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REPORT TITLE: Feasibility Assessment of a Regional Major Office Employment
Community Improvement Plan

FROM: Andrew Farr, Interim Commissioner of Public Works
Stephen VanOfwegen, Commissioner of Finance and Chief Financial
Officer
RECOMMENDATION

That a Regional major office employment community improvement plan not be
established based on the results of the feasibility assessment described in the joint
report from the Interim Commissioner of Public Works, and the Commissioner of Finance
and Chief Financial Officer, titled “Feasibility Assessment of a Regional Major Office
Employment Community Improvement Plan”;

And further, that the Region of Peel support local municipal major office employment
community improvement plans by contributing tax incremental equivalent grants;

And further, that staff be directed to report back to Regional Council with detailed
recommendations for establishing an office incentives program that uses tax incremental
equivalent grants, including a framework and project criteria for enabling Regional
participation in local Community Improvement Plans;

And further, that a copy of the subject report be forwarded to the local municipal
councils.

REPORT HIGHLIGHTS

e In February 2020, Regional Council directed staff to examine the feasibility of
establishing a Regional community improvement plan for major office development and
report back in Q2 of 2020. This report provides an initial feasibility assessment.

e The 2017 Region of Peel Employment Strategy Discussion Paper identified strategies
and recommendations to achieve Peel’s employment growth projections to 2041 and
one of the potential strategies to be explored include consideration of incentives through
a regional community improvement plan for major office employment.

o Staff worked with a consultant to complete an initial feasibility assessment with local
municipal input, the key findings of which are provided within this report (the “Feasibility
Assessment”).

e The local municipalities have all initiated their own community improvement plans
targeting a variety of uses, including major office employment.

e There are many factors influencing the location of commercial investment, including
complete community characteristics, transportation, and financial considerations.

e Akey finding of the Feasibility Assessment is that the establishment of a Regional-level
community improvement plan is not necessary.
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o Peel's Long-Term Financial Planning Strategy includes the financial principle of: Work
with local municipalities to manage growth and support economic viability of the
community.

e The Region has invested heavily in major infrastructure to support local economic
development; these investments are debt financed at $1.6 billion.

e The Region has no reserves allocated or available to fund a financial incentives
program.

+ Afinancial incentives program would require an incremental increase in property taxes
to establish a dedicated reserve.

e Itis recommended that the Region support local municipal major office employment
community improvement plans by contributing tax incremental equivalent grants, which
result in a deferral of increased property taxes for development that might not otherwise
occur but do not require direct funding from other property tax revenue.

e Itis recommended that further work be completed to develop detailed recommendations
for establishing an office incentives program that uses tax incremental equivalent grants,
including a framework and project criteria for enabling Regional participation in local
Community Improvement Plans.

DISCUSSION
1. Background

On October 26, 2017, an overview report on the Peel Growth Management Strategy was
presented to Regional Council (Resolution 2017-857). The report included an update on the
coordinated approach to planning for employment in Peel and an Employment Strategy
Discussion Paper. The Discussion Paper explored trends and issues related to achieving
the 2041 employment targets in Peel and identified strategies for increased major office
employment development to meet those needs.

It was suggested that financial incentives be explored in specific areas where offices are
being planned, potentially in the form of a community improvement plan (CIP). Other
strategies for increased major office development included providing a mixed-use urban
environment with multi-modal transportation, amenities, shopping, and recreation to support
the office workforce in suburban locations comparable to and competitive with the mixed-
use urban environment of Downtown Toronto.

