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To the Honorable
The Common Council, City of Milwaukee
Council Members:

We are pieased to submit for your review and consideration this Audit of the Residential Real Estate
Assessment Process in the Office of the City Assessor. The Audit sought to determine the extent of the
City’s compliance with State regulations and established professional standards regarding its residential
assessments. The Audit also sought to determine the accuracy of the properiy specific databases used to
perform the assessment, while also evaluating the Computer Assisted Mass Appraisal (CAMA} System
used in this process. Finally, the audit sought to determine the uniformity of assessments throughout the
city. The detailed Audit objectives are described in the Audit Scope and Objectives Section — page two of
this Report.

The Audit focused on State and professional standards, policies and procedures used by the Assessor In
residential property assessment process. The Audit also included an examination of the Assessor’s property
files and computer database. The Audit excluded the assessment of condommniums, apartments or
mercantile properties.

The Audit determined that overall, the Assessor’s residential property assessment process produces city-
wide assesstent accuracy levels at or above State requirements, complies with State and other professional
standards and includes a computer assisted process which is generally well administered and controfled,
Based on an assessment ratio analysis of 2003 sales compared to the January 2004 assessment, the 2004
city reassessment also met professional criteria in terms of assessment uniformity within the city of
Milwaukee. However, a hmited audit sample review shows that the lowest valued one-third of residential
properties is on average assessed at slightly greater-than-market, while the middle and upper thirds are
assessed at slightly less-than-market. This pattera should be examined further by the Assessor’s Office,
with the intent of maximizing assessment uniformity across all city residential properties.

The Computerized Mass Appraisal system (CAMA) forms the foundation for the City of Milwaukee
assessment process. Therefore, the Assessor’s Office documentation of that system is key to ifs continuing
integrity and performance. While the audit concludes that the Assessor’s Office documentation as needed
by the City assessors is generally adequate, the data processing documentation of CAMA requires

substantial expansion {o promote continuous operations in the event of unexpected staff turnover,

Specific detailed findings and recommendations can be found in the Audit Question, Conclusion and
Recommendation section of the audit beginning on page 4.

Appreciation is expressed for the co-operation extended to the anditors by the Office of the Assessor.

Stdnid

W. Martin Morics,/
Comptroller

Room 404, City Hall, 200 East Wells Street, Milwaukee, Wisconsin 53202-3567, Phone: (414) 2B6-3321, Fax: (414} 286-3281 =i a2



Residential Property Assessment Process

Audit Scope and Objectives

This is an audit of the residential real estate assessment process as administered by the
Office of the City Assessor. The audit included:

Assessment-to-sales ratio analyses and other statistical measures to determine
assessment accuracy and uniformity including a comparison to State and
professional standards.

A detailed review of the manual and computer processing procedures applied in
establishing annual assessments for all taxable residential property

Various audit tests to examine the accuracy of the residential sales, assessment
and revaluation databases

Audit tests to determine the accuracy of computer processing of residential
revaluation based upon property specific, neighborhood and other factors,

An evaluation of the administrative and computer controls over the assessments
process

Trend analysis of property owner assessment appeals over time.

In conducting this audit, extensive reference was made to existing State Statutes and
regulations as well as available professional standards. The audit was not intended to
measure the efficiency of assessor staff or related staffing needs. It was aiso deemed
bevond this audit scope to evaluate the detailed assessment methods employed for any
specific property or specialized type of property.

The objectives of this audit were to:

1.

2.

Determine the extent of the City’s compliance with State regulations and
established professional standards regarding its residential assessments

Establish whether the Assessor’s Office parcel-specific residential property data
base used in developing assessments is accurate

Evaluate the Assessor’s Office computerized mass appraisal system (CAMA) in
terms of its compliance with State requirements and professional standards and
the adequacy of controls over CAMA mcluding any manual adjustments.

Evaluate the uniformity of city residential assessments across different housing
sales values and across different geographic areas of the city.



Background, Organizatien and Fiscal Impact

The allocation of municipal, county and school district taxes requires an assessment of
value. These taxes are “ad valorem taxes” (meaning attached to the value). An ad
valorem tax is based on the principle that the amount of tax paid should depend on the
(market) value of property owned. The State of Wisconsin also bases its allocation of
State Aids to counties, municipalities and schools through the equalized value of
property. The State requires counties and municipalities to report the assessed value of
property every year to achieve a fair and equitable allocation.

The State has defined four major classes of property for assessment: residential,
commercial, agricultural and personal'. The City’s Assessor’s Office further breaks
down residential property into smaller components, residential (up to 3 family),
apartments (four-family or greater) and condominiums. Also, commercial property
consists of mercantile and manufacturing property. By Statute, the Assessor is
responsible for the assessment of all property except manufacturing property, which is
the responsibility of the State Department of Revenue. The City reported to the State in
2003 that there was over $20 billion in locally assessed value of all classes of property.

The Assessor’s Office is responsible for the assessment of property within the City of
Milwaukee, other than manufacturing property. To perform this task the Assessor’s
Office consists of a staff of 56, with an adopted 2004 budget of $4.1 nullion.

' Wisconsin Property Assessment Manual, Page 1-2.



Audit Questions, Conclusions and Recommendations

Audit Conclusions

Overall, the Assessor’s residential property assessment process produces city-wide
assessment accuracy levels at or above State requirements, complies with State and other
professional standards and includes a computer assisted process which is generally well
administered and controlled.

