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CHAPTER 1:

Executive Summary
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Development Charges (DCs) provide a method for municipalities to recover the capital costs of
providing infrastructure and services associated with growth. In Ontario, the Development Charges
Act (DCA) governs the calculation of rates and the collection of DCs. Since the passing of the 2014
DC Study, the Province has amended the DCA through Bill 73 (Smart Growth for Our Communities
Act) which came into force and effect January 1, 2016. Some of the key changes resulting from Bill
73 include the following:

e Transit has been removed from the required 10% statutory deduction;

e The service standard calculation for Transit is now forward looking based on ridership, rather
than a backward looking historical service standard;

e The list of ineligible services for which DCs could not be imposed has changed so that
municipal infrastructure for Waste Diversion can now be recovered from DCs;

e Municipalities must consider the use of an Area Rating to reflect different needs for services in
different areas;

e DCs must be collected at the time of the first building permit;

e An asset management plan must be prepared to deal with all assets whose capital costs are
proposed to be funded under the DC By-law and demonstrate that all of the assets are
financially sustainable over their full lifecycle; and

e A DC Background Study must be made available to the public at least 60 days prior to the
passing of the DC By-law and until the By-law expires or is repealed.

These legislative requirements were incorporated into the 2019 DC Background Study and By-law to
ensure compliance with the DCA.

More recently, since the passing of the 2019 DC Background Study and By-law, the Province has
further amended the DCA through Bill 108 (More Homes More Choice Act, 2019) and subsequent
legislation (Bill 138 and Bill 197). Some of the key changes include the following:

e expanded exemption from DC'’s for certain additional units within existing structures;
¢ when the amount of DC is calculated and payable;

e services eligible for DC recovery;

e elimination of the statutory 10% reduction for soft services; and

e elimination of the 10 year planning period for certain services.

Since the 2019 DC Study included a comprehensive process for establishing capital infrastructure

required to support growth over the planning period, the 2021 DC Study is an update to the
predecessor DC Study. The need for the 2021 DC Study Update is primarily driven by the recent
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changes to the DCA through Bill 108 and subsequent legislative changes. In addition to the legislative
changes, additional changes were limited in scope to the following:

e Federal and Provincial funding that has been committed to approved projects has been
reallocated. These funding commitments were not approved until after the approval of the
2019 DC Study;

e A review of the growth / non-growth splits for Rapid Transit was a deferred matter from the
2019 DC Study. For the 2021 DC Study Update, a review of the methodology and associated
growth / non-growth splits was completed by IBI Consulting, in conjunction with Hemson
Consulting, with the adjustments being incorporated into this Study;

e Project timing is aligned with the 2019 DC Study, with the exception of projects that have been
adjusted due to the completion of Environmental Assessments and/or studies, operational
constraints (such as land acquisition), and Growth Management Implementation Strategy
decisions that have been made to respond to growth; and

e A technical financing adjustment contained in the DC model to better align with corporate
schedules and market conditions.

The DCA also dictates that a background study be completed which demonstrates that the DC rates
were calculated in accordance with the requirements of the legislation. Included in the DC Study are:

e A forecast of the amount, type and location of population, employment, housing and non-
residential development (Institutional, Commercial, Industrial);

e Identification of future servicing needs associated with growth were determined for all DC
recoverable service areas;

e The estimated capital costs and timing of growth infrastructure needs and operating impact
required to support growth;

e Statutory deductions and service standard limitations were applied to arrive at net capital costs
attributable to development; and

e Allocation of net capital costs amongst benefitting forms of development (residential and non-
residential).

The primary objective of this DC Study was to be consistent with the London Plan provision that
“Growth pays for Growth”. With that as a key guiding principle, DC rates have been calculated based
on projected growth, associated infrastructure needs and the requirements of the DCA.

Consistent with prior practice, a consultative process where information pertinent to policy matters
and rate calculations were reviewed and discussed with various stakeholders. Since the 2021 DC
Study Update is an extension of the 2019 DC Study, the DC External Stakeholder Committee that
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was in place for the 2019 DC Study was carried forward for this Study. This Committee’s composition
includes representatives from the London Home Builders’ Association, the Urban League of London,
and the London Development Institute that represent the interests of the community and industry.
This Committee met on multiple occasions since the initiation of the Update process to discuss the
scope of changes. Each participant provided valuable input and perspective which has been reflected
in this document and accompanying By-law. In addition, Staff held targeted review meetings with
individual stakeholders to address more detailed and technical matters.

