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ExecutiveSummary

Onethird of all the jobs in theGreater Toronto Area@TA are office jobs, and growth in office
employment is essential for the regional economompetitiveness in the office sectohas three
main components:

1 achoice of locations that are coseffective, accessible, and appropriate for the particular
type ofbusinessand the needs of employees

1 aworking environmeniboth within the officeitself and in the surrounding areajhat will
attract and retain workers with the necessary skills;

1 the ability to addnew floor space in a relatively short period of tim® meet growingdemand.

The office sector has changed dramatically over the past few decades. Thirty years ago, office
employmentwas heavily concentrated in Torontodowntown core, which housed a wide range of
businesses, from engineering offices to puishing firms to the head offices of manufacturing
companies to financial and legal services.

Today, the office landscape is very different. Only about 20% of the re@aoffice capacity is in
Torontd® downtown core, and the downtown has a much narrom@nge of types of business. The
head offices, publishing firms, and engineering companies have largely moved out to suburban
areas, sometimes elsewhere in the City of Toronto, but mostly in #5 6region. For the most part,
what remains are businessesn or affiliated with the financial services sectorThe GTA as a whole
recently passed themilestone 0f200,000, 000 sq ft of built office space,making it one of onlyfour
such regions in North America. Thirty years ago, 63%tud region'soffice space vas located in the
Financial District or directly orsubway lines In 2010, that haschangedand the majority ofoffice
space (54%)) is located beyond the reach ofiigherorder transit. This may be the most significant
change to the geography of the regiosince the mid1970s, when some major institutionsrelocated
from Montréal to Toronta

The emergence of the 905 as a significant factor in the competitiveness of office clusters in the last
30 years has resulted in anew geographyconsistingof four submakets. These submarkets have
been shaped by a combination adisruptive differentials in commercial tax rates between 416 and
905; stark differences across the region in terms of land use policy; and decades of under
investment in public transit

1. TheFinancial Gore (22% of the regionhas the largest concentration of &lass office space in
the country, and one of the mossignificant in North America. Weefer to it as the dfinancial
coredrather than the central business district because it is mainly thdocation of financial
institutions and the businesses that serve these institutions. This specialization of the core has
both benefits and drawbacks. On one hand, Toronto has become an important city in the network
of global financial centres, and the sdor is relatively strong and continuing to grow. On the
other, the lack of diversity in the downtown core makes the area vulnerable to downturns in the
sector on which it depends. Further, the financial sector is to some extent the victim of its own
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stability and success; it has been largely taken for granted as a driver of growth and prosperity
and does not benefit from government suppour special programs to help maintain its global
status. Althougha report prepared for theToronto Financial Servicesllianceby the Boston
Consulting Groug2009) stated that the sectoroughtto add 40,000 new jobs, there is no
accompanyingstrategy to create the office spaceapproximately8 million sq ft) neededto
accommodatethese jobswithin the financial district.

Office Space in the Financial Core
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2. TheToronto transitoriented submarket (24% of the regionhas many of the same attributesas
the financial corein terms of access to higkr-order transit, dining, culture, educational and
recreational amenities, but in a secondary location. This market includes a range of office
buildings with easy access to rapid transit, located along the Yonge Street subway as far as North
York and adjacento the University Avenue subway as far as Bloor Street, as welbasmall part
of the dBrick and Beand buildingslocated east and wesbf the Financial District and newer sites
south of Union StationMany areas of this submarket - most notably midtown- have not seen
significant growth in 30 years. Growth has occurred in the Brick and Beam args@me in North
York and some on the WaterfronSignificant attention needs to be paid to creating the
conditions under which this submarket is able to expand.

Toronto Transit-Oriented Submarket
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3. TheToronto na-transit submarket (21% of the regionevolved in the 1970s and 1980s and has
remained effectively unchanged sincéhen. Areas like Don Mills, Scarborough arfetobicoke
grew rapidly in advance of the conversion of industrial parks on th@@series highways. With
the exception of the Brick and Beam districts, which came online in the 1990s as a result of
radical changes in planning policy, this 4million ft2 submarket has effectively been stalled for
more than 20 years. Few tenants lookinto relocate consider these areass viable options,
particularly in sufficient numbes to justify new construction. Mangffice buildingsin these areas
have since been converted to residential use. Highway and arterial road congestion, the absence
of higher-order transit, tax rates twice as high as suburbamarkets and the continued spread of
the labour force beyond the City of Toronto haedl contributed to the lack ¢ competitiveness in
this area.

