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Summary of Key Findings

This report examines the policy actions necessary to
improve the state of the rental market for the Toronto
Area by adding 8,000 new purpose-built rental units to
the market per year.

Toronto’s unhealthy rental market  in other words, over the past decade, Getting to 8,000
growth in the Toronto Area rental market
The Toronto Area’s rental market is un- has been entirely reliant on individuals and  Approximately 8,000 new purpose-built
der considerable pressure and getting commercial property managers buying rental units need to be added to the market
squeezed. The vacancy rate in the Toronto  condos and putting them onto the rental each year to restore health to the Toronto
area has consistently been below 3.0% market. This reliance comes with unhealthy  Area’s rental market. This will ensure that
—a minimum level that housing advocates side effects: WYJaGMIRX RI[ VIRXEP YRMXW EVI FYN

GSRWMHIV LIEPXL] QEOMRK MX HMJDGYP%QWSV cﬁ)sdue thousands of new residents that call the

IVW XS sRH WYMXEFPI ERH EJJ§ Lisle Toronto Area home every year through a
0 the andlor S own-use prowsmns : .

Average rent for available units has been healthy mix of dedicated rental apartments

rising at more than 3% per yeat — a rate » The reliance on condos for our rental  and condos. While this target should be
which outpaces income growth. With low market has contributed to property regularly reviewed, population projections
ZEGERG] ERH EFSZI MR¥EXMSR 3peBukatibhRnat VA& p&d push suggest that the Toronto Area will require
our rental market, much like the home-own- home-ownership prices upwards. the addition of 8,000 units every year up
ership market, is unhealthy. to 2041.

* New condos are not guaranteed to
) L make their way to the rental market
Over-reliance on condominium and units can be quickly removed
rentals from the rental market making for an
increasingly precarious rental supply.

Ramping up to 8,000 new units per

year cannot happen overnight, but with

immediate actions by various levels of

KSZIVRQIRX [I GER KIX XLIVI [MXLMR

A key reason for the declining health of our
to ten years.

rental market is an over-reliance on private  This over-reliance on condos is the direct
condominiums. Over the past ten years,the VIWYPX SJ e RERGMEP JEGXSVW XLEX PIEH QSWX
Toronto Area rental market has only grown  developers to favour condominium projects

by 2,400 purpose-built rental units while over rental projects in the Toronto Area.
76,000 private rental condos have joined These factors include an easier ability to
the market as rentals. both raise capital and borrow money for

condos, as well as HST tax policies that

make rental development less attractive.
Getting to 8,000 4



This report makes seven policy recommendations to
be considered by all levels of government to improve
the immediate health of our rental market, ensure
sustained rental development and make active prog-
ress towards the target of 8,000 new units per year.
This will ensure that the Toronto Area remains an
attractive, affordable and competitive region.

7 public policy recommendations

Making better use of land and existing Incentivizing new purpose-built market

housing rental units

1. Municipalities introduce vacant unit 4. Province of Ontario expands and
taxes throughout the Toronto Area increases the proposed develop-

L ment charge rebate program
2. Municipalities regulate short-term g prog

rentals throughout the Toronto Area 5. Municipalities expand incentives to

e all rental developments
3. Municipalities adopt land-use P

changes to permit more residential 6. Province of Ontario or the Federal

development Government develops an agency to
provide a “one-window” service to
offer development incentives

7. Federal Government makes changes
to HST policy including implement-
ing a zero-rating system to claim
HST credits and the CRA’s exclusive
useof the “Lending Value” and
“Cost” approaches to determining
fair market value when calculating
self-supply HST.




Introduction

Over the past decade, the health of the
Toronto Area’s rental market has eroded.
This report examines the policy actions
necessary to improve the state of the
rental market for the Toronto Area by
adding 8,000 new purpose-built rental
units per year.

Ramping up to 8,000 new units per

year cannot happen overnight, but with

immediate actions by various levels of
KSZIVRQIRX [I GER KIX XLIVI [M
to ten years. Getting to 8,000 units and

improving the health of our rental market

will help ensure that the Toronto Area

remains an attractive, affordable and

competitive region. This target should

be regularly reviewed as the area grows

MR SVHIV XS IRWYVI XLEX WYJx
built rental units are provided.
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Construction of more residential towers
Getting to 8,000 in midtown Toronto (Photo by Dominic Ali)




Why do we need to get to 8,000? Rental market construction trends —
Over the past decade growth

Housing in the Toronto Area is expensive, Over the past ten years, the Toronto Area in the Toronto Area rental
whether you rent or own. Between 2001 rental market has only grown by 2,400 .
and 2014 home prices increased by 133%  purpose-built rental units. Meanwhile, market has been entirely
while household incomes grew by 36%3 76,000 private rental condos joined the reliant on individuals
The rapid increase in house prices has left ~ market.” In simpler terms, over the past buying condos and renting
more residents — especially low-and mid- decade, growth in the Toronto Area rental them out
dle-income individuals and households — market has been almost entirely reliant on :
priced out of home-ownership and reliant individuals buying condos and renting
on rental housing. them out. This reliance on condominiums —
_ 1 comes with unhealthy side effects: Between 2001—2014 home

Meanwhile, the Toronto Area’s rental ] )
sector is also getting squeezed. Housing « Tenancy is less stable in condos due prices increased by 133%
advocates consider a vacancy rate below to the landlord’s own-use provisions while household incomes
3.0% to be unhealthy. Over the past decade, that permit easier evictions. grew by 36%.
Toronto’s vacancy rate has consistently
FIIR FIPS[ XLEX PIZIP QEOMRK 1" n‘ﬁ?lﬂnco 9‘°‘Pf our rental
JSV VIRXIVW XS aRH WYMXEFPI B IBPmpe”y

specu atlon eIped push
housing. The squeeze on our rental market home-ownershlp prlces upwards
is also affecting rents. Between 2015 ' Vacancy rate:
and 2016 rents for available 1-bedroom ¢ New condos are not guaranteed to % ZEGERG] VEXI| VI¥IGXW XL
apartments increased by 6.3% and from make their way to the rental market unoccupied and available residential
2016 to 2017 the increase was 8.8%> and units can be quickly removed units within a market. Vacancy rates
Comparatively, the consumer price index from the rental market, meaning the can show proportional availability
in Toronto was 2.1% for both years?® supply of rental units has become within the primary or secondary rental

more precarious. market or the entire rental stock.

Building new purpose-built rental units
will help take the pressure off of the rental This reliance can be traced to a number of
market, providing more options for those cRERGMEP JEGXSVW XLEX PIEH Q
[LS GERRSX EJJSVH LSQI S|[RdfwUr bbidotrismirptiojects over rental
appropriate and affordable housing. projects in the Toronto Area. These factors

include an easier ability to raise capital and

borrow money for condo projects, as well

as tax policies that make rental develop-

ment less attractive.

Purpose-built rental / Primary rental:
Purpose-built rental refers to rent-

al housing that was built as rental
housing and is usually managed by a
property management organization.
Purpose-built rental units are consid-
ered as the primary rental market.

Getting to 8,000




Why 8,000 units?