Based on an assessment ratio analysis of 2003 sales compared to the January 2004
assessment, the 2004 city reassessment also met professional criferia in terms of
assessment uniformity within the city of Milwaukee. However, as shown i Chart A, the
limited audit sample shows that the lowest valued one-third of residential properties is on
average assessed at slightly greater-than-market, while the middle and upper thirds are
assessed at slightly less-than-market. This pattern should be examined further by the
Assessor’s Office, with the intent of maximizing assessment uniformity across alt City
residential properties. One method to further enhance the uniformity in assessments
throughout all areas of the City is to increase the level of on-site inspections, focusing on
those neighborhoods with the lowest numbers of valid sales data.

The Computerized Mass Appraisal system (CAMA) forms the foundation for the City of
Milwaukee assessment process. Therefore, the Assessor’s Office documentation of that
system is key to its continuing integrity and performance. While the audit concludes that
the Assessor’s Office documentation as needed by the City assessors is generally
adequate, the data processing documentation of CAMA requires substantial expansion to
promote continuous operations in the event of unexpected staff tumover.

1. Is the City of Milwaukee assessment of residential real estate in compliance with
State regulations and established professional assessment standards?

The assessment process as performed by the Office of the Assessor in the City of
Milwaukee complies with State regulations and professional standards.

The State of Wisconsin has established Statutes and Administrative Code regulations to
promote accurate assessments. The goal is to assess property at 100 percent of its market
value. These regulations and standards are designed principally for local assessment
personnel-not for municipality-to-municipality comparisons. State required assessment
reports focus mainly on the effect of the assessment process over the entire municipality
rather than on an mdividual property or neighborhood.

The following paragraphs identify each of the major State requirements and professional
standards followed by the extent of compliance achieved by the City of Milwaukee
Assessor’s Office.

State Statute Ch 70.05 requires that at least once every four years, each major class
of property be assessed within 10 percent of market value as measured by valid
sales. For 2003, the actual Citv-wide residential assessment ratio of 98 percent



assessed-to-market value is within two percent of market value (indicated by valid
sales). In fact, the city assessments have met the acceptable assessment ratio standards in
each of the past four years. Sece Table 1 below for the city-wide residential assessment
ratio for the years 2000 through 2003 (Also, see Appendix | for all classes of property):

Table 1
Wisconsin Equalization Report 2000 - 2003
Residential Property
2003 2002 2001 2000
Equalized Value (in § Billions) 13.2 12.2 11.3 10.2
Property Assessments (in $ Billions) 12.9 12.0 10.4 10.3
Assessment Ratio* {Percent) 98.1 98.8 g2.1 101.}

Source: Wisconsin Depattment of Revenue
. Walues ranging from 9094 to 1109 achieved at ieast once in 4 vears is acceptable

The State of Wisconsin uses statistical criteria to evaluate performance. These
criteria include assessment/sales ratio analvsis as a tool of measurement. Table 2
below shows three measures for vears 2002 and 2003 along with how they relate to
Wisconsin and IAAO standards. As can be seen from Table 2, City residential
assessments met or exceeded these morms for 2003. For 2002, City residential
assessment met two of the three criteria while falling at or near the desirable for the
third criteria {Coefficient of Concentration).

Table 2
State Measurement Criteria (Standards)
Criteria 2003 2002 State Standard

C.0.D. (Coefficient of 9.9 8.4 0-10 Excellent, 10-14 Good
Dispersion)* 15-20 Fair, 21-35 Poor,

> 35 Unacceptable
P.R.D. (Price Related 99.1 101 98 to 103, Acceptable
Differential)
C.C. (Coefficient of 85.7 84.8 > or = 85, Destrable
Concentration)

Prepared by: Comptroller’s Office
Source: Assessor’s Office
*See Appendix 4, “Glossary of Terms™ for definitions

Assessments are required to use a fixed date in time - January 1% of each year - for
the estimate of the market value. (State Statutes Ch. 70.05, St. Admin. Code Ch.4.)
This standard has been met over each of the last 20 years.

Revaluations must be made at least once every four vears (Wisconsin Statutes Ch.
70). The Assessor’s Office is revaluing properties annually. This exceeds the four
vear standard established by the State. Annual assessment increases assessment accuracy
and promotes the fair distribution of State aids to Milwaukee.




Notices of change in valuation must be sent to taxpayers at least 15 days before the
3" Monday in May. Appeals to reassessment must be on file with the Assessor by the
third Monday in May (Wisconsin Statutes Ch. 70.47). The audit observed that this
standard has been met for 2003 and 2004,

The Board of Assessors (BOA) must review all appeals by the 2nd Monday in
October, at which time the entire Board of Assessor must assert the completeness of the
assessment for that year. The audit observed that this standard has been met for 2003

and 2004.

The City must provide a report entitled “Statement of Assessment — Year XXXX"” to
the State providing the number of parcels, improvements, a valuation of land, a valuation
of improvements and a total valuation. The Assessor issued the most recent report dated
2004. This standard has been met.

Professional standards have been established to provide a documented, consistent
approach to establishing a market value-“Property Appraisal and Assessment
Administration, authored in 1990 by the International Association of Assessing Officers
(IAAO)”. The “Uniform Standards for Professional Appraisal Practice (USPAP)”
authored by the Appraisal Foundation, funded by the Federal government to set forth
requirements relating to both appraiser qualifications and appraisal standards. The
USPAP consists of five major sections, Definitions, Preamble, Rules, Standards and
Standards Rules. The last three sections are each divided into five parts namely:
“Ethics”, “Competency”, “Departure” (deviation from established assessment
standards), “Supplemental Standards” and “Jurisdictional Exception”

Aided by auditor observation of the City of Milwaukee assessment process, the audit
‘testing results below indicate that the City is in general compliance with assessment
standards established and promulgated by the IAAQ.

