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EXECUTIVE SUMMARY

The Ontario Home Builders’ Association (OHBA) is pleased to have the
opportunity to present recommendations for the upcoming 2018 provincial
budget. In order to balance the budget, the provincial treasury has become
heavily reliant on the significant taxation revenue generated from the success
of Ontario’s housing market. In fact, rapid housing price escalation and
high sales volumes over recent years have brought in billions of dollars in
unforseen additional HST and Land Transfer Tax revenues to the provincial
government, in addition to spin-off revenues generated from the actual
construction of new homes and the over 336,000-plus jobs supported by
Ontario’s housing sector.

This final budget of the government’s current mandate provides an
opportunity to support growth, combat underground economic activity and
invest in core infrastructure. This budget also provides a critical opportunity
to take additional steps to improve market housing affordability and address
housing supply constraints. The home building, land development and
professional renovation industries are key partners for the government
to work with and provide the necessary housing supply to meet Ontario’s
growing population, support job creation and stimulate economic growth.

Our industry faces a variety of inter-related challenges that affect our
members’ ability to build the necessary supply of new housing to meet
growing demand. Ninety-five per cent of Ontario’s new housing supply is
built by the private sector, and new home prices reflect the market conditions
set by government policy through municipal approvals, provincial legislation
and regulatory frameworks, the federal rules on mortgage qualifications.
Government sets the rules on where, what type and when housing supply
comes into the market and the market prices homes accordingly.

In an environment where housing of all types and tenures is becoming more
expensive, OHBA believes that the government should much more carefully
consider the impacts of planning, fiscal and labour policy decisions on
housing supply and price. The government has many levers it can push and
pull that influence housing supply. Over the past several years OHBA has
warned that prices would escalate as a result of specific policy directions and
that is exactly what has happened.
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In order to deliver supply, there are very real and serious challenges in many
communities across Ontario. There are public policy barriers including
NIMBY attitudes that are stretching out approvals processes for both housing
and critical infrastructure that support housing. This is not an issue limited
to low-rise housing supply, but also mid-rise and high-rise intensification
and infill housing supply. Despite a cooling resale market, partially because
of measures in Ontario’s Fair Housing Plan, new home inventory remains
near record lows and condo prices in the GTA are up over 40 per cent year
over year. Despite efforts to cool more speculative aspects of the market,
demographic demand continues to exceed the ability for our industry to
deliver much-needed housing to meet Ontario’s growing population.

New housing inventories in the GTA remain low. These supply issues
that have historically been GTA-focused now spill over into many of the
surrounding regions throughout the Greater Golden Horseshoe and beyond.
Housing prices are influenced by a number of factors: government policy and
the taxation framework are major forces shaping the marketplace.

OHBA has a number of recommendations in our pre-budget submission
to address housing prices, climate change and the underground economy.
OHBA supports a review of the HST rebate threshold for new homes; and
we support the recently announced Green Ontario Fund (GreenON) rebate
program for energy efficient upgrades to existing housing. OHBA continues
to recommend additional measures to address the underground economy
though the introduction of an Energy Efficient Home Renovation Tax Credit.

Lastly, OHBA appreciates that the government listened and addressed our
primary recommendation in our 2017 budget submission by initiating
a Housing Panel demanding data, information and evidence to better
understand the housing supply challenges and why housing prices are
escalating. As part of the Fair Housing Plan, the province introduced a
Development Approvals Roundtable, chaired by the Secretary of Cabinet
with municipalities and the development industry. OHBA is supportive of
the Development Approvals Roundtable Action Plan and looks forward to its
implementation.

Clearly, in the current market environment, new home prices and rents will
continue to be under incredible pressure and bringing new communities on
line will remain a challenge. The housing system faces a variety of complicated
and inter-related challenges that will continue to affect Ontarians’ quality of
life, economic prosperity and housing opportunities.
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1. INTRODUCTION

1.1 About OHBA

OHBA is the voice of the land development, new housing and professional
renovation industries in Ontario. OHBA represents over 4,000 member
companies, organized through a network of 29 local associations across the
province. Our membership is made up of all disciplines involved in land
development and residential construction, including: builders, developers,
professional renovators, trade contractors, manufacturers, consultants and
suppliers. The residential construction industry employed over 336,000
people and contributed over $56.2 billion to the province’s economy in 2016.

