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TO: GENERAL COMMITTEE
SUBJECT: 2011 TAX RATIOS AND CAPPING POLICIES W ‘
PREPARED BY AND KEY R. MCDOUGALL, REVENUE AND TAXATION SUPERVISOR, x 4791
CONTACT:
SUBMITTED BY: D. McKINNON, DIRECTOR OF FINANCE x 5130 W%‘_‘“
COMMISSIONER E. ARCHER, CMA, GENERAL MANAGER OF CORPORATE SERVICESZ{ L L/
APPROVAL:
CHIEF ADMINISTRATIVE  JON M. BABULIC, CHIEF ADMINISTRATIVE OFFICER /3
OFFICER APPROVAL:
RECOMMENDED MOTION
1. That the tax ratios for the 2011 taxation year be established as follows:
a) Residential/farm property class 1.000000
b) Multi-residential 1.039350
c) Commercial 1.433126
d) Industrial 1.516328
e) Pipelines 1.103939
f) Farmlands 0.250000
g) Managed forest 0.250000
2. That the New Muiti-Residential property tax class be established with a tax ratio set at 1.0
3. That the capping program be funded by clawing back decreases from within the affected property
tax classes
4, That the recommended capping parameters for commercial, industrial and multi-residential

properties be established as follows:

a) The property tax cap be set at an amount representing 10% of the previous year's
annualized taxes, and

b) Any property within +/- $250 of the Current Value Assessment (CVA) taxes be moved
directly to CVA taxation

c) Any property that reaches the CVA level of taxation be removed from the capping
program.

d) Exclude any property whose classification changes from capped to clawed back, or vice
versa
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5.

New construction thresholds be established as follows:

a) Up to 70% of CVA-level taxes in 2005
b) Up to 80% of CVA-level taxes in 2006
€) Up to 90% of CVA-level taxes in 2007
d) Up to 100% of CVA-level taxes in 2008 and beyond;

That the discounts for the commercial and industrial sub-classes for vacant land and excess land
be established at 30% and 35% respectively;

That the City of Barrie continue its existing Rebates for Charitable Organizations Program
providing a tax rebate for Registered Charitable Organizations, as defined in Section 248(1) of
the Income Tax Act, R.S.C. 1985, Chapter 1, at a rate of 40% of the current year's taxes
applicable to the space occupied;

That the Registered Charities eligible for the tax rebate program be required to submit an annual
application and provide evidence of taxes paid satisfactory to the Treasurer or his/her designate,
and

That the City Clerk be authorized to prepare all necessary by-laws to establish the 2011 taxation
and capping policies as described herein.

PURPOSE & BACKGROUND

10.

11.

12.

13.

The purpose of this report is to recommend:
a) 2011 tax ratios
b) property tax policies governing discounts for property tax sub-classes and charities, and

c) property tax capping parameters for commercial, industrial and multi-residential
properties

Decisions about these recornmendations will allow staff to produce and issue final 2011 property
tax bills. Previously, these decisions were required prior to April 30 but legisiative changes that
took effect in 2010 allow municipalities to make these decisions any time prior to the issuance of
final property tax bills.

Rules governing property assessment values in Ontario are complex. However, the ultimate
purpose of property assessment values is straightforward - to determine how the City's tax levy is
allocated to each property.

The City must establish its tax rates by a by-law on an annual basis to raise the required levy set
out in the annual Business Plan. The municipal tax rates are based on assessment values, tax
ratios and the annual tax based operating budget. They are calculated as follows:

Property tax rate = tax based operating budget X Tax ratio for the class
Weighted and Discounted Assessment for All Classes

2011 is the third year of the Province’s reassessment phase-in program. The phase-in program
is designed to smooth the effect of significant increases in individual assessment values by
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spreading the increase over four years, rather than recognize the full value of the increase in a
single year. Where there were assessment decreases the full amount of the decrease was
immediately recognized in 2009.

Changes in the level of a community’s taxable assessment do not result in an increase in
property taxation. This is accomplished by adjusting the current tax rates to reflect the new
taxable assessment level. When a community's taxable assessment increases, these adjusted
rates (“notional rates”) would be lower than the current rates to produce the same amount of
property taxes. Notional rates provide the basis for describing the change in taxation that occurs
due to changes in a municipality’s levy requirements, based on its approved budget.