1. The Ethics rule is divided into four parts: Conduct, Management,
Confidentiality and Record Keeping. The audit found City Assessment
Office compliance with all four aspects of the Ethics rule, including the
published “Ethics Related Information for Assessment Professionals,
compiled by the City of Milwaukee Assessor’s Office” dated September
2000.

2. For the Competency rule, the audit found that all appraisal staff are
attending meetings and seminars for continuing professional education for
the purpose of State Recertification. The State requires 30 hours of
fraining every 5 years for re-certification. The audit reviewed appraisers’
education logs and attendance at staff meetings to conclude that all City
assessors comply with this rule.

3. The audit found no material Departure from standard valuation practice
in its sample of transactions tested. The audit included a review of
property records and staff memos regarding procedures. Overall, during
the course of the audit, nothing came to the auditors’ aftention by test,



audit observation or mterview that would indicate a significant departure
from documented City of Milwaukee assessment practice requirements.
4. The audit found no material Supplemental Standards warranting further
audit.
“Jurisdictional Exceptions” apply to appraisal work that is contrary to
law or public policy in that state. The audit found no such exceptions.

LA

2. Is the Assessor’s parcel-specific property data base used in developing
assessments accurate?

As demonstrated above, overall the current City Assessor assessments data base is
sufficiently accurate to meet and exceed State requirements. These requirements
focus mainly on the Aggregate Sales (citywide assessment-to-sales) Ratio. See Appendix
4 - Glossary of Terms and Tables I and 2 above.

To test the accuracy of property record data, a sample of 158 properties was tested. The
audit also reviewed all sales recorded 1n 2003 to determine if an on-site inspection by a
City assessor had been conducted to verify and as necessary update the property record.

Audit conclusions are as follows:
1. Minor errors in the database (1.e. incorrect inspection dates and age of
homes were not always accurate) were found.
2. A large portion of City property records sampled show no record of
physical inspection. Based on an audit sample, 31 percent of properties
examined included no indication of an on-site inspection.

The Assessor’s Office update and correction of property characteristics data on the
property database is accomplished mainly through on-site inspection. Therefore, the
extent of on-site assessor inspections is critical to maintaining an accurate property
database. Inspections are normally initiated as a result of property owner actions (sale,
home improvement, etc.). However, only a limited number of these property owner
actions actually result in an on-site inspection. The Assessor’s Office establishes
inspection priorities as follows from highest inspection priority to lowest priority: 1)
assessment appeals, 2) sales, permits and new construction, and 3) houses that appear to
have changed characteristics (example: an assessor observes a dumpster on the property
site but no permits had been filed for that parcel). However, the priorities can shift
depending on the assessment cycle and statutory deadlines. One factor hampering the
assessors’ efforts to inspect is that the homeowner is not required to allow the assessor
access to the property for inspection purposes.

)



Table 3 below summarizes the level of assessor on-site inspections for 2003,

Table 3
Residential Inspections in 2003
Description Total 2003 Percent
Inspections Inspected
Appeals Filed 1,689 1,256 74.1
Permits Filed 4,431 1,909 43.1
Sales 4,343 1,577 36.3
City Parcels 135,100 4,742 | 3.5

Prepared by: Comptrolier’s Office
Source: Assessor’s Office

In 2003 there were 1,689 residential appeals filed. For the related residential parcels,
1,256 (74.1%) were inspected in 2003. Nearly 90 percent (1,497) of the “appeal” parcels
had undergone interior inspections over the past five years. About 43 percent (1,909) of
the 4,431 residential building permits filed in 2003 triggered an interior inspection in
2003. In 2003 there were 4,343 residential sales (excluding invalid sales) in the City of
Milwaukee, of which 1,577 or 36 percent resulted in an inspection in 2003. Property
records for about 31 percent of the 2003 sales parceis indicate no inspection of the
property at any time in the past.

The city of Milwaukee encompasses approximately 135,100 residential parcels. The City
Assessor’s Office had conducted a complete exterior-interior inspection for 4,742 (3.5 %)
of the parcels in 2003. At this rate of inspection, 28 years would be required to inspect
every City residential parcel.

Recommendation #1: The audit recommends that the Assessor’s Office develop an
assessor Residential Inspection Plan and schedule that would increase the number of on-
site property inspections each year. A reasonable initial goal would be to inspect at
least five percent of City residential parcels annually.

Focus of the Residential Inspection Plan should emphasize increased inspections in the
following areas:
e More expensive residential properties of the city having no record of a prior
inspection and no recent valid sales information.
* Neighborhoods having a limited number of valid sales on which to base
residential assessments,
These inspections will help identify, update and otherwise correct property characteristics
data, leading to more accurate assessments for the properties selected and for the city as a
whole. (Note: See data and analysis under question #4 below on sales-to-assessment
ratios for three property value groupings and for three sub-areas of the city.)



3. A. Does the Assessor’s Computer Assisted Mass Appraisal (CAMA) System
comply with established State requirements and professional standards for the
determination of assessed value?

B. Does the assessment process include adequate controls over manual changes to
CAMA computer produced assessments?

C. Does CAMA incorporate adequate controls to produce accurate assessments?

Introduction

The CAMA system 1s the main tool used by the Office of the Assessor to assist in
accomplishing 1ts annual residential assessment/revaluation. CAMA is a tool developed
by the Assessor's Office and has been used in one form or another since 1978.
Development of the current CAMA system began in 1998 with initial implementation in
2000. CAMA produces an mitial valuation of each taxable residential property within the
City as of a single date (i.e. the January | valuation) based on the physical characteristics
of the parcel as recorded on the Assessor’s Office property database, comparable sales
data and other characteristics such as the neighborhood location, style, etc. The City has
updated and refined the system repeatedly since its original implementation.