This Study update reflects DC rates that are calculated within the bounds of the governing legislation
and are a reasonable representation of the estimated costs resulting from projected growth over the
planning horizon. The rates resulting from this update are summarized below:

Type of Development DC Rate
(Rsﬁlg;]:gngegemi Detached) $34,158
Institutional ($/m2) $178.49
Commercial ($/m2) $289.34
Industrial ($/m2) $206.26

Jason Senese
Manager, Development Finance

Paul Yeoman
Director, Development Finance

Kevin Edwards
Manager, Development Finance
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CHAPTER 2:

Background Study Purpose & Process
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Development Charges (DCs) play an important part in how growth infrastructure is financed in
London. Each new house, commercial centre, educational facility, and/or manufacturing plant
requires infrastructure and servicing (e.g. sewers, stormwater ponds, fire stations, road
improvements, etc.) in order to function efficiently and effectively. DCs are fees that are paid by new
development to fund growth infrastructure and services constructed throughout the City.

In Ontario, the Provincial government regulates the setting of DC rates through the Development
Charges Act (DCA). The purpose of DCs is to collect funds from new development to finance capital
works supporting current and future growth.

At least every five years, as required by the DCA, the City of London conducts a DC Background
Study to forecast the City’s future residential and non-residential growth to determine infrastructure
needs and costs. This information is used to calculate the amount of money that new development
needs to pay in order to support growth infrastructure and services.

Since the 2019 DC Study was approved by Council in 2019 and included a comprehensive process,
the 2021 DC Study is an update to the predecessor Study. As a result, the process has been
condensed for the 2021 DC Study Update. The DC Study process is described below.

The DC External Stakeholder Committee plays an integral part in the DC process. This Committee
was established during the 2014 DC Study and was carried forward to the 2019 DC Study and 2021
DC Study Update. This Committee is composed of representatives from the London Home Builders’
Association, the Urban League of London and the London Development Institute, which represent
the interests of the community and industry. The purpose and mandate of this Committee is to:

a. Review, analyze and provide informed opinions to shape DC policy matters from a
Stakeholder perspective;
b. Discuss viable alternative policy directions;
Provide suggestions on communicating policy issues;
d. Provide input and comment on items such as:
I. Growth forecasts;
ii. Servicing needs and studies to support growth; and

o
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iii. DC rate calculations.

Since the adoption of the 2019 DC Study and By-law, the DC External Stakeholder Committee has
met on several occasions to discuss the scoped changes outlined in the Executive Summary. These
meetings have resulted in positive and constructive conversations that have helped shape the 2021
DC Study Update. The DC External Stakeholder Committee is actively involved throughout the entire
DC process providing input and valuable perspectives.

The City’s DC policy choices can have a significant impact on the cost and allocation of growth-related
works. Decisions on DC policy issues can impact the information gathered to complete the rate
calculations and the drafting of the DC Background Study and By-law. As a result, a number of key
policy issues were reviewed early in the process of the 2019 DC Study, and rolled forward into the
2021 DC Study and By-law. Early identification and vetting of key policy matters is critical because
implementation and associated adjustments can be difficult if introduced towards the end of the
process. A comprehensive listing of policy matters addressed as part of the development of the 2019
and 2021 DC Studies can be found in Chapter 3.

Under section 5 (1) 1 of the DCA, “the anticipated amount, type and location of development for which
development charges can be imposed must be estimated”. Growth projections are necessary for
prudent planning of municipal services and facilities. They represent the base assumption from which
growth needs were projected.

To satisfy this requirement, Watson & Associates Economists Ltd. (Watson) was retained to prepare
growth forecasts for population, employment, housing and non-residential construction (Institutional,
Commercial and Industrial) to the year 2044. The growth forecasts were used for analysis necessary
to determine infrastructure requirements for the 2019 DC Study. These forecasts were reviewed by
Watson and it was determined that they remain appropriate for use in the 2021 DC Study. More
detailed information pertaining to growth projections can be found in Appendix A.
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Once the growth forecasts have been completed, the determination of municipal infrastructure,
equipment and facility requirements resulting from growth are estimated. This step in the process
satisfies section 5 (1) 2 of the DCA.

The capital needs study for Water, Wastewater and Stormwater termed ‘One Water’ was undertaken
in-house by Staff from Environmental and Engineering Services. The Roads Service capital needs
study was completed by IBI Group Inc., in conjunction with Hemson Consulting Ltd. These
comprehensive studies were completed as part of the 2019 DC Study process. The findings from
each of these studies can be referenced in the corresponding Appendices.