ANALYSIS

Tax Ratios

15.

16.

17.

18.

Adjustments to tax ratios can be used to mitigate the effect of assessment changes on individual
properties, adjustments and the effect of assessment shifts between property classes. An
assessment shift can occur when the relative value of a particular property tax class changes
compared to a community’s total assessment value. For exarnple, if all other factors influencing
property taxes remained unchanged, higher than average assessment growth in the commaercial
property class would result in a greater share of the total tax levy being paid by commercial
property taxpayers.

Municipalities can neutralize the effect of assessment shifts by determining transition ratios.
Transition ratios are the set of ratios that result in the relative tax burdens of each property tax
class remaining consistent with tax burdens prior to a reassessment. This is also referred to as
maintaining revenue neutrality. These transition ratios become the upper limit for setting tax
ratios. If a current ratio is higher than the transition ratio then the ratio can either remain the
same or be reduced toward the transition ratio, but it cannot be increased. If a current ratio is
lower than the transition ratio, it can be increased up to the transition ratio, remain the same or
be decreased to within the range of fairness as established by the Province.

A tax ratio represents the property tax level for a property class in relation to the residential
property class. The tax ratio for residential properties is required by legislation to be equal to
one. The tax ratios established for property classes determine how the tax rate for that class
compares to the residential tax rate. For example, in 2010 the commercial tax ratio was
1.433126 which means that, for every residential property tax dollar paid, the commercial
property class pays $1.43.

While the tax ratios for commercial, industrial and multi-residential properties are established by
Council, the tax ratio for Managed Forests is prescribed by the Province at 25% of the residential
tax rate. The City has the option of using the provincially prescribed ratio of 0.25 for Farmlands
or to apply a ratio that is lower than this rate. Historically, the City has established the tax ratio
for Farmiands at 0.25.
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19.  The table below indicates the tax ratio history for the City of Barrie.

Broad Property Class R:;:f:es": 1998 -2003 2004 -2005 2006-2009 2010

Residential 1.000000  1.000000 1.000000 1.000000 1.000000
Multi-Residential 1.0t0 1.1 1.077500 1.078700 1.078700 1.059025
Commerical 0.6to1.1 1.323600 1.393800 1.433126 1.433126
Industrial 0.6t01.1 1.501800 1.441100 1.516328 1.516328
Pipelines 06t007 0.891000 0.989100 1.103939 1.103939
Farm 01t00.25 0.250000 0.250000 0.250000 0.250000
Managed Forests 0.250000  0.250000 0.250000 0.250000 0.250000

20. As previously mentioned, property tax ratios can be adjusted to maintain the relative portion of

the taxes collected from each property class to the level that existed prior to the reassessment.
This can be accomplished by establishing the tax ratios at the transition ratio level, as the
following table shows:

Transition Ratios

Broad Property Current Tax - . . Threshold
Class Ratios Transition Ratios % Change Tax Shift ($) Ratios
Residential 1.000000 1.000000 0.38% 443,271

Multi-Residential 1.059025 1.066649 1.11% 56,593 2.7400%
Commercial 1.433126 1.407308 -1.43% -499,851 2.7400%
Industrial 1.516328 1.508524 -0.13% -6,429 1.9800%
Pipelines 1.103939 1.122683 2.09% 6,201 2.6300%
Farm 0.250000 0.250000 0.38% 209

Managed Forests 0.250000 0.250000 0.38% 5

21. Although revenue neutrality can be achieved by establishing tax ratios at the revenue neutral or

transition ratio level, this will result in tax burden being shifted onto to the residential and multi-
residential property classes. For 2011, this would result in an increase tax burden of $443,000
for residential properties from Commercial and Industrial property class which would result in a
$10.86 increase on a typical residential property if all other factors remained unchanged.
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22. Staff analyzed a series of scenarios to identify various tax ratio options. The scenarios analyzed

are identified in the table below:
Tax Ratio Options

Option 1 Option 2 Option 3 Option 4 Option 5
25% Toward Multi-res 25% towards 25% towards Both 25% towarfis
Broad Property Class Multi-res Range of Industrial Ml.Jltl-Res and Commercial
Range of Faimess-1.0 Range of Industrial Range of Range of
Fairness-1,0 Fairness -1.1 Eai i -
Residential 1.000000 1.000000 1.000000 1.000000 1.000000
Multi-Residential 1.039350 1.000000 1.059025 1.039350 1.059025
Commercial 1.433126 1.433126 1.433126 1.433126 1.349845
Industrial 1.516328 1.516328 1.412246 1.412246 1.516328
Pipelines 1.103939 1.103939 1.103939 1.10393¢ 1.103939
Farm 0.250000 0.250000 0.250000 0.250000 0.250000
Managed Forests 0.250000 0.250000 0.250000 0.250000 0.250000

