, their annual costs were amortized over the expected
lifespan of their benefits. Where costs were known over several fiscal years, their variability was
assessed. This is acceptable because the standards and expectations of benefits enjoyed by
cottage tenure holders have not changed over this time period. To make this comparison sound,
costs in past years were priced in constant 2012 dollars to account for the effect of changes in
consumer prices. Since there is no specific OMNR Park Price Index, the more general all-items
Consumer Price Index for Ontario from Statistics Canada was used to convert costs of past years to
2012 dollars. Costs in 2012-13 were estimated to the end of the fiscal year because this fiscal year

has not yet ended.

Costs were assessed for each park separately, using a consistent accounting approach and by
grouping expenses in the same aggregated categories for ease of comparison and understanding.
Almost all of the costs relate to benefits that are enjoyed somewhat equally by all cottage tenure
holders within a park, so we did not allocate costs to specific cottage lots. When levying fees, the
Ministry might consider whether the location, size, or other aspects of the lots imply that some tenure
holders may enjoy a higher- or lower-than average share of benefits when compared to other tenure

holders. We were not asked to assess this consideration.

Many costs are market-priced insofar as the Ministry acquires the good or service through a

procurement process, or by directly purchasing them in a retail context at the cost of their price tag.
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We call these “external costs” in contrast to the “internal costs” that are incurred by the government
but do not have transactions in the marketplace. Internal and external costs are accounted for at the

park level.

Following Treasury Board guidelines, direct costs at the park level are assumed to relate to a
proportionate amount of costs from Parks and Protected Areas Policy Section, plus corporate costs
in MNR (to account for fiscal controllership, human resources, Ministerial communications, and
corporate management). These costs can be added, without an error of double-counting, to account
for the full cost to the Crown. The Parks and Protected Areas Policy Section has a budget of about
2.6% of the size of operations, so this proportion was used to account for policy and science
overhead, even though this is likely a significant underestimate. The Ministry’s Results-Based Plan
reveals about 5.4% of the operating and capital budget of the ministry is administration, so this is

added to program and policy.

Unlike Treasury Board guidelines, we did not distinguish between fixed, variable, and discretionary
costs. These distinctions are not relevant to informing MNR about the net economic value of current
cottage leaseholder arrangements, so were not distinguished as such. Many external costs imply a
certain amount of internal costs of overhead, such as managing the contracts of waste contractors
and going to stores to purchase supplies. However these internal costs are already captured by the
fixed costs of park staff, since the park appears to have spending authority for these costs.There are
a few limitations of our assessment with respect to the government’s costing and pricing guidelines.
One limitation is that we did not directly access spending data from IFIS (the Integrated Financial
Information System). We assessed data that was provided to us by various Ministry officials who
know first-hand how much is spent on particular items. Some of this data appeared to be sourced
from Purchase Card statements, which provides even more detail than would be found within IFIS
data. In other cases, we were provided with an expert’'s best guess of the cost, with documented or

verbal logic, which we assessed and used when we felt it seemed reasonable.

Another limitation with respect to the government’s costing and pricing guidelines is the challenge of
benchmarking costs to be sure that they are not more expensive than necessary. This is difficult to
assess in the context of park-specific costs. Our best attempt to benchmark costs was to compare
expenses that are common in both parks. In theory, unit costs of the same type of expenses should
be comparable, notwithstanding the differences one would expect from different local market

contexts, such as the concentration of competitive service providers.
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5.1 Rondeau Provincial Park

Table 3 lists the costs that were considered in support of cottage tenure arrangements in Rondeau
Provincial Park. Most costs were assessed from actual spending data that covered the last three
fiscal years, which helped to reveal their frequency and annual variability. These costs are

measured, and aggregated into broader spending categories, in Table 4.

Table 3: Costs considered that support cottage tenure arrangements in Rondeau Park

Cost Category Considerations, limitations, and confidence

Garbage collection These external costs are measured and known with confidence.

Electricity for These external costs are measured and known with confidence. Electricity costs appear

streetlights to have increased faster than the rate of price inflation.

Electrical These external costs are measured and known with confidence, but they vary from year

maintenance to year depending upon actual needs. Most costs relate to streetlight repair.

Road maintenance An estimate of $1000 per year covers the internal cost of sweeping roads and clearing
debris for the benefit of leaseholders. An amortized cost of road infrastructure was not
included.

Hydro corridor MNR’s maintenance of the hydro corridor was considered, but it is insignificant.

Land remediation Occasionally a potential hazard is uncovered that is remediated for the health and safety

benefit of cottagers. The reported cost corresponds to a single expense linked to a
specific item that was remediated.

Biologist Staff time Biologists help leaseholders to understand and manage wildlife on their lots.
Tree trimming Hazardous trees are routinely removed by contractors for the benefit of cottagers.
Snow plowing This is an estimate of the internal cost of removing snow from the portion of roads that

benefit leaseholders. It includes an amortized cost of equipment plus labour.

Lease administration | This category counts materials and staff time that were directly attributed to the
administration of leases and management of lease issues, and overhead that supports
other spending, including 75% of the staffing cost of the Park Superintendent.

Surveys, surveying, This category counts the costs of surveying and purchasing material that supports the
titles administration of lease titles. Surveyors are employed by MNR to resolve missing or
disputed lot boundaries. The need for surveyors exceeds the fiscal capacity of the park,
but the reported amounts were actually spent.

Compliance and About a third of the time of the Lands Technician in the park is spent dealing with
enforcement compliance and enforcement issues related to leased land and leaseholders.
Gate coverage Gates are staffed longer hours for the benefits of leaseholders, but the park could not

specifically attribute a portion to leaseholders, so no value is reported.
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Table 4: Estimated administrative costs of tenure arrangements in Rondeau Provincial Park. All costs are reported in 2012 Canadian dollars. Three-year

average costs cover the last three fiscal years: 2012-13, 2011-12, and 2010-11.

External costs (2012S$)

Internal costs ($)

External + Internal ($)

2010-11 2011-12 2012-13 2012-13 2012-13 3yr Average

Solid waste management Garbage collection 15,863 20,661 25,524 - 25,524 20,683
Infrastructure Electricity for streetlights 3,597 3,782 4,335 - 4,335 3,905
Electrical maintenance 1,332 2,631 1,652 - 1,652 1,872

Road maintenance - - - 1,000 1,000 1,000

Dock maintenance - - - - - -

Hydro corridor maintenance - - - - - -

Land maintenance and Land remediation - - 297 - 297 99
wildlife management Biologist Staff time - - - 7,175 7,175 7,175
Tree trimming 5,221 12,246 8,663 - 8,663 8,710

Snow plowing - - - 5,437 5,437 5,437

Management of cottage Tenure administration 102 1,433 315 119,814 120,130 120,431
tenure and cottagers Surveys, surveying, titles 2,001 7,083 - - - 3,058
Compliance/enforcement - - - 26,667 26,667 26,667

Gate coverage - - - - - -

Other direct costs not counted above 2,067 76 - - - 714

Direct costs (summed from above) 30,273 47,910 40,786 160,093 200,879 199,750

Policy and science costs (within MNR) 778 1,231 1,048 4,115 5,163 5,134

Ministry corporate costs (elsewhere within MNR) 1,684 2,665 2,269 8,905 11,173 11,111

SUM 32,735 51,807 44,103 173,113 217,216 215,995

Payment In Lieu of tenant taxes paid to municipality 900,000 900,000 900,000

SUM with PIL 32,735 51,807 44,103 1,073,113 1,117,216 1,115,995

17



Current tenure arrangements in Rondeau Provincial Park are expected to be supported by about

$200,000 in direct program expenditures this fiscal year, which is close to a 3-year average.

The most significant single cost of the Ministry is the Payment-In-Lieu (PIL) of taxes that it provides
to municipalities to compensate for their inability to directly tax cottage properties. This is a benefit
to cottagers, as a service to them of not having to pay municipal taxes. This arrangement is
scheduled to change in the future, such that cottages will be directly taxed at rates that are based
upon a market assessment by the Municipal Property Assessment Corporation (MPAC) of the value

of the structures. For this reason, sums are provided with, and without, the cost of the PIL.

Leases and other tenure instruments are supported by policy development and interpretation, and
other Ministry corporate costs. Interviews with staff at the program and policy level suggest that
current tenure arrangements in Rondeau require a disproportionate share of issues management to
deal with ministerial correspondence and complaints, which has risen in recent years as the tenure
nears its end and policy proposals have been posted for public comment on the Environmental Bill of
Rights website. Nevertheless, the merits of accounting for this in greater detail would likely outweigh
its overall significance to the sum of the costs, so we assumed that policy and issues management

spending remains proportional to the amount of direct program spending.

5.2 Algonquin Provincial Park

Table 5 lists the costs that were considered in support of cottage tenure arrangements in Algonquin
Provincial Park. In comparison with Rondeau, more of these costs were estimated by approximating

a cottager share of fixed and variable costs that support all park users.

Table 6 lists costs and aggregates them into broader spending categories that are consistent with
the categories used to account for the costs of supporting leases in Rondeau. Current leasehold
arrangements in Algonquin Provincial Park are supported by government expenditures ranging from
about $160,000 to $300,000 depending upon the assumed annual maintenance costs of dams, and

whether any of the capital value of the dams should be considered as a benefit to leaseholders.
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Table 5: Costs considered that support cottage tenure arrangements in Algonquin Park

Cost Category

Considerations, limitations, and confidence

Garbage collection

These external costs are measured and known with confidence. However a cottage share
needed to be estimated because the contract, and the infrastructure that supports it,
relates to cottages, campsites, and interior park users. Estimates were made on the
assumption that each campsite which uses the same garbage bins as cottages generates
the same average waste as a campsite elsewhere in the park, where bins are used
exclusively by campsites.

Road maintenance

This is an estimate of the cost to manage the portion of seasonal gravel roads that benefit
cottage tenure holders. An amortized cost of the road was not included.

Dock maintenance

This is an estimate of the straight-line amortized cost of the portion of dock infrastructure
that benefits leaseholders.

Water management

Many dams exist in the park for a historic benefit of supporting logging. They are
currently managed for the benefit of controlling water levels for park users, which include
cottagers, canoeists, commercial lodges, and camps. It is assumed that cottagers and
commercial users enjoy 90% of the benefits because it protects their fixed infrastructure,
while only 10% of the benefits are enjoyed by canoeists. This distribution of benefits was
used to attribute the costs of operations and maintenance to cottagers. Annual dam
operations cost $2898 in MNR staff time. Annual dam maintenance is unknown, so high
and low estimates were derived. A high estimate assumes that MNR budgets 1.5% of the
asset value as an annual maintenance cost, based upon the recommendation of its Dam
Asset Management Plan. A low estimate assumes that none of the annual maintenance
costs should be attributed to cottagers.

Land remediation

There is a risk to MNR that potential hazards are uncovered that need to be remediated
for the health and safety benefit of cottagers. There are no records of this happening in
recent years, so this was not counted.

MNR staff time

This is an estimate of the cost of MNR biologist, planners, and GIS staff who help to
manage the cottagers’ portion of parkland and the wildlife that it supports.

Tenure
administration

This category counts materials and staff time that were directly attributed to the
administration of cottage tenure and management of tenure issues. Unlike the
accounting of this cost for Rondeau, a cost of compliance and enforcement was not
itemized separately.

Surveys, surveying,
titles

This category counts the costs of surveying and purchasing material that supports the
administration of lease titles. Unlike in Rondeau, surveyors have not routinely been
employed to resolve missing or disputed lot boundaries.

Gate coverage

The park could not attribute a portion to cottagers, so no value is reported.
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Table 6: Estimated administrative costs of cottage tenure arrangements in Algonquin Provincial Park. All costs are reported in 2012 Canadian dollars.

Internal costs ($)

External + Internal ($)

External costs (5) | Low estimate | High estimate Low estimate High estimate
Solid waste Garbage collection 45,216 - - 45,216 45,216
management
Infrastructure Road maintenance - 25,733 25,733 25,733 25,733
Dock maintenance 8,915 - - 8,915 8,915
Water management - 2,898 125,208 2,898 125,208
Land maintenance and Land remediation - - - - -
wildlife management
MNR staff time - 10,000 10,000 10,000 10,000
Management of cottage Tenure administration - 58,689 58,689 58,689 58,689
tenure and cottagers . .
Surveys, surveying, titles - - - - -
Gate coverage - - - - -
Other direct program costs not counted above - - - - -
Direct costs (summed from above) 54,131 97,320 219,630 151,451 273,761
Policy and science costs (within MNR) 1,391 2,502 5,645 3,893 7,037
Ministry corporate costs (elsewhere within MNR) 3,011 5,413 12,216 8,424 15,227
SUM 58,533 105,235 237,492 163,768 296,026
Payment In Lieu of tenant axes paid to municipality 130,543 130,543 130,543 130,543
SUM with PIL 58,533 235,778 368,036 294,312 426,569
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6. Opportunity Costs of Cottage Tenure Arrangements

Making Crown land available for cottage lots through leases, licenses of occupation and land use
permits limits the opportunity for other beneficial uses from being realized from the same parcel of
land. Values of these foregone benefits are known as opportunity costs. To the extent that these
costs are imposed upon the Crown, they should be compensated by fees paid by the lessors, on the

basis of providing a fair return to Ontarians.

To properly account for opportunity costs, it is necessary to understand what opportunities are
limited because the Crown lots are leased as cottages. In theory, opportunities could range from
intensive use of the land for commercial purposes to its protection as an ecological refuge. In
practice, opportunities would likely be determined though a park planning process that could involve

stakeholder consultation among other factors that might influence the decision.

OMNR staff and park managers were consulted about alternative uses of cottage lots and alternative
tenure arrangements. Alternatives are currently being considered within the context of leases that
are set to expire by 2017. We were not privy to what alternative opportunities have been considered
in past decisions to extend or renew leases, nor did we assess any of the policy proposals from the
Crown that have been posted for public comment on the Environmental Bill of Rights.

Consequently, we needed to form our own opinion about reasonable alternatives that ought to be
considered in order to assess the economic value of current tenure arrangements. In our opinion,

there are two competing alternatives:

o Alternative 1: Maximizing the market value of current cottage lands. Knowing the market
value of cottage lands, the Crown would want to ensure that it earns a net rent that is at least
equivalent to its opportunity cost of capital. Its opportunity cost of capital is the rate by which

it pays interest on bonds that it issues.

o Alternative 2: Maximizing the conservation potential of current cottage lands. If cottage lands
were not leased, the lands could support alternative ecological and recreational
opportunities. The value of these alternative opportunities should be no greater than the net

value of current tenure arrangements.

The economic value of ecological and conservation opportunities are not market-priced to the same
extent as the Crown’s opportunity cost of capital. Consequently, alternative 2 is more challenging to

assess and its value is likely to be a significant understatement of its true opportunity cost.
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6.1 Opportunity costs of leasing Crown capital

Crown land is a capital asset, which can provide financial returns. A fair market rate of return is one
that offsets the costs that would be expected if the Crown purchased or disposed of this capital asset
in the marketplace. In either case, this rate of return would be informed by the Crown’s financing

rate, which it pays to bondholders as an opportunity cost of capital.

Hypothetically if MNR targeted a lower rate of return, then MNR could improve its financial position
by disposing of the land and purchasing government bonds, to earn a return that could be used for
other conservation purposes. Conversely, if MNR targeted too high of a rate of return, then its
cottage leases could be priced out of the market. In this scenario, nearby private land owners could
lease their lots for a lower price than the Crown, yet still earn a rate of return that is at least as great
as their opportunity to earn revenue from investing in provincial bonds. We believe this logic to be
inherent in the intent of the Crown Land Rental Policy (MNR, 2006), which is to “recover a return
equal to that which would be sought by a private owner of similar property.” The implications of the

Crown Land Rental Policy are discussed in section 7.1 of this report.

The Ontario government’s long-term provincial bond rate has changed over time and will continue to
change. Short-term 5-year bonds currently earn about 2% annual interest and recent 30-year bond
issues earn 4%. We use a mid-point rate of 3% as our best estimate of the Crown’s current
opportunity costs of capital, with later sensitivity test of 2% and 4% to explore the implications of
these actual rates." Assuming that the Crown could earn this value, then this is a minimum of the
fair market rental rate from the perspective of the Crown because it is an opportunity cost to the
Crown. Since government bonds are a risk-free investment available to be purchased by private
landowners, this government bond rate should also inform the private sector’s opportunity cost of
capital. A private landowner renting private land should earn a comparable (if not higher) net rate of

return as the government’s opportunity cost.

Table 7 applies the Crown’s opportunity costs of capital to the estimated market value of cottage
lands in each park. Results show that the Crown ought to earn at least $1.5 million per year from
cottage leases in both parks in order to offset the foregone financial opportunities of earning a 3%

rate of return on a capital stock of $49 million.

! Current Ontario provincial bond rates are low by historic standards, but we must rely upon current rates rather than historic rates since the
Crown’s current opportunity cost of capital is based upon current rates. Holders of older fixed-rate bonds can continue to earn above-current
rates until maturity, which prevents their rate from being an opportunity cost to government. Since tenure agreements allow rental rates to be
adjusted every five years, a 2% rental rate would imply that current bond rates would not change over the horizon of 2012-2017. We felt it was
prudent to use a 2% rate as a lower bound, and 4% as an upper bound reflecting current assumptions that rates will appreciate in the future.
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Table 7: Opportunity costs of the capital value of the lands, assuming various rates of return.

Financial opportunity cost at various rates of return

Park Estimated Market Value of Cottage Lands 2% 3% 4%
Algonquin $49,037,000 $980,740 $1,471,110 $1,961,480
Rondeau $49,939,900 $998,798 $1,498,197 $1,997,596

6.2 Opportunity costs of foregoing conservation alternatives

Conservation alternatives include recreational and ecological opportunities that are currently limited

because lands are rented for cottage use. To the extent that foregone recreational benefits would

compete with foregone ecological benefits, a decision must be made as to their specific mix, so that

the sum of these components is not overstated (double-counted).