The capital needs for soft services including Police, Fire, Library, Parks & Recreation, Transit, and
Waste Diversion, were estimated based on capital budgets and master planning up to a historical
level of service.

For the 2021 DC Study Update, the master plans and capital budgets have been reviewed with
changes to capital works made if driven by recently completed Environmental Assessments or
studies, operational adjustments (ex. anticipated delays with land acquisition), or changes driven by
decisions through the Growth Management Implementation Strategy. The scope of changes that
have been incorporated into the 2021 DC Study process have been limited.

The culmination of the prior steps in the DC process ultimately feed into determining the DC rate
calculations. The rates determine the growth related net capital costs which are attributable to
forecasted development in the City of London. These net capital costs are then apportioned to the
various types of development (residential and non-residential) in a manner that reflect the increase in
need for each DC recoverable service to each type of development.

The public meeting required under Section 12 of the DCA was held at the Strategic Priorities and
Policy Committee Meeting on July 14, 2020 in order solicit public input. Notice of this public meeting
was advertised and posted to the City website on June 24" 2020, meeting the legislative requirement
of 20 days in advance of the public meeting.

The public review process was initiated by posting the 2021 DC Background Study Update and By-
law on the City’s website on June 29", 2020 which meets the DCA requirement under section 12 (1)
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(c) of at least two weeks prior to the public meeting. This public disclosure also meets the DCA
requirements of section 10 (4) to make the documents available to the public at least 60 days prior to
the passing of a By-law. This allowed interested parties to comment and provide feedback prior to
Council consideration for the adoption of the By-law which occurred on October 27, 2020.
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Development Charges Act & Policies
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This chapter provides an overview of the amendments to the Development Charges Act (DCA) under
Bill 73 (Smart Growth for Our Communities Act) in 2016, Bill 108 (More Homes More Choice Act) in
2019 and subsequent legislative changes (Bill 138 and Bill 197). This chapter also summarizes the
policy matters reviewed as part of the 2019 Development Charges (DC) Study which were carried
forward under the 2021 DC Study Update.

Effective January 1, 2016, a number of amendments to the DCA were enacted as a result of Bill 73
(Smart Growth for Our Communities Act). Amendments to the DCA included a number of
considerations to be made which were not required in the 2014 DC Study. The following provides
brief explanations of the key changes to the DCA and how these changes were incorporated into the
2019 DC Study and 2021 DC Study Update.

Section 2 (9) of the DCA requires a municipality to investigate area-specific DCs for services which
are prescribed and/or for municipalities which are to be regulated. It is noted that at this time no
municipalities or services are prescribed by the Regulations. Further to the above, Section 10 (2) c.1
requires consideration for the use of more than one DC By-law to reflect different needs for services
in different areas.

In order to address this legislative requirement, Staff brought forward a report addressing area rating
early in the 2019 DC process. On January 30, 2018, Council resolved the following:

a) the staff report dated January 29, 2018 BE ENDORSED for use in the preparation of the
2019 Development Charges Background Study, consistent with the Development Charges

Act requirements related to area rating;

b) the current policy to distinguish Development Charges rates inside the Urban Growth
Boundary from those outside the Urban Growth Boundary, BE CONTINUED; and

c) the Civic Administration BE DIRECTED to continue its analysis to review services that are
candidates for differential recovery areas, and that the City work towards an area rating

servicing policy to be implemented beyond 2019;

Further investigation will take place as part of the next comprehensive DC Background Study process.
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The DCA requires a municipality to include an Asset Management Plan for all capital costs which are
proposed to be funded in whole or in part under the DC By-law. The DCA does not provide specifics
on how the Asset Management Plan is to be prepared which leaves it to the discretion of each
municipality. However, the DCA regulations provide specific criteria related to the Transit Services
Asset Management Plan. More information related to these Asset Management Plans can be found
in Appendix M.

Prior to the DCA amendments, the DC Background Study was to be publicly available at least two
weeks prior to the public meeting. The amended legislation requires public release at least 60 days
prior to the passage of the DC By-law and includes posting on the City’s website.

The 2021 DC Study Update was provided to the public on June 29, 2020 to ensure the legislative
requirement was met prior to the passage of the By-law on October 27, 2020.