23. The following table represents the corresponding tax shifts based on each of the above-noted tax
ratio options. It also describes the financial impact of each option on the average residential

property taxpayer.

Option 1 Option 2 Option 3 Option 4 Option 5

25%  Multi-Res 25% 25% Towa-rd 25%

Toward Range of Towards Industrial Towards

Broad Property Class Multi-Res .o Industrial  and Multi- Commercial
Range of 1.0 Range of Res Range Range of

—Fairness Faimess ofF

Residential 68,438 205,557 236,872 320,525 1,483,202
Multi-Residential -92,172 -276,843 10,465 -85,892 65,528
Commercial 20,698 62,164 71,633 96,932 -1,614,545
Industrial 2,829 8,495 -319,693 -332,542 61,297
Pipslines 175 527 607 822 3,802
Farm 32 a7 112 151 698
Managed Forests 1 3 3 4 18
Increase on Residential ($) $2.00 $5.00 $6.00 $45.00 $36.00

24.  In 2010, Council approved a reduction in the Multi-Residential tax ratio that would move it 25%
closer to 1.0. It is recommended that that the Multi-Residential tax ratio be moved 25% closer to
1.0 again from 2009 levels in 2011 with the objective of reaching a tax ratio of 1.0 by 2013, as it is
an affordable, effective option the Corporation can use to contribute to the County's efforts to
address social housing needs in Barrie. Generally, encouraging multi-residential development is
also consistent with the City’s intensification plans.

25.  Social housing is the responsibility of the County of Simcoe. However, reducing the tax ratio for
the multi-residential class offers a financial incentive for developers to build affordable housing in
the City of Barrie by reducing the amount of property taxes payable on these properties
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26. An argument can also be made that multi-residential properties should be taxed in the same
proportion as residential properties as they are used for the same purpose. By reducing the
multi-residential tax ratio the property taxes for that class will be reduced. This removes a
potential disincentive to multi-residential development.

27.  The table below indicates the impact of the phased in assessment values on property classes
within the City of Barrie. If the multi-residential tax ratio is reduced to a level that is 25% closer to
1.0, property taxes for the multi-residentiat property class will be reduced by 92,780 or 1.80%.
This amount will be shared across all other property classes and generally result in a 0.06%
increase in annual taxes for those classes.

2011 Recommended Reduction to Multi-residential Ratio {25% Toward 1.0)

g;::: Property EEL'::: U Eg‘a':’z: %Change Tax Shift (§) Tax Shift (%)
Residential 121,576,954 T1,648737  0.06% 66,668 06%
Multi-Residential 5,371,243 5274566  -1.80% -92,780 1.8%
Commercial 36,766,969 36,788.677  0.06% 19,850 0.6%
industrial 5,024,408 5027374  0.06% 3,053 0.6%
Pipelines 311,683 31,867  0.06% 178 0.6%
Farm 57.240 572714  0.06% 29 0.6%
Managed Forests 1,503 1,504 0.07% 1 0.6%

169,110,000 169,109.999 7 0.00% x 0.0%

28.  For illustration purposes, the 2011 municipal taxes for a multi-residential property assessed at
$3,000,000 would be approximately $35,319.18 if the tax ratios remain the same. The impact of
adopting the recommended ratios for 2011 for this property would be a property tax reduction of
approximately $635.55.

29.  This reduction of the multi-residential tax ratio will result in a slight property tax increase to the
residential property class. For illustration purposes, the 2011 municipal taxes for a residential
property assessed at $261,000 would be approximately $2,901. If the ratios recommended in this
report are applied, this amount would increase by $2.

30.  If the multi-residential ratio is instead immediately reduced to 1.0 (see Option 2 in the table
presented in paragraph 22), the impact on a typical residential property assessed at $261,000
would be a $5 increase. This option has been presented as an alternative in this report.

