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There is a prevailing sense among the Counties of Eastern Ontario that a potential



financial crisis looms.

The full impact of the broad range of services transferred through the provincial
government's Local Services Realignment initiative is now being felt in many jurisdictions. The
provincial/municipal relationship has become increasingly more complex over the past five years
as highlighted by the legal, structural, functional and financial arrangements within, which
services are delivered. The rapidity of change imposed by the Province to policies and programs
is straining municipal management capacity and creating financial stress for Eastern Ontario
Counties.

This situation is compounded by evidence that the region's economic growth is lagging
far behind other areas in Southern Ontario during a period of robust activity.

Overall there is a broadly held view that Eastern Ontario Counties are not fairing well
financially and that the situation is likely to worsen without effective Provincial/County
co-ordination and collaboration within the region.

In order to investigate whether this view is substantiated and determine whether new
arrangements are in order, the twelve counties of Eastern Ontario, through the leadership of the
Eastern Ontario Wardens group, agreed to undertake a detailed study and present the findings
and appropriate recommendations to the Minister of Municipal Affairs and Housing.

During the summer of 2002 the firm of Allan & Partners Inc. of Perth was engaged to
undertake the comprehensive collection and assessment of data from the following Eastern
Ontario Counties:

Frontenac Management Board
Haliburton County

Hastings County

Lanark County

United Counties of Leeds and Grenville
Lennox and Addington County
Northumberland County

Peterborough County

United Counties of Prescott and Russell
Prince Edward County

Renfrew County

United Counties of Stormont, Dundas and Glengarry
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Background

The twelve counties of Eastern Ontario encompass a large geographic region stretching
eastward from the Regions of Durham and Muskoka to the Quebec border. The region is
bordered by Algonquin Park to the northwest and Lake Ontario and the St. Lawrence River
forming the Canada-U.S. border to the south. For the most part the counties are rural, dotted
with numerous towns, villages and hamlets. Some parts of the region are relatively remote and
sparsely populated. The counties border the region’s numerous urban centres, the largest being
the Cities of Peterborough, Belleville, Quinte West, Kingston, Brockville, Cornwall and Ottawa.

All of the counties have experienced municipal restructuring in a variety of forms since
1998 with the total number of municipalities being substantially reduced through amalgamation.
Municipal restructuring has taken a variety of forms in Eastern Ontario including a single-tier
governance model in Prince Edward County and a unique arrangement with the Frontenac
Management Board. Most jurisdictions retain a two-tier governance model.

While the population of Ontario has increased by 6.1 percent between 1996 and 2001, the
counties of Eastern Ontario have seen very little population growth. Some counties including
Renfrew and Stormont, Dundas and Glengarry have experienced a population decline of between
1 and 2 percent during this five year period. The region has a larger percentage of seniors
population than the provincial average and projections indicate that this segment of population
will continue to increase proportionately.

The region's economy is based on a diversified mix of service industries including
tourism, primary and secondary manufacturing and resource based industry, primarily
agriculture and forestry. Many of the region’s rural communities are having difficulty to
maintain vital local economies due to a lack of resources, experience and expertise.

According to the 1996 Statistics Canada Census data the employment rate and per
household income for the region stands below the Ontario average. Although it is impossible to
provide income statistics exclusive to the twelve counties of Eastern Ontario, the average income
for persons reporting is less than $24,000 per year or almost 13% below the Ontario average of
$27,309.

The region's strategic location, in close proximity to one-third of North America's
population, its attractive mix of farmland, its open spaces, forests and its stable, friendly
communities provide an appealing environment which would welcome significant economic
growth in the 21% century.



The Study's Findings

The firm of Allan & Partners Inc. began the compilation of extensive data from Eastern
Ontario Counties in late July. This information is summarized in a comprehensive report
attached to this presentation.

An analysis of the data has raised the following issues:
Limited Assessment Growth

Assessment growth within Eastern Ontario Counties has been modest over the past four
years - averaging approximately 1.64%.

Commercial and industrial assessment has been declining since 1998. The commercial
decline is approximately 0.79% per year and the industrial average decline is slightly over 4.6 %
per year. The County of Northumberland has experienced the greatest declines of more than 4 %
per year in commercial assessment and 10.5% per year in industrial assessment during the period
1998 to 2002.

Given the traditional higher tax rates of commercial and industrial properties, assessment
decline for these property classes is having a greater impact on tax revenues. The increase in
residential assessment has barely offset the decline in commercial and industrial assessment.

The limited growth in assessment inhibits the ability of Eastern Ontario Counties to raise
taxation for existing and future needs. Clearly Eastern Ontario Counties are not in a position to
absorb increases in expenditures without significant tax increases. This is not a preferred option.
The area has both a low assessment base and virtually no assessment growth.

Property Tax Base

An analysis of the taxation dollars raised by Eastern Ontario Counties in 2002 highlights
the limitations of the property tax base. The total 2002 budgeted taxation for the twelve counties
totaled approximately $184.7 million showing that a one percent tax increase across the region
would raise only $1.8 million. This demonstrates that Eastern Ontario Counties are not able to
absorb increased expenditures without raising taxes significantly.

As a case in point, the cost to replace the County of Renfrew's largest bridge structure,
the 350 metre Claybank Bridge, is estimated at $13 million which is the equivalent of a 60.0%
tax increase for Renfrew County or a 7.2% tax increase across all twelve counties.

The area has a property tax base, which is inadequate to fund projected increases in
operating and capital costs for services.



Tax Policies

Tax ratios are a key factor in the ability of certain Eastern Ontario Counties to absorb
additional expenditures in the long term. When Counties lower the commercial and industrial
ratios there is clearly a shift from commercial and industrial ratepayers to the residential class.
For those Counties that have higher ratios, the impact is significant.

For example, reduction of the commercial and industrial tax ratios to within the range of
fairness in the County of Renfrew would result in a residential tax increase of approximately
12%. A similar reduction in the County of Stormont, Dundas and Glengarry would result in a
residential tax increase of 11.1%.

In addition, in terms of competition between municipalities to attract and retain
commercial and industrial investment, there is pressure to reduce ratios thereby reducing
commercial and industrial tax revenues.