CAMA consists of a series of computer programs, property data files and procedures
which together generate an nitial assessed property value for each property. However,
CAMA i1s but one part of the total residential assessment process. There are 38 different
physical and locational characteristics (or variables) used in the CAMA valuation. The
variables in the CAMA model which have the greatest impact on the computer produced
initial assessment value include (in alphabetical order):

*  Bathrooms, number, location (floor, basement, etc.) and size (number of
fixtures),

*  Bedrooms, number,

» (DU (condition, desirability, usefulness) a numerical rating of observed
physical condition and degree of desirability and usefulness of the
structure,

» Condition (20 grades from poor to excellent),

» Construction materials type,

* Location (neighborhood factor)

= | ot size,

* Square footage,

»  Style (17 styles from mansion to cottage).

The adjustments for the above variables are measured in the market place and applied
consistently through the CAMA model. For example: the average sale price of a colonial
house is compared to the average sales price of all other styles and expressed as a factor
to use in valuing all colonial houses in the city.

Due to the State-mandated “as of” January first assessment date, all valid sales are time
weighted, using a weighted three year moving average sales price in the calculations. In



effect, the sales price is adjusted to an estimated value as of the date of the January 1%
assessment.

The City’s CAMA was custom developed by the City using the application development
tool called “Powerbuilder™ and is written in a proprietary computer language known as
“Powerscript”. This system is used to calculate the assessed value and estimated market
value for each of the 135,096 taxable properties in the City. Appendix 3 is an overview
flowchart of how the CAMA computer system fits mto the overall property assessment
process.

A. Does CAMA comply with established State requirements and professional
standards for the determination of assessed value?

The audit concluded that the CAMA process as used by the Assessor’s Office

complies with appropriate State' and professional (International Association of

Assessing Officers) assessor standards for determining assessed value. Such

standards include:

1. Sales Comparison Approach to valuation — in deriving a market value assessment
for a property, a comparison of that property to the sale prices of similar properties
recently sold. City of Milwaukee assessments are determined based on actual sales
data, applying these sales data together with the physical and locational factors in the
CAMA model for each property to produce the desired property assessments.

2. Use of Standard Variables - CAMA records 38 property characteristics for each
residential property. The CAMA property value is adjusted depending on standard
additions or deductions for the specific characteristics of the property (Example:
$6,400 added for an additional bathroom). These standard variables are stored and
maintained as tables within the CAMA system.

3. Comparative (average) Unit Values — Used within the CAMA model in deriving a
property assessment, these unit values are average per-square-foot costs or other unit
costs of a property having certain construction and size characteristics.

4. Documented Adjustment Process — Documentation defines under what conditions

- CAMA produced property values can be manually adjusted by City assessors based
on umque market conditions and special circumstances {Also see the section on
controls over manual changes to CAMA computer-produced assessments below, ).

5. Ratio Studies - The City Assessor’s Office uses an array of assessment to sales
analyses to help calibrate the CAMA system.

Audit tests also included a detailed examination of the table data, formulas and
methodologies included in CAMA. First, the audit concluded that the table data used by
the assessors was derived applying the above standards. Second, formulas and table data
were further tested with a sample of 10 properties, comparing those property assessments
produced by the CAMA system with assessments manually calculated for the ten
sampled properties. In each of the 10 tested properties, the CAMA computer-produced

! Wisconsin Property Assessment Manual, Part Two, Chapter 20

16



assessed value matched the auditor produced manually calculated value with only
minimal differences due to rounding.

B. Does the assessment process include adeguate controls over manual changes to
CAMA computer produced assessments?

The Audit concludes that the controls over manual changes to the CAMA computer-
produced assessments are adequate.

Even though the CAMA computer software is used to calculate initial property
assessment valuations, the judgment of professional assessors is required to make the
final valuation for each property. 1If the assessors are aware of specific unique
circumstances affecting a property, (Example: a 24 hour drugstore on an adjoining
property), the assessor can modify the CAMA computer system-generated values to
reflect this situation.

The CAMA system is designed to record a variety of property characteristics using pre-

defined values which are an important factor in the consistency of processing. As

mentioned, not all parcel assessments lend themselves to such pre-defined classifications,
requiring adjustment to the CAMA-produced assessed value. The Assessor’s system can
handle this via an override capability.

I. The use of the override is subject to standard procedures which limit the situations in
which the override can be used and require supervisory review of assessment override
values. The assessor must record his rationale for the override in the notes section of
the property record. When a value is overridden, the system sets a flag that identifies
the record as overridden. The assessor’s supervisor must approve the override before
it can be updated on the system.

2. Unusually large differences between the assessed value and the sales price may occur
to a lirmited degree. These ‘outliers’ are defined by the Assessor’s Office as those
sales which vary from the CAMA produced assessment by more than 15 percent.
These outhers are then flagged and excluded for CAMA calibration and revaluation
purposes to avoid distortion of neighborhood and city-wide property assessments.

3. Invalid sales are also flagged, noted and excluded from the annual CAMA calibration.
Reasons for exclusion include: non-arms length sale (example: sale between family
members), foreclosure, partial sale, mixed sale of real property and personal property
and sale with ‘special terms’ (example: portion of the sale price being returned to
buyer).