In Algonquin Provincial Park, the best alternative use of cottage lots was assumed to be a

combination of ecological refuge and enhanced backcountry campsites and recreational

opportunities. In Rondeau Provincial Park, the best alternative is assumed to be an ecological

refuge for the area’s scarce and valuable biodiversity. Cottages occupy irreplaceable prime

shoreline, habitat for species at risk and limit public access to provincial waterfront

Table 8: Opportunity cost accounting framework. To the extent that each component is relevant, and can be
qguantified, then its economic value can be summed with other components.

Opportunity Cost Component

Items that could be considered for each component

Ecological

Reduced damages from cottagers’
usage of the cottage lots and park

Reduced threat of the spread of invasive species
Reduced organic pollution

Decreased fragmentation

Reduced degradation of vegetation structure and
composition

Reduced litter

Enhanced ecosystem conditions
without the footprint of cottages

Enhanced protection of endangered species and
habitat

Enhanced provision of ecosystem services
Enhanced natural succession and other ecological
processes

Recreational

Enhanced quality of non-cottage
recreational experiences in the park

Reduced likelihood of contact with other users
Value to park users of an increased sense of
wilderness and biodiversity of the area

Enhanced quantity of alternative
recreational use of the area
occupied by cottages (only
applicable to Algonquin)

Enhanced availability of recreational experience
Siting potential for retreat / learning centre
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Although the quality of existing recreational opportunities may be enhanced, there would be no
further quantity of opportunities if the cottages lots in Rondeau were not leased. Opportunity costs in
both parks were assessed using the framework presented in Table 8 that describes potential

foregone ecological and recreational opportunities.

To approximate the value of these unpriced benefits requires an approach referred in economics as
non-market valuation.? There are number of valuation techniques that can be employed with varying

strengths and limitations. The approach used in this research is called value (benefits) transfer.?

In assessing each potential foregone opportunity, the following logic was employed:

e Can a foregone opportunity be directly attributed to Crown land being leased for cottages?

To count a foregone opportunity as a cost, there must be evidence about how the physical
footprint of cottages, or the impacts of cottagers on the park landscape, relate to changes in the
number of units of ecological or recreational opportunity. If these relationships can be

demonstrated, then another question must be answered:

e |s the foregone opportunity a fiscal burden to the Crown, or is it a societal burden?

o Ifitis afiscal burden to the Crown, then it should be passed on to cottagers.

0 Alternatively, if it is a societal burden, how can this burden best be managed?

= [f it can be addressed by restrictive conditions on tenure, then this burden is an
economic cost to cottagers that would be reflected by the market discounting the

value of the cottage tenure. Therefore no additional cost needs to be added..

= If it cannot be addressed as a condition of tenure, then the Ministry must decide
whether the value of the damage should be built into the cost of renting the land.
If pursued, this would follow the polluter pays principle: the value of damages
should be internalized so that private costs reflect societal costs. This would
follow Canada’s commitment to Principle 16 of the 1992 Rio Declaration on

Environment and Development®.

* For a detailed overview of non-market valuation approaches see Champ and Boyle (2003)

® For a comprehensive treatment of value transfer methods see Navrud and Ready (2007), Bateman and Jones et al (2000), and Groothuis
(2005).

* Text of this declaration can be accessed at http://www.un.org/documents/ga/conf151/aconf15126-1annex1.htm.
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6.2.1 Foregone conservation opportunities in Rondeau Provincial Park

Table 9 applies the opportunity cost assessment framework to Rondeau Provincial Park. Various

approaches were considered to quantify opportunity costs, beginning with the number of units of

ecological or recreational opportunity that are impacted by the existence of cottages and their users.

Table 9: Summary of Rondeau Opportunity Costs

Opportunity Cost Component

Approach / Assumptions

Ecological

Reduced damages from
cottagers’ usage of the
cottage lots and park

To properly determine the extent of this opportunity costs, further
information is required on the pressures imposed by usage of land.
Some suggestions include: estimated number of fatalities and injuries of
species from cottagers and their pets; the impact of septic/sewage
emissions, and the impact of litter on the landscape, the likelihood of
introduction of invasive exotic species by the cottagers.

Enhanced ecosystem
conditions without the
footprint of cottages

Existing scarcity of species habitat and uniqueness of ecosystems in
Rondeau Provincial Park suggests likely value placed on species habitat
insofar as increased habitat area can improve the population of species
at risk in the park.

e Existing research has examined a range of species at risk values.

e Lack of supporting information limited the ability to fully quantify

the non-market implications on species at risk habitat

There is also likely a non-use value for enhanced natural succession
processes of the rare sand spit ecosystem. However, to date we have
found no existing valuation research that can adequately be used to
approximate this value.

Recreational

Enhanced quality of
non-cottage
recreational
experiences in the park

The potential opportunity cost depends on the extent to which beach
users would pay more for a more natural beach experience. Without
conducting targeted research on beach user preferences it is difficult to
conclude conclusively. Limited information was found that could be
used to quantify this relationship.

Enhanced quantity of
alternative recreational
use of the area
occupied by cottages

A change in the quantity of recreational use of the park is not
anticipated, since the proposal alternative scenario suggests the land
will be returned a natural state. It is assumed that there would no effect
on day use permits.

6.2.1.1 Ecological Pressures and Opportunity Costs

MNR ecologists were consulted to understand the potential opportunity costs arising from ecological
pressures imposed from either the cottagers’ use of the land or the physical footprint of the cottages.
Table 10 outlines the priority ecological pressures related to cottage activities (as identified by MNR

ecologists®) and provides a brief description of how these relate to opportunity costs.

® Personal Communication (2013). Brad Steinberg, Acting Senior Conservation Ecologist, Ontario Ministry of Natural Resources.
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Table 10: Relationship between Ecological Pressure and Opportunity Costs in Rondeau

Ecological Description of the issue related to cottage Relation to opportunity costs

pressure lots

Invasive Cottage lots and activities may be a vector for There is an ecological cost associated with the
species invasive terrestrial plants such as Japanese impact of invasive species on other species as

barberry. Introduction rates of non-native and
invasive species as a result of garden escape,
planting and disturbance.

well as the economic costs associated with
attempted eradication/control programs which
could be avoided (or minimized).

Water Quality

Impacts on natural nutrient cycles from septic
systems

Avoided (or reduced) costs of managing
nitrogen and phosphorous leaching into ground
and surface water.

Erosion Over 200 footpaths through savanna, prairie Reduced erosion associated with footpaths.
and dune ecosystems and associated with
cottage access to the beach. This disturbance
can lead to blowouts and erosion.
Habitat Cottage lots and road access fragment the Habitat connectivity between the lake and
Fragmentation natural habitat connections between the lake upland forest is reduced. Capital costs of

and upland forest and savanna.

providing engineered connectivity (i.e. special
culverts for species movement between
habitats) could be used to approximate this
opportunity cost.

Edge effects from fragmentation and ability of
the park to implement restoration programs
such as prescribed burning are created from

the arrangement and proximity of cottages lots.

Reduced ability to properly manage the
ecological functions of the park’s unique
ecosystems.

Road Access

Access roads lead to predation, heat islands,
invasive species movement and other
ecological effects.

Avoided (or reduced) edge and fragmentation
effects on plants and wildlife.

Species at Risk

Approximately 7km of access road results in
road mortality cases for species at risk
including Eastern Hognose Snake, Eastern
Foxsnake, Eastern Ribbonsnake, Butler's
Garternsnake, Milksnake, Five Lined skink-
lined Skink and Fowler’'s Toad.

Avoided road mortality in species at risk
resulting from a decommissioned road.

The endangered Fowler’s Toad buries under
sand on the beach where the dragging of
recreational equipment poses a crushing risk.

Avoided mortality for species at risk associated
with recreational access to beach, assuming
other park users would not use these beaches.

House Wren populations are subsidized by on-
lease lot bird-boxes, which compete with the
population of endangered Prothonotary
Warblers by using up all the nest cavities.

Increase in habitat available for cavity nesting
species at risk.

Habitat Quantity

Numerous species at risk rely on savanna,
prairie and dune ecosystems in Rondeau.
There are 12 provincially rare ecosystems that
are found within the beach/dune and tallgrass
communities currently impacted by cottages.

Restoration of this habitat would bring Ontario
closer to meeting stated conservation targets
and increase overall habitat for species at risk
and rare species. A value per hectare of these
rare ecosystems from Troy and Bagstad (2009)
could be used to establish an opportunity cost.

It should be noted that accounting for opportunity costs on a pressure by pressure basis could

impose double counting. For instance, habitat fragmentation, road access edge effects, and species

at risk road mortality are issues with closely related outcomes: impacted habitat or impacted species
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populations. Consequently, we recommend accounting for opportunity costs using the framework
outlined in Table 8. However, providing an inventory of the ecological pressures potentially

associated with cottage lot leases helps ensure all factors are accounted for or at least noted.

In all cases, the opportunity cost of cottage lots in Rondeau is a healthier, more resilient ecosystem.

However, quantification is limited by two important factors:

1. Anunderstanding of the marginal ecological benefit — As Table 10 outlines, there are

certainly pressures being imposed by cottage lots. However, the extent that the system would
improve in their absence is not clear. Without a reasonable understanding of the marginal
ecological changes, quantification in economic terms is difficult.

2. The non-market value is an opportunity cost borne by society — As mentioned above, it is
important to consider whether these pressures impose an opportunity cost that is borne by the
Crown or by society at large. In the case of non-market values the opportunity cost is societal in
nature. This information is an important component of assessing the full cost of cottage lease
arrangements from a policy perspective. In addition, the Crown has a responsibility to manage
resources for society’s collective benefit. However, these costs are not borne by the Crown, so it
is not clear the extent to which these values should be accounted for within a net assessment of
leasehold arrangements to the Crown. Rather, these must be considered from the perspective of
additional management costs imposed by the existence of cottages.

6.2.1.2 Valuing an Increased Quantity of Rare Ecosystems

Cottage lots exist in provincially rare ecosystems including beach/dune, tallgrass and savannah
communities (Dobbyn and Pasma, 2012). Research has shown that society values the protection of
rare and endangered species that exist within these ecosystems. Indeed there is wide range of
literature exploring the values of conservation (e.g. Wilson et al, 2012). Troy and Bagstad (2009)
report average ecosystem service values for a range of ecosystem types. Relevant to the Rondeau
Provincial Park are beach ecosystems, which were reported to have an average value of $89,608

per ha largely as a result of recreational and avoided flood damage benefits.

These average non-market values were not derived from research in Rondeau Provincial Park, but
they provide a sense that ecosystems in Rondeau probably provide valuable unpriced economic
benefits. These benefits can help to understand the considered opportunity costs borne by society
to the extent that cottage lot use or footprint can be related to changes in the provision of associated

ecosystem services. As outlined above, these values do not influence the net benefit to the Crown
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from the current tenure arrangement, yet should be considered to the extent that impacts can be

avoided through conditions of the lease.

An alternative way of looking at ecological opportunity costs linked to cottage footprint would be the
cost to restore and naturalize cottage area to its natural conditions, assuming that the damaged
caused in not irreversible (such as the extinction of species or permanent damage to a highly
sensitive ecosystem conditions). In cases where this assumption holds, restoration costs could be
considered the capital cost necessary to provide a foregone benefit. In Southern Ontario restoration
and naturalization costs have been reported to be about $12,750 per ha (Kennedy and Wilson,
2010). With approximately 20 ha of cottage lot area in Rondeau, an approximate opportunity cost
from the ecological pressures could be valued at $255,000 plus the costs to demolish and remove

any remaining cottages and associated structures.

6.2.1.3 Valuing an Enhanced Refuge for Species at Risk

Across the Ontario Park system, Rondeau Provincial Park supports one of the largest concentrations
of rare and endangered species with a total of 132 provincially significant species including 28
endangered species (Dobbyn and Pasma, 2012). A literature review was conducted targeted at
studies that quantified species at risk values. While numerous studies have been conducted on the
topic, one particular study stood out as it is a synthesis of a wide range of species at risk valuations
(Richards and Loomis, 2009). Using this research requires an understanding of how the species at
risk populations are impacted by the presence or absence of cottage lots and the marginal value of
those changes in population. Unfortunately no research was found that quantified the link between
area of habitat and species population. However, it must be noted that recovery strategies for
regulated Species at Risk apply to cottage lot areas, so while it may not be linked directly to
populations, the habitat value is inherently high. Appendix C demonstrates an analytical process

that could be used to quantify these impacts if and when more information becomes available.

6.2.1.4 Foregone recreational opportunities in Rondeau

Non-market valuation literature was reviewed to determine how the value of a beach experience is
affected by preferences for natural beaches versus developed beaches. Results proved
inconclusive. Some evidence suggests that beach user experience can be impacted by human built
infrastructure (Blakemore et al, 2008). Other research demonstrates that habitat diversity and

natural state of a beach has little impact on beach user values (Duck et al, 2009). Indeed, much of
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the research on beach user experience is focused on beach litter, pollution, and water quality (Tudor

and Williams, 2003) and less on the natural state of the surroundings.

Another important factor in the quality of a beach experience is the level of beach congestion.

Research demonstrates significant reductions in willingness to pay when beaches are congested

(McConnell, 1977; Penn et al, 2012). In the absence of cottage users, it stands to reason that other

park users would have more beach space and congestion would be reduced. However, without

detailed statistics on the usage of the beach by cottage users relative to peak total beach use, it is

not possible to quantify these impacts.

6.2.2 Foregone conservation opportunities in Algonquin Provincial Park

Table 11: Summary of Algonquin Opportunity Costs

Opportunity Cost Component

Approach / Assumptions

Ecological

Reduced
damages from
cottagers’
usage of the
cottage lots

While a number of issues have been identified related to the use of the park
by cottagers, marginal economic damages of such use are /largely unknown.
Existing water quality data suggests that a few of the lakes may be sensitive to
additional pressures. For example, late summer dissolved oxygen in the
hypolimnion is below recommended thresholds for lake trout in a few lakes in

and park at least one year of sampling.6 However there is not enough data at present
to fully quantify these opportunity costs.
Enhanced While pressures from cottages may be low in extent relative to the size of the
refuge for park, they could have localized intensity, depending on the pressure and the
biodiversity value being affected. For example, lake trout and brook trout lakes are rare in
without the the Ontario so it is possible some foregone populations may result from the
footprint of footprint of the cottages due to water quality degradation. However there are
cottages presently no modelling tools or data to quantify such marginal damages.7
Recreational | Enhanced Changes in congestion on cottage lakes, reduced used of motorized boats, and
quality of non- | improved natural shoreline aesthetic could produce changes in wilderness
cottage experience value for backcountry users. The size of this opportunity costs

recreational
experiences in

depends on the extent to which backcountry users would pay more for an
improved wilderness experiences. Without conducting targeted research on

the park the issue it is difficult to conclude. However, some research has been
conducted in this area that provides insight on the potential opportunity cost.

Enhanced It is anticipated that, in the absence of cottages, lakes with cottages would be

quantity of utilized by providing minimal backcountry campsites. This cost will be

alternative approximated using the following formula:

recreational

use of lands [number of additional campsites]*[utilization factor]*[backcountry user fee]

® According to Karen Hartley (Senior Protected Areas Ecologist, Ontario Ministry of Natural Resources), there are some tools such as the lake
capacity assessment model that could help in the future to understand how cottages may be affecting water quality compared to other
developments in the watersheds and in relation to “background” levels.

7 personal Communication (2013). Karen Hartley, Senior Protected Areas Ecologist, Ontario Ministry of Natural Resources
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Table 11 applies the opportunity cost assessment framework to Algonquin Provincial Park. Various

approaches were considered to quantify opportunity costs, beginning with the number of units of

ecological or recreational opportunity that are impacted by the existence of cottages and their users.

6.2.2.1 Estimation of Ecological Opportunity Costs

Table 12: Relationship between Ecological Pressure and Opportunity Costs in Algonquin

Ecological
pressure

Description of the issue related to cottage lots

Relation to opportunity costs

Water quality

Effluent from septic systems and run-off from altered shoreline
vegetation can cause increase in phosphorous and declines in
dissolved oxygen, with associated impacts to lake trout and
aquatic communities

Could be considered to the
extent that this effluent exists
in excess of the systems
assimilative capacity.

Hydrologic and | Water level regulation through the use of dams may have an Dam maintenance would not
thermal effect on aquatic habitat. While it is recognized that no lakes be an opportunity cost of
regime water level is managed exclusively for cottage purposes, in a current tenure arrangements.
number of cases it is the primary driver of water level However, these are
regulation. In one particular case (Whitefish Lake), water levels | considered as part of the
are primarily managed to maintain boat access to cottages. service / administrative costs
The dam on this lake is in need of repair. It is also noted that borne by the Crown (see
some dams may be acting as a barrier for invasive species. Section 5).
Invasive Invasive species impact native species and communities. Without being able to
Species Invasive species can be introduced through activities attribute the introduction of

associated with cottage use, such as use of motorboats, angling
and gardening.

invasive species to cottagers,
the damage costs of invasive
species cannot be counted.

Fragmentation

Developments along the shoreline fragment riparian and
littoral habitats that are used by both terrestrial and aquatic
species (Riverstone 2012). Access roads impact habitat
connectivity within Algonquin Park as these linear
anthropogenic features limit movement between local
populations, increase the amount of edge habitat, increase
mortality, function as a vector for introduction of exotic
species, and provide increased access for humans to sensitive
interior communities and species (River Stone, 2012).

Avoided management costs
associated with addressing
species at risk and invasive
species issues.

Alteration of
littoral and
riparian
habitats

In the littoral zone, aquatic vegetation and woody materials are
removed or altered to improve recreational opportunities such
as boating and swimming. The removal of this material results
in reduced structural diversity and habitat fragmentation
leading to a reduction in fish and aquatic invertebrates (River
Stone, 2012). Riparian habitats are affected by reduction of the
tree canopy and shrub and ground vegetation. These changes
can affect the diversity, composition and abundance of birds,
amphibians and mammals (Riverstone 2012).

Avoided damages and
additional management costs
associated with mitigating the
impacts on the littoral zone
and riparian habitats.
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While Algonquin is of the largest parks in the provincial park system, due to its proximity to
population centres of the Greater Toronto and Ottawa areas, it one of the most heavily utilized parks
and as result subject to a number of ecological pressures. A preliminary assessment of such

ecological pressures in Algonquin in relation to cottage lots has been outlined by MNR.