Toronto "Non-Transit" Submarket
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4. Thesuburban municipalities often referred to asithe 905,6(33% of the regionhave enjoyed
the greatest amount of growth in the region over the past 20 years. This submarket is
characterized by concentrations of office space located in industriaffice parks, such as
Meadowvale, Airport Corporate Cemdtythe BurlingtorrOakville corridor, and the 407/404
cluster. Taken as a whole, the clusters of office space inetbe highwaydependent locationsnow
collectively exceed the size of the Financial Core. These clusters enjoy few of the vadloed
amenities of the Financial Core, and to a lesser extent thEorontotransit-oriented, and Toronto
non-transit, submarkets. The location of 6énillion ft2 of office space in this submarket (more
than Calgaryand Edmonton combinedi accommodatingin excess of 325,0000ffice workers, is
the single largestcontributor to congestion orGTAhighways.

The Suburban Municipalities - the 905
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Over time, the momentum of growth has shifted to the 905, as developers and tenants responded to
the tax differential between Toronto and surrounding suburpand the ease @ creating office
developmentsin a timely mannerby selecting locations that best meet their diverse need$his
transition has occurred because of land use and tax policies that have made it harder and more
expensive to add new flexible office space in the corat the same time, in a trend that has
accelerated over the past decade, the number of sites suitabéand available for office development

in the core has shrunk dramatically, in contrast to the 905 where approval timeframes are quicker,
and where sites are available in abundance anlgss constrainedin terms of construction

challenges

The land use poliees of documents such agPlaces to Groware unlikely to make much difference to
this pattern, as they are intended to focus development in intensification areas that do not coincide
with current clusters of office space. Furthermorg@ropertytax policiescontinue toincent the
development of commercial space outside the City of Toronto.

Businesses of all kinds need space in which to grow. In the current policy environment, and despite
the recent creation of some new office buildings in downtown Torontoeafiyears of inactivity, most
businessessee thatopportunityin the GT& suburbs not in the City of Toronto.

Policies are needed that will attract both established and stamp businesses to locate in areas close
to transit and urban amenities. This hapened in the 1990s when the City of Toronto opened up the
oKingsd (KingSpadina and KingParliament areas) to development, which resulted in the
rehabilitation of heritage buildings andhe conversion of former industrial buildings to accommodate
the creation of millions ofsquare feetof new office space. Similar initiatives in other areas could
support sustainable growth in office space and office employment, without contributing further to
road congestion.

Notwithstanding the recent construction of newffice towers in downtown Toronto, the momentum
of job growth in the region is ito locations that arealmost completely dependent on the automobile.
The resulting impact of traffic congestion on longer commuting times and lost productivity seriously
affects the quality of working life fora large number ofGTA residents.

The longterm impacts ofbusinessas-usual trends need to be acknowledged as aompetitive threat.
Close to 108million ft2 of office space is loated beyond the reach of higheorder transit at present,
and following theimplementation of currenttransit plans, approximately 98million ft2 will still be
beyond the reach of higheorder transit.. This problem must b addressed to protect the longerm
competitiveness of the region.

Theeconomic fortunes of a regio@ core and the rest of the region are inextricably intertwineA.
strong core will stimulate the region, just as success in the suburbs can benefit the cofecordingly,
this study sets out a rationale for addressing the stregths and weaknessesn the four distinct
submarkets in GTA in ways that help improve tlireinterconnectedness- and, by extension, the
competitiveness of theGreater TorontcAreaemploymentmarket as a whole

1 The precise amount depends on assumptions regarding walking distance from higher order transit.
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Summary of Rcommendations

The study makes thdollowing recommendations aimed at facilitating a more competitive
environment for GTA office employment across all four submarkets defined in the report, and the
development sector that supports it.