The call for 8,000 new purpose-based rental
units is calculated based on four factors
related to the Toronto Area’s growth and
demand for rental units:

» Historical and future projected growth
rates for the Toronto Area;

* Household sizes for new households
according to the census;

> At this size approximately 38,000
new residences are needed per year.

e Tenancy rates (i.e. the percentage
of households renting vs. owning)
according to the census;

> At this tenancy rate 12,000 new
rental units are needed per year.

* Building purpose-based rental units
at a rate equal to their share of the
rental market in 2007, before condos
became a key component of our
rental market;

> At this rate approximately 8,000
of the new rental units should be
purpose-built.

Based on recent trends this target is
achievable, given appropriate policies and
incentives. In both 2015 and 2016 the
Toronto Area saw shovels in the ground
for more than 2,500 rental units in new
purposed-based rental buildings.® More

Getting to 8,000

than 25,000 rental units are currently being
considered by developers or have already

been proposed to municipalities, compared
to 10,000 at the start of 2015.° Though this

WMKRM=zalW E VIRI[IH MRXFVIWX MH

opment, it is still not enough. Measures in-
troduced in the Fair Housing Plan, including
the extension of rent control, may be putting
this trend at risk. Expanded incentives are
required to ensure new regulations do not
dampen development interest.

About this report

The primary research conducted for this
project involved interviews with thirteen
stakeholders active in the housing sector,

MRGPYHMRK X[S KSZIVRQIRX SJa(

interviewees work for research organiza-
tions with portfolios that include housing.
Eight individuals work for Toronto Area

HIZIPSTIVW ©8RERGMEP MRWXMXY

provider associations.
Report geography

Throughout this report the Toronto Area
refers to the Toronto Census Metropolitan

Area (CMA) EW HIeRIH F] 7XEXMWXMGW

Canada. The CMA differs from the typical

HIasRMXMSR SJ XLI +VIEXIV 8SVSRXS

The CMA does not include some major mu-

nicipalities that are part of Halton or Durham

such as Burlington, Whitby, or Oshawa.

Census
Metropolitan Area

- Greater Toronto
Area Boundary

.. Halton Hills

Toronto Census Metropolitan

Area (CMA):

The Toronto Census Metropolitan
Area, or the “Toronto Area” as it is
referred to in this report represents
23 area and single-tier municipalities.
While similar to the geography of the
Greater Toronto Area, the Toronto
CMA does not include Burlington,
Oshawa, Whitby, Scugog, Brock and
Clarington and the CMA includes
some smaller municipalities in Duf-
ferin and Simcoe Counties that are
not considered to be apart of the GTA,
resulting in a difference of about 1/2
million people.

Toronto Census Metropolitan Area Map

. Brock
Georgina

hitchurch-
tuuffvwl\'e 3 Clarington
. Pickeril £

Caledon \
S Vaughan

Peel

Toronto

. Brampton; Lake Ontario

- Mississauga



What does a Healthy
Housing System Look
Like?

Our housing system does more than
provide shelter; it helps drive economic and
social well-being. A healthy housing system
should address all residents’ shelter needs,
no matter their income, background, or
stage in life.

To do this our housing system must offer
safe, stable and secure housing at afford-
able prices, and in suitable sizes across
an array of housing options: everything
from emergency shelters to individuals’
dream homes. Within all parts of the spec-
trum, housing must be provided where it
IS needed, including close to employment,
schools and other essential services, and
community ties such as friends, family
and support networks.

Getting to 8,000
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Businesses along Roncesvalles Avenue with housing
above (Photo by Dominic Ali)




Figure 1: A Housing Ecosystem The role of rental housing in Healthy housing system:

a healthy housing system A healthy housing system exists
when a city or region has the right
mix of housing options that are able

to address all residents’ shelter needs,
provide stability to both renters and
owners, at prices people can afford
and in the size that meets their needs.
Much like a healthy ecosystem where
all animals and plants have their place,
it is helpful to imagine a housing sys-
tem that provides housing for all kinds
of people at every stage of their life.

A healthy system provides adequate

Market Not providing enough rental housing con-
Rent.al tributes to negative effects on the social
Housing and economic wellbeing of a community.
Market ;MXLSYX WYJaeGMIRX VIRXEP WYT
Home- Supportive may struggle to attract employees while se -
ownership Housing niors and young adults leave communities
Housing in search of housing that meets their needs.

The Federation of Canadian Municipalities
notes that rental housing is a key compo-

Subsidized Emergency nent of a healthy housing system, providing . : _
Housing Shelters housing for individuals across many stages h_ogsmg for all incomes, ages and gth
of life nicities in places where corresponding
' housing is needed (i.e. close to work,
Transitional services and community ties).

Housing

The rental sector plays a critically
important role in Canada’s housing
U[UVGO 4G"GEVKPI VTCPU

An unhealthy housing system directly life, many tenants are young, cre-
results in lower quality of life due to longer  ating new tenant households when
commute times, stress and time away they leave the family home. Others
from family. ® This all translates to lower are older, seeking apartment living
economic activity, economic opportunities

and social wellbeing. when they no longer need or want

to maintain larger family homes.
Similarly, immigrant households,
a critical component of labour
market supply, initially rent before
they transition to ownership. !

—Federation of Canadian Municipalities
Getting to 8,000




A lack of rental housing may push house- would otherwise become available if
holds into home-ownership that is too ex- appropriate and affordable downsizing
pensive for them or choose to rent housing  opportunities existed in the area.

that is more than 30% of their income. This

results in less spending elsewhere in the More affordable rental options can help
economy, including on essentials like food households move from more precarious
and heating.*? housing situations such emergency shel-
ters and transitional housing into lon-
The relationship between rental and own- ger-term options. As the Toronto Mayor’s

ership is also a factor. Empty nesters, who Homelessness Taskforce Report notes:
are over-housed in a hot real estate market, “affordable rental housing is a cornerstone
EVI YREFPI XS aRH WY M X E F Bn btil8ip&gRstebiity* dhéRdCality of life.” 3
opportunities in their neighbourhoods,
such as rental housing or smaller units.
This causes them to continue occupying
detached or semi-detached homes that

Affordable rental housing

IS a cornerstone in building
stability and quality of life. 13
—Mayor’'s Homelessness Taskforce

Getting to 8,000

Midtown Toronto apartment building (Photo by Dominic Ali)

Rentership:

Rentership refers to individuals or
households who do not own the hous-
ing in which they live and instead pay
a fee (i.e. rent) to the unit’s owner in
exchange for the use of the unit.



Building Typologies

Low-rise:
Up to 4 storeys

Mid-rise:
Between 4 and 11
storeys

High-rise:
12 storeys and higher*

* According to the City of
Toronto’s Mid-Rise Guidelines.
Heights may change depending
on the municipality.

Getting to 8,000
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Townhouse/Rowhouse: A building no more
than 4 storeys, containing multiple resi-
dential units that share side walls, all with
separate and at-grade access. Units typical-
ly include private outdoor, at-grade space
either in front, rear or both.

Back-to-Back Townhouse: Similar to typical
townhouses, but with units also sharing rear
walls and with no rear yards. All units have
their own entrances at-grade.

Back-to-Back Stacked Townhouse: Similar
to back-to-back townhouses but with addi-
tional units stacked on top. All units have
their own entrances at-grade.

Apartment Building: A building containing
multiple units with common interior corri-
dors and entrances. Apartments can be
low-, mid- or high-rise buildings.