The study's data also identifies the problem that commercial and industrial education tax
rates are not uniform throughout Ontario and are at the higher end in Eastern Ontario. Even with
the provincial government's Business Education Tax reduction plan in place, disparities between
Counties will continue.

Impact of Local Services Realignment (LSR)

The services transferred from the Province to Counties under the Local Services
Realignment initiative were transitioned between 1998 and 2001. Under this initiative Eastern
Ontario Counties are required to find annual savings of $4.9 million which in relative terms
equates to a 3.7% tax increase across the region.

The financial impact of the devolution of the programs to Eastern Ontario Counties began
showing in the Counties' 2002 Budgets. The study demonstrates that the majority of Eastern
Ontario Counties were in a deficit position with respect to LSR programs for the current year.
This shortfall in 2002 is more than $1.8 million for the County of Northumberland and $1.4
million for the County of Peterborough. It is anticipated that the shortfall will increase
dramatically in future years.

The services and program issues which are having the most significant impact on Eastern
Ontario Counties are summarized as follows:

Land Ambulance Service - It has been five years since the Province announced the
transfer of land ambulance service to municipalities, yet all the transition issues,
including cross border billing, non-emergency inter-facility transfers and service
standards are unresolved and costing municipalities substantially. Paramedic salaries
and benefits, which increased by more than 20% in 2001, represent 80% of land
ambulance budgets. Significant paramedic wage increases are likely to continue as long
as there is an accompanying shortage as well as high demand. Despite the funding
provided by the Province recently to Eastern Ontario Counties in order to improve
ambulance response times, the costs are escalating rapidly with no end in sight.

-4 -



Social Housing - The social housing portfolio transferred to Counties through the LSR
initiative will expose Eastern Ontario Counties to additional costs without the benefit of
reconciliation within the Community Reinvestment Fund. Cost pressures include rapidly
rising utility costs, water testing issues, inadequate capital replacement reserves,
inflationary impacts on operating costs and overall administration costs. This is a major
concern, particularly in Counties with large social housing portfolios like Hastings with
2,446 units. Despite the Province's intentions to address the funding of housing programs
through benchmarking, the cumulative effect may be insufficient to meet the needs of
Eastern Ontario Counties.

Farmland and Managed Forests - The Community Reinvestment Fund adjustment for
reduced farmland and managed forest taxation revenue was based on 1997 taxation. The
amount has not been reconciled since 1999 and appears to be inadequate given the
significant increase in farmland assessment. In Prescott and Russell it has been
calculated that the CRF adjustment for farmland and management forest taxation is under
funded by almost $1 million and in Stormont, Dundas and Glengarry by more than $2.3
million. Eastern Ontario Counties and the Province must review the data and
calculations in order to ensure the adequacy of the CRF adjustment.

Community Reinvestment Fund (CRF)

Eastern Ontario Counties appreciate the provincial government's commitment in 2001 to
continue the Community Reinvestment Fund, but share concerns over the following aspects of
the program:

The lengthy reconciliation time line (fall of the following year in which costs are
incurred) results in a cash flow delay

Current year's base funding is determined by prior year's actual which may not
adequately address rapidly changing cost increases particularly in the area of social
services

Reconciliation should be provided for all municipalities, even those who currently do not
receive any CRF like Frontenac Management Board and the County of Peterborough

Downloaded Highways

Eastern Ontario Counties received almost 40% of the highways transferred by the
provincial government in 1998 - 1,268 kilometres of the 3,200 kilometers downloaded province
wide. The funding provided at the time of transfer is now exhausted and the Counties' property
tax payers must shoulder the full burden of the maintenance and capital costs. This required
Eastern Ontario Counties to raise approximately $11.4 million in 2002. It is anticipated that the
capital expenditures for the downloaded highways will require at least $21.5 million in 2003
which would increase taxation in Eastern Ontario Counties by 11.7 %. Some of Eastern
Ontario's Counties have undertaken a 1 to 5 year needs study for their downloaded highways and
the results are shocking. The 1 to 5 year needs for downloaded highways in Haliburton County
are estimated to be in excess of $17.2 million, in Renfrew County more than $14.8 million and in
the County of Peterborough $9.9 million.
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Crown Land/Conservation Land

Several Eastern Ontario Counties have significant acreages of Crown Land and
Conservation Land which are exempt from taxation. The County of Renfrew contains more than
904,000 acres of Crown Land with an estimated assessed value of more than $403 million.
There are more than 332,000 acres in Hastings County and 205,000 acres in Lennox and
Addington County. This means that a few Counties must carry the burden of providing services,
including maintaining roads, fire and police services, and health and related services, without the
benefit of corresponding revenues. This inequity should be addressed through a payment in lieu
and not an exempt status.

Hydro Corridors/Pipelines

There is an inconsistency in the manner in which hydro corridors and pipelines are
assessed and provide taxation. The assessment roll does not include acreage from hydro
corridors on leased land or on easements. The utility is required to pay taxes for only those
properties which it owns. The corridors need to be mapped out and the acreage on easement or
leased lands isolated and assessed. The taxation of these properties should be equitable whether
they are leased or owned.

Infrastructure Needs

Although not directly reflected in the study data, Eastern Ontario Counties echoed the
need for a major investment in infrastructure - an investment that is far greater than the resources
available through the property tax base. The capital requirements include upgrades to roads and
bridges, community facilities, homes for the aged, water and sewer, etc, etc.

For example, it will cost the County of Hastings more than $45 million in order to
replace its two homes for the aged. It is estimated that high speed broadband internet access will
require an investment of $8.5 million in the region's smallest county, Haliburton County.

Some Counties have undertaken a detailed needs study of their arterial system of roads
and bridges and determined that the capital requirements far exceed the capacity of their
County's tax base to support. Tens of millions of dollars in capital needs for roads and bridges
have been identified in Leeds and Grenville, Renfrew and Lennox and Addington. With
relatively small populations and vast geographical areas, the transportation network of Eastern
Ontario Counties is of critical importance to the residents of the region and the economic
viability of their communities.

The region's property tax base cannot address the infrastructure investment required by
the twelve Eastern Ontario Counties.