General RcommendationsRelatedto The Regi iiveress Compet
1. The gap between high commercial realty taxes and low residential tax rates in the City of
Toronto must be narrowed. The City recognized this in 2005 and has begun the process. This
process should be accelerated.

2. Tax and land use policy must recaoige that office jobs are theonly form of high density
employment, representing more than one third of all jobs (estimated at 1 million jobs) in the
region. Steps need to be taken to modify public policy to create a competitive environment
for office development in all four subnarkets identified in this report.

3. The Growth Plan should be amended to recognize that significant concentrations of office
space exist outside of the designated Growth Centres, and need to be integrated into the
strategy for creating Growth Centres.

4. The province should work with local municipalities in the GTA to adjust priorities and fine
tune the planned rollout of rapid transit projectsto better connectto approximately 108
million square feetof office space that is currently dependent on autoniile access.

5. The province should create the legislation necessary to require binding commitments for
transit-supportive development along transportation corridors in advance of transit
construction.

Protecting and Enhancingthe Primacyof T o r o rrinamctalsCore
6. The City of Torontosupported by the Province of Ontarigshould explicitly acknowledge the
primacy and key role played bthe Financial Corebeyond statements in the Official Plaand
take the steps to identify and designate, through new zonimgd other planninginitiatives,
office building development sites to ensure an adequate lorgrm supply of high quality,
transit-oriented sites for future development.

7. The Cityof Torontoand the province should work to accelerate the progress towards
balancing the commercial tax burden and makingommercial propertytaxes more
competitive in Torontods commercial sector.

8. The City of Toronto is at present heavily dependent on a single major employment sector
Financial Services; it is paramount that stepise taken to enhance and foster the continued
prosperity of this sector in order to ensure the economic health and future competitiveness
of the region.

2 The precise amount depends on assumptions regarding walking distance from higher order transit.
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ReinforcingtheAt t r act i veness -Orientell 8ibmamket 0 6s Transit
9. The City of Toronto should encoage highintensity office development along the existing
subway system by revaluating land use policy within a fiveninute walk of subway stations
and designating sites appropriate for office employment development.

10. Land use policy and the developmentaprovals process for the creation of office buildings
must acknowledge that the maximum time for employers to make a commitment to new
facilities through to occupancy is three years.

Re-evaluating Development Priorities n T o r o mMNondrarsit Submarket
11.Rel ying on the successful precedéeBritkandn o0t he Ki |
Beam' districts either side ofthe financial core), the City of Toronto shoufdcus on creating
better value for existing and new investors lglanning for a variety of Bw, highintensity,
multifunction uses in the Toronto no#ransit submarket compatible with existing office
buildings which take advantage of existing or proposed infrastructure investments.

12. As part of the upcoming Official Plan Revievine City of Torord should considerexpanding
the range of permitted uses in selected employment areas while increasing opportunities for
office development in others

13. The City of Toronto should recognize that prime development land currently being absorbed
by residential @ndominium builders must be balanced by a similar designation for office
building intensification in corridors where futuréigherorder transit is planned.

Consolidatingthe Strengths and Reinforcing the Long erm Viability of Suburban Cadependent
Office Clusters
14. Working collaboratively with affected municipalities, the Province of Ontario should amend its
Provincial Policy Statement (currently under review) to preclude the development of
additional suburban office sites that do not fall within existng s ubur ban of fi ce nod

15. In the spirit of intensification advocated in the provincial Growth Planytsurban
municipalities should work to actively expand the range of uses and functions permitted in
suburban office nodesin order to improve their "functionality” and develop an environment
more conducive to pedestrian activity and transit use
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1. Business Competitiveness in the GTHAye Years On

In 2005 the Canadian Urban Institute (CUI) was retained to prepare a reportthe Toronto Office
Coalition (TOC) examining the competitiveness of the office market in Toronto and the surrounding
urban region.Business Competitiveness in the GTé&xamined a wide range of issues affecting the
office market. There were four key fiings:

1 the GTA has the largest inventory of office space in Canada;

1 tax inequities between Toronto and suburban municipalities have affected Tora@tability to
attract new tenants relative to the rest of the region;

9 Toronto has lost tenancies and jobt the suburban municipalities and as a result the Cify
share of new growth has been diminishing;

1 new office space built in the suburban municipalities has been developed in astependent
locations.