Semi-Detached/Duplex: A low-rise building
containing two residential units with sepa-
rate and at-grade access, separated

by a shared wall.

Detached Dwelling: A low-rise building
containing one residential unit.

Secondary Suite: A self-contained, ancillary
unit within a low-rise residential dwelling
such as a detached, semi- detached or
townhouse dwelling.

Laneway Suite: A detached secondary
suite, ancillary to a principal low-rise res-
idential building. The suite is located in
the rear of the property and fronts onto a
residential laneway but shares all services
(water, sewer, electricity, garbage removal,
mail and emergency services) with the
principle dwelling.

12



Signs of Unhealthiness
In Toronto’s Housing System

Rising home prices

, SYWMRK TVMGI KVS[XL LEW FIIR WMMRMeGERX
ly outpacing income growth in the Toronto The median before tax income

Area (Figure 2). This has made affordable for households who rent is
home-ownership opportunities harder to

oRH JSV XLI EZIVEKWitsomnvILspH  |€Ss than half the median
ership being pushed further out of reach income for households who
for many, market rental housing is being own ($40,995 vs. $88,565) 18

seen as an alternative for folks who cannot
afford to buy a home.*®

Comparing the incomes of households Figure 2: Median Total Income and Average Home Price
who rent against those who own in the in Toronto CMA 2000-2016'6:7

Toronto Area highlights the need for rental

housing and the impact of rising prices. $800,000
The median before tax income for house- $700,000 —
holds who rent is less than half the median

income for households who own ($40,995 $600,000 o

vs. $88,565).18 Many Torontonians are be- $500,000 ce — Increasing
ing priced out of ownership and the situa- e Home Pi gap between
. . . $400,000 A\,erag — .

tion is even more dire for rental households, income and

who have less ability to absorb increasing $300,000 —— — home prices
housing costs.

$200,000 -
$100,000 - Median Income e
$O | [ I I T T | [ [ [ [ [ | | | | I

O DN D O > H oA DO N D WD O
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S\ Low rental vacancy

A healthy vacancy rate is considered to be
3% or above?®® Toronta’s rental market has
consistently had lower vacancy: since 2010,
the vacancy rate for purpose-built rental

has never been above 2.1%. Over the same
period the vacancy rate for condominium
rentals has never been above 1.8%. The
current overall vacancy rate is 1.4%%°

While not the sole barometer of the rental
market's health, the vacancy rate is a mea-
surable indicator that provides a sense

of how constrained the market is at a
given time.

Housing advocates, including those in-
terviewed for this research, warned that
low-vacancy rates mean that landlords can
be more selective when choosing tenants.
This can result in discrimination based on
race, gender, sexual orientation, immigra-
tion status, disability and age. Such dis-
crimination disproportionally affects wom-
en, racialized and indigenous people, recent
immigrants and refugees, people with
disabilities, older adults, youth, and queer,
trans and two-spirited people.#

The impacts of a tight rental market are
also borne out through 2011 National
Household Survey results. Renters are sig-

not have enough bedrooms, and 43% of
renters have unaffordable housing costs
(i.e. they are paying more than 30% of
their income towards housing). 22 There
simply is not enough adequate rental

WYTTP] XS IRWYVI VIRXIVW GER =

priate and affordable housing.

A healthy vacancy rate
is considered to be 3%
or above.?1?

Since 2010, the vacancy rate
for purpose-built rental units
has never been above 2.1%.
The current overall vacancy
rate is 1.4%.

RMeGERXP] QSVI EX VMWO SJ PMZMRK MR YRWYMXEFPI

or unaffordable units, compared to owners:

SRI SJ 1ZIV] aZ]l VIRXEP LSYWILSPHW HSIW

A lack of rental housing results in:

Lower economic activity, economic
opportunities and social wellbeing.

A higher risk of living in unsuitable (not
enough bedrooms or requiring repair)
or unaffordable units (paying more than
30% of their income towards housing).

Pushing households into homeown-
ership that is too expensive for their
budgets.

Reduced market churn and turnover
(i.e. Households looking to down-size
continuing to occupy detached or
semi-detached homes that would other-
wise become available.)

Rental discrimination based on race,
gender, sexual orientation, immigration
status, disability and age. Such discrimi-
nation disproportionally affects women,
racialized and indigenous people, recent
immigrants and refugees, people with
disabilities, older adults, youth, and
gueer, trans and two-spirited people.

Businesses struggling to attract and
keep employees.

People living further away from work,
resulting in longer commute times,
stress, time away from family and in-
creased GHG emissions.

Seniors and young adults leaving
communities in search of housing
that meets their needs.




Rising rents

Alongside rising house prices and low- —

vacancy rates, rent for available apartments 43% of renters are already
has risen quickly. Since 2011, average rent

for available apartments has increased paying more than 30%
by more than 3.5%2 This rate of increase  Of their income towards
is faster than median income growth and housing costs.
MR¥EXMSR SZIV XLI WEQI TIVMSH SJ XMQI
meaning that rent is becoming more

unaffordable. Given that 43% of renters

are already paying more than 30% of their

income towards housing costs, above-

MR¥EXMSR VIRX MRGVIEWIW EVI GSRGIVRMRK

Figure 3: Average Monthly Rent for Available Apartments

$3,500
$3,000 3 Bed
$2,500 . 28Bed
$2,000 1 Bed
$1,500 —— Bachelor
$1,000
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$0
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Average annual rent
increase since 2011

3 Bedrooms: 5.0%

2 Bedrooms: 3.9%

1 Bedroom: 3.5%
Studio/Bachelor: 3.7%
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from 2011-2017:1.8%
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SIGN 4 Growing reliance on to the market compared to 76,000 rental Secondary rental:

rental condos condos.? In simpler terms, over the past Secondary rental housing is when a
decade, the Toronto Area rental market has unit was built for ownership, purchased
Rental supply comes from three main exclusively been reliant on private condos by an individual or a property manage-
sources — primary rental units (i.e. apart- to provide homes for new renters. ment organization and then rented out

ment buildings), condos for rent, and other
secondary rental units such as houses for

rent and secondary suites within houses. —

From 2007 through 2016 condos

From 2007 through 2016 condos represent-

IH XLl SRP] WMKRM=aGER X EHL%?JS%\'}VQ(%VX(EIF8§/J G QPN[ U
ronto Area rental market. Over this period, additions to the Toronto Area

only 2,400 primary rental units were added  rental market.

Figure 4: Rental Units by Market Toronto CMA, 2006—20%6

350,000 Primary

and managed.

Diagram 1: Change in Rental Supply, 2007-20%6

Purpose- Rental Other Secondary

300,000
250,000

200,000

150,000 /\Secondary (Other)

Built Rental Condos Rentals

S{IeJYAN 314,519 134,578
2007 (64%) (27%)

Supply [EEMESE] 132,688
2016 (56%) (23%)

100,000 Secondary (Condo)
50,000
0
QA > O o 03 NZ
S Q Q » > M

Change

. 2,394 75,950 -1,890
in Supply




This recent shift towards condominium
rentals is troublesome. Units in the sec-
ondary market, including condos, are more
susceptible to evictions based on the
“landlord’s own use” provision: tenants in
secondary units can be evicted if the owner
decides to move into the unit or if the unit
is sold to a new owner who plans to occupy
the unit. Potential units provided through
the secondary market, such as new condos,
can also be placed on the short-term rental
market or may be intentionally left vacant.