On February 27, 2020, an Employment Policies and Trends Overview report was presented
to Regional Council, which reaffirmed that a lack of office development has been a
contributing factor in Peel not meeting employment forecasts in recent years. Regional
Council passed Resolution 2020-158, requesting that staff report on the feasibility of a CIP
for major office uses (that considers a fair distribution of financial incentives between the
Region and local municipalities), consult with local municipal staff on the scope and
implications of a potential CIP, and report back in the second quarter of 2020. Since then,
the economic impact of COVID-19 has arisen and will need to be considered in addition to
the pre-existing trends which resulted in lower-than-forecasted office development.
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Regional staff engaged N. Barry Lyon Consultants (the “Consultants”) to complete a
Feasibility Assessment for a potential Regional major office CIP, and local municipal staff
were consulted on the scope of work for the analysis and the report findings. Appendix |
contains an executive summary of the results of the Consultants’ work and
recommendations and a link to the full report on the Region’s website.

This report is in response to Council’s direction and builds upon the findings presented in
recent reports regarding employment trends.

2. Use of Regional Municipal Community Improvement Plans

A CIP is a planning tool that is authorized under Section 28 of the Planning Act. Section 28
is legislation that allows a municipality to develop a comprehensive plan for community
improvement within a predefined community improvement project area. Regional Council
has the legislative authority to develop a CIP, but for regional municipalities the scope is
limited by the Planning Act to matters dealing with:

1. Infrastructure that is within an upper-tier's jurisdiction.

2. Land and buildings within and adjacent to existing or planned transit corridors
that have the potential to provide a focus for higher density mixed-use
development and redevelopment.

3. Affordable housing. [O. Reg. 550/06, s. 2.]

For the purposes of major office development, the extent of a Regional CIP project area is
taken to be limited to regional transportation and/or transit corridors. This limitation does not
apply to infrastructure and affordable housing community improvements. In contrast, single-
tier or local municipalities can designate a CIP project area anywhere in their municipality.

As part of the Feasibility Assessment, the Consultants’ completed a review of nearby upper-
tier municipalities’ use of CIPs. While some upper-tier municipalities like Waterloo and
Niagara have established their own CIPs to focus on key transit corridors and economic
zones, other upper-tier municipalities surveyed, provide a support function for the
implementation of local CIPs with the flexibility to match or provide some portion of a lower-
tier's contribution. The Consultants’ key advice resulting from the Feasibility Assessment is
that the Region not proceed with a Regional CIP, but instead participate in the local
municipal CIPs, if the decision is made to contribute Regional financial incentives.

3. Regional Participation in Local Municipal Community Improvement Plans

Subsection 28 (7.2) of the Planning Act allows regional municipalities to allocate funds to
major office projects that contribute to or match the incentives already offered by local
municipalities, if and where local CIPs already exist. This subsection authorizes upper-tier
municipalities to make grants, loans, and other incentives to lower-tier municipalities for the
purposes of carrying out a local municipal community improvement plan without enactment
of a Regional-level CIP. The Peel Regional Official Plan currently contains policies that
would allow for the Region’s participation and support of local CIPs (Regional Official Plan
policy 7.7.2.27).

10.3-3



Feasibility Assessment of a Regional Major Office Employment Community Improvement

Plan

All three local municipalities in Peel have adopted CIPs with varying objectives and funding
mechanisms including incentives for major office development.

Key Report Findings

The Consultants’ Feasibility Report highlights key drivers of office demand, trends in the
Greater Toronto Area (GTA) office market, conditions of the suburban office market, and
current and future economic conditions (with a reference to new considerations of COVID-
19). An overview of incentives for major office employment and the various factors
surrounding their impact on development activity informs the report’s recommendations to
the Region. Key findings, insights and recommendations are summarized below:

a) Economic Conditions

Peel maintains a strong competitive position within the GTA. Peel's main advantage
is its central location within the GTA, Southern Ontario, and one of the most active
economic hubs in Canada. Peel’s central location within the GTA is attractive to
those seeking office space with access to a large labour market area. Peel’s
attractive transportation network (i.e. 400-series highways, Toronto Pearson
International Airport, and some of the largest intermodal hubs in North America)
provide efficient access to the U.S. border and international markets.