Table 12 outlines the priority ecological pressures related to cottage activities (as identified by MNR
ecologists) and provides a brief description of how these relate to opportunity costs. It is clear that
some ecological opportunity costs exist in Algonquin, namely a healthier, more resilient ecosystem
of some degree. Unfortunately, current information limits the ability to properly assess the non-
market values associated with ecological pressures within the Algonquin context. In addition, there is
some ambiguity on the applicability of these costs to the Crown for the same reasons as noted in the

Rondeau case.

On the other hand, the Crown could measure these opportunity costs based on the avoided
mitigation and ecological management costs that would occur in the absence of cottage leases.
However, to include these risks double counting as many of these costs are captured in Section 5 on
administrative costs. However, an argument could be made that the current costs spent on
managing these ecological pressures are not sufficient since pressures continue to persist.

Therefore, opportunity costs may not be fully captured in the costs outlined in Section 5.

6.2.2.2 Implications on Recreational Quantity

Opportunity costs associated with anticipated additional backcountry camping can be quantified
using a straightforward market valuation process. With an assessment of the number of backcountry
campsites that would exist in the absence of cottage lots, the market value can be calculated by
multiplying the number of campsites by historical occupancy rates and the current backcountry fee.

However, a couple of nuances exist.

First, it is difficult to know if new backcountry campsites would actually lead to increased
backcountry permit sales for the park. Certainly, there would be more campsites available. However,
utilization of these new campsites might result from substitution away from other currently existing
campsites. The extent to which we can assume an increase in backcountry permit fees depends on
the excess demand within the system. Consequently, weekly campsite utilization statistics were
utilized to determine which months of the year have sufficient demand to justify assuming increased
permit sales. Weeks with backcountry campsite utilization greater than 90% were assumed to exhibit
excess demand within relevant lakes and utilization on those lakes during high demand weeks was

equivalent to the park average utilization.
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Table 13: Summary of Blended Permit and Reservation Fee Calculation (Based on 2012 Rate Structure)

Backcountry Permit Fee Component

Total Fee HST Base Fee Weight*
Regular (Age 6-17) $5.00 $0.58 $4.42 0.30
Ont. Persons with Disabilities (Age 6-17) $2.25 $0.26 $1.99 0.00
Regular (Age 18+) $11.25 $1.29 $9.96 0.68
Ontario Senior (Age 65+) $9.25 $1.06 $8.19 0.01
Ont. Persons with Disabilities (Age 18+) $5.75 $0.66 $5.09 0.00
Average permit fee per person per night $8.18
Average canoe group size** 4.02
Average permit fee per night (excluding HST) $32.87
Reservation Fee Component
Total Fee HST Base Fee
Reservation Fee $12.00 $1.38 $10.62
Average nights per trip*** 1.60
Average reservation fee per night (excluding HST) $6.64
Blended Rate
Average blended fee per night (sum of permit fee and reservation fee) $39.50
Opportunity Cost to the Crown
Additional campsite nights expected in the absence of cottage lots 5,292
Potential new annual Crown revenue from backcountry recreational opportunities $52,258
Additional Annual maintenance costs for additional campsites**** -$14,100
Potential (gross) opportunity costs to the Crown $38,158

* Weights are based on proportion of permits issue in 2012 at access points associated with cottage lakes.

**  Average canoe group size is based on the ratio between total party size and total number of permits issued at

access points associated with cottage lakes.

***  Since the number of permit nights was not available by access point, average nights per trip is based on the
ratio between total permits issued and total permit nights associated with backcountry canoeing across the

entire park.

***%  Additional annual costs includes $9,700 of maintenance costs, $1,400 of waste removal services, $1,000 of

other park infrastructure costs, and $2,000 of amortized capital costs.
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Second, the user fee is a per-person per night fee (inclusive of HST), which varies depending on
camper age and whether or not the camper is a person with disabilities. In addition, most trips
require a reservation which is subject to a per-booking reservation fee. For the purposes of this
analysis, a blended rate was calculated based on the proportion of users in each category (for
campsite fees), the average number of people per group (for reservation fees), and extracting HST.

Table 13 outlines these calculations resulting in a blended average user fee of $39.50 per night.

In 2012, there were 10 weeks where backcountry campsite utilization exceeded 90% across the
park.® Based on an assessment by Algonquin park managers, a total of 97 additional campsites
could be added to lakes in the absence of cottage lots. Of the 97, 13 would be sites reserved for
emergency purposes, leaving 84 available for booking.? Assuming that campsite utilization for
identified high usage weeks holds for lakes with additional campsites and that usage represents
additional camping that would otherwise not have occurred, a total of 5,292 addition campsite nights

would be expected. This amounts to a 17% increase in campsite nights, which is significant.

MNR estimates that these new sites would likely only increase campsite nights by 5-10% within the
park, which implies that the park would gain revenue from just half of these additional nights.*
Assuming that half of this gain within the park would be gained at the expense of sites lost from
other provincial parks, the Crown could expect new revenue from just one quarter of the 5,292 new
nights spent on the new backcountry campsites. This results in potential revenue to the Crown of
$52,250 per year.

These new campsite nights would be earned at a cost to the Crown of additional infrastructure and
services. The campsites would require upfront construction costs estimated to be approximately
$66,273"" which we amortize at 3% per year (our assumption of the government’s borrowing cost,
which is its opportunity cost of capital) to yield an annual cost of about $2000. We estimate that
annual maintenance costs associated with the campsites would be $9,700 per year.*? We estimate

that these additional campsite nights would need about $1,400 worth of waste removal services,

® These weeks included the week of the holiday weekend in May, and late June through early September.
° Personal Communication (2013). John Swick, Acting Supervisor, Park Management Unit, Ontario Parks
 bid.

' Based on information provided by Algonquin Provincial Park, it was assumed each campsite requires 1.5 days of work conducted by a two
person team (one Canoe Route Technician and one Park Warden) for a total of 145.5 days of work to establish 97 campsites. The cost to the
Crown for this effort, based on 2012 Collective Bargaining Agreement Rates, was $402.15 per day for a total of $58,513. In addition, each
campsite require a thunder box (a pit toilet commonly used for backcountry campsites) costing $80 each, for a total of $7,760. Changes in
administrative costs associated with issuing permits and other park management issues were assumed to be minimal.

2 Based on information provided by Algonquin Provincial Park, it was assumed that the addition 97 campsites would require about 24 days of
maintenance per year conducted by a two person team (one Canoe Route Technician and one Park Warden). The cost to the Crown for this
effort, based on 2012 Collective Bargaining Agreement Rates, was $402.15 per day.
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based upon our assessment of the park’s waste removal budget, and could account for about
$1,000 of road and dock infrastructure costs. Subtracting new costs from new revenue results in net

revenue of about $38,000 per year that is foregone because the land is leased to cottages.

6.2.2.3 Implications on Recreational Quality

Considering the implications on recreational quality that could exist in the absence of cottage lots
resulted in a number of issues that need to be taken into consideration before attempting to quantify
opportunity costs. Primarily, within the Algonquin context a distinction needs to be made between
“frontcountry” and “backcountry” recreational experiences. In fact previous research has made a
similar distinction stating “the experience offered by the outer edges of a backcountry area is

gualitatively different from that offered by the interior” (Rollins et al, 1997).

For the purposes of this discussion the following distinction is made:

e Frontcountry — Canoe and kayak only campsites that are relatively close to access points
and do not require portaging

e Backcountry — Multi-night canoe or kayak backcountry trips requiring portaging

In addition, the absence or presence of cottage lots was seen to influence recreational experience in

four potential ways:

Change in congestion on access lakes
Change in congestion in the backcountry

Change in the landscape aesthetic

Ea A

Change in the motorized boat policy on cottage access lakes

Table 14 outlines specifically how different experiences may be impacted by the presence or
absence of cottage lots. In the absence of cottage lots, and assuming additional frontcountry
campsites, changes in congestion at access points and on access lakes relevant to cottage lakes
would be expected. Quantifying the change in congestion on those lakes generally depends on the
difference in lake usage between cottage users and backcountry campsite utilization. Unfortunately,
no data currently exists on the utilization of cottage lots by cottage users.™® However, it stands to
reason that with the addition of 97 campsites more backcountry canoeists would pass through

existing access points, potentially increasing congestion.

B personal Communication (2013). Luke Hillyer, Resource Management Technician - Lands, Waters and Forestry,

Algonquin Provincial Park.
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For those seeking a frontcountry experience this congestion may not significantly influence their

overall experience since they are assumed to be seeking a “quasi-wilderness” experience and would

have different expectations on the extent of solitude. Research has shown that preferences for

solitude can vary depending on congestion point, activity, and site (Rollins, 2008). However, limited

information exists on the preferences of these “frontcountry” campers and further research is needed

to confirm this assertion.

Table 14: Distinguishing between Recreational Experiences in Algonquin

Camp Reduced / Increased | Congestion on Reduced Sight of Motorized Boats
Experience Congestion on Backcountry Lakes Cottages on Access
Type Access Lakes Lakes
Frontcountry | Restructuring Not Applicable The absence of motorized boats and cottages
Camper cottage lakes to would provide a quasi-wilderness experience to
provide a more those seeking a wilderness type experience, but
frontcountry who prefer a less intense backcountry
experience could experience, because they lack the experience
potentially result in necessary for the backcountry or are not
increased congestion physically able to undertake such a trip.
on access lakes and
at access points. The
impact on
frontcounty is
experience is
uncertain.
Backcountry With increased Congestion in the Solitude is assumed to | If the absence of
Camper campsites on “deep” backcounty is be the primary cottage lots leads to a

cottage lakes,
congestion is likely
to increase. The
impact on the
backcountry
experience is
uncertain. Some
research shows
congestion at these
points can be
positive under
certain conditions.

likely to remain
constant with or
without cottage lots.
However, with 97 new
frontcountry
campsites some
“near” backbountry
camping may be
substituted for
frontcountry camping
resulting in less
congestion in “near”
backcountry areas.

preference factor of
the backcountry
camper. However,
research has
demonstrated that in
Manitoba, canoeists
would be willing to
pay to avoid cottages
suggesting that the
sight of cottages has a
negative impact on
canoeing values
(Boxall et al, 1996).

change in policy about
allowing motorized
watercraft on
associated lakes, this
will have some impact
on the quality of the
backcountry user
experience. However,
no data was found to
support quantifying
these impacts.

On the other hand, preferences for backcountry experiences have be studied in Algonquin

demonstrating the importance of solitude and impact of congestion on the experience (Boxall, 2003).

This research suggests that on the first and last day of a canoe trip, congestion is positive, as

canoeists experience a "strong collegial effect” when meeting other canoeists during this portion of

the trip (Boxall, 2003). However, this conclusion was based on grouping first and last day
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experiences together in the analysis and anecdotal evidence suggests that this may hold only on the
last day. This same research shows that while camping, portaging, or paddling the more groups

encountered the lower the canoeists’ value.

Without a clear understanding of how congestion is likely to change in the absence of cottage lots, it
is difficult to quantify what net impact those changes would have on recreational user experience. As
Table 14 outlines both positive and negative impacts would be anticipated from the absence of
cottage lots. In addition, changes in these experiential values would have limited implications from
the perspective of net benefits to the Crown, as they are benefits experienced by users of the park
over and above the fees paid to obtain that experience. However, the Crown could be impacted if
such changes are significant enough to influence park users’ decisions to canoe in Algonquin.
Regardless of their impact on net benefits to the Crown, changes in recreational experience are an
important opportunity cost of cottage leasehold arrangements that ought to be considered when
setting park policy.

6.2.3 Conclusions from assessing conservation alternatives

Our assessment of foregone conservation alternatives revealed many promising approaches that
are presently challenged by data shortcomings. Foregone ecological opportunities in Rondeau and
Algonquin are significant, but data limitations precluded their quantification. The economic value of
these opportunities is a cost borne by society, not the Crown, and therefore do not reduce the net
benefit to the Crown of current cottage leasehold arrangements. However, these foregone
conservation opportunities must continue to be considered by MNR in fulfillment of its mandate and

in the management of lands and wildlife within the park.

In Rondeau, research was inconclusive on the potential impact of recreational quality from cottage
leasehold arrangements, thus we do not conclude that there are foregone recreational opportunities.
However, the 1990 Rondeau Management plan noted a need for some increased public access
points located in areas currently occupied by leased cottage lots. In contrast, we conclude that
there are foregone recreational opportunities in Algonquin of backcountry camping. We estimate
that these foregone recreational opportunities would provide the Crown with $38,000 in additional
revenue if lands were not leased for cottages. The foregone additional backcountry activity would
have impacts on the general value of recreation in Algonquin. Congestion in the backcountry would
be reduced, while we would expect an increase in congestion at access points. The new campsites
could cater to new users seeking a wilderness-like experience without multiple-day backcountry

canoe trips.
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7. Integrated Assessment

The net economic value to the Crown of current cottage lot tenure arrangements was estimated by
integrating the benefits and costs that were assessed in this report. Our framework of full value
accounting considers the direct and opportunity costs of supporting current tenure arrangements and
the net rent which should be earned as a fair return to the Crown for providing the benefits of cottage
lots. This was compared to the revenue currently earned by the Crown, from current cottage
leasehold arrangements, to assess the Crown’s net economic return. Current statistics were also
used to evaluate the Ministry’s Crown Land Rental Policy, evaluating the net economic return that
would have been earned if its recommended rental rate were used. Summary statistics reveal the

extent to which the Crown meets its policy of cost-recovery and its policy of land rental rates.

7.1 Interpreting and applying Crown policy rental rates

Cottage lots have tenure documents that specify an initial “annual rent” and the years in which this
rent may be adjusted. Notices of past adjustments appear to have rationalized changes on the basis
of costs that need to be recovered and recent land value appraisals. A more detailed methodology
is not provided in lease documents or adjustment letters, so our estimate of a fair market rent must

be informed by more general government policy and practice.

The Government’s Crown Land Rental Policy (MNR, 2006) informs the government about the rental

rate that should be used to lease Crown land for various purposes. The policy has a goal of:

“...maximiz[ing] non-tax revenues in a fair and equitable manner through rents and fees that:
a) are based on market value where market value can be readily determined in a cost
effective manner; or b) recover MNR’s administrative costs and reflect compensation for the
foregone public use of the public land where market value cannot be determined in a cost

effective manner.”

The policy prescribes that private recreational sites with accommaodation, such as cottages, should
pay a 10% rental rate when leased with no option to purchase. Sites under a license of occupation
should pay a 6% rental rate and sites under a land use permit should pay 5%. The fairness of these

rates is justified on the basis of market rates of return:

“Fundamental to the concept of fair return to the public is the principle that public / Crown

land is as valuable as comparable private land. The Crown will set rents and fees that
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recover a return equal to that which would be sought by a private owner of similar property.

This fair rate of return has been established by comparison with the private sector...”

Although the policy states that it applies to the calculation of “all rents and fees for the use of
Ontario’s public lands” it notes an exception for “Provincial Park leases...or where other rents or fees
are established by specific provisions within existing tenure agreements and / or other Public Lands
Directives” (Section 3.1; MNR, 2006). MNR staff informed us that there is no other more specific
directive for Provincial Park leases, so this more general policy remains the most instructive for
informing tenure arrangements. MNR staff also informed us that this policy was applied to the
calculation of Land Use Permit fees in Woodland Caribou Provincial Park, which should therefore

rule out its categorical exception for provincial parks.

Application of this policy to Rondeau and Algonquin cottage lots is challenged by several factors.
The policy is unclear whether its lease rates are meant to recover administrative costs inherent in
providing tenure in addition to providing a fair rate of return to the Crown for lease its land. We
interpret the policy’s lease rates as the rates which are meant to recover costs and earn a fair rate of
return.

The policy is also unclear about how it derived its specific lease rates from its general intent of the
Crown setting rents that will “recover a return equal to that which would be sought by a private owner
of similar property.” Greater analytical detail would be necessary to ensure that the specific lease
rates achieve their objective — or to assess what alternative lease rates would be necessary to
achieve this goal. In the present context, we now have estimates of the market value of the Crown
land and the costs of services provided to leaseholders. With this information we can both apply the
policy rates, and derive what the rates should be in order to fulfill the goals of recovering service
costs and the benefits of leased land. Consequently we do both:

1. We applied the policy lease rates to the market value of Crown land. When this information
is integrated with direct costs and opportunity costs, we assessed whether the resulting
return to the Crown would be considered fair, based on our knowledge of the direct costs of
current tenure arrangements, and opportunity costs.

2. We applied our own estimate of a fair market rate of return to estimate a fair lease rate,
beyond recovering costs. When this information is integrated with all costs, we calculated an
all-in lease rate and compared it to the rates specified in the policy document.

Algonguin and Rondeau cottage lot tenure agreements impose conditions that restrict the property
rights enjoyed by these cottagers, when compared to nearby private vacant land, whose selling price
informed our appraisal of Crown land. Cottage tenure holders do not have an inherent right to

transfer, sublet, or assign their lease to others; they must obtain the consent of the Crown to do this.
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Tenure holders cannot use the lots as a permanent residence. Tenure holders face more restrictive
conditions on landscaping than others in a private land context, and can be bound by “further
conditions or regulations which the [Crown, as the] Lessor may deem to be required from time to
time.” Current tenure holders also face an expensive risk that any structures and improvements to
the lots would need to be removed when tenure expires in 2017. All of these restrictions would
reduce the market rental rate when compared to equivalent rental rates of private land without this
expiry. Therefore, a true market rental rate from Crown land must account for the impact of these
differences in property rights. Although Metrix Realty noted some of these restrictions, they
estimated the value of Crown land on a fee-simple interest basis — not a market leasable value.

Consequently, we must assess the implication of these restrictions on a fair lease rate.

In 1993, the Ministry of Natural Resources commissioned David Nowlan to assess fair pricing for the
disposition of Crown lands. In that report, Nowlan (1993) advocated that fee-simple market land
values be discounted in order to assess a market rental rate, owing to restrictions on leases that
would not exist in a private rental context. An important restriction is the possibility that future
governments might not renew leases, which would impose significant costs on lessors because their
improvements would need to be removed. He noted that a higher probability that leases would not
be renewed, combined with a high value of the cottage on the lot, would imply a higher discount
factor. He reviewed earlier appraisals of cottage lots in Algonquin and Rondeau and noted that
Rondeau lots were discounted by 50% in spite of an expected (and since realized) 21-year lease
extension. He noted difficulties in interpreting appraisals of Algonquin lots, but suggested that a
20% discount could have accounted for an offsetting park premium that was not captured by fee-
simple comparisons. All considered, he suggested a relatively simple and general approach for
adjusting fee-simple values: a 20% discount for short-term leases, a 60% discount for Land Use

Permits, and a 50% discount for License of Occupation.