Secondary units do have some positives
and are an important ingredient in a heal-
thy housing system.?” 7TIGMocGEPP]
in the secondary market can change from
ownership to rental as market needs
change. As well, some types of secondary
units, such as secondary suites, can
provide extra income, improving the
affordability of home-ownership, particu-
larly for new homebuyers.

We should expect rental condominiums
to continue to play an important role in
our housing system. That role however
should not be the sole provider of new
rental housing options. Instead, the
focus should be on providing more new
purpose-built rental units to provide for
more secure and stable tenancy.

YRMXW

Short-term rental housing:

When an owner or renter offers their
space up for rent for as little as one
day to weeks at a time. This is done
mainly through short-term rental
organizations like Airbnb or through
Craigslist and makes up less than 2%
of the total rental market in Toronto.




Positive signs on the horizon? aVQ MR 8SVSRXS IWXMQEXIW XLE
units are in the development pipeline:

Despite the challenging economics of projects that are either being considered by

rental development when compared to developers or have already been proposed

condominiums, in the last two years, to municipalities. %

purpose-built rental construction starts
in the Toronto Area have risen to levels
not seen since 1993.

*YVXLIVQSVI E RYQFIV SJI WMKRMeGERX VIRXEP
projects are in the development pipeline.

This includes Westbank’s Mirvish Village

project, which on its own will provide 806

units.?® Urbanation, a real-estate analytics

Figure 5: Toronto CMA Purpose-Built Rental Starts, 1990-20F6

8,000

6,000
4,000
2,000
0

N

o)

o))

—

1990 I
1991 I

1997 1
1998 1
1999 W
2013 =

Construction starts:*

Construction starts refers to the

number of units within a given time

period that have begun construction,
typically counted once the foundation

SJ XLI FYMPHMRK LEW FIIR

Construction completions:*

Construction completions refers to

the number of units within a given time
TIVMSH XLEX LEZI FIIR eRM
cally counted once less than 10% of
proposed work remains to be done.

In the last two years,

purpose-built rental
construction starts in
the Toronto Area have
risen to levels not seen
since 1993.

%W HIaRIH F] XLl '"EREHMER 1S
and Housing Corporation.
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However, much of the recent rental devel-
opment is focused on higher-end and luxury
rentals. This is in part a function of develop-
ment economics and demand. Due to the
price of land, and the growing demand for
rental units in the Toronto Area, developers
typically build units that can achieve above
market rents. It can be expected that this
trend will continue as more middle-income
households are priced out of ownership
and turn to the rental market.

Ensuring that the rental market continues
to serve lower-income households is im-
portant. To a degree this happens naturally

SZIV XMQIl 6IRXEP YRMXW X]TMGH
faster than owned units 3! — this means

high-end rental units will gradually become

more affordable over time. However there

is some evidence that @& P X | YdduRsKnore

slowly or not at all in markets where there

MW WXVSRK VIKMSREP LSYWMRK
— such as the Toronto Area. This means the

Toronto Area may need to rely on policy to

help ensure that new rental developments

serve the needs of all rental households.

Filtering:

8LI saPXIVMRK VEXI VIJIVW X!
that residential units decrease in value

SZIV XMQI ERH paPXIVg HS[R
sively more affordable tiers.

There is some evidence that
“NVGTKPI QEEWTU OQT
or not at all in markets where

there is strong regional hous-

KPI RTKEG RR'SGcH HQ P
the Toronto Area.
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A key cost with any development is the
cost of land. In order to minimize the cost
of land, many rental developers are adding
additional rental buildings on the same site
as existing rental buildings. An example of
such projects are the proposed Minto and
Great West Life developments in High Park
or Minto’s proposed development at 740
York Mills Road. By removing or reducing
the cost of land, projects such as these are
QSVI PMOIP] XS QEOI sRERGMEP WIRWI

While the cost of land is a key challenge,
some recent rental projects have proceed-
ed on competitive new sites. Examples in-
clude the Mirvish Village development and
the Alto Rentals where the development
would have been competing with condo
developers to purchase the sites.

4VSTSWIH VIRXEP XS[IV MRePP MR 4WKOISWVHD VIRXEP XS[IV MRePP MR ,MKL 4E
(Source: Great West Life)

Aerial view of Mirvish Village development at Bloor Mirvish Village development at Bloor Street West
Street West and Bathurst Street (Source: Westbank) and Bathurst Street (Source: Westbank)
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Changing market forces

Experts interviewed for this report, includ-
ing developers, policy makers and housing
advocates generally agreed that the recent
increase in purpose-built rental housing
was the result of changing market forces.
Key changes including a strong demand for
rental housing, favourable borrowing rates
and the availability of capital from partners
looking to make long-term investments

in housing, such as individual investors,
private corporations, pension funds and
REITs2® The global climate, including
political instability in Europe and United
Sates, was also cited as a potential catalyst
for increased investment in the Toronto
Area’s real-estate market, including the
rental market.

Many developers interviewed also de-
scribed the current market — the growing
demand for rental, strong rent prices and
low interest rates — as being supportive

of constructing new purpose-built rent -

al. Furthermore, some developers noted
shifting demographics driving reinvestment
in the downtowns as reasons to believe
demand for rental housing will continue to
be strong.

Getting to 8,000

Long-term predictable revenue

Interviewed developers recently investing
in rental buildings express a “belief” in

VIRXEP LSYWMRK FSXL sRERGMEPP] ERH QEVOIX

wise. The business case for purpose-built
rental housing — stable and predictable

PSRK XIVQ GEWL ¥S[W i MW HMJJIVIRX XLER

that of condos, which is predicated on up-
front returns on investment. According to
interviewees, rental buildings are instead
durable long-term assets that have his-
torically provided consistent returns and
provided a safe place to invest money,
particularly when immediate high yield
returns are not the objective.

Midtown Toronto is becoming known for its
high-rise condo towers. (Photo by Dominic Ali)
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8,000: A Healthy
Rental Housing Goal

A goal to build 8,000 new units per year
in the Toronto Area is based on project-
lons for the future demand of rental units
according to population growth and
household formation trends.

Key factors used to assess the need for
8,000 units per year include:

 Historical and future projected growth
rates of approximately 90,000 new

residents per year for the Toronto Area.

» Average household size of 2.36 resi-
dents per household, as per the size
of new census households in the
Toronto area.®*

» A tenancy rate of 31.7% as per the
2011 National Household Survey®

* Building purpose-built rental units at
a rate equal to their share of the rental
market in 2007 (64.2%).

Getting to 8,000

Construction workers at the corner of Yonge Street
and Roehampton Avenue (Photo by Dominic Ali)
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Adding 8,000 new purpose-built rental units
per year on to the market will help ensure
that we do not continue to become more
reliant on the secondary market — ensuring
that approximately 64% of our rental market
will be provided via purpose-built rentals.
This reduced reliance on secondary rentals
will improve housing stability for tenants
and vacancy rates through ensuring a
strong, stable, and predictable supply of
new apartment units.

Finally, a reinvigorated purpose-built rental
sector would help refocus the condo mar-

ket away from speculation/investment and
back towards owner-occupied units, and

Construction cranes at the corner of Dundas Street East

and Jarvis Street (Photo by Dominic Ali)

Getting to 8,000

create more opportunities for those looking
to move into home-ownership.