Future Directions

It is the view of Eastern Ontario Counties that a new deal must be struck with the
provincial government if a financial crisis is to be averted and if the region is to grow, prosper
and realize its full potential. This will require fresh ideas and effective Province/County co-
ordination and collaboration. It will require a new innovative approach to the challenges
confronting the region.

Eastern Ontario Counties, through the Eastern Ontario Wardens group propose the
following future directions as possible actions towards overcoming the region’s difficulties and
facilitating community capacity building throughout the area:

1. Coordinated Approach

It is the view of Eastern Ontario Counties that a coordinated approach based upon
effective Provincial/County collaboration is the best strategy to address the challenges
confronting the region. This approach should allow greater sensitivity to the needs of Eastern
Ontario Counties while building on the area’s strengths, unique features, and strategic
advantages.

2. Eastern Ontario Caucus

To achieve this approach it is recommended that an Eastern Ontario Caucus comprised of
all M.P.P.’s from the region be formed to address the issues of Eastern Ontario Counties at
Queen’s Park. The Caucus would actively champion the region as the Province develops policies
and programs.

It is anticipated that the Eastern Ontario Caucus would meet twice a year with the Eastern
Ontario Wardens group in order to improve information sharing, develop plans to deal with the
region’s challenges, and coordinate strategic actions for community growth and betterment.

3. Eastern Ontario Wardens

Similarly it is recommended that the Eastern Ontario Wardens group become the focal
point to address the issues and challenges of Eastern Ontario Counties. Rather than individual
counties attempting to address common problems and issues on their own it is believed that a
coordinated partnership with other counties would ensure greater success.

In order for the Eastern Ontario Wardens group to undertake this task it would be
necessary to meet at least every two months or perhaps as often as once a month.



4. Dedicated Staff Resources

Supporting such an active program will require the dedication of staff resources. It is
recommended that the Minister of Municipal Affairs and Housing dedicate a member of the
Ministry's staff within the Eastern Regional Office at Kingston to provide full-time support to the
Eastern Ontario Wardens group and ensure consistent and timely two-way communications
between the Eastern Ontario Caucus at Queen's Park and Eastern Ontario Counties.

5. Recognition of Eastern Ontario's Special Needs

The financial challenges facing Eastern Ontario are real. Eastern Ontario Counties are
not in a position to absorb the financial consequences of the shift in programs from the Province
to the Counties. The needs of this area are unique - Eastern Ontario Counties must maintain a
large geographic area without the growth in financial resources that other areas of Ontario enjoy.

Household incomes are lower than the Provincial average and it is estimated that 20% of the
population will be over 65 years of age in 2021.

It is therefore recommended that Eastern Ontario be treated by the Provincial
Government as a special circumstance, not unlike Northern Ontario, and that a special Eastern
Ontario Fund be created to address the region's disparities.

6. Packaging and Selling the Region

Eastern Ontario has many strengths and competitive advantages including location,
labour force and work ethic, as well as a stable diversified economy. These strengths and
advantages must be packaged and aggressively sold in order to attract economic growth and an
increase in population.

It is recommended that the Province provide funding support for the expansion of the
region’s outward marketing initiatives.

7. Investment in Infrastructure

If Eastern Ontario Counties are to successfully attract and retain economic growth which
will expand the region’s assessment and property tax base, there must be a significant investment
in infrastructure. There is a direct link between economic growth and the state of a community’s
infrastructure. Good roads, attractive community facilities, high speed internet access, readily
available serviced lands, and upgraded water and sewer systems are all crucial to the “economic
readiness” of a community in order to attract, promote and manage growth.

The prosperity of Eastern Ontario Counties is dependent upon investment in
infrastructure throughout the region. The current tax base simply cannot support the identified
infrastructure needs.

Current provincial programs such as Superbuild and OSTAR have been slow and
sometimes require unrealistic funding partnerships to be formed. Proposed initiatives such as
Opportunity Bonds are attractive but still require municipal pay back.
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It is recommended that the Province make a major strategic investment in the
infrastructure of Eastern Ontario Counties in order to attract growth and sustain the region’s
quality of life.

8. Addressing the Burden of Downloaded Highways

The burden of the downloaded highways to Eastern Ontario Counties is real and
immediate. It has been suggested that a sharing of the revenues from the gasoline tax between
the Province and municipalities is a possible solution.

Other specific recommendations include:

That maintenance funds for the downloaded highways be included in the annual CRF
funding based on the Province's estimate of $5,000 per year per 2 lane kilometre.

That capital funds be set aside by the Province for downloaded highways. The amount of
funding could be dependent on the Counties providing a road needs study for a five-year
period. The funding would then be allocated on a five-year basis so that the County has
the ability to address their long term financing requirements. The actual payment of the
subsidy would be tied to the completion of the projects.

That capital funds be set aside for long term needs in relation to bridge structures and
parameters be established between the Ministry of Transportation and the Counties on
accessing the funding.

9. Addressing the Burden of LSR Services and Other Financial Inequities

In order to avert a financial crisis for Eastern Ontario Counties it is necessary for the
Province to ensure that the fundamental “revenue neutrality” promise that accompanied the
Local Services Realignment initiative be adhered to on the long term. The Community
Reinvestment Fund must remain current and reflect the full burden of LSR services.

It is recommended that the Province undertake an ongoing consultation with Eastern
Ontario Counties in order to address the adequacy of the Community Reinvestment Fund to deal
with the costs of reconciled services. LSR services no longer eligible for CRF reconciliation
must be reexamined.

It is recommended that the Province investigate the full cost impacts of downloaded
highways, land ambulance services, social housing and farmland and managed forests. This
investigation must also examine the inequities of Crown Lands, Conservation Lands, and Hydro
Corridors. Possible resource equalization support, the marketing of Crown Lands or the
payment of a royalty to municipalities for logging on Crown Lands should be considered.



Specific recommendations regarding the LSR services and other funding inequities are:

That the Ministry of Health and Long-Term Care subsidize the Province's 50% share of
paramedic wage settlements in land ambulance service.