4. Assessor’s Office procedures require that ail exceptions including outliers and invalid
sales be reviewed and approved in writing by the supervising assessor. The property
record must document such approval.

it



C. Are current computer and administrative controls over CAMA adequate?

Currently, the CAMA system includes substantial documentation on how assessors are to
use and interact with CAMA. Also, important control procedures covering data input,
processing and output exist. However, CAMA data processing technical documentation
is yet to be completed. Until this technical CAMA documentation has been
completed, the Audit cannot conclude as to the adequacy of existing CAMA data
processing controls.

Rather than purchase commercial software, the City’s CAMA system was developed “in-
house” by City staff. Upon initial implementation in 2000, the CAMA system was
poorly documented. Since this implementation, the Assessor’s Office has made
substantial progress In expanding the initial CAMA documentation, especially regarding
the user (assessor) working documentation. However, the data processing aspect has vet
to be completed. The Assessor’s Office is now in the process of updating and expanding
existing data processing documentation including required data processing support,
maintenance and CAMA enhancement procedures.

Substantial CAMA user documentation was provided for audit examination including the
RVS (Residential Valuation System) Manual, the Grading Manual for Residential
Properties, Memoranda describing the assessment/inspection process residing on the
Assessor’s intranet and a variety computer spreadsheets used by assessors to verify
CAMA computer-produced results. This documentation provides a firm foundation for
adequate user {assessor) documentation.

The audit also found various technical data processing input, process, and output controls
over the use of the CAMA system. These include:

o Password protection for key CAMA functions,

* Prohibiting access to CAMA from outside the Assessor’s Office,

e Limiting CAMA access and program change authority to CAMA technical
support staff excluding the assessor staff,

» Calibration reports for each assessment neighborhood used to identify valid
sales. Such valid sales become proper inputs to the CAMA calibration
process. Calibration reports include both general measures of mean and
median value ratios (see “Glossary”) as well as individual sales data.

» Stratification of residential parcels by style and type (single family, duplex,
etc) to confirm accurate computer model calibration,

e Drop-down computer screen menus with lists of permitted values for various
characteristics. This prevents invalid data entries,

* Adjustment boxes required to modify a computer produced value, with a text
box for entering the explanation behind the adjustment. This promotes
adequate documentation of all manually introduced changes to the computer
valuations,

+ Office procedures requiring a standard format for dates, assessor initials on
adjustments with supervisor review and approval. These procedures minimize
data entry error and promote the required supervisor approval.

12



s Control edit reports to check the accuracy of Assessor’s Office property
database, with comparisons to both the Department of City Development
REMAST system and the City Treasurer property database.

The above processing controls are an important strength. However, the audit found gaps
in documentation, particularly in the data processing technical documentation supporting
CAMA controls. Also, certain administrative procedures documentation was not current.
Finally, routine database and CAMA model maintenance - upgrade and enhancement
procedures were not documented.

Data processing cycle procedures are generally not available. For example, this could
include documentation describing when database edit reports are run, by whom and how
the reports are verified and used to update the affected database(s). One way to
document these procedures is to define each data processing cycle, then thoroughly
describe the sequence of work tasks involved 1n each cycle. The data processing cycles
for CAMA could be classified as follows:

1. Sales processing and database update,

2. Adjustment processing and data base update,

3. CAMA calibration process,

4. Revaluation and data base update, and

5. CAMA system enhancement-maintenance-update.
Other classifications are possible. The important point is to expand the data processing
cycle documentation to describe the process in sufficient detail to use as a training
vehicle for new personnel. Documentation for each cycle should describe the process in
detail including the sequence of required procedures, who in the technical staff performs
each procedure, when the procedure must be completed, what computer program(s) are
affected, ete.

As mentioned earlier, the audit included a manual calculation of a random sample of 10
properties. During the test were several minor typographical errors were noted.
Example: inspection recorded in the year “2993”. The audit did not find any significant
typographical errors requiring further festing and review.

Recommendation #2: The Assessor’s Office should complete the data processing
technical documentation of the CAMA system. Such documentation should provide a
complete description of data processing cycles, including how the CAMA system is
regularly calibrated, maintained and updated. Each of the major CAMA data processing
cycles should be thoroughly documented. (See comments above.) Such documentation
will help prevent future problems with the system in the event that CAMA data
processing support staff should change.

Recommendation #3: The Assessor’s Office should establish a cyclical review of all
property records to confirm their accuracy. Such a review would require that, for
example, 20 percent of the property database be examined each year, achieving a
complete property database examination over a five year period. Focus should be placed
on those property records with no recent sale activity, permits or inspection. The goal is

13



to correct any inadvertent errors and address those problems resulting from incorrect
recording of property characteristics in the property database.

4. How uniform are assessments within the City of Milwaukee?

Introduction

The main focus of Chapter 70 of the State of Wisconsin Statutes, the Wisconsin Property
Assessment Manual, TAAO and USPAP is at the local level. The Wisconsin Assessment
Manual discusses and illustrates accepted assessment methods, techniques and practices
with a view to more nearly uniform and consistent assessments of property at the jocal
level. One measure of assessment uniformity is the ratio of assessment-to-sales value, or

“agsessment ratio”.

A major objective of assessment ratio studies is to determine the degree of “assessment
uniformity.” “The State also uses the results of ratio studies reveal uniformly assessed
values among and within municipalities.(bolding inserted)™ The State Department of
Revenue also encourages local assessors to monitor assessment ratios within their own
respective jurisdictions:
“The use of assessment/sales ratio studies can be beneficial to the municipalities in
a number of ways. The studies can be used as a general appraisal tool to indicate
the need for a particular neighborhood, specific class of property of the whole
municipality {0 be reassessed.”