The Bill 73 amendments to the DCA required that DCs be collected at the time of the first building
permit. For certain development types, DCs are payable at the time of building permit issuance and
are collected by the City of London Building Department. Further amendments to the timing of DC
collection were made under Bill 108 and are described under section 3.2.

The DC calculation with respect to Transit Services was amended by Bill 73 under the DCA and
incorporated into O. Reg. 428/15 & 82/98. A number of prescribed elements are referenced in these
regulations as follows:

e removal of the 10% statutory deduction from the growth-related costs;

e prescriptive methodology for determining the level of service; and

e change to forecasted approach for ridership capacity for all modes over the planning horizon,
and identification of whether the new ridership is attributable from existing or planned
development.
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The City engaged IBI Group Inc. along with Hemson Consulting Ltd. to undertake a review of the
requirements and incorporate the necessary changes into the 2019 DC Study. The service standard
calculation for Transit is forward looking based on ridership, rather than a backward looking historical
service standard. The calculations and background can be found in Appendix F.

Through Bill 73, the list of DC ineligible services changed so that municipal infrastructure related to
Waste Diversion could be recovered from DCs. As a result of these changes, Waste Diversion was
included as a new service for DC recovery in the City’s 2019 DC Rate. The details surrounding the
inclusion of this new service can be found in Appendix G. This inclusion is in line with Bill 108 as
Waste Diversion remains an eligible service and the capital costs identified in 2019 will be carried
forward under the 2021 DC Update.

A number of amendments to the DCA were enacted under Bill 108 and subsequent legislative
changes (Bill 138 and Bill 197). As a result, a number of considerations were needed to be
implemented as part of this DC update. The following provides a brief overview of the key changes
to the DCA and how these changes have been incorporated into the 2021 DC Study Update.

The amended DCA identifies the following list of eligible services for which a DC can be imposed:

e Water supply services, including distribution and treatment services;

¢ Waste water services, including sewers and treatment services;

e Storm water drainage and control services;

e Services related to a highway as defined in subsection 1 (1) of the Municipal Act, 2001 or
subsection 3 (1) of the City of Toronto Act, 2006, as the case may be;

e Electrical power services;

e Toronto-York subway extension, as defined in subsection 5.1 (1);

e Transit services other than the Toronto-York subway extension;

e Waste diversion services;

e Policing services;

e Fire protection services;

2021 Development Charges Background Study Update - Council Approved October 2020

e Ambulance services;

e Services provided by a board within the meaning of the Public Libraries Act;

e Services related to long-term care;

e Parks and recreation services, but not the acquisition of land for parks;

e Services related to public health;

e Child care and early years programs and services within the meaning of Part VI of the Child
Care and Early Years Act, 2014 and any related services;

e Housing services;

e Services related to proceedings under the Provincial Offences Act, including by-law
enforcement services and municipally administered court services;

e Services related to emergency preparedness;

e Services related to airports, but only in the Regional Municipality of Waterloo, and,;

e Additional services as prescribed. 2020, c. 18, Sched. 3, s. 1 (2).

The amended DCA exempts a DC for the following dwelling types:

a) a permit for the enlargement of an existing dwelling unit;

b) a permit for the creation of additional dwelling units as prescribed, subject to the prescribed
restrictions, in prescribed classes of exiting residential buildings or prescribed structure
ancillary to exiting residential buildings; and

c) an additional unitin a new single detached dwelling, semi-detached dwelling, and rowhousing
dwelling, including structures ancillary to one of these dwellings.

Section 35 of the DC By-law lists the dwelling types that are exempt from paying DCs.

Prior to the DCA amendments, certain soft services were limited to a 10 year planning horizon. Under
the revised DCA, this cap has been removed.

Prior to the DCA amendments, a mandatory cost reduction for certain services of 10% was included
in DC rate calculations. The revised DCA has eliminated this 10% statutory deduction for eligible DC
services. In the 2021 DC Study Update, this impacts the DC rate calculation for Waste Diversion,
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Parks & Recreation, Library and services that have been assigned studies previously captured as
Corporate Growth Studies under the 2019 DC Background Study.

Prior to the most recent DCA amendments, all DCs were calculated and paid at the time of building
permit issuance. The amended DCA now requires that DC rates be frozen on the day a complete
application is received for a Site Plan or a Zoning By-law Amendment (ZBA). If a building permit is
not issued within a 2 year frozen period following the approval of the application, the DC rate will
revert back to the charges in effect on the date the building permit is issued.