31.  No other tax ratic changes are being recommended at this time given the impact that it would
have on residential properties.
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32.

The following table identifies how the City of Barrie's tax ratios compare with those of other
municipalities.

Tax Ratio Comparison
Barrie .
Eroad Property Class {Proposed York Mississauga  Hamilton Durham Ottawa Toronto
Residential 1.000000  1.000000 1.000000 1.000000 1.000000 1.000000  1.000000
Multi-Residential 1.039350  1.000000 1.778781  2.740000 1.866500 1.000000  3.316000
Commercial 1.433126  1.126800 1.408816  1.980000 1.450000 2.042619  3.237000
Industrial 1.516328  1.308600 1.5670762  3.860100 2.259800 2486590  3.237000
Pipelines 1.103939  0.919000 1151172 1.736700 1.229400 1.540536  1.923564
Farm 0.250000  0.250000 0.250000 0.202800  0.200000 0.200000  0.250000
Managed Forests 0.250000  0.250000 0.250000 0.250000 0.250000 0.250000 ©0.250000

New Multi-Residential Property Tax Class

33,

34.

35.

It is anticipated that the Municipal Property Assessment Corporation will assess one or more
properties in the “New Multi-Residential property class in 2011. The “New Muilti-Residential”
property class is an optional class that was made available to municipalities in order to provide
the opportunity to set a lower tax ratio for new multi-residential properties. This class has not
been utilized in the City of Barrie to date because there have been no properties that fal! into this
category.

It is recommended that this property class be established for 2011 and that the tax ratio be set at
1.0 in order to encourage the development of affordable housing as discussed above. This is
also consistent with the objective of reducing the Multi-Residential tax ratio to 1.0 by 2013.

If the “New Multi-Residential” property class is not established in 2011, then any properties
assessed in this category would be taxed at the same level as the multi-residential property class.

Discounts for Vacant Commercial and Industrial Properties

36.

The Province allows discounted tax rates to apply to commercial and industrial vacant and
excess land property sub-classes. Initially, the Province required that the discounts for the
commercial and industrial vacant land and excess land be set at 30% and 35% respectively.
Subsequently, the Province permitted municipalities to set the discounts for either class at a
level between 30% and 35%. The City of Barrie continued to utilize discounts rates for the
commercial and industrial subclasses at 30% and 35%.

Capping Options

37.

Since 1998 business properties in Ontario have enjoyed some protection against assessment
shifts as a result of the property tax capping legislation that was introduced by the province to
assist with the transition towards Current Value Assessment. Capping is a provincially mandated
program that applies to the multi-residential, commercial, and industrial property classes and
limits assessment-related increases on any property in the specified classes to a prescribed
maximum percentage each year. The Province continues to mandate capping parameters and
provides municipalities with the following options:

a) Maintain the annual cap at the mandatory 5% of the previous year's annualized taxes
b) Increase the cap to between 5% and 10% of the previous year's annualized taxes
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c) Set the annual cap at the greater of a) or b} above or up to 5% of the previous year's
CVA taxes

d) Move capped or clawed-back properties directly to their CVA taxes if the calculated taxes
are within $250 or the properties’ CVA taxes

e) Any property that reaches the CVA level of taxation be removed from the capping
program.

f) Exclude any property whose classification changes from capped to clawed back or vice
versa.

The City is currently using all capping options available to move properties to their Current Value
Assessment as quickly as possible, with the exception of the 5% of the prior year's CVA tax limit
{c). Utilizing this option was analyzed for 2011 and it does not substantially increase the rate at
which properties are reaching the CVA level of taxes therefore it is not being recommended for
use at this time. [t is recommended that the tax capping options remain the same as 2010 as
the analysis revealed that properties are not moving substantially closer to CVA taxes by utilizing
the 5% towards CVA tax option.

New Construction Thresholds

39.

40,

41.