The long-term economic underpinning in Peel is positive, supporting improved long-
term employment growth. However, there have been various factors impacting
employment conditions in 2020 due the changing nature of work, US trade
uncertainties, and other economic changes prior to the onset of the COVID-19
response. COVID-19 has created additional uncertainty due to job losses, business
challenges, and continued U.S. trade uncertainty. As a result, shorter-term demand
for office space across the Region may stall, resulting in higher vacancies, and
reduced office investment interest.

b) Key Drivers of Office Demand

In general, office locations that fulfill the greatest number of tenant needs or
preferred locational attributes will be in highest demand, achieve higher rents, and
generally support viability of the largest scale projects. The range of factors include,
access to labour and talent, proximity to similar industries, access to highways,
exposure/visibility, surface parking, regionally competitive pricing, operating costs,
development charges (DCs), walkable communities, and access to transit.
Conversely, those locations that fulfill fewer needs or tenant preferences may need
to employ a marketing strategy that offers more utilitarian space, basic amenities,
and regionally competitive rents.

In the case of the past decade, office development has become increasingly
concentrated within Downtown Toronto and a select few suburban nodes. The office
developer’s desire to locate in a vibrant, mixed-use community located on a higher-
order transit network has pulled the majority of recent major office development to
Downtown Toronto (near Union Station) and the growing Vaughan Metropolitan
Centre (also on a subway station). The other reasons for this shift are both financial
and demand driven, with Downtown Toronto being able to satisfy virtually all these
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demand side characteristics while also supporting the highest rents and lowest
parking requirements.

Over time, many tenants could be priced out of Downtown Toronto. The result may
be greater tenant demand looking to the ‘905’ suburban office market for less
expensive space. However, it is important to appreciate that this market is highly
competitive. The importance of highway access will continue to be vital to Peel’s
attractiveness, but Mississauga and Brampton will naturally compete against many
other equally-well located suburban municipalities to attract a greater share of
demand.

Based on discussions with local municipal economic development departments,
there is anticipation that due to COVID-19, businesses are starting to focus on
recovery and may start to reconsider how and where they locate. There may be
more desire to locate workplaces closer to residents, which would distribute offices
instead of funneling people into one place (i.e. the Union Station Area). This may
present new opportunities for office development in the suburban market in which
incentives could assist with this restart of the economy. It is still too early to
determine the exact effects of COVID-19 on the office sector, as there is also
discussion of possible reduction in office space needs due to long-term remote work
arrangements. Peel will need to monitor the impacts of COVID-19 on changes to the
landscape of office development interest and market activity, and if any beneficial
changes arise for suburban municipalities like Peel.

c) Examples of Financial Incentives for Major Office Development

The nature of some incentives requires that funding or a reserve is secured upfront
to implement a CIP, including commonly used incentives as follows:

o DC-related incentives may include reducing or waiving DCs at the
regional and/or local level, or a deferral of DCs. The funding shortfall for
the infrastructure that would have been funded through the DCs, would
still need to be funded by the municipality in the short or long term.

o Capital improvement grants are also used to facilitate the redevelopment
of underutilized sites to office use. This would require providing cash to a
developer to offset upfront development costs.

o Removing the cost of parking is also an incentive used in various formats,
including a municipality building and providing a parking structure,
partnering with the developer to build parking, reducing the site parking
requirements, or providing cash/grants to the developer for their parking
costs. Parking-related incentives typically require significant funding from
municipalities but are often very effective.

Another form of incentives is eliminating development application and permit fees.
This has a limited effect on development proformas as such fees are a small
percentage of the cost of development.