Getting to 8,000 cannot happen immedi-
ately — it takes a number of years for a new
building (rental or condo) to move through
the development timeline. As a result, in
addition to working towards building 8,000
primary rental units per yeatr, it is important
that immediate action is taken to improve
the health of the Toronto Area’s rental mar-
ket including addressing the condo rental
market. This will require creative solutions
to help ensure that our existing housing
stock is more effectively used in order to
better serve the rental market.

A reinvigorated purpose-built
rental sector would help refocus
the condo market away from
speculation/investment and back
towards owner-occupied units.

A development notice sign (Source: City of Toronto)
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I ——————m—m————————
Current Public Policy

Recently, all three levels of government have committed to
improving affordable housing, and have taken a more active
interest in the overall housing market. This attention bodes
well for building a healthier rental market in the Toronto Area.

This increased attention is also a positive that made it more challenging to evict ten-
change from the past two decades where ants; the introduction of rent control; high The Toronto Area, as well as
there was limited government investment PIZIPW SJ MR¥EXMSR XLEX '\ﬂ\;’e%(ﬁé/vd&bﬁfr‘y' Sg.\ﬁ ﬁ’&fecline
or leadership on housing issues. During this  of land and construction costs. . . .

time the Toronto Area has relied on private In purpose—bunt rental starting
housing provides to build new housing. in the 1970s.

Federal involvement in rental

housing

While the past two decades saw limited Figure 6: Private Rental Completions, Canada, 1970-2062
government involvement in housing issues

this was not always the case. During the 80,000

1970s and 1980s, the Federal Government 70.000
played a critical role in supplying new

rental housing. The Toronto Area, as well 60,000
as the whole country, saw a decline in pur- 50.000
pose-built rental starting in the 1970s. ’

40,000
This decline has been attributed to a vari-
ety of components referred to as a ‘perfect 30.000
storm’¥” that included: amendments to 20,000
general tax legislation in 1971, 1978, 1982
and 1988; the introduction of “condomini- 10,000 I | | | I | I I I I
um” legislation across Canada in the 1960s; I inns
P

o

ull
changing demographics; rental regulations O © o & o ®
$ $ < < < S S
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The federal government took a variety

of measures to counter these factors by
implementing new policies and direct sub-
sidies. Most notable are the Multiple Units
Residential Building, Assisted Rental Pro-
gram and the Canadian Rental Supply Pro-
gram. These measures helped ensure that
developers could achieve acceptable rates
of return when building rental projects. %

1974-1979 and 1981

Mulitple Units Residential
Building (MURB)

1975-1978

Assisted Rental
Program

1982-1985

The Canadian Rental
Supply Program

The units constructed during the 1970s and
1980s while these programs were in place
still serve as the backbone of the Toronto
Area’s rental supply. While construction
declined in the 1980s due to the ‘perfect

Getting to 8,000

storm’, rental construction was still higher
than it was in the 1990s and 2000s, which
suggests that appropriate incentives and

10% of provided units must be fully acces-
sible. In addition, the development must
also meet certain environmental standards.

TSPMGMIW GER QEOI E WMKRMaeGERX HMJJIVIRGI

The policies that spurred rental develop-
ment through the 1970s and 1980s can
help provide a template for returning to an
effective level of government investment
and involvement.

Recent commitments from various
levels of government include:

The federal government’s National Housing
Strategy development: This strategy is due
to be announced by the end of 2017 and
will include investing $30 billion over the
next 11 years®

Canada Mortgage and Housing Corpo-
ration's (CMHC) s Rental Construction
Financing initiative (RCFi):* This initiative
provides lower cost loans for rental hous-
ing development. The program is offering
$2.5-billion in loans over four years. Up to
100% of the projects cost will be covered
through 10-year loans, providing cost pre-
dictability during the early stages of devel-
opment.

To qualify for the loan, the building’s total
residential rental income must be at least
10% below potential market income. As
well, 20% of units must have rents below
30% of the median household income and

Municipalities implementing incentive
programs for affordable housing: Municipal
governments across Ontario are also de-
signing and implementing a variety of new
programs to incentivize new affordable or
rental housing. The City of Toronto’s Open
Door Affordable Housing Progrant! waives
planning fees and development charges,
activates surplus city land and fast tracks
applications for affordable housing projects.

York Region'sMake Rental Happeri? and
its Housing Solutions: 10-Year Housing
Plan® prioritizes the development of pri-
vate market rental through advocacy and

TEVXRIVWLMTW EW [IPP EW GVIEXMRK

incentives.

Mississauga’'s Making Room for the Middle
Housing Strategy** sets a goal to ensure
that 35% of new builds are market rental or
affordable home-ownership. The strategy
includes developing an affordable housing
reserve fund to provide incentives to afford-
able and market rental developments.
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Ontario’s new Fair Housing Plan:*® One of rent when using the “landlord’s own Rent control:

XLl QSWX WMKRMaGERX VIGIRX U BrovisoD.IR X PIH Rent control refers to regulating resi-
dential rent by limiting allowable yearly
rent increases. Rent control policies
can vary widely. Some create hard rent
caps that cannot change while others
calculate yearly allowable increases.

initiatives is Ontario’s Fair Housing Plan.
The plan is made up of 16 measures to
pLIPT QSVI TISTPI aRH EJJSVHEFPI .LSQJW

) a portion-of‘development charges on
increase supply, protect buyers and renters

d bri tability o th | estat the construction of new rental apart-
and bring stability to the real estate mar- ment buildings.

» Development charge rebates: Provide
QMPPMSR SZIV vZI| JIEVW X

ket.” Some highlights of the plan include: Further regulation can dictate when a
« Re-introduction of rent control for * Property tax harmonization: In many unit is free to set its rent beyond allow-
Ontario municipalities new rental able limits (i.e. vacancy decontrol)

all rental units: Previously, only units
constructed before 1991 were rent
controlled. The maximum yearly rent
increase is based on the Consumer
Price Index, and capped at a maxi
mum of 2.5%. Vacancy decontrol
applies to all units, which means

apartments pay higher property taxes
than owner-occupied residences (i.e.
condos and houses). This has made
investment in the rental market less
attractive. While some municipalities,
including the City of Toronto, had

. i previously harmonized tax rates for
once a unit is vacated, its new rent new apartments, all Ontario munici-

can be set without limit. This enables palities, including many in the Toronto
RI[ PIEWIW XS VI¥IGX QEVOIK VE’)ﬁbW . :
rea, will be required to do so moving

Above-guideline increases are per
mitted through an application to the
Landlord and Tenant Board on the ba
sis of increased costs such as munic -
ipal taxes and capital expenditures.

Vacancy decontrol:

Vacancy decontrol refers to when res-
idential units that are regulated under
rent control have the ability to set rents
as owners want when a unit is left va-
cant. This policy permits rental rates to
continue to be returned to market rates
as units turnover between tenants.

forward.