OHBA is committed to improving new housing affordability and choice for
Ontario’s new home purchasers and renovation consumers by positively
impacting provincial legislation, regulation and policy that affect the industry.
Our comprehensive examination of issues and recommendations are guided
by the recognition that choice and affordability must be balanced with
broader social, economic and environmental issues.
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2. KEY ISSUES AND
RECOMMENDATIONS

2.1 Housing Supply

Despite measures taken by the federal government and provincially through
Ontario’s Fair Housing Plan, OHBA remains concerned that the limited new
housing supply had a significant impact on housing prices last year and
will continue to do so in the future. It is critical to understand that the new
housing and existing resale housing markets are very different. In terms of
both demand and supply, the resale market is much more responsive to
policy changes or to consumer psychology. While the new housing market
is certainly influenced by those same issues, new supply can take years. On
the low-rise side, it takes literally over a decade to work its way through the
planning approvals process. Public policy decisions have major implications
on how well the new housing supply chain functions and it is becoming more
difficult to bring new housing supply to the market.

OHBA CEO Joe Vaccaro

Standing Committee on Finance and Economic Affairs — Dec 1, 2016

Last year, OHBA shared our concerns with the government regarding real
challenges to the delivery of housing supply, which was not keeping up with
the real demand and resulting in increasing home prices. OHBA also outlined
concerns with respect to the cumulative tax and regulatory burden on new
housing, which was also contributing to the ever-increasing cost of housing.
Over the year 2017, the government moved a number of important pieces
of legislation, along with launching the Fair Housing Plan, which actions
include, but are not limited to:

m Addressing perceived excess housing demand by introducing a
foreign buyers tax;
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m Introducing rent controls;

m Finalizing the growth plan with higher density and intensification
targets;

m Making significant changes to the Construction Lien Act;

m Introducing legislation that would split the warranty and regulatory
roles of the Tarion Warranty Corporation;

m  Replacing the OMB with a Local Planning Appeals Tribunal, which
will limit appeal rights and make local planning decisions more
political;

m Passing legislation and introduced proposed regulations to give
municipalities the ability to introduce inclusionary zoning bylaws;

m Puttingforward alarge study area to potentially expand the greenbelt
in high growth and high-demand communities; and

m Introducing a new regulatory regime for handling of excess soils
that will impact brownfield redevelopment opportunities.

This activist government approach has been busy adding new layers of
legislation and regulation on the new housing industry. This is against a
backdrop of continued new home price escalation as demand outstrips

supply.

OHBA CEO Joe Vaccaro

Standing Committee on Finance and Economic Affairs — Dec 14, 2017

CMHC’s November 2017 average absorbed new single detached home price
for Ontario was $833,162. In November 2016, it was $701,684 and ten years
ago, it was just over $420,000. In Ontario’s hottest market, the GTA, the
benchmark price for available new single-family homes was $1,223,610, in
November 2017 which was 25.1 per cent above November 2016’s benchmark
price of $977,890. Meanwhile the benchmark price for available new condo
apartments was $702,992 in November, 42.6 per cent above the November
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2016 benchmark price of $493,137. This comes amidst a backdrop of declining
new single-detached housing sales and rising condo sales numbers. This
should not be interpreted as a sign of diminished demand for single-family
housing in the GTA. In fact, it is quite the opposite as demand remains
elevated, but many people cannot afford them, and our industry is required
to implement provincially mandated intensification policies which contribute
to supply issues. Furthermore, the sheer cost of single detached and low-
rise housing in the GTA is contributing to a spill-over effect in surrounding
communities where GTA buyers are flocking to new home sales centres in
Niagara, Guelph, Woodstock, Collingwood and Belleville. Market distortions
are contributing to diminishing supply and rising home prices in these
communities, threatening to displace local residents who may soon no longer
be able to afford housing in their own communities.

If we go back to June 2006, prior to the implementation of the Growth Plan,
the average low-rise price in the GTHA was less than half of what it is today
($393,000), meaning new home prices have more than doubled in the past
decade in this region. In terms of housing supply, in 2006, there were 16,500
new low-rise homes available for residents to purchase in the GTA. At the end
of November 2017, there were only 11,788 total new homes (both low-rise
and high-rise) available to purchase. A healthy new home market should have
nine to 12 months’ worth of inventory. Currently, inventory is at about three
to four months. These statistics are a cause for concern.