Two limited ratio studies were conducted as part of the audit to help measure the degree
of residential assessment umformuty within the city of Milwaukee. First, the audit
analyzed all 2003 residential sales, sorting then grouping these sales into three equal
groups by sales value. The audit found the following assessment-to-sales percentages:

» Properties sold at below $94,500 - 101.9%

¢ Properties sold from $94,501 to $129,000 - 98.9%

e Properties sold at over $129,000 — 96.5%.

The IAAO indicates that the assessment ratio for each stratum or subgroup of property
should be within five percent of the jurisdiction’s aggregate ratio. For all 2003 city of
Milwaukee residential sales, the aggregate (city-wide) assessment-to-sales ratio was 98.4
percent. Based on the 98.4 percent city-wide assessment-to-sales ratio, each of the
above three sub-groups of the 2003 residential sales meets the IAAQ criteria for
uniformity. See Chart A below:

* ibid.
? Wisconsin Assessment Manual, Chapter 14.9
4 g -
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Chart A

2003 % Assessment-to-Sale Price By Sale Price Group®

100%

80%

60%

40%

20%

0% ;i B .
City Below $94,500 $94,500-$129,000 Greater than
$129,000

*Consists of all valid 2003 sales. Sales sorted from lowest to highest value, then divided into three
equal groups (<$94,500, $94,500-$129,000, >$12%,000).
Compiroller 2-01-05

The audit also sampled 2003 residential sales within a neighborhood cluster in each of
three distinct areas of the city -~ North, Central and South. Eighteen specific
neighborhoods were selected by City Assessor staff as being representative of the area.
(See Appendix 2) This residential sales sample shows the following assessment-to-sales
ratios: '

s 94.8% Central city

¢ 99.3% South side

o 100.9% North side

¢ 99.5% Total sample

As mentioned above, the aggregate ratio for all 2003 city of Milwaukee sales was 98.4
percent. Therefore, this sub-grouping sample of 2003 residential sales also meets the
IAAQ criteria for uniformity. See Chart B. The Central City sample contained
substantially fewer valid sales and inspections than the other two sections of the city. As
a result, the Central City assessment-to-sales ratio percentage of 94.8 percent from the
audit sample is less reliable than those of the north or south side. See Chart B below:
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Chart B

2003 % Assessment-to-Sale Price
City-wide & Neighborhood Samples™

120%
100%:-
80%-
60% |
40%+
20%
0% *

City North Central South

*Sampie = all valid sales in 18 sampled neighborhoods, 6 in each City area.
Comptroier 14-18-04

For both audit samples, the above assessment-to-sales percentages fall within the
required State assessment ratio range of 90%-110% for residential property and the
TAAO uniformity criteria of a +/- 5% of the aggregate city-wide assessment ratio
(=98.4%).

According to the State of Wisconsin Assessment Manual, if it is
“...noticeable that lower priced property tends to be under-assessed and higher
priced property tends to be over-assessed, this gives the assessor an indication that
there are inequities in the assessment.™
The results of the audit assessment ratio analysis for all 2003 residential sales within
the city of Milwaunkee indicate that properties with iower sales values fend to be
assessed at values slightly above their market value. In contrast, this same analysis
shows that properties with higher sales values tend to be assessed at slightly lower
than their market value.

The above audit tests were made using valid 2003 sales and the January, 2004 assessment
results.

Recommendation #4: The andit recommends that Assessor’s on-site inspection staff
place greater focus on those neighborhoods having fewer valid sales data. Additional

’ Wisconsin Assessment Manual, Chapter 14-12
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inspections in these neighborhoods are likely to yield the most significant improvement
in assessment accuracy and overall fairness and uniformity of the assessment system.

Trends in Assessment Objections filed

Another measure of the accuracy, faimess and uniformity of City assessments is the
number of objections filed by residential property owners. See Chart C. From 1964
through 1990, the number of annual objections filed doubled from about 6,000 to over
12,000. In 1990, the Assessor reduced the assessment interval from once every four
years to once every two vears. From 1990 to the year 1998, objections filed were
reduced from 12,000 to just over 2,000 annually.  With about 4,600 objections filed in
2002, the Assessor further reduced the assessment interval from once every two years to
annual reassessments. While homeowners often do not look on reassessment favorably,
the more frequent the reassessment, the more accurate the assessment and the more
equitable the distribution of the property tax burden. For the 2004 assessment, 2,318
objections have been filed. The number of assessment objections filed during 2004 is
the lowest level of objections over the past 40 years. See Chart C below:

Chart C
Assessment Appeals
14000 -
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10000 -
B e _
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4000
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1064 1968 1574 1978 1882 1554 1GRE 1000 1957 100¢ 1096 1698 2000 E0F &S
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}I}l“}-ulkee ASSESSOR'S OFFICE Pt O veissenfiun
February 2, 2005
Mr. Wally Morics, Comptroller
City of Milwaukee
City Hall

Mibwaukee, W] 33202

Dear Mr. Morics,

We appreciate the efforts made by your department to study our residential assessment
procedures. The assessment process can be complicated and is not easily understood.
Beginning in June of 2004 we have engaged in numerous meetings and provided
extensive data and documentation. We appreciate that you recognize that this office has
fully complied with your information requests. We are proud of our staff; proud of the
product we produce and truly believe the resuits do create a uniform and equitable basis
for distribution of the various taxing body levies. That fair distribution along with
consistent application of state statutes is our ultimate goal. Although the “appraisal”
profession is considered an art rather than a science professional standards do exist. We
consistently meet, or in fact, exceed those standards.