*SV XLI aVWX XMQI MR E KIRIVEX
levels of government seem to be aligned
to make new investments and policies in

» Stronger Residential Tenancies Act: support of housing. These programs should
The Residential Tenancies Actwas improve the health of the Toronto Area’s
also amended to further protect ten- rental market, however after a generation of
ants. The new act requires a standard neglect, more action is needed to return our
lease to ensure consistent terms of rental market to health.

tenancy. The act has also narrowed
the “landlord’s own use” provision
and requires that landlords provide
tenants with the value of one months




Challenges to Building a
Healthier Rental Market

Rental projects are more capital )ZIR MJ XLI asRERGMEP VIXYVR SR
intensive for developers and rental buildings improves many

XEOI QSVI XMQI XS X devetodersiwiliStlDorefer to build

than condos. Condos typically condos due to their more immedi-

QEOI E TVSeX WLSYV X Bt¢ rEtdrd bY insestRent.

struction has been completed
and units become occupied.
Meanwhile, rental buildings

typically take many yearsofop- + ORTQXKPI VIG “PCPEKCN
erations before they pay back competitiveness of rental
the initial investment. buildings by providing
Despite these differences,over  iNCENtives will continue to
the past two years demand be an important driver in
for rental units and projected promoting the construction
rents have risen to a level Where of new rental units.

some developers see a busk

ness case for rental projects.

As an example, one 325-unit

residential building recently

approved by the City of Toronto

converted from a condo build-

ing to a rental building.“®

357 King West in Toronto which converted from a condo project to
a rental project in 2016. (Rendering by Quadrangle Architects)
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Developers interviewed not- ings, developers themselves

ed that securing construction are on the hook for the full

PSERW [EW ERSXL1V @Gaynp&/Eent. As one develop-

cial challenge associated with er put it, condominium develop-

building rental buildings. Banks  ment has “half of the exposure”

typically require between 35% cRERGMEP VMWQOG XLEX VIRXEP HI
and 40% of a residential proj- velopment has. Programs such

IGXmMW GSWX XS Fl o RERMWHTS CondBudtion Loan
providing a loan for the remain-  Financing initiative should help
der of the construction cost. address this challenge.

For condos, about half of this
down payment can typically be
raised through pre-construction
sale deposits. For rental build-

Condo Financing
64 Bramalea Road, Brampton (Source: Medallion Developments)

20%

20% : 60%
Equit beposit Bank loan
quity (pre-sales)
Rental Financing
40% 60%
Equity Bank loan
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price of land as a challenge to
rental projects. High-density
condos and rental buildings re-
quire the same zoning and are
in direct competition for land.

Developers interviewed noted
that condominium projects
require less developer equity

locations near transit are often
strictly limited as a result of
zoning. Though progress is
being made on this front, zon-
ing permissions along many
main streets continue to be
under-zoned, compounding the
challenge of securing land that

GER FI esRERGMEPP]

ERH KIRIVEXI TVS=aXWendlgWiX justify the high cost

therefore they can often afford
to spend more on the up-front
cost of land. In some cases,
rental developers have been
able to compete with condo de-
velopers, such as on the Mirvish
Village site, but on the whole,
condo developers have been
able to outspend rental develop-
ers. This was clear both in our
interviews and by examining de-
velopment trends in the Toronto
Area over the past decade.

of land.

There is also limited ability to
add smaller scale apartments
in existing neighbourhoods —

in Toronto, for example, the
Yellow Belt or land reserved for
detached and semi-detached
housing, makes up over 60% of
the available residential land*"
In these neighbourhoods even
new small walk-up apartments
are off limits. This limits the
opportunities for rental develop-

-R WTIGM=aG PSGEXM 3RS d? &l des L |

downtown core or other pre-
ferred downtown neighbour-
hoods proximate to transit,
developable sites are less
plentiful and the cost of land
is at a premium. Opportunities

Some rental developers have
creatively focused on redevel-
oping sites they already own,
bypassing the need to buy land.
By removing or reducing the

QSVI PMOIP] XS QEOI &R
J)\NEQTPIW MRGP

WIRWI
in green space around old
“Tower in the Park” apartment
buildings with new townhouses
or apartment buildings. These
projects often still require re-
"SRMRK ERH QE] JEGI
TonSriMtGoppbZition 8

In the long-term, to scale up
rental development it is likely
that more affordable devel-
opment sites will be required
across the Toronto Area.

The “Yellow Belt” refers
to more than 20,000
hectares of land that is
zoned exclusively for
detached and semi-
detached housing in the
City of Toronto.

Yellow Belt:

Named for the colour on the
city’s zoning map, the “Yellow
Belt” refers to more than 20,000
hectares of land that is zoned
exclusively for detached and
semi-detached housing in the
City of Toronto. It accounts for
over 60% of residential land

in the city alone, though most
surrounding municipalities also
have additional land dedicated
to'semi-detached and detached
housing.




Federal and provincial HST

themselves, when completed

XE\EXMSR [EW M H4 R Xtiey heveEt\pa@ NST on the fair

ating further barriers to rental
development. Rental builders
pay HST on goods and services
purchased to construct and
maintain rental buildings but
they are unable to charge HST
on residential rent.

Additionally, self-supply rules
mean that when developers
build rental buildings to own

Few of the rental developers
interviewed reported taking
advantage of incentive pro-
grams offered by any level of
government. Some cited an
onerous application process
and restrictive conditions
attached to these incentives,
while others cited lack of
awareness of these programs.
Overall the incentives in their
current form were deemed not

market value of the building.
Several methods currently used
to calculate fair market value
are considered unfair.*® Further,
condo developers are able to
charge HST to the end-user
(who themselves get an HST
rebate if they occupy the unit),
reducing their costs in compari-
son to rental buildings.

Some developers interviewed
who are currently building rental
projects did mention interest

in the new Rental Construction
Financing Initiative program
from CMHC. This, along with
the success of incentives in the
1970s and 1980s, suggests that
a well-designed incentive pro-
gram can effectively increase
rental development.

WYJeGMIRXP] FIRIeGMEP
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An older low-rise apartment building in Midtown Toronto
(Photo by Dominic Ali)
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Using a similar methodology as
the City of Vancouver, a June
2017 report from City of Toron-
to staff calculated the number
of vacant units (including all
housing types) in the City of
Toronto at between 15,000 and
28,000 units, based on hydro
and water use.*® Re-introducing
these units to the market, either
through rental or ownership,
would help reduce the strain on
the rental sector. Adding 15,000
units to the rental market would
raise the vacancy rate to above
3%, a much healthier level.

Ontario’s Fair Housing Plan
allows for municipalities to im-
plement a “vacant homes
property tax”,’ which the City
of Toronto is considering as a
means to add units to the rental
market.>? However, some critics

have warned that the cost of ad-
ministering such a tax may be
higher than the revenue generat
ed from the tax. Consequently,
the number of rental units the
tax produces would have to be

The City of Toronto estimated
that throughout 2016, approxi-
mately 10,800 units were listed
on the short-term market, such
as Airbnb. In response to con-
cerns around the impact that

WMKRMoGERX MR SV HHede XI®riE@mh Mitals have
E cRERGMEP FIRIaX iob&htd bupply, the City of

by increasing the vacancy rate,

Toronto released draft recom -

XLIVI [SYPH FI E W S GrivekdatiénisRd regulate short-
XLEX [SYPH LIPT SJJ\WeirK reital asd®farRodations

cial cost of the tax. Beginning in
2017, the City of Vancouver has
implemented a vacant unit tax.

Adding 15,000 units to the rental
market would raise the vacancy rate
to above 3%, a much healthier level.