Tax Increment Equivalent Grants (TIEGs) are a commonly used incentive which
allow the increase in municipal property tax (from a vacant site to an office tower, for
example) to be refunded in full or partially over a period of time. Each eligible year,
the owner must pay the property taxes in full and the municipality provides the
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registered owner a grant equal to the tax increment following receipt of payment.
Therefore, no upfront funding or reserve is required in advance of implementing the
incentive. For owner occupied buildings, a TIEG will directly reduce the property tax
paid, thereby reducing the project’s operating costs over the length of the program.
For multi-tenant buildings, a TIEG can attract tenants and maintain a healthy
vacancy rate by reducing the property tax paid and reducing the effective gross rent.

d) The Impact of Incentives on Office Development

Financial incentives for office investment can technically improve the economics of
developing in a location by lowering capital costs, reducing operating costs, reducing
gross rents to attract tenants and removing some financial obstacles to development.

Incentives are particularly effective in eliminating or lessening any single financial
issue that precludes development from happening. However, these tools do not
address every factor influencing where commercial investment occurs. As noted in
the key drivers of office demand, there are many non-financial considerations that
weigh into the business decisions of office development (e.g. transit, walkable and
attractive public realm, urban amenities, range of housing options, etc.). This is
evidenced by the fact that despite funding being available, several CIPs have had
little to no uptake.

The Consultants consider that it may be appropriate to incent major office to achieve
specific outcomes and remove certain barriers in Mississauga (urban intensification,
underground parking), and more generally across Brampton and Caledon. However,
the report also notes that competing with other localities as to who can offer the most
attractive set of financial incentives is a ‘race to the bottom’, in terms of municipal
revenue collection.

e) Recommendations and Implementation Considerations

Based on the market findings, the Consultants is of the opinion that further incenting
major office could result in some success in achieving additional office growth
outcomes. However, the market conditions and overall deficiencies and opportunities
in each local municipality are unigue, therefore requiring a locally specific approach.
The Consultants’ recommend that, should the Region pursue financial incentives for
major office development, it should leverage and bolster the local experience by
offering funding to support local CIPs targeting major office employment, as
appropriate, instead of developing its own CIP.

At present, Peel is not on track to meet its major office employment forecasts to
2041. While office growth across Peel Region has been declining in recent years,
due to a number of factors, Peel remains an attractive place for office development
looking forward. There is still modest major office development activity in areas like
the Meadowvale and Airport Corporate Centre, and many other areas of Peel are
planned for higher-density development including office uses in the future (Major
Transit Station Areas, Urban Growth Centres, etc.).

Over the past decades, all of the Region’s local municipalities have taken steps to

stimulate more office development by offering various financial incentives through
the adoption of CIPs, which range from DC relief, Tax Increment Equivalent Grants,
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one-time development application and permit fee rebates, facade and capital
improvement grants, and municipally funded parking programs.

5. Financial Considerations

To address Peel’s financial vulnerability, Peel’'s Long-Term Financial Planning Strategy includes
the financial principle: Work with local municipalities to manage growth and support economic
viability of the community. As reported to Council in 2019, the Region commissioned the Mowat
Centre report: Rethinking Municipal Finance for the New Economy, which concluded that
Peel is facing a long-term erosion of non-residential property taxes. Supporting the
development of major office development is necessary to achieve a balance in property tax
revenues.

One of the primary ways in which the Region manages growth and supports economic growth is
through upfront investments in major infrastructure such as Water, Wastewater and arterial
Roads. These investments are financed by debt until such time as development occurs and
development charges are collected. To date, Peel has $1.6 billion in debt financed growth
infrastructure.

If Regional Council were to implement financial incentives for major office development, careful
consideration of the type of incentive is required. As explained earlier, some CIP incentives, like
DC rebates would require that a dedicated funding source be identified. There are currently no
identified provincial or federal funding programs available for municipalities to incent office
development, nor are any existing reserves allocated to such a program.

A Regional incentives program would require an incremental increase in property taxes to
establish an appropriate reserve. Committing to raising property taxes to create a reserve would
potentially be at the expense of other important Regional priorities such as the Affordable
Housing Master Plan, maintaining aging infrastructure, expanding Waste diversion and the
Human Sex Trafficking Strategy response among many others. Offering financial incentives
may also work against other Regional outcomes related to the principle of ‘growth paying for
growth’ and may transfer costs associated with employment growth onto the residential property
tax base. Therefore, any incentives that would require a financial reserve would add a new
financial burden to property tax payers.