Evan Sidall, President — Canada Mortgage and Housing Corporation, Nov 30, 2016

Housing prices are extremely complicated and affected by a wide variety of
factors ranging from housing supply, fiscal policy, employment, infrastructure
servicing capacity, land-use planning approvals and local employment. Some
of these factors are directly affected by municipal or local government policy.
However, OHBA strongly believes that a number of provincial planning
policies, regulatory processes, tax policies and infrastructure priorities are
having an adverse impact on housing supply and housing prices.
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2.2 New Neighbours Taxes — Government-
Imposed Charges (GICs)

The provincial government’s treasury has greatly benefited from the hot
housing market across the province as rising prices and high sales volumes
have brought in billions of dollars in additional HST and Land Transfer Tax
revenues. The 2017 Budget document itself even notes that the improvement
of government revenue compared to projections in the 2016 Budget was
primarily due to the strength of Ontario’s housing market. Overall, HST
revenue including unexpected taxes from the HST on new homes, was $714
million higher than projected. The strength of the 2017 housing market,
along with new revenue from the Foreign Buyers Tax will deliver even higher
housing revenue to the provincial treasury. The 2017 Fall Fiscal Update
projects $2.87 billion in Land Transfer Tax revenue in 2017-18, which is
over $1 billion higher than what was collected just three years ago. OHBA
believes that the Ontario government has an opportunity to support housing
affordability and supply by reinvesting some of these tax dollars back into
Ontario’s housing market.

OHBA CEO Joe Vaccaro — Media Release, April 27, 2017

Home builders and land developers are proud to support the financing of
infrastructure directly tied to the communities they build. New communities
also bring important new property assessment to municipalities across the
province and provide an important residential population base to support
job growth. The residential construction industry and our new home buyers
pay the capital costs of growth while also contributing significantly towards
upstream capital costs related to growth. Additionally, the home building and
land development industry supports the economy through both direct and
indirect jobs and the additional tax revenue generated for all three levels of
government.
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Our members are concerned that many municipal politicians continue to view
new neighbours (new home buyers and new employers) as an easy target for
additional taxes, levies and fees while artificially suppressing property taxes to
appease existing municipal voters. OHBA continues to advocate for fairness
and transparency for new neighbours, and is concerned that charges and fees
derived from housing developments in many municipalities have escalated
beyond a reasonable direct cost recovery level. OHBA understands that many
municipalities are fiscally challenged, however, it is not the responsibility of
new neighbours to substitute the general tax base revenue that should fund
the maintenance and improvement of existing services.

Housing Minister Peter Milczyn on June 23, 2013 as Chair of the

City of Toronto’s Planning and Growth Management Committee

As taxes and other government charges increase, these are not absorbed by the
industry but are added to the cost of a new home. The cost of infrastructure
designed to last upwards of 75 years is embedded into the amortization
of 25-year mortgages of home buyers. Municipalities increasingly rely on
contributions from the new housing and development sector through
development charges and other taxes and fees, rather than making politically
unpopular decisions to set property taxes at appropriate levels and leverage
debt while rates are at historic lows. Furthermore, OHBA notes that changes
to the Development Charges Act from 2016 allowed municipalities to collect
even higher development charges for transit and waste diversion.

Government Imposed Charges (GICs) are a challenge for the residential
construction industry and present a financial barrier for new home buyers
and new employers. As noted by the Ministry of Municipal Affairs, in 2013
alone, development charges paid to municipalities contributed $2 billion
directly toward the construction of growth-related infrastructure such as
sewers, roads and transit. In comparison to other jurisdictions across Canada,
Ontarians typically pay higher GICs as a percentage of the price of a new
home.
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Government Imposed Charges

Development Charges
Municipal Development Charges

Regional Development Charges
Education Development Charges

GO Transit Development Charges

Various Additional Municipal Charges

— Storm Water Management

— Topsoil Removal Fee

— Regional Water Meter Fee

— Engineering Design Review and
Inspection fee

— Public Art Charges

— Engineering Fees

— Parkland Dedication Fees (Cash-in-Lieu)

— Building Permit Fees

— Section 37

Planning Fees (Various Development

Application & Processing Fees)

— Plan of Subdivision (singles and row
houses)

— Plan of Subdivision Registration/Review

— Site plan approval

— Plan of Condominium

Ministry of Environment Engineering
Review

Land Registry Closing Fees

(Title Registration)

Conservation Authority Fees

Electrical Permit - Electrical Safety Authority
Legal Fees

Land Transfer Tax
— Provincial LTT
— Toronto LTT

HST (Provincial portion + GST)

Costs associated with municipal by-laws
Additional costs due to building code
changes