Getting to 8,000

in June 2017.5%

Toronto's proposed regulations
would prohibit short-term rent -
als that are not in an owner’s
principal residence. Based on
the proposed regulations, the
City estimates that 3,200 short-
term rental properties would not
meet the proposed new regu-
lations. While not all of these
units would be full rental suites
— some might be rooms for

rent — putting these units back
onto the long-term rental market
would help provide some imme-
diate relief to the Toronto Area’s
low vacancy rate.

Though municipalities such as
the City of Mississauga®* have
studied short-term accommo-
dations, studies have yet to
determine exactly how many
short-term rentals could re-en-
ter the long-term Toronto Area
rental market.

Completely eliminating short-
term rentals is likely count-
er-productive — they can help
make the cost of home-own-
ership more affordable. But
ensuring that short-term rentals

QIIX WTIGMaeG GVMXIVME EW VI

mended by the City of Toronto
will help ensure that the Toronto
Area’s rental stock is more ap-
propriately and effectively used.
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The body of research on rent
control is substantial. While
many economists believe that
rent control is a negative and
ineffective policy, %% other
recent research has support-
ed rent control as an effective
means to increase housing
stability for renters. 57:58:59.60

Some developers and industry

representatives interviewed cit-
ed rent control as a disincentive

to building new rental projects
because it limits an owner’s
ability to raise income. These
experts pointed to economic
analysis that shows rent con-

trol reduces the supply of rental

units and reduces building
maintenance and upkeep.5!

Some industry representatives
interviewed stated that the

recent expansion of rent control
has caused some developers to
re-run numbers and re-consider

changing tracks. %2 However
all of the rental de-velopers
we interviewed had no plans
to change their planned or
proposed rental projects.

Housing advocates and policy
makers we interviewed ar-
gued that rent control is in
the public interest and does
not impede the viability of
rental development. These
stakeholders referenced the
need to prioritize “housing as
a human need” ahead of
“housing as an investment”.
These experts argued that
regulating rent was in the
public interest and offering
SXLIV aRERGMEP MR
developers could offset any ne-
gative effects of rent control.

Experts noted that criticism

of rent control is often founded
on the analysis of pre-1970s
peVWX KIRIVEXMSRQ(Q

XLl esRERGMEP ZM E F MyBtenxs]th&tdid rdEifRcRded

rental projects and potentially
shift to condo projects. Recent
media articles also support the

claim that some developers are

Getting to 8,000

vacancy decontrol or the ability
to recover above-guideline
costs through allowable rent
increases.% Therefore much

GVMXMGMWQ HSIW R Bovevér¥mnGsKexperts in-
Ontario’s current regulations. terviewed cautioned that the
extension of rent control to in -
clude all new units would have
a dampening effect on rental
development — however mild
— as developers and investors
perceive it to be limiting future
incomes. As such, rent control
is considered a barrier to rental
development. It is critical to
maintain developer interest in
rental development.

Recent research on rent control
systems such as Ontario’s that
do allow vacancy decontrol and
rent increase cost allowances
show a marginal or impercepti-
ble impact on rental markets. ®
This research concludes that
market demand, borrowing
costs and other development
feasibility factors have a much
larger impact on the rental mar-
ket than rent control.

Housing advocates

and policy makers we
interviewed argued that
rent control is in the

public interest and does
not impede the viability of
rental development. These
stakeholders referenced
the need to prioritize
“housing as a human need”
ahead of “housing as an
investment”.

Additionally, some experts
interviewed noted that the
amount of purpose-built rental
Gdritrubtian tecressed after
rent control was removed in
the 1990s (see Figures 5 and 6).
They argue that this decrease
in construction points to other
factors playing a stronger

role in project viability. Such
TatRrX inGl&iR devetopment
economics, and wider econom-
ic trends such as demand and
borrowing rates.
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Recommendations
to get to 8,000

Scaling up purpose-built rental construction
across the Toronto Area to 8,000 new units
per year will require a number of policy
interventions at the provincial and municipal
levels to make better use of land and the
existing housing stock and to incentivize
new purpose-built market rental units.

%

Mixed-use development at 270 Church Street
including academic, administration, retail
space and student residence units in the tower
(Photo by Dominic Ali)

Getting to 8,000
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Recommendations to:

Make better use of land
and existing housing

The Toronto Area’s existing housing stock represents
E WMKRMeGERX STTSVXYRMX] XS UYMGOP] FIKMR XS EHHVIWW
rental challenges by boosting the secondary market.

Though increasing the rental stock through
the secondary market is not the primary
solution, it will work much faster than con-
structing new units and is needed to pro-
vide immediate relief. Conversely, opening
up land designated for detached and semi-
detached houses is a long-term strategy to
create more equitable neighbourhoods,
create new units in key areas and encour-
EKI MRXIRWMeGEXMSR

RECOMMENDATIONL

Municipalities implement vacant home
property taxes

The City of Toronto is considering imple-
menting a vacant home property tax and
other Toronto Area municipalities should
follow suit. The tax will help improve the
vacancy rate of the Toronto Area rental
market. Further if the tax is able to gener-
ate positive revenue, this revenue could be

affordable housing projects and market
rental housing projects.

A tax on vacant units represents an op-
portunity to have an immediate impact

on available housing in the Toronto Area
through the secondary market while also
taxing housing wealth and housing specu-
lators. Such a policy would contribute to a

RECOMMENDATION

Municipalities regulate short-term rentals

Regulate short-term rental accommodation
throughout the Toronto Area and limit the
use of short-term rentals to principle res -
idences of residents similar to proposed
regulations in the City of Toronto.

QSVI I1JeGMIRX LSYWMRK W]JWXIQ ERH XS QSVI

equitable distributions of housing
and wealth.

In the City of Toronto alone, the amount

of vacant units is equal to between 3%
and 5% of the Toronto Area’s total rental
universe. Implementing a vacant unit tax
is a quick-win policy that will help increase
vacancy rates and contribute to a healthier
housing market.

YWIH XS TVSZMHI eRERGMEP MRGIRXMZIW JSV RI[

Getting to 8,000

Regulating short-term rental accommo -
dations also represents an opportunity to
quickly increase the supply of rental units
through the secondary market. In the City of
Toronto alone, this represents an opportuni-
ty of approximately 3,200 units or just less
than 2% of the city’s rental stock. Despite the
small portion, getting viable short-term rent -
als back onto the long-term market would
have a positive impact on vacancy rates.

Over the long-term, regulating short-term
rentals will help ensure that new residential

YRMXW WYGL EW GSRHSW EVI QSVI

used to meet the demands of the area’s
growing population.
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RECOMMENDATIONS ally, laneway suites and granny suites
should be allowed as-of-right across the

Municipalities adopt land-use changes to Toronto Area.
permit more residential development

In order to reserve some land for rental
I1YRMGMTEPMXMIW WLSYPH Hd¥dlopmert niunichpaliti@sImay Mo P
Plans and zoning by-laws to allow formore [ERX XS GSRWMHIV "SRMRK WSQI PERH WTIGM=zaG
mid-rise and high-rise development as-of- for rental and provide ways to upzone
right at key growth nodes, and along transit  land for projects that provide dedicated
corridors and avenues. This will help direct  rental units.
the majority of rental development to the
areas that can best accommodate higher
density development.