While we are generally pleased with the results of the audit, the Assessor’s Office would
like to comment in an effort to help your readers more fully understand the assessment
process. We particularly want to address your conclusion that the “lowest one-third of
properties is on average assessed slightly greater-than-market while the middle and upper
thirds are assessed at slightly less than market”. We believe that statement while
expressed as “slightly” is actually not accurate. Our explanation and further comments
are presented in the attached report.

We would be happy to address any questions that you might have.

Sincerely

Mary Reavey
Assessor’s Office

Room 507, City Hall, 200 East Wells Street, Milwaukee, Wisconsin 53202
Telephone (414) 286-3651 - Fax (414) 288-8447 » TOD (414} 286-8038
www. milwaukee goviassessor
Member international Association of Assessing Officers and the National Tax Assogiation



the Coefficient of Dispersion (COD). The other standards laid out in Table 2 are not state
standards. The second standard, Price Related Differential (PRD). a measure of
progressivity/regressivity, is not a state standard, but an JAAO Standard. Regardless. the
City of Milwaukee’s residential assessment performance falls within the category that
would characterize our performance as neither regressive nor progressive. This means
low and high value properties arc equally assessed. The final measure in Table 2,
Coefficient of Concentration, is neither a state standard nor 1AAO standard.
Nevertheless, the City of Milwaukee’s performance would be considered desirable
especially considering the diverse nature of the properties that we assess.

Although there are no recommendations as a result of this objective we do find some
statements In the report puzzling. At one point the report characterizes that we are in
general compliance while the “Audit Conclusions™ indicate complete compliance. At
times, we feel by comments made in the audit, the Comptroller’s Office serves to hold us
to a higher standard than is expected within our profession. We would argue that our
performance is excellent and is in full compliance with all state regulations and
professional standards.

Objective 2: Establish whether the Assessor’s Office parcel-specific residential
property data-base used in developing assessments is accurate.

This part of the audit focused on a sample of 158 properties and an analysis of property
inspections based on fielded appeals, permits and sales. The audit found minor errors in
the data base and that some properties had not been inspected.

Since the audit demonstrates that the current assessment database is sufficiently accurate
to meet and exceed state requirements, one could ask, “do the minor maccuracies noted
warrant a shift in priority of workload assignments?” We feel that error-checks internal
to our systems catch the errors in variables that drive value.

The inspection data laid out in Table 3 is incomplete. First, it only shows inspections for
three types of activities — appeals, permits, and sales. In actuality, we also inspect
property for other reasons, including combinations, divisions, status changes, request for
review, unfinished prior years’ assessments, verification of unit counts for solid waste
fees, exemption reviews, special projects, etc. The total residential inspections in 2003
actually amounted to 11,616, Secondly, Table 3 is misleading because it compares work
that was initiated in 2003 to actual inspections of that work in 2003. Due to the cyclical
nature of the assessment process and its workload, much of the work initiated in 2003 is
actually completed during 2004. For instance, we are confident that all 4,431 permits
were inspected and valued for the January 1, 2004 assessment over a time frame that
includes year 2004.

We believe that we already exceed the initial goal in recommendation #1. When all
residential inspections are constdered, the percent of inspections is 8.6%. Further. m
light of our current workload responsibilities, if increased inspections were a legitimate
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goal, more staffing would be required. It is also important to note the measurement of the
efficiency and staffing needs of this department was not considered part of the audit.

Objective 3: Evaluate the Assessor’s Office computerized mass appraisal system
(CAMA) in terms of its compliance with State requirements and professional
standards and the adequacy of controls over CAMA inciuding any manual
adjustments.

This objective is divided into three components:
1. Does CAMA comply with state requirements and professional standards for the
determination of assessed values?
2. Does the assessment process include adequate controls over manual changes to
CAMA computer-produced assessments?

We agree with the audit analysis that the CAMA system helps us produce values
that comply with state and professional standards. The process to manually over-
ride assessed values is well controlled and supervised.

3. Are current computer and administrative controls over CAMA adequate?

The Assessor’s Office has used versions of CAMA for the mass appraisal of
residential property since 1978. We began the process of developing the up-to-
date systems we currently use in 1996. Since that time we have concentrated our
resources on enhancing the components of this system. Because of that the
documentation exists but is somewhat fragmented. We were aware of the need
for documentation long before the audit and are addressing it internally. We
understand its importance and will continue to standardize and document these
procedures as suggested in Recommendation #2.

Recommendation #3 would require a cyclical review of all property records. We
question the cost-effectiveness of this approach and the increased accuracy it
would achieve. As indicated previously, we have internal edit checks to monitor
and find errors in data fields that impact a property’s value. Also, the entire open-
book and appeal process is the foundation of another form of validation from the
taxpayers themselves.

Objective 4: How uniform are assessments within the City of Milwaukee?

To determine whether uniform assessments are made, the auditor conducted two limited
ratio studies. One of the conclusions in the audit report indicates a perceived perception
of a regressive assessment. To quote specifically from the audit:

“The results of the audit assessment ratio analysis for all 2003 residential sales within the
City of Milwaukee indicate that properties with lower sales values tend to be assessed at
values slightly above their market value. In contrast, this same analysis shows that



would benefit the assessment process to a large degree. A cost-benefit analysis would be
necessary before expending tight resources. As demonstrated throughout this report, the
current system not only meets, but also exceeds industry standards as managed. We
belteve that the increase in resources that this would require could be more effectively put
to use in other areas of the assessment process.

Summary:

Overall we believe that the Comptrolier’s Audit confirms that the assessment process as
currently employed and managed by the Assessor’s Office meets the goal of producing
accurate, uniform, and equitable assessments. The data analyzed shows that expectations
established by the State of Wisconsin and assessment professionals are achieved and
exceeded in our current processes. We appreciate the analysis and the opportunity to
have our processes validated.
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Appendix 4

Glossary of Terms

Term

Definition

Absolute Percentage

Measures the individual assessments and how close
to market the assessment is. Ideally this percentage
would be less than 3 percent.