WSIB Premiums (Home Builder Rate
Group) + WSIB Premiums passed on to
builders by trades

Surcharges imposed by trades to cover
potential Ministry of Labour safety fines

Tarion Registration Fees
Tarion Enrolment fees

OHBA PRE-BUDGET SUBMISSION
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ONGOING SUPPORT TO MUNICIPALITIES WILL INCREASE TO $3.8 BILLION BY 2016
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Source: Ontario Budget 2017

OHBA applauds the steps taken through the Provincial Municipal Fiscal
and Service Delivery Review to relieve financial pressure on municipalities
by phasing in a social services upload. Furthermore, gas tax contributions
from both the provincial and federal governments have even further relieved
fiscal pressure on municipal capital infrastructure budgets. The province is
providing municipalities with ongoing support of approximately $4 billion
in 2017, which is an increase of almost $3 billion from the level provided
in 2003. With the social services upload completed and gas tax funds being
increased further, municipalities should have greater fiscal capacity to make
investments in core infrastructure. OHBA is concerned that despite greater
fiscal capacity, municipalities continue to increase taxes on new neighbours
and apply pressure on the provincial government to grant additional taxation
powers.

2.3 Modernizing HST Thresholds for New Housing

Since it was implemented in 2010, the introduction of a single sales tax had
significant implications for the provincial economy. OHBA recognizes that
the comprehensive tax reform package reduced the tax burden for many
businesses and yielded long-term economic benefits for capital investment;
however, the HST bears significant negative sector-specific implications for
new housing and residential renovations.
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Prior to the implementation of the HST, home buyers in Ontario were only
charged the GST on new home purchases. However, an effective provincial
tax rate of an estimated 2 per cent was also embedded in these purchases, due
to the taxation of building materials. If the HST had not been implemented
and the prior regime was still in place:

m Only $3.9 billion in sales taxes would have been collected by the
provincial government from new home sales from 2010-2016; and

m As a result of the implementation of the HST, the tax burden on
homeowners was an additional $3.4 billion above that revenue
neutral level, over the same time, under the old tax regime.

Provincial Tax Revenue Generated from HST Compared to Scenario Where Old Regime (2% PST
embedded on New Home Purchases) was Still in Effect’

400K Threshold Under Old Regime Difference in Taxes
(Current Regime) (2% embedded PST) Collected Due to HST

Year $Millions
2010 834.1 472.4 361.7
2011 1,002.8 544 1 458.7
2012 1,105.5 593.7 511.9
2013 988.9 518.3 470.6
2014 1,004.5 511.7 492.8
2015 1,206.1 621.2 584.9
2016 1,134.4 597.6 536.9
Cumulative Total 7,276 3,859 3,417

! This calculation does not adjust for the fact that the HST was implemented on July 1st, 2010 (i.e. halfway through 2010)

Source: Altus Group Economic Consulting based on data from Tarion Warranty Corporation

OHBA was supportive of the enhancements the province made in June 2009
to replace the initially proposed regressive dual threshold sales tax with a
progressive tax structure that is applied to new homes. However over the long
term, OHBA is concerned that even with the progressive tax structure, the
HST threshold for the rebate ($400,000), has become too low for most new
home buyers. The threshold should reflect increases over the past nine years
in average new home prices.

When the federal government first introduced the GST and the New Housing
Rebate, it committed to adjust the thresholds at least every two years to

OHBA PRE-BUDGET SUBMISSION ¢ JANUARY 2018
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ensure that they continued to reflect changes in housing prices. Although
the federal government has not delivered on this commitment, the principle
that it established to reflect housing inflation through appropriate rebate
threshold adjustments, remains important. Ontario has been silent on the
issue of future adjustments to the threshold used in its New Housing Rebate.

A lot has changed since the HST threshold was established in 2009 and
Ontario housing prices have appreciated substantially. Back then about 75
per cent of new homes in Ontario were under the $400,000 threshold; the
average price of a new home has increased by over 60 per cent since 2009.
By comparing housing inflation rate to growth in CPI and family income, it
shows that housing cost has outpaced the overall consumer inflation and
become less affordable to average families. Rapid house price appreciation
means that the HST has brought $3.4 billion in additional net new revenue
from the new housing sector since 2009, while making housing even more
expensive.