Townhouses, stacked townhouses, back- *MKY VI OERH XLEX MW HIWMKREXIH EW 2IMKLFSYVLSSHW MR XLI
to-back townhouses and low-rise apart-

ments should be permitted in established

detached and semi-detached neighbour-

hoods, (i.e. throughout the “Yellow Belt”).

Many of these low-density areas are losing

population as household sizes decrease

ERH FIGSQI PIWW HIRWI ERH E QSVI MRIJ=
cient use of urban space. Enabling “gentle

density” throughout existing neighbour-

hoods will increase the resilience of these

neighbourhoods by introducing households

with mixed incomes and ages.

Zoning by-laws should also be adjusted
to allow for a more comprehensive suite
of secondary units throughout all low-

VMWI VIWMHIRXMEP RIMKLFSYVLSSHW 7TIGMaG Deta.chedonly
Semi-detached and Detached only
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Recommendations to:

Incentivize new purpose-
built market rental units

While current market trends show a rekindling of
interest in rental development, we anticipate that
scaling up to 8,000 new units per year will require

direct incentives.

With rent control in place, incentives are
particularly important to ensure that de-

grams, and as a result we instead recom-

mend that incentive programs are designed
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rental projects. These incentives should be
designed to ensure that rental construction
is cost competitive with condo projects —
different jurisdictions in the Toronto Area
will require different incentives in order to
achieve this cost competitiveness.

A key challenge with many incentive pro-
grams, including Ontario’s proposed devel-
opment charge rebates and CMHC'’s Rental
Construction Financing initiative is that
they have funding caps. Developers inter-
viewed noted that open-ended incentives
were preferred to programs with funding
maximums. That is to say, if a development
achieved certain requirements, they should
be able to qualify for the particular incen-
tive, and should not be excluded as a result
of funding limitations. Removing funding

than might be expected.

RECOMMENDATION}

Province of Ontario expands and
increases the proposed development
charge rebate program

LI TVSTSWIH vzl ]JIEV
opment charge has positive elements —
developers interviewed noted that reducing
or waiving development charges will help
make rental projects more viable. However,
more details about the program are still
needed and, ultimately, the program will
need to provide more funding to incentivize

Based on our call for 8,000 units
in the Toronto Area alone we
recommend that the rebate
program should be designed to
fund up to 12,000 units across
Ontario per year.

mean that the average rebate would be too
little to shift the economics of rental devel-
opment or that rebates would be available
to too few projects. Based on our call for
8,000 units in the Toronto Area alone we
recommend that the rebate program should
be designed to fund up to 12,000 units
across Ontario per year.

Developers interviewed did not suggest
what level of rebates would help make rent-

- Q MIpPjECcERiablé Znd development charges

vary across the province. As a result, we
recommend that the Provincial Government
consult with municipalities and developers
to set rebates at appropriate levels. The
Province should also offer different levels
of rebates to different types of develop-
ment (i.e. larger rebates for 2-bedroom

WYJeGMIRX RI[ VIRXEP HIZIPagar@éemsithan 1-bedroom apartments).

A concern raised by interviewed developers
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cial administration and budgets of pro-
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RECOMMENDATION

Municipalities expand incentives for all
rental developments

Similar to incentives provided to afford-
able housing development, municipalities
should expand incentive programs that re-
duce or waive planning and application fees
to all rental developments. This includes
reducing application fees, parking require-
ments, Section 37 contributions, parkland
dedication and development charges.

Rental development applications, includ-
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should also be fast-tracked and given
priority over condominium projects.

Municipalities should maintain the
highest incentives for affordable housing
while providing modest incentives for all
other rental developments. For example,
an affordable housing development
could have fees waived while a market
rental development would be offered a
discounted rate.

Developers interviewed noted that reducing
fees is a good way to incent rental con-
struction. Many interviewees agreed that
lower alternative rates for rental develop-
ments would help to balance the challeng-
es rental developers have when competing
with condominium developers.

Getting to 8,000

Fast-tracking the approvals process for
rental development is another way to
prioritize rental construction ahead of
condominiums. Doing so will shorten the
development timeline for rental projects,
which in turn will work towards reducing
the cost differential between rental projects
and condo projects.

RECOMMENDATIONs

Province of Ontario or the federal
government develops an agency to
provide a “one-window” service to offer
development incentives

TPER EQIRHQIRXW

The way incentive programs and fund-

ing support are currently administered is
disjointed and confusing. As it stands now,
a lack of coordination between federal,
provincial and municipal governments and
agencies makes navigating incentives a
time-consuming challenge for developers.

Currently, developers need to go to “three
windows” to secure incentives or funding
support, including CMHC and provincial and
municipal governments. Interviewed policy
makers and developers agreed that going
to one source to access incentives would
improve participation and, in turn, further
incent development.

The “one-window” agency should be able to
administer either a given incentive pro-
gram or be able to directly connect with the
appropriate incentive provider in order to
facilitate the delivery of the incentive. This
service would be best provided by a provin-
cial agency — the Ministry of Housing, for
example. However, they will need to build
knowledge and networks with municipal-
ities in order to align with local planning
policy and incentives.

Lower alternative rates

for rental developments
would help to balance the
challenges rental developers
have when competing with
condominium developers.



RECOMMENDATION

Federal Government makes changes
to HST policy including implementing a
zero-rating system to claim HST credits
and the CRA's exclusive use of the
“Lending Value” and “Cost” approaches
to determining fair market value when
calculating self-supply HST.

A zero-rating system would allow develop-
ers to claim HST credits to offset the HST
spent constructing rental buildings. As

a 2016 Evergreen research papef’ inves-

tigating federal tax policy noted, the

HST treatment of purpose-built rentals

result in more purpose-built rental hous-
ing...[and have] the potential to support
lower rents.”¢®

Additionally, self-supply rules mean that
when developers build rental buildings to
own themselves, when completed they
have to pay HST on the fair market value
of the building. Several methods are used
to calculate fair market value and a few
have been called unfair®® It has been
argued that using two methods would be
most practical and fair — the “Lending
Value” and “Cost”.”®
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HST is intended to be paid for by consum-
ers, not the business producing goods.
Condo developers are able to charge
purchasers HST, though it is rebated if

the purchaser occupies the unit. Rental
builders pay HST on goods and services
purchased to construct and maintain rental
buildings but they are unable to charge HST
on residential rent. This results in higher de-
velopment and maintenance costs in rental
buildings compared to condo buildings.

Introducing a system of “zero-rating”,
where builders can claim tax credits on the
HST paid would be costly to the federal
government, but it would “almost certainly
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Bringing it home

Improving the health of our rental market

is becoming more and more critical — with
low-vacancy, a growing reliance on the
secondary rental market, and the rising
cost of both renting and home-ownership
there is no time to delay. After years of
neglect, strong government support of our
housing sector is required to produce a
healthy housing system. This means taking
immediate and meaningful actions that
encourage the development of the forms

of housing needed. In this report we call for
the need to:

* Make the most of our existing
housing stock.

e Provide incentives to rental develop-
ers to create new rental supply.

These are important steps towards revital-
izing our rental sector. In addition, we need
careful monitoring of our housing sector in
order to ensure that implemented policies
are having the right effects and that we are
building a housing sector that serves all
residents — no matter where they fall in the
housing ecosystem. Getting it right means
a more affordable, more attractive, and
more competitive region to call home.
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