It is not clear if and how these discount factors informed the Crown Land Rental Policy rates, nor
whether it ought to be considered, since the policy does not state its assumptions about restrictions
that might be imposed upon renters of Crown land that cannot be imposed by landlords of private
land. However the policy rates appear to follow some of the logic inherent in Nowlan’s analysis
insofar as Land Use Permits and Licenses of Occupation command a lower rental rate than leases.
This logic follows the principle that the latter forms of tenure convey fewer property rights than
leases. The policy rate of 10% for leases would follow Nowlan’s analysis if this rate were applied to
an adjusted (discounted) appraisal — or if this rate was intended for licenses with the option to
purchase. Otherwise the policy rate of 10% seems high, and too general for a range of potential

circumstances, such as the lease’s length of term and probability of renewal.
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Since the policy is not clear about the property rights that are to be assessed when appraising
Crown land, it is prudent that we apply its rate to both discounted and non-discounted values. We
recommend discounting, although we have less confidence in which specific discount rate to use.
The discount should relate to the value of structures and likelihood of renewals — both of which are
unknown to us. In the absence of better information, we rely upon Nowlan’s insights to discount all
fee-simple assessments for leases by 20% in both parks based upon Nowlan’s assumption that
cottage tenure holders generally have high expectations that tenure would be renewed. Since the
policy rates already instruct the ministry to significantly discount rents from lots under a License of

Occupation and Land Use Permit, we do not apply additional discounts beyond this 20%.

Table 15 applies the Crown’s policy rental rates to both fee-simple and discounted lot values.
Results show that policy rental rates would yield gross revenue of almost $4 million for cottage lots
in each park, assuming a 20% discount applied to fee-simple appraised market values. Without the

discount, the Crown would earn close to $5 million for cottage lots in either park.

Table 15: Potential annual revenue from cottage lots in Rondeau and Algonquin if policy rental rates were
applied. Discounted lot values are 80% of the fee-simple appraised value.

Estimated cottage lot value Annual gross rental revenue

Park Form of tenure Fee-Simple Discounted RreantteélI Fee-Simple Discounted
Algonquin Leases $45,742,000 $36,593,600 10% $4,574,200 $3,659,360
License of Occupation $1,634,000 $1,307,200 6% $98,040 $78,432
Land Use Permits $1,661,000 $1,328,800 5% $83,050 $66,440
All (sum) $49,037,000 $39,229,600 $4,755,290 $3,804,232
Rondeau Leases $49,737,919 $39,790,335 10% $4,973,792 $3,979,034
License of Occupation $201,981 $161,585 6% $12,119 $9,695
All (sum) $49,939,900 $39,951,920 $4,985,911 $3,988,729

7.2 Economic value of cottage tenure arrangements in Rondeau

The Crown currently earns a net economic loss from the land it leases for cottages in Rondeau

Provincial Park. The Crown fails to recover all of its current costs, the most expensive of which is

the Payment-In-Lieu (PIL) that it makes to local municipalities to offset foregone property taxes.

Table 16 reveals the net revenue earned by the Crown, and its implied net economic return relative
to the market value of the land (as a capital stock). Since the Crown fails to recover costs, its net
revenue is a subsidy. The Crown earns -0.75% per year on the capital value of its land. To recover

costs, Crown revenues from Rondeau cottages would need to be 50% greater (row H). If the Crown
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did not make a PIL payment on behalf of the cottages, yet it earned the same revenue, then it could

recover costs and earn a net rent of 1.05% (row F).

Table 16: Evaluation of cost recovery, net revenue and the net rental rate in Rondeau Provincial Park.

With PIL payment  Without PIL payment

A. Estimated market value of cottage site lands S 49,939,900 S 49,939,900

B. Current Crown revenue from cottage sites S 743,687 S 743,687

C. Current direct costs to the Crown S 217,216 S 217,216

D. Current Crown PIL payment on behalf of cottages S 900,000 ><
E. Net revenue currently earned by the Crown = B-C-D -S 373,529 S 526,471

F. Current net rental rate = E/A -0.75% 1.05%
G. Additional revenue needed for cost-recovery (if E is negative) S 373,529 S -

H. Additional revenue relative to current revenue = G/B 50% 0%

Table 17: Evaluation of the implications of opportunity costs upon the Crown’s revenue and net return in
Rondeau Provincial Park. References to rows A to H are for preceding table.

With PIL payment  Without PIL payment

J. Net revenue needed to forego financial opportunity costs S 1,498,197 S 1,498,197
K. Net revenue needed to forego conservation opportunity costs S - S -
L. Additional revenue needed to meet (J) S 1,871,726 S 971,726
M. Additional revenue as % gain of current revenue = L/B 252% 131%
N. Additional revenue needed to meet (K) S 373,529 S -
0. Additional revenue as % gain of current revenue = N/B 50% 0%
P. All-in (gross) rental rate needed for (J) = (J+C+D)/A 5.2% 3.4%

Table 17 reveals the implications of considering opportunity costs in assessing the Crown’s net
economic return. To recover its financial opportunity cost of 3%, the Crown would need to collect an
additional $1.8 million in annual revenue, which would amount to a 252% increase in revenue. In
the absence of making a PIL payment, the Crown would need 131% more revenue in order to cover
direct costs and financial opportunity costs. We assessed the implications of different opportunity
costs of capital, but do not reproduce tables with this assessment. A 2% opportunity cost of capital
would reduce the needed revenue increase to 185% and 64% with and without a PIL payment,
respectively. A 4% rate would require increases of 319% and 198% respectively. We also

assessed the implications of a 10% variance of the estimated market value of cottage lands, but do
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not reproduce tables with this assessment. If lands were 10% more valuable than the estimate
supplied by Metrix Realty, then revenue would need to increase by 271% or 150% with, or without,
including a PIL payment, in order to earn a 3% rate of return. If the lands were 10% less valuable,

then revenue would need to increase by 232% or 111% with or without the PIL, respectively.

Row P in Table 17 reveals an all-inclusive (gross) rental rate that could be applied to the estimated
market value of cottage lots in order to fully cover costs and earn a fair rate of return. Note that
these rates (with and without a PIL payment) are significantly lower than the all-inclusive 10% rental

rate suggested by the Crown Land Rental Policy.

Table 18: Assessment of the Crown Land Rental Policy if it were applied to current cottage tenure arrangements
in Rondeau Provincial Park.

Cost assumption: With PIL payment Without PIL payment

Appraised value of land:  Fee-Simple Discounted Fee-Simple Discounted

A. Estimated market value of cottage site lands 49,939,900 39,951,920 49,939,900 39,951,920
B. Current Crown revenue from cottage sites 743,687 743,687 743,687 743,687
C. Crown revenue if policy rental rates were charged 4,985,911 3,988,729 4,985,911 3,988,729
D. Current direct costs to the Crown 217,216 217,216 217,216 217,216
E. Current Crown PIL payment on behalf of cottages 900,000 900,000 - -
F. Net revenue earned if policy rates charged = C-D-E 3,868,695 2,871,513 4,768,695 3,771,513
G. Net return on capital if policy rates charged = F/A 7.7% 7.2% 9.5% 9.4%

J. Additional revenue needed for policy rates = C-B 3,245,042

4,242,224 3,245,042 4,242,224

K. Additional revenue relative to current revenue = J/B 570% 436% 570% 436%

Table 18 reveals the implications of applying rental rates from the Crown Land Rental Policy. With
our interpretation that these rates are meant to recover costs and to earn a fair return on capital, our
integrated assessment reveals the Crown would earn above a 7% annual rate of return on its capital
(row G). This rate of return is more than double our assessment of the Crown’s opportunity cost of
capital — and likely the private sector’s opportunity cost of capital, thus contradicting the policy’s
intention of “recover[ing] a return equal to that which would be sought by a private owner of similar
property” (MNR, 2006). Attempting to achieve the policy rental rates, even if they are applied to a

20% discounted fee-simple appraisal, would require a 436% increase in revenue.
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7.3 Economic value of cottage tenure arrangements in Algonquin

Our integrated assessment of cottage lots in Algonquin Provincial Park explores the implications of
the low versus high cost estimates from section 5. Estimates differ by the portion of costs attributed
to cottage lot tenure holders for water control structures in the park. The high estimate attributes
1.5% of the asset value of water control structures as an annual maintenance cost, based upon the
recommendation of its Dam Asset Management Plan — even though we were not able to confirm
whether these funds are actually expended. A low estimate assumes that none of the annual

maintenance costs should be attributed to leaseholders.

Table 19 reveals that the Crown achieves cost recovery under both a low and high cost estimate
scenario with and without the current PIL payment. The current net rental rate (row F) is between
0.6% and 0.33% with a PIL; excluding the Crown’s PIL payment, the net rental rate is between
0.86% and 0.59% (for the low and high cost estimates, respectively). Table 20 reveals that
revenues would need to increase by over 200% (row M) in order to cover the Crown’s opportunity
cost of capital of 3%, while still making a PIL payment. Without making a PIL payment, the Crown
would need between 149% and 201% more revenue this fiscal year. Nevertheless the Crown earns
enough net revenue from cottage leases to more than offset the $38,000 in conservation opportunity

costs whose value we were able to quantify and price.

We assessed the implications of different opportunity costs of capital, but do not reproduce tables
with this assessment. A 2% opportunity cost of capital would reduce the needed revenue increase
to 117% and 140% with the current PIL payment for the low and high-cost estimates, respectively. A
4% rate would require increases of 284% and 307%, respectively. Excluding the current PIL
payment, a 2% rate would require a revenue increase of between 95% and 118%, while a 4% rate
would require an increase of between 262% and 285% (for the low and high cost estimates,

respectively).

We also assessed the implications of a different market value of cottage lands in the park, but do not
reproduce tables within this assessment. The estimated market value of cottage lands provided by
Metrix Realty generates a total value that is 10% less than the average of private land comparables
outside of the park. We explore a scenario in which the market value of cottage lands within the
park are equal to those sites outside of the park; this results in the Crown land being worth $54
million. To earn a fair rate of return of 3% on this value of the lands would require increasing
revenue by 248% or 226% with, or without the PIL payment, respectively, when applied to the high-
cost estimate. When applied to the low-cost estimate, a 3% rate of return would require additional
revenue of 176% or 153%.
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Table 19: Evaluation of cost recovery, net revenue and the net rental rate in Algonquin Provincial Park.

Including PIL payment Excluding PIL payment
Cost estimate: Low cost High cost Low cost High cost

A. Estimated market value of cottage site lands 49,037,000 49,037,000 49,037,000 49,037,000
B. Current Crown revenue from cottage sites 586,918 586,918 586,918 586,918
C. Current direct costs to the Crown 163,768 296,026 163,768 296,026
D. Current Crown PIL payment on behalf of cottages 130,543 130,543 ><><
E. Net revenue currently earned by the Crown = B-C-D 292,606 160,349 423,149 290,892
F. Current net rental rate = E/A 0.60% 0.33% 0.86% 0.59%
G. Additional revenue needed for cost-recovery (if E is negative) - - - -

H. Additional revenue relative to current revenue = G/B 0.0% 0.0% 0.0% 0.0%

Table 20: Evaluation of the implications of opportunity costs upon the Crown’s revenue and net return in Algonquin Provincial Park.

Including PIL payment Excluding PIL payment
Cost estimate: Low cost High cost Low cost High cost

J. Net revenue needed to forego financial opportunity costs S 1,471,110 S 1,471,110 S 1,471,110 S 1,471,110
K. Net revenue needed to forego conservation opportunity costs ~ $ 38,000 S 38,000 S 38,000 S 38,000

L. Additional revenue needed to meet (J) S 1,178,504 S 1,310,761 S 1,047,961 S 1,180,218
M. Additional revenue as % gain of current revenue = L/B 201% 223% 179% 201%
N. Additional revenue needed to meet (K) S - $ - $ - $ -
0. Additional revenue as % gain of current revenue = N/B 0% 0% 0% 0%

P. All-in (gross) rental rate needed for (J) = (J+C+D)/A 3.6% 3.9% 3.3% 3.6%




Table 21: Assessment of the Crown Land Rental Policy if it were applied to current cottage tenure arrangements
in Rondeau Provincial Park.

Cost assumption: Low cost estimate High cost estimate

Appraised value of land:  Fee-Simple  Discounted Fee-Simple  Discounted

A. Estimated market value of cottage site lands 49,037,000 39,229,600 49,037,000 39,229,600
B. Current Crown revenue from cottage sites 586,918 586,918 586,918 586,918
C. Crown revenue if policy rental rates were charged 4,755,290 3,804,232 4,755,290 3,804,232
D. Current direct costs to the Crown 163,768 163,768 296,026 296,026
E. Current Crown PIL payment on behalf of cottages 130,543 130,543 130,543 130,543
F. Net revenue earned if policy rates charged = C-D-E 4,460,978 3,509,920 4,328,721 3,377,663
G. Net return on capital if policy rates charged = F/A 9.1% 8.9% 8.8% 8.6%
J. Additional revenue needed for policy rates = C-B 4,168,372 3,217,314 4,168,372 3,217,314
K. Additional revenue relative to current revenue = J/B 710% 548% 710% 548%

As in the case of Rondeau, the application of rental rates from the Crown Land Rental Policy would
earn a net economic return in excess of our fair market benchmark of the Crown’s opportunity cost
of capital. Table 21 reveals that the Crown would earn at minimum of an 8.6% net return on the
20%-discounted market value of cottage lots if it were to collect 548% more revenue in order to meet
our interpretation of the Crown Land Rental Policy. Rates of return in row G appear to challenge the
policy’s claim that its “fair rate of return has been established by comparison with the private sector”
(MNR, 2006).

7.4  Jurisdictional assessment and benchmarking

Our approach to assessing the net economic value of current cottage lot tenure arrangements was
benchmarked against other Canadian jurisdictions and governments that provide long-term leases of
unimproved Crown land for the recreational purpose of cottages. The Federal Government and the
provincial governments of Manitoba, Saskatchewan, and Alberta offer such arrangements. Quebec
is among some Canadian jurisdictions that offer short-term leases of cottages lots with Crown

cottages within Provincial Parks, so this was not considered relevant to the Ontario context. Our
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assessment revealed some notable features of tenure arrangements in Manitoba, Saskatchewan,
and federally (Parks Canada). We did not find the Alberta approach sophisticated enough to serve
as a benchmark. We included the Crown land rental policy of British Columbia even though there

are no leased cottage lands within provincial parks.

Manitoba’s Parks Fees Regulation (1996) details fees and rental rates that are applied to cottage
lots within provincial park boundaries. The regulation is notably detailed about how it calculates
service fees and what it considers when assessing the full cost of its services. Amortized capital
costs and interest are included for capital costs incurred “in connection with a service provided to or
for the benefit of owners or occupiers of land with the whole or a specified area of a park district” (s
6(4); Government of Manitoba, 1996). The regulation lists various services whose costs are
recovered, including garbage collection and removal, the maintenance of roads and docks, street
lighting, and emergency services. To ensure year-over-year cost recovery, the regulation specifies
that surpluses or deficits in cost-recovery from a previous year inform the next year's fees. The
regulation clarifies that no service fees are payable if property taxes are payable to a municipality,
which occurs in cases where park cottages are located on lands that are outside of a park district.
Added to service fees is an annual lease of 4% of an appraised value of the residential lot within a
park. Land appears to be appraised on the basis of the land’s last appraisal, without any explicit
schedule of future appraisals or updates based upon trends in consumer prices or the market land

values.

Saskatchewan leases over 2100 cottage sites within many provincial parks. Sublets and
assignment of leases are permitted under The Parks Act (1991), and building permits are needed to
erect and modify structures. In this respect, tenure seems similar to private land leases.
Leaseholders as a group are charged for the full cost of providing services, with permanent residents
paying 35% more than seasonal residents. Costs are adjusted annually, with a legislated reference
to the “all items Consumer Price Index for Saskatchewan” and other adjustments “necessary to
reflect any increased costs of providing direct services” (Government of Saskatchewan, 1991). Costs
are “the total cost of providing direct services to all leaseholders within the park based on a
reasonable estimate by the minister using the records maintained by the minister respecting the
costs of providing direct services.” In addition to these cost-recovery fees, leaseholders pay a rent
of 1.92% of the “fair value assessment” of the land value (which was last adjusted in 2006).
Surprisingly this rate is not adjusted for whether the person is a permanent resident or not.
Assessments are visible on the web, revealing a value per square footage as an average “fair land

value.” Itis not clear how the land values were appraised.
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British Columbia’s Parks Act (1996) specifies that Crown land in a recreation area cannot be sold
and is generally not leased, unless explicitly approved by the Minister. The disposition of Crown
Land for residential purposes outside of provincial parks is covered by a Land Use Operational
Policy (Government of British Columbia, 2012), which we compared to Ontario’s Crown Land Rental
Policy. The British Columbia policy states that leases have a standard term of 30 years. Rents are
informed by an appraised market value of land, if not the value used for taxation purposes. Licenses
of Occupation for remote residential use have rental rates of 4.5% in contrast to a 5% rate for urban
and rural residential and permanent residential leases. A rate of 3% applies to seasonal residential
leases on shoreland. The policy states that a security deposit may be required in exchange for
improvements or changes to the land. The policy is notable for specifying the possibility that the
market value of land be “discounted” if deficiencies make it ineligible for sale. Otherwise the policy
specifies that the full appraised market value (plus the value of any residual timber) is used when
land is sold with fee simple property rights. Conversion of existing tenures to fee simple is allowed

under certain circumstances.