For all non-deferred development types, the DC is paid on the date the building permit is issued.
Certain deferred development types are now eligible for a DC deferral which is to be paid over a
period of either 6 or 21 annual instalments. Rental housing which is not non-profit and certain
Institutional developments are eligible for 6 annual instalments, and non-profit housing developments
are eligible for 21 annual instalments.

Bill 108 includes a provision for Municipalities to charge interest on DCs during the frozen period and
deferred annual instalments. Staff brought forward a report which received Council approval in March
2020 for a DC Interest Rate Policy. The rate is calculated based on the average annual historical five
year Statistics Canada Non-residential Building Construction Price Index. The approach provides an
objective interest rate setting process that supports the ‘growth pays for growth’ model while providing
a balance between affordability and the need to fund growth projects.

The tables which follow outline the services and types of works that are included in the 2021 DC
Study Update rate calculations.
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Hard Services

Roads & Related
Services

Arterial Road Works

Two-Lane Arterial Upgrades

RT Related Arterial Road Works

Minor Road Works

Additional Programs

Operations Centre

Transportation Servicing Studies

Planning and Growth Management Studies

Wastewater

Wastewater Trunk Sewers

Wastewater Internal Oversizing Sewers

Built Area Works Servicing

Strategic Links Servicing

Wastewater Treatment Plant Upgrades
Wastewater Pumping Station Works
Industrial Land Servicing (trunk & oversizing)
Wastewater Servicing Studies

Stormwater
Management

Community Growth SWM Works

Storm Trunk Sewers

Stormwater Internal Oversizing Sewers

Built Area Works Servicing

Low Impact Development

Industrial SWM Ponds

Industrial Land Servicing (trunk & oversizing)
Stormwater Servicing Studies

Water Distribution

Low Level System

Southeast Pressure Zone

High Level System

Watermain Internal Oversizing

Built Area Works Servicing

Strategic Links Servicing

Industrial Servicing (trunk & oversizing)
Water Distribution Facilities

Water Servicing Studies




Soft Services

e Facility
Fire e Ouitfitting
e Vehicles
_ e Facility
Police e Oultfitting
e Facility
Transit e Vehicles
Waste Diversion e Facility

e Parkland Development
Parks & Recreation e Facility
e Parks and Recreation Studies

e Facility

Library e Collections

The DC By-law requires DCs to be calculated at the time of building permit issuance for all
development types unless the lands are subject to a Site Plan or Zoning By-law Amendment made
on or after January 1, 2020. In these cases, the DC is calculated at an earlier point in time on the
day a complete application is received. This DC rate remains ‘frozen’ for up to two years from the
date the application is approved, after which the DC payable reverts back to time of building permit
issuance.

For all non-deferred development types, a DC shall be paid on the date a building permit is issued
under the Building Code Act. The Development Charges By-law allows deferred payment of DCs for
certain development types as follows:

¢ Rental Housing that is not non-profit and certain Institutional development are to pay DCs in 6
annual instalments; and
e Non-Profit Housing is to pay DCs in 21 annual instalments.
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It is noted that if any part of a deferred development type is changed so that it no longer meets the
criteria for deferred payment instalments, the remaining DC, including interest, shall be paid
immediately.

In March 2020, Council provided delegated authority to the City Treasurer or delegate to permit
Owners to enter into an Alternative Payment Agreement that provides options to these payment
schedules.

Notice of occupation for eligible deferred development types that have not entered into an Alternative
Payment Agreement will be at the earlier of a partial occupancy permit or interior final permit issued
by the Building Division.

For non-deferred development on lands subject to a Site Plan or Zoning By-law Amendment
application made on or after January 1, 2020, and a permit is issued within the frozen period, interest
is applied from the date of complete application and is due at time of building permit issuance along
with the DC payment. For deferred development types, interest accrues starting from the date the
DC is calculated until the final instalment payment is received. The interest rate shall be applied
consistent with the Council approved DC Interest Rate Policy.

If a development involves the demolition of and replacement of a building or structure on the same
site, demolition credits for the demolished units and/or gross floor area are available. A key caveat
is that the demolition permit related to the site must be issued less than 10 years prior to the issuance
of a building permit. The specified period is extended to less than 20 years in the Downtown and Old
East areas identified on Schedule 2 of the DC By-law. The credit can, in no case, exceed the amount
of DCs that would otherwise be payable.

The DCA provides municipalities with the authority to impose DCs on new development to recover
the capital costs to service those new developments. Section 2 (1) of the DCA states:
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“The council of a municipality may by By-law impose development charges against land to pay
for increased capital costs required because of increased needs for services arising from
development of the area to which the By-law applies.”