That the Province not proceed with the plan to make the social housing an inactive
envelope. An alternative would be to consider an annual expenditure reporting from the
Counties which would include mortgage payments, property taxes and the rent
supplements. These expenditures would be funded by the Province dollar for dollar.

That social housing operating costs be funded by the Province using their benchmarking
model and that the benchmark be adjusted annually for inflation.

That the Province work towards setting a uniform education tax rate province-wide for
both commercial and industrial properties in a manner similar to residential and multi-
residential properties.

Conclusion

The study undertaken by Eastern Ontario Counties in recent months highlights the need
for a new approach in the Provincial/County relationship to the challenges and opportunities
confronting the region.

There is a need for a strategic focus and coordinated approach by the Province and
Counties to the region. This will require a stronger committed organization; a collaborative
exchange of information and ideas; and an innovative approach to Provincial/Municipal
programs and funding.

It will also require an investment by the Province in order to prevent a financial crisis for
Eastern Ontario Counties and ensure future growth and healthy, self sustaining communities.

Some of the future directions outlined can be acted upon quickly. Others will require
changes in Provincial policies and programs. Still others will require "brain storming" between
the representatives of Eastern Ontario Counties and senior officials of the Province before
specific directions can be determined.

Eastern Ontario Wardens appreciate the opportunity to present the findings of this study

to the Minister of Municipal Affairs and Housing and working together to determine future
directions for Eastern Ontario Counties.
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EASTERN ONTARIO COUNTIES

FUTURE DIRECTIONS

Background

In 1998 the Province initiated *‘Who Does What’ to realign provincial and local responsibilities to
‘bring education costs under control, provide better services for taxpayers and ease the pressure on
residential property taxes’. The purpose of this report is to examine the financial impact of local

services realignment (LSR) and various issues that are important to Eastern Ontario Counties.

Eastern Ontario is a large geographic region that encompasses an area south of Nipissing and east of
Muskoka, Victoria and Durham Counties to the Quebec border, excluding the City of Ottawa. The

Counties included in this study are as follows:

Frontenac Northumberland

Haliburton Peterborough

Hastings Prescott-Russell

Lanark Prince Edward

Leeds and Grenville Renfrew

Lennox and Addington Stormont Dundas Glengarry

This study attempts to assess the financial impact of local services realignment by first analyzing the
region’s ability to pay -- a review of its assessment base and then provides a brief analysis of the

Eastern Ontario Counties tax rates and tax ratios.

The impact of LSR is summarized on a County by County basis setting out the required LSR

expenditure and the related funding for the past five years.

The study also assesses the Eastern Ontario Counties costs of downloaded highways and discusses a

number of other financial issues relevant to the region.

The report’s conclusions and recommendations are specific to the problems identified in this study.
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EASTERN ONTARIO COUNTIES

FUTURE DIRECTIONS

A. Review of Eastern Ontario Assessment Growth, Tax Rates, Tax Ratios

Assessment information is relevant in this study as it reflects the ability of Eastern Ontario to

raise taxation for existing and future needs.

Appendix I, a summary of assessment growth for the past four years, shows that since 1998
assessment in Eastern Ontario has been growing at a modest rate -- averaging approximately
1.64% per year. This seems to run counter to the strong economic growth in Central and

Southwestern Ontario.

The data also demonstrates that commercial and industrial assessment is declining in the
Eastern Ontario Counties since 1998. The commercial decline is approximately 0.79% per
year and the industrial average decline is slightly over 4.6% per year. Given the traditional
higher tax rates of commercial and industrial properties, assessment decline for these property
classes will have a greater impact on tax revenues. The increase in residential assessment has

barely offset the decline in commercial and industrial assessment.

The modest assessment increase for the past four years does not provide for even basic
inflationary increases which are in the range of two percent per annum. This analysis makes it
clear that the Counties are not in a position to absorb significant increases in expenditure

without significant property tax increases.

The impact of additional expenditure requirements on Eastern Ontario Counties is best
demonstrated by considering the composite County levies. The total levy for all twelve
Counties was less than $184,750,000 for the year 2002. A one percent property tax increase
would only raise $1,850,000 in Eastern Ontario Counties (See Appendix V1).

Tax rates for the Eastern Ontario Counties appear to be competitive compared to the Province
as a whole. Bar graphs in Appendix Il compare the various County tax rates for residential,

multi-residential, commercial, industrial, and large industrial classes. In addition, the
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FUTURE DIRECTIONS

appendices include a ranking of the tax rates from the lowest to the highest. In analysing the
rates, consideration must be given to the services provided by the County, for instance, Prince
Edward and Stormont Dundas Glengarry provide policing services; as well Renfrew and

Stormont Dundas Glengarry fund 100% of the Bill 140 capping adjustments.

Tax Ratios are also a factor in the ability of certain Counties to absorb additional expenditures
in the long term. As commercial and industrial ratios decline, there is clearly a shift from
commercial and industrial ratepayers to the residential class. For those Counties that have
higher ratios, the impact could be significant. In addition, in terms of municipal
competitiveness, there will be pressure to reduce ratios, thereby reducing commercial and

industrial tax revenues.

Comparative tax ratios for the study area are set out in Appendix I1.

B. Commercial And Industrial Education Tax Rates

When Local Services Realignment was introduced in 1998, school rates for commercial,
industrial and pipeline properties were calculated at the County level. The school levy was
based on the taxes raised in 1997 from the aforementioned classes for the specific

municipality. The required calculation of the tax rates was dependent on two factors:

(a) the monies required to meet the school levy

(b) the tax ratios in effect for the particular County.

The Province subsequently implemented the *Business Education Tax’ (BET) reduction plan
for any rates in the commercial or industrial class which exceeded 3.3%. It was anticipated the
reduction plan would be fully implemented by 2004. The Province reset the education tax
rates for 2001 to reflect the new property values associated with the 2001 reassessment. The
new rates were lowered to ensure that increased assessed values resulting from the

reassessment did not generate additional Provincial school revenue. Where assessed values
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declined, the BET rates were not increased.