Parks Canada leases land within National Parks. Yearly rental rates vary by park, with the highest
rate of 6% being for lands in Jasper, Yoho, and Banff National Park used for the purpose of year-
round residence, or adjusted for the portion of residence by the number of months occupied (Parks
Canada, 2010). Unlike in Manitoba and Saskatchewan, there is no explicit distinction between rental
rates and cost-recovery fees in the lease policy. Federal regulation specifies that rental rates are to
be adjusted “throughout the term of the lease by compounding the rate of the average of the
previous five years’ Consumer Price Indices” with a maximum increase capped at 5%. This is a
notable feature that allows the rental rates to remain real in between appraisals, whereas the other

rental policies considered above are only real in the year in which their lands are appraised.

All considered, our jurisdictional benchmarking supports our conclusion that the rental rates from the
Crown Land Rental Policy are too high, and the rental rates from current tenure arrangements in
Rondeau and Algonquin are too low. Cottage lot leases in Rondeau do not earn enough revenue to
recover costs, so their negative rates of return are far below Ontario’s peers. Excluding this costly
PIL payment, current revenue would recover costs — but would not earn enough net revenue to
match any of the rental rates of its peers. The relatively low net rental rate in Saskatchewan would
still yield more revenue than current Ontario arrangements. If MNR were to apply the current Crown
Land Rental Policy rates of 10% for leases, it would stand out from its peers by generating the
highest net economic rate of return — even higher than the Parks Canada lease rate of 6% that
applies to year-round accommodation in Jasper and Banff parks which arguably command a greater

economic return than Algonquin and Rondeau.
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8. Conclusions

This report reveals the net economic value to the Crown of current cottage tenure arrangements in
Rondeau and Algonquin Provincial Parks. The net economic value was calculated as the revenue
earned from cottage lot tenure arrangements, less the direct costs incurred by the Crown to manage
the leases and service the lots, and less the Crown’s opportunity costs. This net economic value
was compared to an estimated market value of cottage lots, to derive a net economic rate of return
to the Crown. This rate of return was benchmarked against the government’s opportunity cost of

capital, which is our interpretation of a fair market rate of return.

Results show that the Crown is currently challenged to meet its goals of cost-recovery and earning a
fair rate of return from cottage lots in Rondeau and Algonquin Provincial Parks. Revenue from
leased lots in Rondeau is anticipated to be insufficient this fiscal year to cover the Ministry’s costs,
notably a Payment-In-Lieu of taxes that the Ministry makes to municipalities on behalf of cottage
tenure holders. If this issue is rectified in the coming fiscal year (as currently expected), then we
estimate that the Ministry will achieve cost recovery. However, it will be challenged to earn a fair
return on its capital. A private landlord attempting to compete against the Crown for leasing land
near Rondeau or Algonquin Provincial Parks could be at a competitive disadvantage today, to the
extent that it could not rent private land at the same low rental rates yet still cover its opportunity cost

of capital.

For the Crown to earn a fair 4% return upon the value of its capital stock of land, we estimate that it
would need to collect over 200% more revenue than it does currently, effectively tripling fees and
rents. This necessary increase would be 131% and 179% if the Crown were not making a PIL
payment for Rondeau and Algonquin cottages, respectively. This would put Ontario rental rates in
line with the 4% rental rates charged by the Government of Manitoba. To match the 1.92% rental
rates charged by the Government of Saskatchewan, Ontario would need to raise revenue by 64%

and 95% in Rondeau and Algonquin parks respectively.

This report does not recommend, nor assess, approaches that might be contemplated in order to
enhance the Crown’s net economic return from cottage lots today and into the future. Future
changes in revenue, lease conditions, and durations could affect the market value of cottage tenure
such that the present analysis would need to be revised — with different discounts. In attempting to
apply the Crown Land Rental Policy, we suggested some ways that the policy could be enhanced for

greater clarity and internal consistency, specifically how a lease rental rate should be derived.
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Appendices

A. Market Value Assessment Report for Rondeau Provincial Park (with sales maps) authored
by Metrix Realty Inc

B. Market Value Assessment Report for Algonquin Provincial Park (with sales maps) authored
by Metrix Realty Inc

C. How to Consider the Non-Market Value of Opportunity Costs
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Appendix C: How to Consider Non-Market Value

C1. Accounting for Impacts to Endangered Species

Richards and Loomis (2009) provide a detailed assessment of economic values related to
threatened, endangered and rare species. It captures state-of-the-art valuations from 31 studies
conducted across the United States. The results of this meta-analysis are particularly valuable for
our exercise since the econometric analysis was conducted specifically to provide a function for

value transfer. **

It should be noted that this approach depends on the ability to approximate the relationship between
a percent change in species habitat with a percent change in species population. Currently, the
cottage lots occupy approximately 20 ha of land or about 2.3% of the terrestrial area of Rondeau
Provincial Park.” If such a link could be quantified, then Table 22 provides the willingness to pay

values for a range of increases species at risk population transferred to Rondeau Provincial Park.

Table 22. Willingness to pay per household by endangered species type and percent change in species
population

Percent Change in Species Total Population
Species Type
0.1% 0.5% 1% 2% 5% 10% 20%
Fish $0.46 $1.85 $3.38 $6.18 $13.72 $25.07 $45.82
Bird $1.05 $4.24 $7.76 $14.18 $31.46 $57.50 $105.08
Reptiles $0.16 $0.67 $1.22 $2.23 $4.95 $9.04 $16.52

Should data become available to quantify this relationship, or there is a reasonable assumption that
could be made, the table could be used in the following manner: if species habitat increases by 2%
of the parks terrestrial area and we assume the population to increase proportionally, we can expect
that value placed on fish, birds, and reptiles to be $6.18, $14.18, and $2.23 per household,
respectively.

" Richards and Loomis (2009) report the value transfer error to be between 34% and 45%.

> Area of cottages was approximated using by converting the average lot size (50ft x 150ft) to ha and multiplying by the number of cottages
(286).
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Issues for MNR to Consider when applying these non-market values:

e Can a reasonable assumption be made between change in species habitat and change in
species population? If not further research should explore this relationship.

e What is the relevant population that holds these values? Using the population of Ontario
would seem like an intuitive option. However, doing so implicitly assumes homogenous
preferences across the entire province. This is likely an inaccurate assumption. For instance,
people in Thunder Bay, Ontario are not likely to be willing to pay the same for species at risk
protection in Rondeau as those in London, Ontario. To address this issue a distance decay
function for willingness to pay values could be used from Hanley et al (2003).

e Given that these are social values and do not reflect any fiscal burden on the Crown, it is
difficult to justify including these in an assessment of the net economic benefit to the Crown.
However, they are important opportunity costs of the current tenure arrangements that would

be considered when setting park policy.

An alternative way to utilize the information in Table 22 is with data on species at risk mortality (e.qg.
road mortality of endangered snakes) within the park. A study conducted in 2005 found that a total of
648 incidences of road kill within Rondeau Provincial Park (Farmer and Brooks, 2012). This included

the following species at risk:

Number Road Kill | Estimated Rondeau Estimated impact
Species At Risk Status Instances in 2005 Population on Population
Bard Swallow Threatened 1 NA
Five-lined Skink Endangered 18 291" 6%
Eastern Foxsnake Endangered 3 NA
Eastern Hognose Snhake | Threatened 2 NA
Fowler's Toad Endangered 12 400" 3%
Blanding’s Turtle Threatened 4 NA
Map Turtle Special Concern 3 NA
Snapping Turtle Special Concern 15 NA

Unfortunately, it was not possible to translate the number of road kill instances into a percent change
in species populations, since we do not know the impact of the mortality on their growth rate. The
population estimates provided for Five-lined Skink and Fowler’s Toad best estimates and population

change estimates do not adjust for birth rates and should therefore be interpreted with caution.

'8 Estimate from Seburn (2010).

Y Estimate from Green et al (2011).
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However, this demonstrates ways to start synthesizing existing information to make it usable in a

policy context.

Another issue to note is not all road kill instances within Rondeau can be attributed to cottage users.
Roads supporting cottage lots in Rondeau amount to approximately 25% of total road length in the
park.*® An adjustment to the road kill instance would need to be made. One could assume a
proportional relationship between lengths of road used for cottages. However, it was noted that road
mortality in areas with cottages is lower than other areas because the habitat is of lower quality and

supports lower populations.

'8 personal Communication (2013). Brad Steinberg, Acting Senior Conservation Ecologist, Ontario Ministry of Natural Resources.
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January 24th, 2013

Green Analytics
10 Carden Street
Guelph, Ontario
N1H 3A2

Attention: Jeff Wilson, Vice President - Analytics

RE: LOT VALUES IN RONDEAU PROVINCIAL PARK
CHATHAM-KENT, ONTARIO

At your request, we have examined the above-referenced study-area for the purpose of
conducting research of vacant lot transactions occurring in the Chatham-Kent District as of
December 31st, 2012. It is our understanding that the purpose of this research is to assist in
determining the net economic benefit (or loss) to the Crown of cottage lot leasehold

arrangements in Rondeau Provincial Park.

Rondeau Provincial Park is located in the community of Morpeth, District of Chatham-Kent in
south-western Ontario, comprising 2,120 acres of terrestrial park area along the shores of Lake
Erie. Rondeau is the second oldest Provincial Park in Ontario and is home to approximately 78
at-risk species. There are currently 287 leasehold cottage lots within the Park owned by the
Crown and leased to private cottage owners. Lots range in size from 0.14 to 0.25 acres and are
improved with privately owned cottages. The current lease termination date is December 31+,
2017, however discussions are underway for the possibility of lease extensions. The leasehold

lots comprise both waterfront and inland lots with road access.

100 York Blvd., Suite 200
Richmond Hill, ON L4B 1J8
Telephone 905-709-5880
Fax 905-709-5823



Based upon our investigation of the real estate market and after considering all of the pertinent
facts, as of December 31st, 2012, we conclude a current market value of the leasehold cottage lots

to be:

MARKET VALUE ESTIMATE

Rondeau Provincial Park Lot Values

Waterfront Lots $3,500 Per Foot of Waterfront

Inland Lots $800 Per Foot of Road Frontage

The research report that follows sets forth the pertinent data and analyses leading to the
conclusions presented herein. The Appraisal Requirements section of this report sets out the
basis of the report, definitions and the valuation methodology and must be read to gain a full

understanding of the process.

Respectfully submitted,

Paul W. Stewart, BA, AACI, P. App.
Metrix Realty Group (Ontario) Inc.

100 York Blvd., Suite 200
Richmond Hill, ON L4B 1J8
Telephone 905-709-5880
Fax 905-709-5823
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EXECUTIVE SUMMARY

Rondeau Provincial Park.
288 existing leasehold lots.

Crown-owned land leased to private cottage leaseholders.

Conduct market research of lot transactions within the Chatham-

Kent District.

This report has been prepared for Green Analytics to assist in
determining the net economic benefit (or cost) to the Crown of the
current cottage lot leasehold arrangements in Rondeau Provincial

Park.

Fee Simple
December 31st 2012

Rondeau Provincial Park comprises 8,037 acres of open water,
wetland and terrestrial lands. The terrestrial park area comprises
2,120 acres, of which approximately 50 acres are occupied by

cottage lots.

288 (covered by 286 leases)

MARKET VALUE CONCLUSION

MARKET VALUE ESTIMATE

Rondeau Provincial Park Lot Values

Waterfront Lots $3,500 Per Foot of Waterfront

Inland Lots $800 Per Foot of Road Frontage
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MAP OF LEASED LOTS IN RONDEAU PROVINCIAL PARK
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SCOPE OF WORK

DELIVERABLES

¥ Develop an approach to establish realty values for the cottage lease lots in Rondeau

Provincial Park by researching comparable properties sold outside the park boundaries

»

b
b
b

Vacant lot sales will be used instead of improved properties, as the Rondeau
Park leases are for the land only and do not include the improvements made on
the land

Research the areas surrounding the park boundaries for vacant lot sales

Use a combination of research databases including Geowarehouse, MLS, MLS
Connect, MPAC Propertyline Database and local brokers websites

Use parameters of lot size, lot frontage and proximity to the park to distinguish
relevant comparables

Confirm all relevant sales are arms-length transactions

Compile and map all relevant comparable sales occurring from 2010 to present

Establish lot values for waterfront and inland vacant lots

¥ Analyze the compiled data to derive realty values for cottage lease lots inside the park

boundaries and apply adjustments as necessary for the various lot categories:

b
b

Road Access Waterfront
Road Access Inland

P Summarize the findings in a format which complies with the Canadian Uniform

Standards of Professional Appraisal Practice

SITE DESCRIPTION

LOCATION

P Rondeau Provincial Park is located the community of Morpeth in

southwest Ontario, east of Chatham, along the shorelines of Lake

Erie.
LAND AREA (APPROX.)
RONDEAU
PROVINCIAL PARK P 2,120 acres (Terrestrial Park Area)

LEAseD Lots (arprOx.) P 50 acres

ACCESS

P Access is available from the north end of the Park, through
Rondeau Park Road.



SHAPE

Rondeau Provincial Park, Ontario (MR12-227)

¥ Irregular (refer to the Arial Map below).

TOPOGRAPHY

LEASED LOTS

P The eastward facing sandy beach along the Rondeau peninsula is

a geomorpholic feature known as a Cuspate Sandspit. Formed by
the erosion and disposition of sand and gravel, there are only two
sandspits of this kind in North America. The majority of the park
is natural environment with Carolinian forest, beach dunes, and a
large marshy area. The park is environmentally significant due to
the unique cuspate sandspit, freshwater sand dunes, tallgrass
prairie and black oak savannah - habitats recognized as
internationally endangered. Rondeau Provincial Park is habitat to

approximately 78 species at risk.

There are 288 land lots (under 286 leases) currently under lease to
private cottage leaseholders. These lots are improved with
cottages and are both waterfront and inland lots. Waterfront lots
comprise the majority of the lots and range from 0.17 to 0.25 acres.

The waterfrontage ranges from 37 to 75 feet. There are 49 inland



LEASE AGREEMENT

Rondeau Provincial Park, Ontario (MR12-227)

lots, with an average frontage of 54 feet and a lot area of 0.14

acres.

The cottage leases were originally established in 1894 to 1950. The
current lease termination date is set for December 31st, 2017.
However, discussions are underway for the possibility of lease
extensions. Leaseholders pay the Crown an annual lease rate as

well as parking and service fees.
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MARKET RESEARCH

To establish the market value of the leased land within Rondeau Provincial Park, we have used
vacant lot transactions to determine value, deducing that the leases within the Park are for the
land only and do not include any of the improvements (residential dwellings, etc.) constructed
by the private lease holders on the lands. In addition, we researched for transactions located
within Rondeau Park (both vacant and improved). We were unable to find any market
transactions within the Park boundaries. This is expected as the majority of properties are
transferred among families and are not traded in the open market. The current 2017 lease
termination and demolition date has halted sales within the Park. In determining the current
market value for vacant land lots within Rondeau Provincial Park, the research involved
documenting land transactions within the District of Chatham-Kent for each of the following
land categories:
a) Waterfront Vacant Lots
b) Inland Vacant Lots

An extensive search was conducted in the Chatham-Kent area in order to locate comparable lot
sales for each category. Various research tools and databases were used including MLS, MLS
Connect, Geowarehouse radius search, MPAC Propertyline Database as well as local brokerage
websites. The cottage lots in Rondeau Provincial Park have a lot frontage (water or road
frontage) ranging from 37 to 83 feet and an average lot size of approximately 0.20 acres. For this
reason we have narrowed our vacant lot sales search parameters to properties less than 1 acre in
size having less than 200 feet of frontage located within a 12 km radius to the park. Due to the
limited waterfront lot transactions occurring, we have extended the distance to 30 km along the

Lake Erie shoreline for our waterfront lot sales data.

The value estimate(s) reported herein are based on a general parcel of land and thus are not
specific to any "subject" property. Hence, the rates reported herein are expected to serve as a
benchmark and the value may vary for a specific property based on site characteristics (lot size,
road/water frontage, views, terrain, landscaping, tranquillity, surrounding neighbourhood

features, etc.).

Having regard to general market conditions, market nuances and variations in terms of
location, size (acres), and configuration we have summarized the transactions into two tables:

Waterfront Lot Transactions and Inland Lot Transitions.
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11

12

13

14

83 Wellington Street, Shrewsbury

18460 Erie Shore Drive, Blenheim

4628 Talbot Trail, Tilbury

4662 Talbot Trail, Tilbury

11638 Bates Line, Harwich

7206 Talbot Trail, Chatham

18000 Erie Shore Drive, Blenheim

11493 Rondeau Drive, Morpeth

18360 Marine Park Drive, Morpeth

11588 Bates Line, Harwich

90 Kent Street, Harwich

11520 Meadowview Road, Harwich

18236 Erie Shore Drive, Blenheim

11461 Rondeau Drive, Morpeth

WATERFRONT VACANT LOT TRANSACTIONS

Sale Date

16-Oct-2012

25-Jul-2012

25-Jul-2012

27-Jun-2012

28-Mar-2012

9-Mar-2012

2-Mar-2012

21-Dec-2011

30-Jun-2011

17-Jun-2011

10-Jun-2011

25-Mar-2011

5-Nov-2010

1-Nov-2010

$15,000

$28,500

$40,000

$10,000

$400,000

$49,900

$25,000

$45,500

$60,000

$380,000

$29,500

$68,500

$20,000

$16,865

$84,912

Site Area
(Acres)

0.25

0.15

0.99

047

0.36

0.93

0.14

0.45

0.37

0.49

0.46

0.70

0.32

0.18

0.45

Lake
Frontage
(Feet)

52

40

100

50

75

77

50

100

100

98

107

127

107

130

87

Price per

Acre

$59,396

$183,948

$40,469

$21,243

$1,114,070

$53,437

$172,943

$100,344

$161,982

$777,063

$64,322

$97,857

$63,035

$92,480

$214,471

Price per

Front Foot

$288

$713

$400

$200

$5,333

$648

$500

$455

$600

$3,878

$276

$539

$187

$130

$1,010

Rondeau Provincial Park, Ontario (MR12-227)

Comments

Backing onto canal with boat access to Rondeau Bay.
Services available in close proximity.

Half built foundation on site. Building permit
included in sale price. City water and septic system.

Vacant Lake Erie waterfront lot. Many newly
constructed homes on street.

Vacant Lake Erie waterfront lot. Many newly
constructed homes on street.

Close to Rondeau Provincial Park, in Bates
subdivision. Sandy beach waterfront lot. Services
available, septic system required.

Lake Erie waterfront lot.