The DCA speaks to the development of land, but provides limited guidance regarding subcategorizing
uses of the land. Some references to residential development are made in the DCA, and by inference
non-residential, but no framework is provided to guide municipalities in the establishment of
categorizing DCs. As a result, municipalities across Ontario define non-residential uses in different
ways. The City is maintaining its current approach of separate non-residential DC rates for
Institutional, Commercial, and Industrial (ICI) development after discussions with the broader DC
External Stakeholder Committee. On December 18™, 2018 Council endorsed the continual use of
the ICl rate structure for non-residential development in the City.

A change to the conversion policy was incorporated in the 2019 DC By-law and carried forward under
the 2021 DC Study Update with respect to one form of non-residential use to another form of non-
residential use. As a result of the non-residential rate policy consultation and review, a key issue was
raised in terms of the existing policy. The City of London classifies non-residential development by
ICI which results in different DC rates. Thus, the issue of converting a lower rate non-residential use
to a higher rate non-residential use (i.e. Industrial to Commercial) triggers a DC payment. This
approach may act as a barrier to redeveloping existing non-residential space, even though the
servicing impacts of the change in use may be marginal. In order to address this issue, the 2019 DC
By-law and 2021 Update includes the provision to exempt DC payments resulting from conversion
from one non-residential use to another non-residential use when no additional floor space is being
added. Further details on conversions can be found in the 2021 DC By-law.

The City’s Local Service Policies for Roads and Related Services, Wastewater, Stormwater, Water
Distribution and Parks are referenced within each individual service area chapter of the DC
Background Study. For a comprehensive and complete list, all Local Service Policies are included in
the DC By-law. All DC claimable works are paid for from the CSRF, and the Local Service Policy
provides a guideline for the cost responsibilities related to construction of engineered infrastructure.
Under the Local Service Policies, the costs of engineered infrastructure are determined to be either
DC eligible or a local service cost, which is the Owner’s responsibility pursuant to a registered
Development Agreement.
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The Local Service Policy has been developed in accordance with Section 59 of the DCA and through
consultation with the DC External Stakeholder Committee.

As part of the 2014 DC Study, Council approved the retirement of the UWRF and the consolidation
of UWRF funding under the various CSRFs. The 2014 DC By-law established clear rules related to
claimability from both “families” of reserve funds and recognized that no future claims to the UWRF
would occur for agreements entered into following the in-force date of the 2014 DC By-law (August
4, 2014). As part of the 2019 DC Study, the UWRF was formally retired and the remaining legacy
projects were transferred to the CSRF. Refer to Appendix L for further details including a list of
outstanding UWRF obligations.

DCs outside the Urban Growth Boundary (UGB) are lower than those that exist within the UGB due
to the fact municipal owned infrastructure (water distribution, wastewater and stormwater servicing)
are not planned to be extended to service this area.

Services that are “urban” in nature (wastewater, water distribution, stormwater servicing) are not
applicable to development outside of the UGB; therefore, no policy changes have been proposed for
rural area charges.

The DCA provides for the potential for a City to provide credits for work performed relating to a service
to which the DC By-law relates.

The City’s current and past approach for financing growth works completed by an Owner is through
a claim submission process. The works identified in a registered Development Agreement are eligible
for reimbursement from the applicable CSRF upon approval of a claim submission. A credit system
that reimburses Owners for works they construct, opposed to payment upon claim approval, would
compete with the existing system of payments under current practices. There is currently no intention
to introduce a credit system under the 2021 DC By-law.
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A separate fund is maintained for each of the service components listed in the City’s DC rate structure.
In accordance with section 35 of the DCA, draws from the Reserve Funds shall be made for the
purposes which form the basis of the rate calculations.

The DCA provides for the annual indexing of the calculated rates by a prescribed index. The index
that will be applied on an annual basis will be the Statistics Canada Non-residential Building
Construction Price Index, (Toronto) as amended from time to time. Costs contained in this Study have
been estimated in 2021 dollars, therefore indexing is required to ensure that DC rates keep pace with
municipal servicing costs.

The administration of the By-law is assigned in part to the Chief Building Official, and in part to the
City Treasurer (safekeeping of Reserve Funds, etc.), consistent with current practice.