In 2002, the Province decided to reduce BET to 2.65% from 3.3% but the phase-in period of
2004 remains unchanged. For municipalities with business education tax rates above the target
rate, the Province will continue to match municipal tax rate reductions for commercial and

industrial properties by accelerating the remaining BET cuts for that municipality.

The problem remains that commercial and industrial education tax rates are not uniform
throughout the Province. Education tax rates appear to be at the higher end in Eastern Ontario
and even with the BET program in place, disparities between Counties within the Province
will continue. For example, commercial and industrial education tax rates in Huron County
are 1.45% and 1.65% respectively compared to Stormont Dundas Glengarry which are 2.33%
and 3.79%. Industrial taxpayers pay more than double the education tax in Stormont Dundas

Glengarry compared to those in Huron.

Appendix 111 sets out the current Commercial and Industrial Education Tax Rates for the area.

C. Local Services Realignment

(i) General Findings

The review of LSR information provided by the Counties indicates the following:

(@) For the four -year period of 1998 to 2001 most Counties received a net benefit from LSR
(excluding downloaded highways). The Province provided the Counties a combination of
Education Tax Room and Community Reinvestment Funding (CRF) to offset LSR
expenditures. This factor must be tempered somewhat if you take into account the
Province required mandatory ‘savings’ when LSR took effect. For Eastern Ontario
Counties required savings were $4,881,000 annually.

(b) Certain Counties in Eastern Ontario receive supplementary assistance while others do not.
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These monies are being paid out to assist municipalities with a relatively low assessment
base and have remained unchanged since the January 2000 implementation. To calculate
the supplementary assistance, municipalities were ranked in order of their per capita
weighted assessment. A review of the basis of the per capita numbers should be
considered, particularly where there is a large seasonal population. The Province has

indicated this funding is continuous but the total amount will not be increased.

(c) Commencing in 1999 Counties are receiving a CRF bonus which is to offset the impact of
the 50/50 cost sharing for Public Health and Land Ambulance Services. This funding is

to be continuous.

(d) It would appear that the financial impact of the devolution of the programs to the
Counties is starting to ‘show up’ in 2002. Most of the Counties budgeted a 2002 deficit

relative to LSR programs.

Appendix 1V sets out the details of the financial impact of LSR by County.

The table below sets out a summary of the impact of LSR for the years 1998 to 2002 for the

Eastern Ontario Counties.

The data outlined demonstrates the very real challenge facing Eastern Ontario Counties
relative to LSR. The Counties face a 2002 deficit in the 4.85 million dollar range and if these
numbers were adjusted for the significant supplementary assistance provided to Prescott
Russell and Stormont Dundas Glengarry, the total deficit for Eastern Ontario Counties would
exceed $6.7 million. These numbers do not take into account the required savings of $4.8

million. Taking this into consideration, the total impact of LSR exceeded $11 million in 2002.
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LSR IMPACT Annual
1998 1999 2000 2001 2002 Required
Net Revenue (Expenditure) Savings
Frontenac 28,698 40,699 44,741 (345,735) (628,247) (156,000)
Haliburton 352,863 493,725 268,293 81,362 (1,435) (201,000)
Hastings 1,634,225 898,140 1,511,091 (166,625) | (1,473,111) (490,000)
Lanark (47,935) 160,743 902,675 96,828 (252,314) (404,000)
Leeds & Grenville (646,017) 1,091,393 79,604 (640,334) | (1,192,349) (463,000)
Lennox & Addington 46,334 122,043 612,787 (7,296) (25,034) (322,000)
Northumberland 124,687 (292,182) (79,898) | (1,208,337) | (1,800,257) (606,000)
Peterborough 151,875 (308,848) | (401,787) (888,239) | (1,406,019) (345,000)
Prescott Russell 716,242 875,955 [ 3,170,656 1,820,429 1,202,322 (497,000)
Prince Edward (97,994) 381,742 672,346 647,649 39,217 (446,000)
Renfrew 306,380 739,699 192,901 1,584,871 (29,974) (541,000)
Stormont Dundas Glengarry (3,838,423) 1,372,983 1,670,785 2,008,507 713,641 (410,000)
Total Impact (1,269,065) 5,576,092 | 8,644,194 2,983,080 | (4,853,560) | (4,881,000)

The table does not include projections for the years following 2002. Based on preliminary
information provided by two-thirds of the participating Counties, it is anticipated that
ambulance and social housing costs will increase approximately 16% and 12.5% respectively

in 2003. The net result is continued pressure on the County Tax Rates.

(i) LSR - Issues to Consider

(@) Ambulance Services
CREF funding for ambulance services is based on the standard of service the Province had
provided. Local government now has the duty to respond to the needs and the priorities

of the ratepayers. Ratepayers have been concerned about response time and meeting the

needs of the area is beyond the service level previously provided. The costs are
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significant. The Ministry of Health is addressing some requests for additional funding but
not to the level of service required by most Eastern Ontario residents. In addition, the
negotiation of salaries and benefits was opened up with the transfer of services. Some
Counties experienced wage increases in excess of 20%, the Ministry of Health is

considering funding a lesser amount.

(b) Social Housing

Prior to 2001, the housing envelope for CRF was managed by the Province and the CRF
funding was simply reconciled to the Provincial billings. The downloading of the
program administration was accomplished in two phases. Phase | was the transfer of the
Local Housing Corporations (LHC), effective January 1, 2001, and Phase Il was the
transfer of the balance of the Provincially administered housing programs (non profits,

cooperative, rent supplement agreements) between October 2001 to May 2002.

The Province has stated that CRF funding will be frozen for the housing envelope as of
2002. The program will no longer be reconciled for CRF purposes and the level of
funding will be based on a ‘go forward’ calculation. This calculation is to be based on a
forecast provided by the Ministry of Municipal Affairs and Housing to the Ministry of
Finance. The forecast is to address future needs including concerns about the longevity of

low interest rates and the administrative costs after transfer.