Multi-residential, commercial, and industrial properties that are identified as “new construction”
by MPAC are taxed at a level of assessment that is the average of six comparable properties in
the same vicinity, the selection of which is determined solely by MPAC. The comparables can
result in lower levels of taxation being applied to newly constructed properties, if any or all of the
comparable properties are capped. In the 2004 Provincial Budget (Bill 83), to address the
concerns related to preferential treatment of new construction, changes to the legislation were
introduced to provide municipalities with the option of phasing out the favourable treatment
afforded to eligible new construction through the creation of floors establishing a minimum
percentage of CVA tax responsibility, such that eligible properties would be taxed at:

a) Up to 70% of CVA-level taxes in 2005
b) Up to 80% of CVA-level taxes in 2006
c) Up to 90% of CVA-level taxes in 2007
d) Up to 100% of CVA-level taxes in 2008 and beyond (effectively eliminating the program)
Despite the fact that new construction properties have been taxed at 100% of CVA since 2008, it

is necessary to maintain thresholds for prior years given the potential for appeals or
supplementary assessments effecting new construction properties.

It is recommended that the new construction threshold for 2011 be set at 100%.

Funding of Capping Program

42.

43.

Regulations governing the capping program allow capping costs to be funded from assessment-
related tax decreases on other properties within the class; this is known as a “claw back”. Using
a claw back within a class is not mandatory and Council may consider spreading the cost of the
capping program across the entire assessment base, funding any shortfalls from other municipal
funds or a combination of both. Barrie has used claw-back as the means to finance capping
program costs within the class.

it is recommended that the use of clawback rates continue to be an appropriate method for
funding capping program costs. Clawback rates will be established once the 2011 tax ratios are
established by Council.
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Rebates for Charitable Organizations

44, Prior to the 1998 Provincial tax reforms, charitable and non-profit organizations were taxed at the
residential property tax rate. With the tax reform, when such organizations are in a business
premise they are assessed in the commercial property class — taxes billed to the property owner
and passed on to the tenant(s). It was due to this difference in property classification that the
Province mandated municipalities to provide tax rebates between 40% and 100% of the property
taxes paid by registered charitable organizations, as defined by subsection 248(1) of the Income
Tax Act. Council approved a rebate at a level of 40% in 1998. The charity rebate level has
been maintained since that time.

45, It is recommended that the existing program of providing rebates for charitable organization
according to the definition under subsection 248(1) of the /ncome Tax Act, at a rate equal to
40% of their current year's taxes.

ENVIRONMENTAL MATTERS

48. There are no environmental matters related to the recommendation.
ALTERNATIVES

47. There are five alternatives presented for consideration by General Committee

Alternative #1 General Committee could choose to maintain the same tax ratios used in
2010 for 2011 {Status quo).

This option is not recommended as the reduction to the multi-residential
tax ratio is an effective way for the City to encourage the development of
affordable housing.

Alternative #2 General Committee could choose set the multi-residential tax ratio at 1.0
{Option 2).

This alternative is not recommended as it shifts $276,843 of the tax burden
from the multi-residential tax class to the other property tax classes which
will increase the amount of taxes paid by residential properties. The
proposed phase in of the multi-residential tax ratio to 1.0 will mitigate the
impact on residential properties.
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Alternative #3 General Commiftee could choose not to establish the optional property tax
class of “New Multi-Residential” with a tax ratio set to 1.0.

This alternative is not recommended as it supports the objective of
encouraging affordable housing developments. If the optional class is not
established, any properties assessed in the new multi-residential class will
be taxed at the multi-residential tax level.

Alternative #4 General Committee could select any of the other tax ratio changes
identified in paragraph 23. This is not recommended as each option shifts
the tax burden from the commercial and industrial classes to the residential
class.

Alternative #5 General Committee could choose to utilize the capping option of 5% of the
previous year's CVA taxes.

This alternative is not recommended as it does not have a substantial
impact on moving properties toward the CVA level of taxation but could
have an adverse effect on individual properties.

FINANCIAL

48. There are no direct financial implications to the City associated with the recommendations
regarding the tax ratios, tax rates or capping options. Each option raises the required levy for
the tax based operating budget. However, each recommendation impacts various property
classes and property types to varying degrees. Those implications have been described
throughout the report.

49, Establishing the new construction thresholds as set out in this report effectively eliminates the
new construction rebates payable by the City.

50. The municipal portion of the rebate policy for charitable organizations is included in the annual
operating budget as a reduction of the net tax levy. The amount included in the 2011 Operating
Budget is $150,000 (2010 actual: $131,767).

LINKAGE TO COUNCIL STRATEGIC PRIORITIES

51. This is an operational matter that has no direct relationship to the City of Barrie’s Strategic
Priorities.