New Housing Prices in Ontario, 1986 - 2016
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Source: Altus Group Economic Consulting based Statistics Canada data
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2016 Ontario Budget — Page 253

Each passing year that home prices increase and the HST new housing
threshold remains static at $400,000 it is essentially a year of tax increase
as fewer buyers fall under the threshold and more buyers face a higher tax
burden. Under the current policy, the additional tax burden on new home
buyers from the HST will grow dramatically during the next decade. This is
due primarily to the effects of housing price increases, which lead to more
new home buyers receiving a smaller portion of the rebate, relative to the
new housing tax. The optimal solution to mitigate the negative effects and
avoid further erosion in housing affordability in the coming years, is for the
government to regularly review the housing rebate threshold.

Ontario’s HST New Housing Rebate: A Review and Analysis of the Rebate Threshold
—The Altus Group — November 2017

OHBA is not requesting the government resort to drastic measures. We are
simply recommending that the government review the $400,000 threshold
to modernize it at an appropriate threshold given the changes that have
occurred in the housing market across Ontario since 2009. This review will
ensure that the tax rebate continues to reflect changes in housing prices and
protect housing purchasers from excessive taxes over time.
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2.4 Market Transformation -
Home Energy Rating and Disclosure

If the provincial government is serious about meeting its greenhouse gas
(GHG) emission targets, new initiatives need to be implemented to address
the energy performance of millions of existing homes in Ontario that utilize
older, less efficient technology. This is where the residential construction
industry can play a critical role to mitigate against climate change through
market transformation and improve the energy performance of Ontario’s
approximately 5 million existing homes.

Home Energy Rating and Disclosure (HERD) on the resale of a home is
a positive step in the Climate Change Action Plan (CCAP) to ensure that
home buyers are fully informed about the energy use of the home they are
considering to purchase. New homes are already bound by requirements
in the Ontario Building Code for minimum insulation levels and resource
conservation, thus new home buyers can be assured they are already
purchasing a high-performance home.

However, there are over 4.8 million homes in the province’s existing housing
stock that will ultimately benefit from an energy audit, thereby improving
consumer disclosure and encouraging energy-efficient home improvements.
These audits are intended to be provided free of charge with implementation
targeted for 2019. Upgrading existing homes requires qualified professionals,
like those registered with RenoMark, and with every dollar provided through
CCAP, thousands of new jobs could be created to improve the overall
economic health and growth of the province. OHBA continues to strongly
support HERD on the resale of an existing home.

There will be many benefits to requiring energy labelling in the listing of an
existing home for re-sale, including:

m Consumer disclosure through greater accountability and
transparency;

m Professional advice regarding potential energy-efficient upgrades;

m Market transformation as buyers make informed choices based
on the energy performance of housing, while sellers would invest in
energy-efficient upgrades prior to listing;

m  Home values would better reflect energy performance;

m  Reducing energy use/bills and lowering GHG emissions.
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2.5 Underground Economy and Residential
Renovations

An effective tax administration system requires consumers and businesses to
pay their fair share of taxes. Pressure from the underground economy continues
to plague the $28.3 billion renovation sector (equivalent to approximately 4
per cent of the provincial economy) where a high percentage of work is done
for “cash.” The underground economy exposes homeowners to risks they
often don’t understand and that can threaten their financial security. When
consumers and businesses do not pay their fair share, provincial revenues
are compromised, which has a direct impact on the programs and services
Ontario residents rely on. When consumers and businesses do not pay their
fair share of taxes, they also disadvantage other consumers and businesses
that do follow the rules.

The introduction of the single sales tax (13 per cent) in 2010 has exacerbated
an existing problem (the GST had previously encouraged many consumers
to seek “cash deals”), including losses in tax revenues and increased risks
to consumers. Subsequent to the implementation of the HST, the share of
residential renovation spending through contractors that leaked underground
has remained elevated, fluctuating between an estimated 38 to 40 per cent
from 2010 to 2016.

Furthermore, OHBA remains concerned that mandatory WSIB coverage
continues to drive legitimate businesses underground while doing nothing
to improve health and safety on work sites. Some of the problems associated
with the underground economy for renovations include:

Building Code compliance deficiencies;

Health and safety risks to construction workers;

Introducing risks to consumers (financial and liability);

Warranties are generally non-existent and consumers suffer with
little or no recourse in the event of shoddy workmanship;
Undermining consumer protection measures;

®  Undermining the integrity of the tax system;

m Significant government revenue leakages such as: GST/HST,
income and corporate taxes, CPP, WSIB and Employment Insurance
premiums.
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