As required under the DCA, an annual report on the activity in the DC Reserve Funds is to be filed
with the Minister of Municipal Affairs. The monitoring program will continue as established from the
2014 and 2019 DC Studies. This annual Staff report will continue to advance the City’s knowledge
of how revenues in the CSRF compare to those predicted by the growth forecasts. It should also
provide observations of how actual costs compare with those incorporated into the rate calculations.
This monitoring will assist in further improving the DC rate calculation methods employed in the future,
and help to ensure that rates are an accurate reflection of growth costs.

Based on the analysis provided in the report, Staff may recommend that a DC Background Study and
By-law amendment be initiated should it be deemed that the actual costs consistently exceed
estimates provided in the DC Study, resulting in the City collecting insufficient funds through DCs to
pay for growth infrastructure and service costs.

The Growth Management Implementation Strategy (GMIS) is an important tool for the City to
coordinate growth infrastructure with development approvals and correspond with the pace of growth
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across the city, while maintaining an acceptable financial position. In the intervening years of a DC
Study, the GMIS is a valuable policy tool to proactively manage growth in the City of London. The
GMIS considers the pace of development, the status of DC reserve funds and the desires of Owners
to progress development applications in areas approved for growth. It provides flexibility to respond
to changes in market conditions or to make adjustments that reflect the financial status of the DC
reserve funds. Annual updates are provided to Council in the form of a Staff report.

Municipal Servicing and Financing Agreements (MSFA) are a means to accelerate infrastructure
projects from GMIS timing on a limited basis. An MSFA Policy was enacted by Council on July 30,
2013 for accepting, assessing and administering applications for the acceleration of DC-funded works
through Front-Ending Agreements under the DCA. The MSFA Policy includes evaluation criteria to
assess the appropriateness of MSFAs and identifies a ‘cap’ on total obligations as a key component
of those criteria. No changes are proposed under the 2021 DC Study Update.

The approved 2021 DC By-law is scheduled to take effect on January 1, 2021, and may be in force
and effect for up to 5 years. However it is the City’s intention to initiate a comprehensive DC
Background Study to adopt a new DC By-law for January 1, 2025.
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CHAPTER 4:

Calculation of the Development Charge Rate
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The service needs of the City have been planned on varying time horizons. The Development
Charges Act (DCA) previously limited, for the purpose of Development Charge (DC) rate calculations,
the planning period of certain services to 10 years under the DCA section 5 (1) 4. Consistent with this
provision, in the 2019 DC Background Study the planning period for Fire, Police, Library, Parks and
Recreation, Transit, Corporate Growth Studies, Waste Diversion and Operation Centres was limited
to ten years. The planning horizon for other services (Roads, Water Distribution, Wastewater,
Stormwater Management) was planned over a 20 year time horizon. The 10-year restriction was
eliminated as part of the most recent amendments to the DCA.

For the 2021 DC Study Update, the end of the planning period for DC eligible growth related works
will remain unchanged from the 2019 DC Background Study. As such, Fire, Police, Library, Parks
and Recreation, Transit and Waste Diversion will have an 8-year planning period for DC rate
calculation purposes (2021-2028) with the remaining services having an 18-year planning horizon
(2021-2038).

The DCA requires under section 5 (1) 1, that “the anticipated amount, type and location of
development for which development charges can be imposed must be estimated”. The 2019 DC
Study began with a forecast of development activity; these forecasts are necessary for prudent
planning of municipal services and facilities and represent the base assumption from which growth
needs were forecasted.

Watson & Associates Economists Ltd. (Watson) was engaged to prepare population, employment,
housing and non-residential space forecasts for the City of London. On February 13, 2018 Council
endorsed the use of the reference growth scenario provided by Watson for 2019 DC Study purposes,
based on Staff's recommendation. In April 2020, Watson reviewed the adopted 2019 DC Background
Study forecasts and recommended that these forecasts remain appropriate for use in the 2021 DC
Study Update.

Ultimately, the growth forecasts become the basis for the determination of the growth-related capital
needs used in the DC rate calculations. A complete explanation of the growth forecast study
methodology and its conclusions can be found in Appendix A.