The Province has been working toward setting benchmarks for housing programs. The
benchmarks were to be released September 30" but as of October 31 the benchmark
report had not been released. The funding of housing programs is intended to relate to the

benchmarks.
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Financial areas where a County will or may be exposed include the following:
» mortgage rate increases beyond the projection
» benchmarks set in 2001 for costs which are rising including utilities and

potentially property taxes

A\

annual cost of inflation on operating costs

A\

shifts in the economy which create a higher demand on rent geared to income
housing and increased rent supplements

water testing issues

capital replacement reserves

program expansion

Y V V V

administration costs

The cumulative effect could be significant if the ‘frozen’ funding is insufficient to meet

the municipalities needs.

(c) Provincial Offences Revenue

The POA revenue has been carried forward in the CRF reconciliations at the 1998 level.
The reconciliation amount for 2001 is to be based on the time period the Province
administered the POA subsequent to 1997 and prior to the transfer to the municipality.
Only full years will be taken into account for the calculation of the average revenue. For
instance, if the POA transfer date was November 2000, the POA adjustment will be based
on average of the 1998 and 1999 net revenues. This calculated amount will be used in all

future CRF reconciliations — in other words it will be frozen.

From the transfer date most municipalities throughout Ontario have experienced
expenditures greater than the POA estimates (staffing was often underestimated),
however, in some cases higher revenues have offset higher costs. Counties should be
careful to ensure that the frozen number is reasonable in that it does reflect the necessary

staffing complement.
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(d)

Farmland and Managed Forests

The original CRF adjustment for reduced farmland and managed forest taxation revenue
was based on 1997 taxation, calculated as seventy-five percent (75%) of taxes paid in
1997. The calculation included municipal revenue at the lower and upper tier and was
offset by CRF and the related education tax room. The amount was updated in 1999 and

has been frozen at the 1999 level.

The chart below attempts to set out the basis of the original CRF funding and the funding
shortfall. The Province has indicated they are reviewing the funding level for the 2001

CRF reconciliation. Counties should review the calculations for the proposed funding

Farmland and Managed Forest Taxation

Difference
1999 1999 2002 Farm 2002 Funding/
CRF Education Total Taxation Taxation Foregone Actual
Room Residential 75% over
Rate (under)

Frontenac 142,000 136,000 278,000 52,981 211,924 158,943 119,057
Haliburton 283,000 55,000 338,000 23,869 95,476 71,607 266,393
Hastings 347,000 92,000 439,000 162,422 649,688 487,266 (48,266)
Lanark 206,000 69,000 275,000 147,639 590,556 442,917 (167,917)
Leeds & Grenville 167,000 39,000 206,000 173,727 694,908 521,181 (315,181)
Lennox &
Addington 183,000 119,000 302,000 127,578 510,312 382,734 (80,734)
Northumberland 311,000 351,000 662,000 334,958 1,339,832 1,004,874 (342,874)
Peterborough 208,000 222,000 430,000 238,216 952,864 714,638 (284,648)
Precott Russell 364,000 168,000 532,000 504,678 2,018,712 1,514,034 (982,034)
Prince Edward 259,000 59,000 318,000 265,157 1,060,628 795,471 (477,471)
Renfrew 173,000 47,000 220,000 212,545 850,180 637,635 (417,635)
Stormont Dundas
Glengarry 581,000 444,000 1,025,000 1,115,786 4,463,144 3,347,358 | (2,322,358)
Total 3,224,000 1,801,000 5,025,000 3,359,556 13,438,224 | 10,078,658 | (5,053,668)
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formulas carefully. The funding shortfall appears particularly onerous on Stormont
Dundas Glengarry and Prescott Russell. In total it would appear the Eastern Ontario

Counties are subsidizing Provincial policy in the range of $5,000,000

(e) CRF Reconciliation Time Line

Recent information sessions on the CRF reconciliation process provided a time line for
the reconciliation. The Province indicated that any amendments to Provincial funding
during the year would be reconciled in the same manner being the fall of the subsequent
year. For instance, current ambulance funding is being reviewed for a 2% wage
adjustment and additional funding to improve response time. The County would receive
the “conditional’ Ministry of Health funding in the current fiscal year, however, the
portion of the funding covered by CRF will not be reconciled until the fall of 2003. This
results in a cash flow delay for the County and potential year end deficits. The impact of
the deficit would be an issue for 2003 budgets and consequently 2003 tax rates. To
smooth the potential impact on the tax rate and assist with cash flow, consideration should

be given to immediate CRF amendments for any negotiated funding.

The delay in CRF reconciliations until the fall of the following year could skew the
subsequent year’s budgets. For example, the 2001 CRF is to be reconciled by late 2002
and any decreases in 2001 funding will be recovered in 2003. Further, the reconciled
2001 CRF will be used as the 2002 base, which could potentially double the impact. The
impact on the subsequent year’s budgets could create spikes in the tax rates due to

reduced revenues.

The Ministry has indicated they are considering providing reconciliations to all
Municipalities, even those who currently do not receive any CRF. The importance of the
annual reconciliations to these Counties is to verify any shifts in education tax room from

the lower tier to the upper tier are reflected in the tax rates.
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D. Downloaded Highways

(i) Background

In 1996 the Province began a program of downloading approximately 1,700 kilometres of

highways. Thiswas accomplished by individual contract with the participating municipalities.

In 1998 the Province initiated the “Who Does What” (WDW) downloading of 3,200

kilometres of highways to various municipalities including Eastern Ontario Counties.

Financial assistance provided to the Counties was based on the following:

Q) five year capital needs were assessed with funding provided at 2/3rds of the estimated

capital cost plus an 11% contingency fund,;

(i) maintenance costs for 3 years based on $5,000 per year per 2 lane kilometre

downloaded;

(iii) a bonus — a municipality’s road system that increased by more than approximately 8%,
due to the combined effect of the 1996 and the 1998 WDW highway transfers, received
abonus. The bonus was $5,000 per kilometre for each kilometre over the 8% increase.

In response to municipal concerns, the bonus amount was increased by 50% of the

initial calculation.

Highways downloaded to the Eastern Ontario Counties were significant compared to the rest of the
Province. For example, of the 3,200 kilometres downloaded in 1998, 1,268 were in the Eastern
Ontario Counties or approximately 40% of all 1998 downloaded highways (see Appendix V).
Given the regions’ lack of taxable assessment and therefore its ‘ability to pay’, the impact of the
highways transfer is significant. The chart below shows the consequences of the transfer based on

the one-third capital cost to be funded by the Counties and the expiration of the maintenance monies
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in 2002. This has the potential to increase tax rates significantly.