Incentivizing office development through TIEGs has considerably fewer risks and financial
burdens in comparison to the aforementioned types of incentives. As a TIEG would only deal
with returning the calculated difference in property tax rates from the current land use to the
proposed office use once received, the Region would not have to allocate and reserve any
funds in advance to facilitate the incentive.

By incenting major office development to locate in Peel, which may otherwise have located in
another municipality, additional property tax revenues will be secured in the long term. For
example, a TIEG incentive provides stagnant tax rates (and therefore stagnant revenues) for a
property for a given amount of years, but following the end of the TIEG Peel would benefit from
the increased tax revenues from the major office development. The Region can determine the
duration of the TIEG as the Planning Act does not specify any period for an incentive to be
available.
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RISK CONSIDERATIONS

e Should Regional Council choose to move forward with participation in local municipal
CIPs via incentives other than a TIEG, the resulting funding requirements may
negatively impact property tax rates, increase the tax burden on residents, and impact
funding for other pressures for other key Regional priorities.

e If contributing to local municipal CIPs is supported, Regional Council and staff must
consider the equitable distribution of funding across the three local municipalities and the
approach to supporting very different Community Improvement Plans.

¢ In 2019, the Region commissioned the Mowat Centre report: Rethinking Municipal
Finance for the New Economy, which concluded that Peel is facing a long-term
erosion of non-residential property taxes and a shift in the property tax burden to
residents. New major office development would contribute to an improved balance in
property tax revenues.

o There are longer-term risks related to the Region not meeting its employment targets by
2041.

CONCLUSION

Increasing major office employment is a complex task and there are various considerations that
come into play when businesses are considering where to locate.

While economic development is a role of the local municipalities, the Region invests in

achieving its employment targets and securing office employment opportunities in “indirect”
ways. Development is supported by the Region’s extensive capital program that requires upfront
investment in major infrastructure with the Region bearing the associated risk. In particular,
water and wastewater infrastructure must be built in greenfield areas or upsized in

intensification areas before development like major office can occur. Infrastructure investment
represents incentivization of major office development by providing “shovel-ready” land that
improves Peel's attractiveness.

While the Region will continue to deliver infrastructure and policy which creates a mixed use,
vibrant, and attractive community to draw office development, there is also some evidence that
financial incentives are effective in bridging the financial gap in making developments viable, as
shown in this Feasibility Assessment.

As discussed, there are contextual and financial considerations which have informed how
incentives may or may not be effective for the Region. It is not recommended that a Regional
CIP be established or implemented, but rather, that the Region support and contribute to the
local municipal CIPs in a way best suited to Regional priorities. Providing incentives through
TIEGs would not require funds to be drawn from the residential tax base or Peel’s other critical
programs and services.

Therefore, it is recommended that the Region move forward to develop an incentive program to

contribute to the local municipal CIPs via TIEGs. Next steps would include providing detailed
recommendations for establishing an office incentive program that uses TIEGS, including the
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framework and project criteria for enabling Regional participation in local CIPs. The Region
would work with the local municipalities on determining an appropriate framework for
administration of the program that reflects the local context.

APPENDICES

Appendix | - Feasibility Assessment for a Major Office Employment Community Improvement
Plan for the Region of Peel — Executive Summary

For further information regarding this report, please contact Adrian Smith, Acting Chief Planner
and Director of Regional Planning and Growth Management, Ext. 4047,
Adrian.Smith@peelregion.ca.

Authored By: Kathryn Dewar, Principal Planner and Joy Simms, Intermediate Planner

Reviewed and/or approved in workflow by:

Department Commissioners, Division Directors and Legal Services.

Final approval is by the Chief Administrative Officer.

()

N. Polsinelli, Interim Chief Administrative Officer
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