Close to Rondeau Provincial Park, with Lake Erie
waterfront.

Lot with canal at rear of property. In Rondeau Bay
Estates neighbourhood. Boat access to Lake Erie.

Lot with canal at rear of property. In Rondeau Bay
Estates neighbourhood. Boat access to Lake Erie.

Close to Rondeau Provincial Park, in Bates
subdivision. Sandy beach waterfront lot. Services
available, septic system required.

Lot with canal at rear of property. In Rondeau Bay
Estates neighbourhood. Boat access to Lake Erie.

Lot with canal at rear of property. In Rondeau Bay
Estates neighbourhood. Boat access to Lake Erie.

Close to Rondeau Provincial Park, with Lake Erie
waterfront.

Waterfrontage on Rondeau Bay. In Rondeau Bay
Estates neighbourhood. Boat access to Lake Erie.
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COMPARABLE WATERFRONT LOT SALES MAP
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INLAND VACANT LOT TRANSACTIONS

S
E Site Area Frontage DPrice per Price per
3 Address Sale Date (Acres) (Feet) Acre Front Foot Comments
1 90 Sleepy Meadow Drive, Blenheim 9-Nov-2012 $50,000 0.22 76 $229,414 $658 Zf;ir;;esmentlal building lotin a new subdivision. All services are
2 460 Towanda Boulevard, Blenheim 20-Sep-2012 $55,000 0.21 50 $260,020  $1,100 i‘;ll:l May 2012 for $30,000, resold Sept. 2012 $55,000. Close to Lake
H i 1 h ith fl i i 11 .
3 19357 Erieau Road, Blenheim 18-Sep-2012 $39,000 0.39 100 $99,138 $390 as insulated shed with concrete floor and a driveway installed
Services available at road.
4 70 Sleepy Meadow Drive, Blenheim 12-Jul-2012 $50,000 0.22 76 $229,414 $658 Zf:;r;;es‘denhal building lotin a new subdivision. All services are
5 8963 Talbot Trail, Blenheim 9-Jul-2012 $90,000 0.95 125 $94,651 $720 Vacant building lot. Backs onto small pond.
6 109 Sleepy Meadow Drive, Blenheim 26-Apr-2012 $55,000 0.84 61 $65,476 $902 ;]ra;;r;;es‘denhal building lotin a new subdivision. All services are
7 67 Brock Street, Shrewsbury 13-Apr-2012 $5,000 0.25 52 $19,877 $96 ‘Ezlyd for less than the assessed value ($22,000). Close to Rondeau
8 69 Brock Street, Shrewsbury 13-Apr-2012 $5,000 0.25 52 $19,877 $96 Sold for less than assessed value ($22,000). Close to Rondeau Bay.
° 216 Adelaide Street, Blenheim 5-Apr-2012 $11,000 038 o5 $29,000 $147 Municipal water line located down fjhe street with costs to be paid by
the buyer for hook-up. All other services close to lot.
10 1234 Mariners Road, Erieau 16-Mar-2012 $89,900 0.33 68 $273,543 $1,332 Backing onto Erieau Marina. Close to Rondeau Bay.
11 45 Brock Street, Shrewsbury 21-Dec-2011 $9,500 0.25 52 $37,765 $183 Close to Rondeau Bay.
12 8838 Talbot Trail, Blenheim 14-Sep-2011 $30,000 0.49 85 $61,192 $353 Qverlooklng large pond. Services available at lot line, septic to be
installed at buyers expense.
13 15 Albert Street, Shrewsbury 30-Jun-2011 $10,000 0.31 64 $32,246 $156 Vacant building lot, close to Rondeau Bay.
14 1220 Mariners Road, Erieau 30-Jun-2011 $89,900 0.33 68 $271,300 $1,332 Backing onto Erieau Marina. Close to Rondeau Bay.
15 11746 Rose Beach Lane, Morpeth 15-Jun-2011 $65,000 0.38 87 $169,488 $747 Close to Rondeau Provincial Park.
. ial i1di loti I Al .
16 69 Sleepy Meadow Drive, Blenheim 20-May-2011 $46,000 0.22 76 $210,108 $605 Ef:i‘;;eﬁdenua building lotin a new subdivision services are
17 1222 Mariners Road, Erieau 16-May-2011 $89,900 0.33 68 $271,705 $1,332 Backing onto Erieau Marina. Close to Rondeau Bay.
18 8834 Talbot Trail, Blenheim 20-Apr-2011 $30,000 0.49 85 $61,192 $353 Qverlooklng large pond. Services available at lot line, septic to be
installed at buyers expense.
V. i ial ildi loti ivisi Al i
19 82 Sleepy Meadow Drive, Blenheim 21-Apr-2011 $50,000 0.22 76 $228,378 $658 pra;;r;’;;es‘denha building lotin a new subdivision services are
20 85 Sleepy Meadow Drive, Blenheim 14-Jan-2011 $46,500 0.22 76 $212,392 $612 ;Zf:ir;ti;%‘dennal building lot in a new subdivision. All services are
21 1224 Mariners Road, Erieau 7-Jan-2011 $89,000 0.33 68 $269,186 $1,319 Backing onto Erieau Marina. Close to Rondeau Bay.
22 7863 Talbot Trail, Blenheim 1-Dec-2010 $50,000 0.49 170 $101,782 $294 Vacant residential building lot.
23 1226 Mariners Road, Erieau 20-Sep-2010 $75,000 0.33 68 $227,182 $1,111 Backing onto Erieau Marina. Close to Rondeau Bay.
24 18134 Fourth Avenue, Harwich 20-Aug-2010 $88,000 0.26 75 $338,199 $1,173 Close to Rondeau Provincial Park.
25 11704 Rose Beach Lane, Morpeth 16-Jul-2010 $66,000 0.47 80 $139,620 $825 Close to Rondeau Provincial Park.
Average $51,388 0.37 77 $158,086 $686
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ANALYSIS AND CONCLUSION

WATERFRONT LOT ANALYSIS

We uncovered 14 vacant waterfront lot transactions within the Chatham - Kent area occurring
from November 2010 to October 2012. The sales documented average 0.45 acres in size and 84
feet of waterfrontage. The average sale price is $84,912 per lot, $214,471 per acre, or $1,010 per
front foot. The majority of the waterfront lots front on Lake Erie, or Rondeau Bay. We have
included five transactions of canal lots; lots backing onto a canal which provides boat access to
Rondeau Bay and Lake Erie. We have included these sales as there is no conclusive market
evidence showing that canal lots command a lower value than typical waterfront lots. The sales
range in price from $10,000 to $68,500 per lot ($130 to $713 per front foot of waterfront) with two
outliers well above the average. The two lot sales on Bates Line, located just north of Rondeau
Provincial Park, sold for $380,000 and $400,000 or $3,878 and $5,333 per front foot of
waterfrontage. These lots are located in the Bates Subdivision, with few remaining lots
available. The properties have sandy beaches on Lake Erie and are heavily treed. Municipal
water, hydro and natural gas are available to the lots with septic systems required. Like the
Rondeau waterfront lots, these properties are located on the Cuspate Sandspit, providing for a
significantly superior waterfrontage than the rest of the waterfront lots documented. These
sales are similar to the Rondeau lots in terms of location and waterfront quality however, are
considered superior as they are larger lots, more private and are located in a prestigious
neighbourhood. In concluding a final value, more weight was placed on these Bates

Subdivision sales.

INLAND LOT ANALYSIS

We uncovered 25 vacant inland lot sales within the Chatham-Kent District occurring from July
2010 to November 2012. The sales average 0.37 acres in size and range from 50 to 170 feet of
road frontage. The sales range in price from $5,000 to $89,900, with an average selling price of
$51,388 per lot, $158,086 per acre, or $686 per front foot. All sales are located in close proximity
to the Park and while a portion of the sales are slightly superior to the 48 inland Rondeau lots in
terms of lot size and frontage, the inland lots within the park are superior to the average of the
sales. As a result we have concluded a per front foot value slightly higher than the average of

the sales.

11
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IMPROVED SALES WITHIN RONDEAU PROVINCIAL PARK

As additional research, we have searched for transactions of properties located within the
Rondeau Park boundaries. The cottages within Rondeau Park are often transferred among
families and as such are not traded in the open market. The lack of current transactions in the
Park can be contributed to the uncertainty around the current 2017 lease termination date. We
have been made aware of one transaction within the Park which was listed for sale in the open
market. The property, identified as Lot 191 Lakeshore (PIN 00941-0093), sold for $143,500 on
June 29th, 2012. Due to the limited number of transactions and amount of information available,

it is difficult to extract any conclusions about pricing based solely on this sale.
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VALUE CONCLUSION
There are several disadvantages when comparing lots within Rondeau Provincial Park to lots
located outside of the Park.
¥ The current 2017 lease termination and demolition date yields a level of uncertainty to
the cottage leaseholders.
b Cottage owners are required to buy vehicle parking passes.
b Cottage rentals are prohibited.
¥ Permits and inspections are required for cottage docks. Docks without a valid permit are
subject to a fine of $1,000 per day.
P Permits and inspections are required for boats on cottage beaches. A special beach trailer
is required and there are no guarantees of future permission.
P Bonfires on cottage beaches are prohibited at all times.
¥ Children's toys left on cottage beaches overnight are considered abandoned and can be

seized by park security staff.

CONCLUSIONS
As a result of the above noted lot data, the various restrictions associated with living within the
Park and our expert opinions and experience, we have arrived at the following market value

estimate for the waterfront and inland lots located within Rondeau Provincial Park:

MARKET VALUE ESTIMATE

Rondeau Provincial Park Lot Values

Waterfront Lots $3,500 Per Foot of Waterfront

Inland Lots $800 Per Foot of Road Frontage

The value estimate(s) reported herein are based on a general parcel of land and thus are not
specific to any "subject" property. Hence, the rates reported herein are expected to serve as a
benchmark and the value may vary for a specific property based on site characteristics (lot size,
road/water frontage, views, terrain, landscaping, tranquillity, surrounding neighbourhood

features, etc.).
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PROPERTY

RIGHTS APPRAISED

PURPOSE OF
RESEARCH REPORT

FUNCTION OF
RESEARCH REPORT

DATE OF INSPECTION

EFFECTIVE
DATE OF VALUATION

SALES HISTORY

DEFINITION OF
MARKET VALUE

Rondeau Provincial Park, Ontario (MR12-227)

APPRAISAL REQUIREMENTS

Fee Simple Interest.

Conduct market research of lot transactions within the Chatham-

Kent District.

This report has been prepared for Green Analytics to assist in
determining the net economic benefit (or cost) to the Crown of the
current cottage lot leasehold arrangements in Rondeau Provincial

Park.

Not applicable.

December 31st, 2012.

Not applicable.

"Market Value" is defined as the "most probable price which a
property should bring in a competitive and open market under all
conditions requisite to a fair sale, the buyer and seller each acting
prudently and knowledgeably, and assuming that the price is not affected
by undue stimulus. Implicit in this definition is the consummation of a
sale as of a specified date and the passing the title from seller to buyer

under conditions whereby:

1) buyer and seller are typically motivated;

2) both parties are well informed or well advised, and acting in what

they consider their best interests;
3) a reasonable time is allowed for exposure in the open market;

4) payment is made in terms of cash in Canadian Dollars or in terms
of financial arrangements comparable thereto; and

14
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5) the price represents the normal consideration for the property sold
unaffected by special or creative financing or sales or concessions
granted by anyone associated with the sale.

EXPOSURE TIME » Not applicable.

SCOPE OF VALUATION
AND REPORTING PrOCESs P During the course of preparing this valuation, the appraiser:

- Reviewed available data regarding the local market.

- Verified current land use and zoning regulations.

- Reviewed data on comparable sale transactions.

- Interviewed market participants.

- Confirmed all data relied upon in the valuation process.

- Prepared an appraisal report in accordance with the "Canadian

Uniform Standards of Professional Appraisal Practice".

HIGHEST AND BEST USE
Real estate is valued in terms of its highest and best use. Highest and best use is defined as:

The reasonably probable and legal use of vacant land or an improved property, which
is physically possible, appropriately supported, financially feasible, and that results in the
highest value. The four criteria the highest and best use must meet are legal permissibility,
physical possibility, financial feasibility, and maximum profitability

Source: The Dictionary of Real Estate Appraisal

Third Edition, 1993
Appraisal Institute

To properly analyse highest and best use, two determinations must be made. First, the highest
and best development of the site as though vacant and available for use is made. Second, the
highest and best use of the property as improved is analysed and estimated. The highest and
best use of both the land as though vacant and the property as improved must meet four
criteria: physically possible, legally permissible, financially feasible, and maximally productive.
Of the uses that satisfy the first three tests, the use that produces the highest price or value
consistent with the rate of return warranted by the market is the maximally productive use.

15
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GLOSSARY

For the purpose of this report, the following definitions will apply:

Comparative Analysis - the process by which a value indication is derived in the direct

comparison approach.

Effective Date - the date at which the analyses, opinions and advice in an appraisal, review or

consulting service apply.

Extraordinary Assumption - an assumption, directly related to a specific assignment, which,

if found to be false, could alter the appraiser’s opinions or conclusions.

Fee Simple - absolute ownership unencumbered by any other interest or estate, subject only to

the limitations imposed by the governmental powers of taxation, expropriation, police power

and escheat.

Frontage - the measured length of a site that abuts a street, lake, stream, railroad or other

feature.

Highest & Best Use - the reasonably probable and legal use of vacant land or an improved
property, which is physically possible, appropriately supported, financially feasible, and that
results in the highest value. The four criteria the highest and best use must meet are legal

permissibility, physical possibility, financial feasibility, and maximum profitability.

Hypothetical Condition - that which is contrary to what exists, but is supposed for the

purpose of analysis.

Lease - a legal agreement which grants to another the right to use, occupy, or control all or part

of a property for a stated period of time at a stated rental rate.

Leased Fee - an ownership interest held by a landlord with the right of use and occupancy

conveyed to a tenant by a lease.

Limiting Condition - a statement in the appraisal identifying conditions that impact the value

conclusion.

16
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Market Value - the most probable price which a property should bring in a competitive and

open market as of the specified date under all conditions requisite to a fair sale, the buyer and

seller each acting prudently and knowledgeably, and assuming the price is not affected by

undue stimulus.

Real Property - the interests, benefits, and rights inherent in the ownership of real estate.

17
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CONTINGENT AND LIMITING CONDITIONS

This report is not valid unless an original signature is evident.

It is assumed that the sub-soil, structure, materials and workmanship are considered as
good and acceptable by the market. In addition, mechanical and electrical facilities are
also assumed to be in good working order. No responsibility has been assumed for the

requirements of government, public or private bodies.

The presence of any potentially hazardous materials on the property and/or used in the
building's maintenance or construction has not been determined. We are not qualified

to detect the existence of such substances.

All data used and described herein whether provided for this report or obtained in the

market place is assumed to be correct and reliable.

Property rights being appraised are those of the "Fee Simple" interest. We assume no

responsibility for matters, which are legal in character.

We are not required to give testimony or attendance in court by reason of the appraisal,
with reference to the property in question, unless arrangements have been previously

made.

Maps, surveys, etc. in this report are included to assist the reader in visualizing the

information and are not warranted as to their accuracy.

It is assumed that the study area complies in all material respects with all restrictive
covenants affecting the site and is in compliance with all the requirements of law,
including zoning, land classification, building, planning, fire and health by-laws, rules,
regulations, orders and codes of all federal, provincial, regional and municipal

governmental authorities having jurisdiction with respect thereto.

18
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It is assumed that, save and except for encumbrances as may be permitted, there are no
easements, rights-of-way, building restrictions or other restrictions so affecting the site
as to prevent or adversely affect the operation of the property or so as to materially and

adversely affect its market value.

This report has been prepared for Green Analytics to assist in determining the net
economic benefit (or cost) to the Crown, of the current cottage lot leasehold
arrangements in Rondeau Provincial Park. Possession of this report, or a copy thereof,
does not carry with it the right to reproduction or publication, in whole or in part, nor
may it be used for any purpose by any other than the recipient, its lenders, financiers or
agents, without the written consent and approval of the firm, Metrix Realty Group

(Ontario) Inc.

Neither all nor any part of the contents of this report shall be disseminated or otherwise
conveyed to the public through advertising media, public relations media, news media,
sales media or any other media for public communication without the prior written

consent and approval of the firm, Metrix Realty Group (Ontario) Inc.

19



Rondeau Provincial Park, Ontario (MR12-227)

CERTIFICATION

Re: Rondeau Provincial Park Lot Values
Chatham-Kent, Ontario

I certify that to the best of our knowledge and belief:

The statements of fact contained in this reporting letter are true and correct.

The assignment was not based on a requested minimum valuation, a specific valuation, or

the approval of a loan.

The reported analyses opinions and conclusions are limited only by the reported
assumptions and limiting conditions, and is my personal impartial, and unbiased

professional analyses, opinions and conclusions.

I have no present or prospective interest in the property that is the subject of this report, and

have no personal interest with respect to the parties involved.

I have no bias with respect to the property that is the subject of this report or to the parties

involved with this assignment.

My engagement in and compensation for this assignment were not contingent upon
developing or reporting predetermined results, the amount of the value estimate, or a

conclusion favouring the client.

My analyses, opinions, and conclusions were developed, and this reporting letter has been
prepared, in conformity with the Canadian Uniform Standards of Professional Appraisal

Practice. The Appraisal Institute of Canada reserves the right to review this letter.
I have the knowledge and experience to complete the assignment competently.

As of the date of this report I, Paul Stewart, have fulfilled the requirements of The Appraisal

Institute of Canada Mandatory Recertification Program for designated members.
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By reason of my investigation and by virtue of my experience, I have formed the opinion that as

of December 31st, 2012, the leased cottage lots have a current market value of:

MARKET VALUE ESTIMATE

Rondeau Provincial Park Lot Values

Waterfront Lots $3,500 Per Foot of Waterfront

Inland Lots $800 Per Foot of Road Frontage

Dated: January 24th, 2013

Paul W. Stewart, BA, AACI, P. App.
Metrix Realty Group (Ontario) Inc.
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Research Report of:

Algonquin Provincial Park
Lot Values

Nipissing District, Ontario

Prepared For:

Prepared By:



January 24th, 2013

Green Analytics
10 Carden Street
Guelph, Ontario
N1H 3A2

Attention: Jeff Wilson, Vice President - Analytics

RE: COTTAGE LOT VALUES IN ALGONQUIN PROVINCIAL PARK
NIPISSING DISTRICT, ONTARIO

At your request, we have examined the above-referenced study-area for the purpose of
conducting research of vacant lot transactions occurring in the area surround Algonquin
Provincial Park as of December 31st, 2012. It is our understanding that the purpose of this
research is to assist in determining the net economic benefit (or loss) to the Crown of cottage lot

leasehold arrangements in Algonquin Provincial Park.