(i) Summary of Financial Impact to Eastern Ontario Counties

1998 1999 2000 2001 2002

Frontenac 488,056 488,056 488,056 488,056 1,433,056
Haliburton 174,500 174,500 174,500 174,500 292,500
Hastings 378,400 378,400 378,400 378,400 915,400
Lanark 197,600 197,600 197,600 197,600 522,100
Leeds & Grenville 273,500 273,500 273,500 273,500 713,500
Lennox & Addington 134,050 134,050 134,050 134,050 378,550
Northumberland 1,176,500 | 1,176,500 | 1,176,500 | 1,176,500 1,693,500
Peterborough 955,250 955,250 955,250 955,250 1,739,250
Prescott Russell 239,450 239,450 239,450 239,450 594,450
Prince Edward 180,150 180,150 180,150 180,150 443,150
Renfrew 370,244 370,244 370,244 370,244 1,403,744
Stormont Dundas Glengarry 473,250 473,250 473,250 473,250 1,252,250

5,040,950 | 5,040,950 | 5,040,950 | 5,040,950 | 11,381,450

The Province implemented the transfer on the basis that these highways primarily serve local

needs. This may be the case for certain highways, however, if they had been the Counties’

responsibility previously they would have been funded by MTO and would have been part of

the original CRF base funding.

Funding highways should be a high priority for the Eastern Ontario Counties. The above table

Allan & Partners Inc.

12



EASTERN ONTARIO COUNTIES

FUTURE DIRECTIONS

demonstrates that in 2002, tax rates would have to increase an average of approximately 6%
per County to fund the downloaded highways. This does not account for two-thirds of the
capital funding provided by the Province to 2002. In 2003 no capital funding will be available
and based on previous Provincial capital funding, the Counties have estimated total annual

costs including maintenance will be approximately $21.5 million for downloaded highways.

E. Other Issues

(1) Crown Land/Conservation Land

Certain Eastern Ontario Counties have a significant acreage of Crown and Conservation Land.
This property is exempt from taxation. The assessment office is able to provide partial
information on the assessed value for land which is held by the Province and Crown Land
which has been mapped. There are Crown Lands, however, which have not been mapped and
consequently there are no assessed values. MPAC may be dealing with this issue as they move
to integrating their assessment into a complete computer format so at some point the amount
may be quantifiable. As conservation lands can be held by Municipalities and individuals, the

total exempt assessment for these parcels is not easily determined.

Appendix VI details the assessment information for the Eastern Ontario Counties. The
assessment and related acreage is particularly significant for certain Counties such as Renfrew,

Haliburton, Hastings, Peterborough, Frontenac and Lennox and Addington.

The significance of these properties is related to the cost of the delivery of services. As all
Crown lands and conservation lands are not distributed evenly throughout the Province, the
burden of providing services and not receiving taxation revenue is not equal between all
municipalities. Eastern Ontario Counties bear the burden of maintaining roads, fire services,
police services and health services for the exempt properties located in their jurisdiction.
Revenues generated from Crown Lands include park fees, land use permits and timber cutting

rights. It seems unfair that municipal governments do not receive any revenue from these
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properties.

(i) Hydro Corridors

The assessment roll does not include acreage from hydro corridors on leased land or on
easements. The information is not available through MPAC. When properties are owned by
the utility, the utility is required to pay $991 per acre. These amounts are not shared with the
school boards. In Lanark Highlands alone, a township within Lanark County, there are
approximately 500 acres that are not assessed. Five hundred thousand dollars ($500,000)

would make a real difference to the municipality.

The corridors need to be mapped out and the acreage on easement or leased lands isolated and
assessed. The taxation of the properties should be equitable whether they are leased by hydro

utilities or owned. This is an inconsistent treatment of property assessment.

(iii) Administrative Costs

As the devolution of programs to the County level has occurred, administrative costs have not
been considered on a consistent basis. For instance, the child care program funded through
MFCS includes an administrative contract which is included in the CRF reconciliations. The
same consideration has not been present for the ambulance and housing programs. Depending
on the activity of the programs transferred, additional administrative costs have ranged from
$100,000 to $350,000 per County.
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Conclusions and Recommendations

(A) Recognition of Eastern Ontario’s Special Needs

The future challenges facing Eastern Ontario are real. Eastern Ontario Counties are not in a
position to absorb the financial consequences of the shift in programs from the Province to the
Counties. The needs of this region are unique — Eastern Ontario Counties must maintain a
large geographic area without the growth in financial resources that other parts of the Province
enjoy. Household incomes are lower than the Provincial average and it is estimated that close
to 20% of the population will be over 65 in 2021. It would seem that the special needs of

Eastern Ontario must be recognized with additional Provincial funding.

(B) The Impact of LSR

The report demonstrates that on the whole most Counties received a net benefit from LSR
funding (excluding downloaded highways) for the four-year period from 1998 to 2001. (This
factor is tempered somewhat if you take into account the Province required mandatory
‘savings’ of $4,881,000 for the Eastern Ontario Counties). It would appear, however, that the
financial impact of the devolution of the programs to the Counties is starting to “show up’ in
2002. The study demonstrates that the majority of Eastern Ontario Counties were in a deficit
position with respect to LSR programs for the current year. Budget projections for 2003
indicate there will be increases of greater than 10% in ambulance services and social housing.
Maintaining ‘revenue neutrality’ is necessary for Eastern Ontario. Specific recommendations

relating to some of the services transferred under local services realignment are set out below.
Ambulance Services
CRF funding for ambulance services is based on the standard of service the Province had

provided. Local government now has the duty to respond to the needs and the priorities of the

ratepayers. Ratepayers have been concerned about response time and meeting the needs of the
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area is beyond the service level previously provided. The costs are significant. The Ministry
of Health is addressing some requests for additional funding but not to the level of service
required by most Eastern Ontario residents. In addition, the negotiation of salaries and
benefits was opened up with the transfer of services. Some Counties experienced wage
increases in excess of 20%, the Ministry of Health is considering funding a lesser amount.