Aggregate Ratio

Sales prices for all valid residential sales
transactions occurring during & given ysar are
totaled. Assessments are totaled for these same
parcels. The total doliar value of assessments is
divided by the total dollar value of sales and
expressed as a percentage.

Appraisal

The estimation of market value

Appraised Value

An estimate of the value of a property before
application of any fractional assessment ratio,
partial exemption, or other such adjustment.

Assessed Value

The monetary amount at which a property is put on
the assessment roll.

Assessment Ratio

(1) The ratio of the assessed value to an indictor of
market value. (2) By extension, an estimated
fractional relationship between the assessed values
and market values of a group of properties. See also
level of assessment.,

Assessment Roll

The basis on which the property tax levy is
ailocated among the property owners in a
turisdiction with taxing powers.

Assessment-Sales Price Ratio

The ratic of assessed value to sale price (or adjusted
sale price) of a property.

Assessor

The head of the an assessing jurisdiction. Assessor
may be either elected or appointed.

Assignment Area

An area within the City, also referred as an
assessment area,

Board of Assessors (BOA)

A committee comprised of the supervisory staff of
the Office of the Commissioner of Assessments,
whose sole purpose is to review all written appeals
by property owners to assessments made by the
Office of the Conunissioner of Assessments, and to
complete and perfect the assessment roll.

Board of Review (BOR)

A committee of private citizens appointed by the
Mayor and confirmed by the Common Council,
whose task 1s to hear appeals of taxpayers {property
owners) relative to assessments made by the Office
of the Commissioner of Assessments, after review
by the Board of Assessors.

CAMA System

A computer assisted mass appraisal system no
matter where it is purchased or from whom. [AAQ
~ a system of appraising property that incorporates
computer supported statistical analyses such as
MRA to assist appraisers it estimating value.

Central Tendency, Measure of

A single point in a range of observations, around
which the observations tend to cluster. The three
most commonly used measurers of central tendency
are the mean, median and mode.




Glossary of Terms

Coefficient of Concentration

The simplest and easiest way to measure uniformity
of assessments is the coefficient of concentration
{CC). This measure is expressed as the percentage
of assessment sales ratios (individual properties)
which lie within 15 percent of the median.

Coeflicient of Dispersion (COD)

The average percent deviation from the median
ratio.

Coefficient of Variation (COV)

The standard deviation expressed as a percentage of
the mean.

Comparables, Comparable Sales

Recently sold properties that are similar in
irnportant respects to a property being appraised.
The sale price and the physical, functional and
locational characteristics of each of the properties
are compared to the property being appraised in
order to arrive at an estin@ate of valoe.

Control Procedures

Processing procedures established to insure the
vahidity and accuracy of information being
processed.

Exempt Property

Any parcel and improvements which is used for
purposes exemnpt from local property tax as
permitted under State law and a determination of
exemption has been made by the Office of the
Cormmissioner of Assessments,

Interior Inspection

The physical inspection of the parcel mcluding a
thorough examination/inspection of the interior of
the buildings on the parcel in order to ascertain the
true physical condition of those buildings,

Mean The result of adding all the values of a vanable and
dividing by the number of values.

Median The midpoint of middie value when a set of values
is ranked in order of magnitude.

Mode The most frequent occurring variable.

Model A representation of how something works. For
purposes of appraisal, a representation (in words or
an equation) that explains the relationship between
value or estimated sale price and variables
representing supply and demand factors.

Outliers Observations that have unusual values, that is, they

differ markedly from a measure of central tendency.
Some outliers occur naturally, others are due to daia
eIT0TS.

Price-Related Differential

The mean divided by the weighted mean.

Property Characteristics

Characteristics of a property which would affect the
property’s marketability, such as age, construction,
condition, location, number of rooms, etc.

Real Estate Transfer Return

The real estate transfer return is required by the
State Department of Revenue o be filed with the
State upon transfer of any real property.

Rejected Sales

Both the State of Wisconsin {DOR) and the IAAQ
have indicated, that i0 make market value
assessments, a sample of sales that truly indicate the
market conditions should be used. To that end sales
should be analyzed to reject those sales which are

¢ not mdicative of market,
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Glossary of Terms

Site Characterisfics

Characteristics of (and data that describe) a
particutar property, especially land size, shape,
topography, drainage, and so on, as opposed 1o
tocation and external economic forces.

Tax Commissioner

The former name for the Commissioner of
Assessments, & position appointed by the Mayor and
confirmed by the Common Council. The
Commissioner’s sole responsibility is to oversee the
gntire assessment process in the City of Milwaukee.

Tax Key Code The numerical method of identifying properties
used by the City is identified by plat number, page
and location.

Tax Roll The list of all taxable properties in the City and ther

respective assessed valuations as of January 1,
which is kent by the Office of the City Treasurer.

Uniformity of Residential Assessments

For the purposes of the audit, “uniformity”
measures the consistency of assessment-to-sales
ratio for 2003 sales within a given group of city
properties (Example: by value of sale, by
neighborheod location; by age of property, etc,

Valid Sales

“Arms length” sales where the sale price has not
been discounted or marked-up over true market
value. Valid sales generally do not include
foreclosure, inter-family and estate sales which
could be construed as sales made under distressed
circumstances,

Wis, D.OR,

Wisconsin Department of Revenue

Wi.Stat or Statutes

Wisconsin Statutes
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