Algonquin Provincial Park is located in the District of Nipissing in Central Ontario located
between from Georgian Bay and the Ottawa River. The park comprises 7,653 square kilometres
and has over 2,400 lakes, rivers and streams. There are currently 304 leasehold cottage lots on
19 lakes within the Park with a lease termination date of December 31st, 2017. The leasehold
lots comprise of waterfront lots divided into five categories: Road Access Front Country, Water
Access Only Front Country, Water Access Only on Cache Lake, Water Access Only on Small
Lakes and Back Country.

100 York Blvd., Suite 200
Richmond Hill, ON L4B 1J8
Telephone 905-709-5880
Fax 905-709-5823



Based upon our investigation of the real estate market and after considering all of the pertinent

facts, as of December 31st, 2012, we conclude a current market value of the leasehold cottage lots

to be:

MARKET VALUE ESTIMATE

Algonquin Provincial Park Lot Values

Road Access Lots - Front Country $1,000 Per Front Foot $215,000 Per Lot
Water Access Only Lots - Front Country $600 Per Front Foot $156,000 Per Lot
Water Access Only Lots - Cache Lake $600 Per Front Foot $156,000 Per Lot
Water Access Only Lots - Located on Small Lakes ~ $400 Per Front Foot $104,000 Per Lot
Back Country Lots $300 Per Front Foot $102,000 Per Lot

* Price per front foot is estimated based on the current leases' average frontage for each category

The research report that follows sets forth the pertinent data and analyses leading to the
conclusions presented herein. The Appraisal Requirements section of this report sets out the
basis of the report, definitions and the valuation methodology and must be read to gain a full

understanding of the process.

Respectfully submitted,

Paul W. Stewart, BA, AACI, P. App.
Metrix Realty Group (Ontario) Inc.

100 York Blvd., Suite 200
Richmond Hill, ON L4B 1J8
Telephone 905-709-5880
Fax 905-709-5823
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EXECUTIVE SUMMARY

STUDY AREA ¥ Algonquin Provincial Park.

PROPERTY TYPE P 304 existing leasehold lots.

OWNER OF RECORD P Crown-owned land leased to private cottage leaseholders.

PURPOSE OF

RESEARCH REPORT P Conduct market research of lot transactions within the

surrounding municipalities.

FUNCTION OF

RESEARCH REPORT ¥ This report has been prepared for Green Analytics to assist in
their study to determine the net economic benefit (or cost) to the
Crown of current cottage lot leasehold arrangements in
Algonquin Provincial Park.

PROPERTY RIGHTS

APPRAISED P Fee Simple Interest

DATE OF VALUATION ¥ December 31st, 2012

TOTAL SITE AREA ¥ Algonquin Provincial Park comprises approximately 1.9 million

acres, of which less than 315 acres is occupied by cottagers.
NUMBER OF COTTAGE LEASEs # 303 (of which 8 are leased by a Land Use Permit and 10 by a

License of Occupation)

MARKET VALUE CONCLUSION

MARKET VALUE ESTIMATE

Algonquin Provincial Park Lot Values

Road Access Lots - Front Country $1,000 Per Front Foot $215,000 Per Lot
Water Access Only Lots - Front Country $600 Per Front Foot $156,000 Per Lot
Water Access Only Lots - Cache Lake $600 Per Front Foot $156,000 Per Lot
Water Access Only Lots - Located on Small Lakes  $400 Per Front Foot $104,000 Per Lot
Back Country Lots $300 Per Front Foot $102,000 Per Lot

* Price per front foot is estimated based on the current leases' average frontage for each category
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MAP OF LEASED LOTS IN ALGONQUIN PROVINCIAL PARK
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SCOPE OF PROJECT

DELIVERABLES

¥ Develop an approach to establish realty values for the cottage lease lots in Algonquin

Provincial Park by researching comparable properties sold outside the park boundaries

»

Vacant lot sales will be used instead of improved properties, as the Park leases
are for the land only and do not include the improvements made on the land
Research the areas surrounding the perimeter of the park for vacant lot sales

Use a combination of research databases including Geowarehouse, MLS, MLS
Connect, MPAC Propertyline Database and local brokers websites

Use parameters of lot size, lot frontage and proximity to the park to distinguish
relevant comparables

Confirm all relevant sales are arms-length transactions

Compile and map all relevant comparable sales occurring from 2010 to present
Reconcile lot values for road access and water access only (island) waterfront
properties sold outside of the park.

Improved sales located within the Park boundaries will be researched for further

justification of value

P Analyze the compiled data to derive realty values for cottage lease lots inside the park

boundaries and apply adjustments as necessary for the various lot categories:

;

b
b
b
b

Road Access Front Country

Water Access Only Front Country
Water Access Only on Cache Lake
Water Access Only on Small Lakes
Back Country

» Summarize the findings in a format which complies with the Canadian Uniform

Standards of Professional Appraisal Practice

SITE DESCRIPTION

LOCATION

P Located in Central Ontario, west of the Trans Canada Highway 11
in the District of Nipissing. Algonquin communities include:

Antoine, Bancroft, Bonnechere, Greater Golden Lake, Mattawa-
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North Bay, Ottawa, Shabot Obaadijiwan, Snimikobi,
Pikawakanagan and Whitney.

LAND AREA (APPROX.) » 1.90 million acres.

ACCESS P Access is available from the south-west portion of the Park
through the Highway 60 Corridor and Highway 17 from the
north. A large portion of the park is located within backcountry

and is only accessed by seasonal roads and trails.

SHAPE ¥ Irregular (refer to the Arial Map below).

TOPOGRAPHY ¥ The Park is located within the Canadian Shield, and is composed
of both northern coniferous forest and southern deciduous forest.
The vast interior is composed of maple hills, rocky ridges, and
over 2,400 lakes, rivers and streams. The large variety of
environments in the park promotes the habitat of rich and diverse
plant and animal species, making Algonquin Park an important

site for wildlife research.



LEASED LOTS

LEASE AGREEMENT

Algonquin Provincial Park, Ontario (MR12-227)

¥ There 303 (of which 8 are leased by a Land Use Permit and 10 by a

License of Occupation) currently under lease to private cottage
leaseholders. These lots are improved with cottages located on
lakes with and without road access. Approximately 85% of these
leasehold cottages are located along the Highway 60 Corridor. The
majority of the leased lots have water access only and range in
size from 0.06 acres to 6.44 acres with water frontages ranging
from 67 feet to 825 feet. There are 32 road access lots, ranging in
size from 0.7 acres to 2.32 acres with water frontages ranging from

112 feet to 620 feet.

The cottage lot leases were originally introduced in 1905, and
were recognized as an integral part of the recreational use of
Algonquin Park. The current leases were established in 1986-1987
and lease rates are established as a multiple of shoreline footage.
In addition to the variable land rents, each leaseholder pays an
identical annual service fee and must purchase a Provincial Park
permit. The termination date is set for December 31st, 2017.
However, discussions are underway for the possibility of lease

extensions.
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MARKET RESEARCH

To establish the market value of the leased land within Algonquin Provincial Park, we have
used vacant lot transactions to determine value, deducing that the leases within the Park are for
the land only and do not include any of the improvements (residential dwellings, etc.)
constructed by the private lease holders on the lands. In determining the current market value
for land lots within Algonquin Provincial Park, the research involved documenting land
transactions surrounding the Park within the District of Nipissing, District of Muskoka,
Haliburton County, Renfrew County and the surround area for each of the following land
categories:

a) Waterfront Vacant Lots with Road Access

b) Island Vacant Lots with Water Access Only

An extensive search was conducted in the area surrounding Algonquin Provincial Park in order
to locate comparable lot sales for each category. Various research tools and databases were
used including MLS, MLS Connect, Geowarehouse radius search, MPAC Propertyline Database
and local brokerage websites. Water access only lots have an average lot frontage of
approximately 260 feet and an average lot size of 1.08, while the road access only lots have an
average lot frontage of approximately 213 feet and an average lot size of 1.13 acres. We have
made our search parameters consistent with those of the lots inside the Park and included lots
located within a 100 km radius from the Park. Island lots were used a proxy for lots with water

access only.

The value estimate(s) reported herein are based on a general parcel of land and thus are not
specific to any "subject" property. Hence, the rates reported herein are expected to serve as a
benchmark and the value may vary for a specific property based on site characteristics (lot size,
road/water frontage, views, terrain, landscaping, tranquillity, surrounding neighbourhood

features, etc.).

Having regard to general market conditions, market nuances and variations in terms of
location, size (acres), and configuration we have summarized the transactions into two tables:

Road Access Vacant Lot Transactions and Water Access Vacant Lot Transactions.
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ROAD ACCESS LOT TRANSACTIONS

17
18

Address

8 Petit Lane, Kearney

1047 Alice Drive, Dorset

Lot 1 Briarwood Road, Dysart
Lot 5 Kendra Court, Dysart

Lot 9 Kendra Court, Dysart

Lot 15 Johnson Bay Road, Dysart
Babinski Road, Barry's Bay

Part Lot 6 Concession 1 Mcclintock, Algonquin Highlands
Part Lot 31 Concession 2 Mcclintock, Algonquin Highlands
3527 Maple Ridge Drive, Algonquin Highlands

221 North Star Drive East, Bonfield

11193 Kawagama-Mo Bay, Algonquin Highlands
Part Lot 23-24 Concession 4 Herschel, Highland Grove
1010 East Camp Lake Road, Algonquin Highlands

1099 Blue Lake Road, Algonquin Highlands
Hazard Hill Road, Kearney

5351 Kawagama Lake Road, Algonquin Highlands

Parcel 36-1 Section 36 M505, Bonfield

Part Lot 4 Concession 10 Mcclintock, Algonquin Highlands

Lot 8, Plan 19M3, Dysart
Lot 4, Plan 19M3, Dysart
Lot 3, Plan 19M3, Dysart
Lot 6 Parcel 541 T/W H194850, Eagle Lake

South Kashagawigamog Lake Road, Haliburton
South Kashagawigamog Lake Road, Haliburton

Average

Mason Lake
Kawagama Lake
Percy Lake
Percy Lake
Percy Lake
Percy Lake
Bark Lake
Otter Lake
Kawagama Lake
Kawagama Lake
Lake Nosbongsing
Kawagama Lake
Baptiste Lake
Camp Lake
South Tasso Lake
Trout Lake
Kawagama Lake
Lake Nosbongsing
Oxtongue Lake
Percy Lake
Percy Lake
Percy Lake
Eagle Lake
Lake Kashagawigamog
Lake Kashagawigamog

List
List
List
List
List
List
List
9-Nov-2012
24-Oct-2012
21-Sep-2012
17-Aug-2012
17-Aug-2012
15-Aug-2012
8-Aug-2012
26-Jul-2012
6-Jul-2012
3-Jul-2012
29-May-2012
19-Apr-2012
30-Mar-2012
30-Mar-2012
30-Mar-2012
25-Jan-2012
21-Dec-2011
10-Nov-2011

Price
$169,999
$299,000
$315,000
$265,500
$342,000
$387,000
$199,500
$133,000
$216,200
$170,000

$80,000
$200,000
$91,000
$205,000
$363,000
$135,000
$530,000
$140,000
$155,000
$356,195
$362,832
$318,584
$130,000
$300,000

$221,000
$243,392

Lake
Site Area  Frontage
(Acres) (Feet) Price per Acre
1.86 175 $91,397
0.90 155 $332,222
4.50 1145 $70,000
3.00 200 $88,500
8.00 547 $42,750
3.30 459 $117,273
2.58 164 $77,326
0.48 120 $277,083
1.62 230 $133,457
0.84 150 $202,405
0.83 130 $96,502
0.14 185 $1,428,571
0.53 100 $172,676
1.07 160 $191,231
0.80 150 $454,887
3.80 228 $35,526
4.99 311 $106,255
1.84 245 $76,087
3.84 375 $40,365
7.80 821 $45,684
4.32 926 $83,989
2.98 303 $107,087
0.88 110 $147,895
1.26 153 $238,095
1.22 192 $181,148
2.53 309 $193,536

Price per
Front Foot

$971
$1,929
$275
$1,328
$625
$843
$1,216
$1,108
$940
$1,133
$615
$1,081
$910
$1,281
$2,420
$592
$1,702
$571
$413
$434
$392
$1,051
$1,182
$1,961
$1,151
$1,045
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COMPARABLE ROAD ACCESS LOT SALES MAP
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Address

:

1 Part Lot 2 Concession 14 Havelock, Algonquin Highlands
2 1060 Big Island, Huntsville

3 16560 Dennison Island, Algonquin Highlands

4 19980 Kawagama, Big Trout Island, Algonquin Highlands
5 14538 Kawagama - Island, Algonquin Highlands

6 Part Lot 32 Concession 1 Mcclintock, Algonquin Highlands
7 6 Davis Island, Maple Leaf

8 Part Lot 21 Concession 1 Havelock, Haliburton

9 Part Lot 2 Concession 14 Havelock, Algonquin Highlands
10 538 Big Island, Huntsville

11 Part Lot 23 Concession 13 Guildord, Haliburton

12 Part Lot 23 Concession 13 Guildord, Haliburton

13 Part Lots 22-23 Concession 13 Guildord, Haliburton

14 728 Big Island, Huntsville

Average

Kawagama Lake
Lake Vernon
Kawagama Lake
Kawagama Lake
Kawagama Lake
Kawagama Lake
Papineau Lake
Little Redstone Lake
Kawagama Lake
Lake Vernon
Little Redstone Lake
Little Redstone Lake
Little Redstone Lake

Lake Vernon

Island
Dennison Island
Big Island
Dennison Island
Big Trout Island
Long Island
Long Island
[sland Papineau
Big Island
Dennison Island
Big Island
Big Island

]

Big Island

Big Island
]

Big Island

WATER ACCESS ONLY LOT TRANSACTIONS

8-Nov-2012
17-Aug-2012
17-Aug-2012
20-Jul-2012
15-May-2012
20-Oct-2011
14-Sep-2011
2-Sep-2011
27-May-2011
18-May-2011
14-Oct-2010
14-Oct-2010
7-Oct-2010

21-Jun-2010

Algonquin Provincial Park, Ontario (MR12-227)

Lake

Site Area Frontage

Price (Acres)  (Feet)
$290,000 3.99 700
$100,000 4.74 360
$212,500 1.90 300
$280,000 3.12 350
$250,000 0.62 115
$120,000 1.62 255
$140,000 0.84 178
$140,000 7.27 530)
$194,000 2.74 302
$145,000 3.20 335
$103,500 4.80 274
$138,000 4.99 1,09
$103,500 4.73 280
$170,000 2.93 300
$170,464 3.39

Price per
Acre

$72,682
$21,097
$111,901
$89,859
$403,226
$74,074
$165,877
$19,257
$70,803
$45,313
$21,571
$27,666
$21,882
$58,020

384 $85,945

Price per
Front Foot

$414
5278
$708
$800
$2,174
$471
$787
$264
5642
$433
$378
$126
$370

$567
$601



COMPARABLE WATER ACCESS LOT SALES MAP

Algonquin Provincial Park, Ontario (MR12-227)

DEdgingt-:un

Mipis=zing
g |Poveaszan . .
% Fazzmill Kiozk
h o
J Brent
=}
fi rout Creek
Commands ]
=}
i
Su:uuth
River |
IIII
r';l
sundridge
' Algonquin Provincial Park
’
174 'il
ﬁMagnetawan b
i
Burks Falls ONTARIO Round Lage
"-.__‘1I Ravenavarth
ol
Golden
Dﬂulgnnquin c'Hilla!ne Lake
Park gv‘mrtney . =tation
Madawazka I:IElarI”:.-'S Bay
Fuﬁ,frnn:uuntﬁ
Wl e |Papineau Lake |
iCombermere
1 [Kawagama Lake | 127 !F ':'
g I K Lake St
. Hurtzville GF'E’[er
§
141 ; |Little Redstone Lake | ,
P sritfith
SHeon, 7 Dog !F ':'r'-"la'h"r":":'th “Brucetan

Mataineatchan

10



Rondeau Provincial Park, Ontario (MR12-227)

ANALYSIS AND CONCLUSION

ROAD ACCESS ANALYSIS

We uncovered 18 vacant road access lot sales within the surrounding area occurring from
November 2011 to November 2012, and 7 current listings. The sales average 2.53 acres in size
with an average of 309 feet of water frontage. The sales range in price from $80,000 to $530,000,
with an average sale price of $243,392 per lot, $193,536 per acre, or $1,045 per front foot. All the

sales are vacant and are similar to the Algonquin cottage lots in terms of lot size and frontage.

WATER ACCESS ONLY LOT ANALYSIS

We uncovered 14 vacant water access only lot transactions within the surrounding area located
on 4 lakes, occurring from June 2010 to November 2012. The sales documented average 3.39
acres in size and 384 feet of water frontage. The average sale price is $170,464 per lot, $85,945
per acre, or $601 per front foot. Due to the limited availability of data, vacant island lot
transactions were used as a proxy for water access only lots within Algonquin Park. The sales

range in price from $100,000 to $290,000 per lot.

ALGONQUIN PARK LIMITATIONS
There are some disadvantages when comparing lots within Algonquin Provincial Park to lots
located outside of the Park.

¥ The current 2017 lease termination and demolition date yields a level of uncertainty to

the cottage leaseholders.

P The use of personal watercrafts and water skiing are not permitted within the Park.

¥ A maximum of 20 horse power motor boats are allowed.

» Hydro or telephone cables are not permitted on the lot lines; cottagers must use propane

tanks for electricity.