Specific recommendations include:

(i)  That the Ministry of Health prioritize the review of the business case for additional

funding for improved response time.

(i)  That the Ministry of Health increase the wage cap subsidy beyond 2% and to base the

subsidy on the negotiated wage agreements.

Social Housing

The Province has stated that CRF funding will be frozen for the housing envelope as of 2002.
The program will no longer be reconciled for CRF purposes and the level of funding will be
based on a ‘go forward’ calculation. Counties are particularly concerned with the lack of
capital replacement reserves, the related program administration costs and the bench marking

model. The following recommendations should be considered:

(i)  That the Province not proceed with the plan to make the social housing an inactive
envelope. An alternative would be to consider an annual expenditure reporting from the
Counties which would include mortgage payments, property taxes and the rent

supplements. These expenditures would be funded by the Province dollar for dollar.

(i)  That operating costs be funded by the Province using their bench marking model and

that the benchmark be adjusted annually for inflation.
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Farmland and Managed Forests

(1)  The Province is considering a new methodology for the CRF calculation. Counties
would like an opportunity to review the formula and the calculations. The study,
demonstrates the 1999 CRF calculations were not adequate, this may have related to a

significant increase in the farmland assessment from 1997 to 1998.

Provincial Offences Revenue

(1)  That the Province consider a County by County review to ensure POA staffing and
administrative costs have been adequately funded in the POA estimates. The

consideration would include a review of any increases in the revenue side.

CRF Reconciliation

(i)  Thatinyear adjustments to “conditional” funding, such as ambulance and health unit, be
reflected as in year adjustments to the CRF and not held over until the fall of the

following year.

(i)  That CRF Reconciliations be provided to all Municipalities, whether they are receiving

funding or not.

(C) Downloaded Highways

In 1998, forty percent of all highways downloaded became the responsibility of Eastern
Ontario Counties. The funding which came with the downloaded highways has been spent.
Based on Provincial information provided to the Counties regarding maintenance and capital
projects for downloaded highways, Eastern Ontario Counties had to raise approximately $11.4
million in 2002. In 2003, the Counties will be responsible for 100% of the capital

expenditures along with regular maintenance which could increase the monies required for
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downloaded highways to $21.5 million. This expenditure alone would increase taxation in the

Eastern Ontario Counties by 11.7%. Recommendations include:

(i)  That maintenance funds for the 1996 and the 1998 downloaded highways be included in
the annual CRF funding based on the Provincial estimate of $5,000 per 2 lane

kilometres.

(i)  That capital funds be set aside by the Province for downloaded highways. The amount
of funding would be dependent on the Counties providing a road needs study for a five-
year period. The funding would be allocated on a five-year basis so that the County has
the ability to address their long term financing requirements. The actual payment of the

subsidy would be tied to the completion of the projects.

(iii) That capital funds be set aside for long term needs in relation to bridge structures.

Parameters be established between MTO and the Counties on accessing the funding.
(D) Commercial and Industrial Education Tax Rates
(i)  That the Province work towards setting a uniform tax rate province-wide for both
commercial and industrial properties in a manner similar to residential and multi-
residential properties.
(i)  Other Issues

Crown Land

(i)  That Crown Land be established as payment in lieu property and not an exempt status.
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Hydro Corridors

(1)  That leased land and easements be assessed and taxed in the same manner as property

owned by hydro distribution companies.

Administrative Costs

(1) That consideration be given to increase the funding envelopes for housing and

ambulance where Ministry staffing has been eliminated as the responsibility has moved

to the County level.

In conclusion this study only addresses some of the needs of the Eastern Ontario Counties. It
is imperative that the revenue neutrality of local services realignment be maintained and that
there is fairness and equity in the tax system. It is also evident that Eastern Ontario requires

supplementary assistance to fund the necessary infrastructure for such a large geographic

region of Ontario.
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ASSESSMENT INFORMATION

(assessment in 000's) 1998 2002** Increase
(excluding PIL's) Averaged
Over 4 Years

Frontenac

Total 1723043 1795082 1.05%

Commercial 28929 28067 -0.75%

Industrial 3070 2769 -2.45%
Haliburton

Total 2344145 2578915 2.50%

Commercial 100662 87652 -3.23%

Industrial 7041 5918 -3.99%
Hastings

Total 2019799 2057545 0.47%

Commercial 109372 107797 -0.36%

Industrial 27345 21058 -5.75%
Lanark

Total 2770271 2997812 2.05%

Commercial 183427 183896 0.06%

Industrial 43304 46471 1.83%
Leeds & Grenville

Total 3839334 4067698 1.49%

Commercial 193393 194438 0.14%

Industrial 63716 49471 -5.59%
Lennox & Addington

Total*** 1879100 1976506 1.30%

Commercial 103999 112525 2.05%

Industrial 100203 86632 -3.39%
Northumberland

Total 4204250 4490756 1.70%

Commercial 410597 343532 -4.08%

Industrial 147225 85612 -10.46%
Peterborough

Total 4149251 4573496 2.56%

Commercial 178970 162467 -2.31%

Industrial 43152 39841 -1.92%
Prescott Russell

Total 3115775 3323812 1.67%

Commercial 257492 261402 0.38%

Industrial 69944 63957 -2.14%
Prince Edward

Total 1430431 1545547 2.01%

Commercial 81919 86469 1.39%

Industrial 20794 21268 0.57%
Renfrew

Total 3965682 3973633 0.05%

Commercial 246567 246038 -0.05%

Industrial 85267 68997 -4.77%
Stormont, Dundas, Glengarry

Total 3001997 3314649 2.60%

Commercial 182702 197982 2.09%

Industrial 82257 72096 -3.09%

Eastern Ontario Totals

Total 34443078 36695451 1.64%
Commercial 2078029 2012265 -0.79%
Industrial 693318 564090 -4.66%

**2002 assessment has been reduced by the Local Housing Corporations'
assessment as this represents a shift from grant in lieu to taxable assessment

*** 2002 assessment has been adjusted for a shift in the assessment of hydro properties
from grant in lieu to taxable
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