1 The term “oversized services” refers to services which were designed to serve growth beyond the particular development that triggered the works.
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Assumptions about the location of the anticipated growth were prerequisite to the next phase of the
DC Study, that being the determination of municipal infrastructure and facility needs that result from
anticipated growth. The determination of municipal needs answers ‘what infrastructure or service
needs arise from anticipated growth in London?’ This step is required under section 5 (1) 2 of the
DCA. The types of expenditures that are eligible for inclusion in the cost of capital needs are specified
in section 5 (3) of the amended DCA, being:

Costs to acquire land or an interest in land, including a leasehold interest.
Costs to improve land.
Costs to acquire, lease, construct or improve buildings and structures.
Costs to acquire, lease, construct or improve facilities including,

I.  rolling stock with an estimated useful life of seven years or more;

ii.  furniture and equipment, other than computer equipment; and

iii.  materials acquired for circulation, reference or information purposes by a library board

as defined in the Public Libraries Act.
5. Costs to undertake studies in connection with any of the matters referred to in paragraphs 1 to
4.

6. Costs of the development charge background study required under section 10.
7. Interest on money borrowed to pay for costs described in paragraphs 1 to 4.

bR

Before arriving at amounts eligible for inclusion in DC rates, there are several adjustments that must
be addressed:

1. Any excess capacity in existing facilities must be taken into account in arriving at the amount
of the capital needs used for DC rate calculation purposes (s.5 (1) 5). Excess capacity is
considered in planning all growth related works. Where there is excess capacity that Council
has stated an intention would be paid for by new development, an exception exists. This
exception pertains, for example, to “oversized services”! constructed in the past and which
have been funded by private debt. In this case, the existing debt on the works which benefits
growth in the time horizon of this study is included in rate calculations.

2. The DC rate calculation cannot include an increase in need which provides benefit to existing
development (s.5 (1) 6). The benefit to “existing development” is also commonly referred to
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as the “non-growth share”. The assessment of benefit to existing development is unique to
each projected capital need and to when the need was identified and is excluded from the
determination of net DC eligible costs.

3. The rate calculation must exclude anticipated capital grants, subsidies or other contributions
(s.5 (2)) subject to whether the person making it expressed a clear intention that all or part of
the grant, subsidy or other contribution be used to benefit existing development or new
development. Where applicable, these contributions have been identified and accounted for
in the rate calculations.

4. In order to facilitate the calculation of separate residential and non-residential rates for each
service, an allocation of the eligible costs to the various types of growth is made. The
determination of this allocation is driven by the Council endorsed growth forecasts.

5. The rate calculations included in this study incorporate an offset to the costs otherwise included
in the rate calculations to recognize the amount of uncommitted reserve funds. These
uncommitted reserve funds have been accumulated in the past, for projects that remain to be
completed in the future, and are available to fund a portion of the growth needs identified in
this study. They have therefore been deducted from the amounts to be collected from future
growth.

6. Finally, the rate calculations include financing costs. These financing costs have been
determined through a cash flow analysis that combines:

a. the allocation of opening uncommitted balance of the Reserve Fund;

b. the projected revenues from DC rates (prior to inclusion of the financing costs in the
rate);

c. the projected drawdowns from the DC reserve funds, based on the portion eligible for
DC funding; and,

d. the projected ending balance, which includes provision for funding the post period
benefit from future growth.

The cash flow model that simulates reserve fund activity and incorporates the above elements then
produces the DC rates that include financing costs. These are the key elements of the rate
calculations as set out in the legislation. Each element has been addressed in arriving at the DC rate
eligible amount.
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To ensure that municipalities do not improve their existing levels of service through capital
improvements funded by growth, the DCA provides protection under section 5 (1) 4.

Section 5 (1) 4 of the DCA prohibits inclusion of infrastructure and facilities in rate calculations if their
inclusion would improve municipal service standards above those that existed in the ten years
preceding this DC Study. The regulations provide additional detail on this point:

o First, the regulations provide that where existing service standards are lower than those
provided by another Act, the standard of service provided under the other Act prevails. In cases
where the historical standard exceeds the forecasted growth capital needs, then the capital
need remains the plan for future works. Services subject to an examination of a historical level
of service include roads and related services, police, fire, library, parks & recreation, and waste
diversion. Transit is subject to a planned level of service approach.

o0 Secondly, the regulations specify that in measuring existing service levels, both the quantity
and quality of those services should be taken into account. The City interprets quality to refer
to the ‘nature and grade of excellence’ of a service. Quantity refers to the ‘number and size’
of the facilities used to provide services. By assessing the existing services with respect to
these two characteristics, this study has arrived at an objective measure of existing service
standards (where required). By using replacement costs to calculate the existing standard (as
required by regulation), a rational, objective comparison can be made between:

1. the current cost estimate of planned future services; and
2. the current cost equivalent (considering quality and quantity) of existing services.

Analysis of existing levels of service are included in the Appendices, where applicable.

The 