-

The majority of the cottage lots are not accessible by car as limited roadways exist.
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Rondeau Provincial Park, Ontario (MR12-227)

IMPROVED SALES WITHIN ALGONQUIN PARK
As additional research, we have searched for transactions of properties located within the
Algonquin Park boundaries. Very few sales were uncovered, all of which are improved

properties. We have summarized these transactions in the chart below:

Algonquin Park Cottage Transactions

Site Lake Dwelling
Area  Frontage Size
Address Sale Price (Acres) (Feet) Improvements (Sq. Ft.) Comments

<}
V4
@»
=
<
W

Previously li f
Two bedroom plus loft cottage on reviously listed for

oD $379,000, then reduced to
o e e . ,000,
£ Whitefish Campground  Whitefish ;0 6319000 090 221 seasonal private road. No 675  $319,000. Currently off the
-2 Access, Algonquin Park Lake bathroom in cottage. Wood .
= . market for the winter
heating.
season.
s Three bedroom cottage with .
1 Rock Lake Road, Whitefish 5 jun2012 $479900 200 440 screened-in porchand covered 1,200 1Yo services to the lot
Algonquin Park Lake . . line, convenient road access.
verandah. Oil and wood heating.
One bedroom cottage with stone Hydro, phone and septic.
Highway 60, Algonquin fireplace and large deck. Three Water access only. Itis
o iEawWay oh Algonq Canoe Lake 10-Jul-2012 $528,250  0.71 155 P 3 g 972 speculated that a portion of
Park piece bath house and two . .
. . the sale price ($225,250) is
separate bunkies. Wood heating. . f
pending the lease extension.
Three bedroom cottage with .
3 Lot28SouthTealake,  SouthTea )0 (. 7410 ¢148000 170 520 porch Nobathroom incottage. 1254 o services. Water access
Algonquin Park Lake . only.
Wood heating.
4 Lot 44 Sn.mke Lake, Smoke Lake 7-Jun-2008  $143,000 140 Unknown Two small cab%ns with wood 280 No services. Water access
Algonquin Park heating. only.
Two room cabin with no heating .
5 Lot 36 SO}lth Tea Lake, South Tea 6-Jun-2008  $90,000 107 316 or water. Sold in "as is" 344 No services. Water access
Algonquin Park Lake condition only.

The cottages within Algonquin Park are often transferred among families and as such are not
traded in the open market. The lack of current transactions in the Park can be contributed to the
uncertainty around the current 2017 lease termination date. We have uncovered five
transactions and one listing within the Park from 2008 to present. Sales 1 and 2 sold for
$479,900 and $528,250 respectively and given the modest quality of the improvements, it is
reasonable to suggest a premium may have been paid for the tranquil Algonquin Park location.
However, due to the limited number of transactions, it is difficult to extract any conclusions

about premiums paid based solely on these sales.
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Rondeau Provincial Park, Ontario (MR12-227)

ADJUSTMENTS

The leasehold cottage lots within Algonquin Provincial Park have been separated into five
categories: Road Access Front Country, Water Access Only Front Country, Water Access Only
on Cache Lake, Water Access Only on Small Lakes, and Back Country. Once the values are
determined for road access lots and water access only lots outside of the Park's boundaries,
appropriate adjustments must be made for each of the five categories mentioned above to

determine the lot values inside the Park.

After analyzing the above market research, a concluding estimated value for the Road Access
Front Country lot category has been determined to be $1,000 per front foot or $215,000 per lot.
The 'per lot' value is based on the average lot frontage of 215 feet, calculated using the current
lease information inside Algonquin Provincial Park for Road Access lots. We have concluded a
value based on the average of transactions analyzed due to the exclusivity of the Algonquin
location being offset by the limitations which exist within the Park. Out of the five Algonquin
Park lot categories, this is the highest value due to the accessibility and convenience factors. The
Road Access Front Country lots are situated on lakes close to the Highway 60 Corridor and are
located on large to medium size lakes (Rock, Lake of Two Rivers, Whitefish, Smoke, South Tea,
and Canoe). Therefore, this category will be used as the benchmark for all remaining lot

categories.

For the category of Water Access Only Front Country a concluding estimated value of $600 per
front foot or $156,000 per lot has been made. This 'per lot' value is based on the average lot
frontage of 260 feet, calculated using the current lease information inside Algonquin Provincial
Park for Water Access Only lot leases. The data established a price for Water Access Only
which is about a 40% downward adjustment, when compared to Road Access Front Country
lots. The Water Access Only Front Country lots are only accessible by boat and are located on
large to medium size lakes. This value falls in line with the average of the market research

conducted for the water access only lots.

For the category of Water Access Only on Cache Lake we concluded a value $600 per front foot
or $156,000 per lot. This 'per lot' value is based on the average lot frontage of 260 feet,
calculated using the current lease information inside Algonquin Provincial Park for Water

Access Only lot leases. No adjustments were made from the Water Access Only - Front

13



Rondeau Provincial Park, Ontario (MR12-227)

Country Lots. Although Cache Lake is smaller and has more islands, we do not believe this

would result in a lower lot value.

For the category of Water Access Only on Small Lakes we have selected a rate of $400 per front
foot or $104,000 per lot which is equivalent to two thirds of the per front foot value of Water
Access Only Front Country lots on a large lake. The smaller lakes tend to be located further
from the Highway 60 Corridor, are more remote and generate lesser boating and finishing
opportunities. The 'per lot' value is based on the average lot frontage of 260 feet, calculated
using the current lease information inside Algonquin Provincial Park for the Water Access Only

lot leases.

The category of Back Country represents lots which are located approximately 57 kilometres
north of Canoe and Smoke Lakes. These lots are regarded as inferior as the access appears to be
limited to trails and portage. Most of the Back Country lots appear to be located on medium
sized lakes. For these reasons we have selected a rate of $300 per front foot or $102,000 per lot
which is about half of the per front foot value of Water Access Only Front Country lots. The 'per
lot' value is based on the average lot frontage of 340 feet, calculated using the current lease

information inside Algonquin Provincial Park for the Back Country lot leases.

14



Rondeau Provincial Park, Ontario (MR12-227)

CONCLUSIONS
As a result of the above noted lot data and the various restrictions associated with living within

the Park, we have arrived at the following market value estimate for the waterfront and inland

lots located within Algonquin Provincial Park:

MARKET VALUE ESTIMATE

Algonquin Provincial Park Lot Values

Road Access Lots - Front Country $1,000 Per Front Foot $215,000 Per Lot
Water Access Only Lots - Front Country $600 Per Front Foot $156,000 Per Lot
Water Access Only Lots - Cache Lake $600 Per Front Foot $156,000 Per Lot
Water Access Only Lots - Located on Small Lakes  $400 Per Front Foot $104,000 Per Lot
Back Country Lots $300 Per Front Foot $102,000 Per Lot

* Price per front foot is estimated based on the current leases' average frontage for each category

The value estimate(s) reported herein are based on a general parcel of land and thus are not
specific to any "subject" property. Hence, the rates reported herein are expected to serve as a

benchmark and the value may vary for a specific property based on site characteristics.
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PROPERTY

RIGHTS APPRAISED

PURPOSE OF
RESEARCH REPORT

FUNCTION OF
RESEARCH REPORT

DATE OF INSPECTION

EFFECTIVE
DATE OF VALUATION

SALES HISTORY

DEFINITION OF
MARKET VALUE

Rondeau Provincial Park, Ontario (MR12-227)

APPRAISAL REQUIREMENTS

Fee Simple Interest.

Conduct market research of lot transactions within the Algonquin

Park Area.

This report has been prepared for Green Analytics to assist in
their study to determine the net economic benefit (or cost) to the
Crown of current cottage lot leasehold arrangements in

Algonquin Provincial Park.

Not applicable.

December 31st, 2012.

Not applicable.

"Market Value" is defined as the '"most probable price which a
property should bring in a competitive and open market under all
conditions requisite to a fair sale, the buyer and seller each acting
prudently and knowledgeably, and assuming that the price is not affected
by undue stimulus. Implicit in this definition is the consummation of a
sale as of a specified date and the passing the title from seller to buyer

under conditions whereby:

1) buyer and seller are typically motivated;

2) both parties are well informed or well advised, and acting in what

they consider their best interests;
3) a reasonable time is allowed for exposure in the open market;

4) payment is made in terms of cash in Canadian Dollars or in terms
of financial arrangements comparable thereto; and
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Rondeau Provincial Park, Ontario (MR12-227)

5) the price represents the normal consideration for the property sold
unaffected by special or creative financing or sales or concessions
granted by anyone associated with the sale.

EXPOSURE TIME ¥ Not applicable.

SCOPE OF VALUATION
AND REPORTING PROCESs P During the course of preparing this valuation, the appraiser:

- Reviewed available data regarding the local residential market.
- Verified current land use and zoning regulations.

- Reviewed data on comparable sale transactions.

- Confirmed all data relied upon in the valuation process.

- Prepared an appraisal report in accordance with the "Canadian

Uniform Standards of Professional Appraisal Practice".

HIGHEST AND BEST USE
Real estate is valued in terms of its highest and best use. Highest and best use is defined as:

The reasonably probable and legal use of vacant land or an improved property, which
is physically possible, appropriately supported, financially feasible, and that results in the
highest value. The four criteria the highest and best use must meet are legal permissibility,
physical possibility, financial feasibility, and maximum profitability

Source: The Dictionary of Real Estate Appraisal

Third Edition, 1993
Appraisal Institute

To properly analyse highest and best use, two determinations must be made. First, the highest
and best development of the site as though vacant and available for use is made. Second, the
highest and best use of the property as improved is analysed and estimated. The highest and
best use of both the land as though vacant and the property as improved must meet four
criteria: physically possible, legally permissible, financially feasible, and maximally productive.
Of the uses that satisfy the first three tests, the use that produces the highest price or value

consistent with the rate of return warranted by the market is the maximally productive use.
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Rondeau Provincial Park, Ontario (MR12-227)

GLOSSARY

For the purpose of this report, the following definitions will apply:

Comparative Analysis - the process by which a value indication is derived in the direct

comparison approach.

Effective Date - the date at which the analyses, opinions and advice in an appraisal, review or

consulting service apply.

Extraordinary Assumption - an assumption, directly related to a specific assignment, which,

if found to be false, could alter the appraiser’s opinions or conclusions.

Fee Simple - absolute ownership unencumbered by any other interest or estate, subject only to

the limitations imposed by the governmental powers of taxation, expropriation, police power

and escheat.

Frontage - the measured length of a site that abuts a street, lake, stream, railroad or other

feature.

Highest & Best Use - the reasonably probable and legal use of vacant land or an improved
property, which is physically possible, appropriately supported, financially feasible, and that
results in the highest value. The four criteria the highest and best use must meet are legal

permissibility, physical possibility, financial feasibility, and maximum profitability.

Hypothetical Condition - that which is contrary to what exists, but is supposed for the

purpose of analysis.

Lease - a legal agreement which grants to another the right to use, occupy, or control all or part

of a property for a stated period of time at a stated rental rate.

Leased Fee - an ownership interest held by a landlord with the right of use and occupancy

conveyed to a tenant by a lease.

Limiting Condition - a statement in the appraisal identifying conditions that impact the value

conclusion.
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Rondeau Provincial Park, Ontario (MR12-227)

Market Value - the most probable price which a property should bring in a competitive and

open market as of the specified date under all conditions requisite to a fair sale, the buyer and

seller each acting prudently and knowledgeably, and assuming the price is not affected by

undue stimulus.

Real Property - the interests, benefits, and rights inherent in the ownership of real estate.
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Rondeau Provincial Park, Ontario (MR12-227)

CONTINGENT AND LIMITING CONDITIONS

This report is not valid unless an original signature is evident.

It is assumed that the sub-soil, structure, materials and workmanship are considered as
good and acceptable by the market. In addition, mechanical and electrical facilities are
also assumed to be in good working order. No responsibility has been assumed for the

requirements of government, public or private bodies.

The presence of any potentially hazardous materials on the property and/or used in the
building's maintenance or construction has not been determined. We are not qualified

to detect the existence of such substances.

All data used and described herein whether provided for this report or obtained in the

market place is assumed to be correct and reliable.

Property rights being appraised are those of the "Fee Simple" interest. We assume no

responsibility for matters, which are legal in character.

We are not required to give testimony or attendance in court by reason of the appraisal,
with reference to the property in question, unless arrangements have been previously

made.

Maps, surveys, etc. in this report are included to assist the reader in visualizing the

information and are not warranted as to their accuracy.

It is assumed that the study area complies in all material respects with all restrictive
covenants affecting the site and is in compliance with all the requirements of law,
including zoning, land classification, building, planning, fire and health by-laws, rules,
regulations, orders and codes of all federal, provincial, regional and municipal

governmental authorities having jurisdiction with respect thereto.
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11.

Rondeau Provincial Park, Ontario (MR12-227)

It is assumed that, save and except for encumbrances as may be permitted, there are no
easements, rights-of-way, building restrictions or other restrictions so affecting the site
as to prevent or adversely affect the operation of the property or so as to materially and

adversely affect its market value.

This report has been prepared for Green Analytics to assist in their study to determine
the net economic benefit (or cost) to the Crown, of the current cottage lot leasehold
arrangements in Algonquin Provincial Park. Possession of this report, or a copy thereof,
does not carry with it the right to reproduction or publication, in whole or in part, nor
may it be used for any purpose by any other than the recipient, its lenders, financiers or
agents, without the written consent and approval of the firm, Metrix Realty Group

(Ontario) Inc.

Neither all nor any part of the contents of this report shall be disseminated or otherwise
conveyed to the public through advertising media, public relations media, news media,
sales media or any other media for public communication without the prior written

consent and approval of the firm, Metrix Realty Group (Ontario) Inc.
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Rondeau Provincial Park, Ontario (MR12-227)

CERTIFICATION

Re: Algonquin Provincial Park
Nipissing District, Ontario

I certify that to the best of our knowledge and belief:

The statements of fact contained in this reporting letter are true and correct.

The assignment was not based on a requested minimum valuation, a specific valuation, or

the approval of a loan.

The reported analyses opinions and conclusions are limited only by the reported
assumptions and limiting conditions, and is my personal impartial, and unbiased

professional analyses, opinions and conclusions.

I have no present or prospective interest in the property that is the subject of this report, and

have no personal interest with respect to the parties involved.

I have no bias with respect to the property that is the subject of this report or to the parties

involved with this assignment.

My engagement in and compensation for this assignment were not contingent upon
developing or reporting predetermined results, the amount of the value estimate, or a

conclusion favouring the client.

My analyses, opinions, and conclusions were developed, and this reporting letter has been
prepared, in conformity with the Canadian Uniform Standards of Professional Appraisal

Practice. The Appraisal Institute of Canada reserves the right to review this letter.
I have the knowledge and experience to complete the assignment competently.

As of the date of this report I, Paul Stewart, have fulfilled the requirements of The Appraisal

Institute of Canada Mandatory Recertification Program for designated members.
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Rondeau Provincial Park, Ontario (MR12-227)

By reason of my investigation and by virtue of my experience, I have formed the opinion that as

of December 31st, 2012, the leased cottage lots have a current market value of:

MARKET VALUE ESTIMATE

Algonquin Provincial Park Lot Values

Road Access Lots - Front Country $1,000 Per Front Foot $215,000 Per Lot
Water Access Only Lots - Front Country $600 Per Front Foot $156,000 Per Lot
Water Access Only Lots - Cache Lake $600 Per Front Foot $156,000 Per Lot
Water Access Only Lots - Located on Small Lakes  $400 Per Front Foot $104,000 Per Lot
Back Country Lots $300 Per Front Foot $102,000 Per Lot

* Price per front foot is estimated based on the current leases' average frontage for each category

Dated: January 24th, 2013

Paul W. Stewart, BA, AACI, P. App.
Metrix Realty Group Toronto Inc.
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Addendum "A"
Appraiser's Qualifications



PAUL STEWART, BA, AACI, P. APP.

Curriculum Vitae

Education/Qualifications m Bachelor Degree, Double major in Business and Economics

University of Guelph, Ontario, 1984

Professional Affiliations m Appraisal Institute of Canada, (AACI) 1996

Professional Career

(Member No. 700414)

m Metrix Realty Group, Partner
May 2002 to Present

m Stewart Valuation Ltd. and Valuation-Net.Com
December 1999 to May 2002

m The Altus Group - Toronto
Real Estate Consulting
Senior Consultant
February 1999 to December 1999

m Colliers International Realty Advisors Inc.
Senior Consultant

January 1996 to January 1999

m Edward F. Heberger & Associates - Connecticut, USA
Senior Consultant
June 1993 to December 1995

m Warren Stewart & Associates, Toronto
Senior Consultant
April 1984 to May 1993

Professional Position m Former member of the National Adjudicating Committee

Experience

of the Appraisal Institute of Canada.

m Experienced in the valuation of a wide range of property
types including office, retail and industrial properties, as
well as hotels, development land, recreational facilities,
mining properties and many special use facilities.
Currently specializing in investment grade office, retail

and industrial properties.




Published Articles

Expert Witness

Development

Securities

-0-

Consulting assignments have included highest and best
use studies, feasibility studies and market studies.
Extensive use of Geographic Information Systems (GIS)
performing comprehensive trade area demographic
analysis, gravity modelling and projecting retail capture

rates.

Financial modelling using the latest version of Argus for
investment properties. Provided financial modelling for
valuation purposes on some of the Canada’s largest office

assets.

Valuing a Real Estate Partnership Interest: Liquidity Discount
Factor vs. a Quantified Analysis. Published in the 1995
spring edition of ACTEC Notes, a quarterly of the

American College of Trust and Estate Counsel
Republished in the 1998 spring edition of the Canadian
Appraiser, a quarterly of the Appraisal Institute of

Canada.

Real Estate and Bandwidth - Does the Building Have the
Backbone? Published in the Spring 2000 edition of the

Canadian Appraiser.

Extensive experience in ad velorum tax assessment
working for both the tax authorities and property owners.
Qualified as an expert witness in the US Courts on matters
relating to property valuation in tax and civil litigation
cases and has appeared on numerous occasions in State
and Superior Court, Connecticut, U.S.A. and in Ontario,

Canada.

Acquired and rezoned vacant residential land, and

constructed townhouses.

Former President and Compliance Officer of a registered
securities dealer in the Province of Ontario between 1989
and 1993.
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