Since that report was published, and despite certaithanges in public policies that affect office
location, the trends that were apparent in 2005 are still shaping the development of the office

sector. The outcome is a distinctive geography of offices in the GTA that has implications not only for
the office secto® competitiveness, but also for théongterm competitiveness of theregional

economy.

Thefindingsin this reportare based on the analysis of data supplied by Real Estate Search
Corporation, other available dataand augmented by the results ofnterviews conducted with office
tenants, landlords and developers.

The purpose of this report is t@xaminethe causes and implications of this geography, and explore
what the continuation of businessas-usual policiesand trendsc including the perpetudion of tax
differentials between 416 and 905¢ will mean for these areas, for those who run businesses or
work in them, and for the region as a whol&.he policy recommendations are targeted aiddressing
the two main effects of current regional policy psawl and highway congestion.
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2. Changes and trends since 2005

Severalimportant policy decisions have been made by various levels of government since 2005 that
affect the market for office development, ranging fromrovincialinitiatives that potentially influence
location decisionsand access to office clustersto local actions that affect the costs of doing

business in the GTAAt the same time, the economic downturn that began in 2008, growing
congestion on the GT& roads and highways, energy cosend environmental concerns, and

changes to the isk profile of the developmentndustry are shaping the geography of officbased
employment

TheDifference Between Intensified Office Employment and Other Forms Of
Employment

The provincial initiative taestablish a growth plan for the Greater Golden Horseshoe addressed the
need to concentrate both residential and employment growth. At present, the plan does not
differentiate between two distinct types of employment. Jobs located in office buildings aighty
intensified. Other types of employment are dispersed. For example, First Canadian Place houses
approximately 10,000 jobs on less than one acre of land, while a logistics centre in an industrial
park may have less than five jobs per acre.

The most sgnificant provincial policy in relation to office location is the adoption of the Growth Plan
for the Greater Golden Horseshoe (GGH), which came into effect in June 2q0®e GTA is the core
of the larger GGH.This plan requires municipalities to amendheir official plans to be in conformity
with the Growth Plan.

The plan direcs growth to 25 mixeduse UrbanGrowth Centres across the GGH. These centres are a
combination of existing or emerging downtowns, for which density targets have been $bereare
three levels ofcentres; those in Torontoare required to meet the highest density of residents and
jobs per hectare.

The Growth Plan identifies four growth centres in the City of Toronto in addition to downtown. These
are Yonge/Eglinton, North York, &bicoke, and Scarborough. Ironically, these four clusters have

seen little or no office employment growth for between 15 and 25 yearBhe plan identifies a further
10 UrbanGrowth Centres in the Greater Toronto Aread Hamilton(downtown Hamilton, downtan
Burlington, midtown Oakville, Mississauga City Centre, downtown Brampton, Vaughan Metropolitan
Centre, Richmond Hill, downtown Markham, downtown Pickering and downtown Oshawa).

The plan, by mixing together residents and jobs in its targets, does nobyide clear guidance for
intensifying employment in Urban Growth Centres. It direc®ajor officed uses (defined as
freestanding office buildings of 10,000 mor greater, or with 500 jobs or more) to Urban Growth
Centres, but nonetheless provides for 60%f new development in greenfield areasAsshownin
Figurel, the Urban Growth Centres are not a perfect fit with the wtye office market has evolved.
Clusterss of offices in Markham, Don Mills, Etobicoke, and Mississauga are located some distance
from the Urban Growth Centres.
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Figurel - Urban Growth Centre®elative to Office Foor Space in the GTA
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Source:maps by CUI, office data provided by Real Estate Search Corporatind information adapted from "Places to Grow."

Aligning the locations of Growth Centres more closely with existing concentrations of high density
office employment would improve their chances of success and enhance their effectiveness. one
observer put it,"Existingoffice clusters outside of the each of higher order transit house 500,000
jobs. These buildings are not moving, why create or stimulate new growth centfes?

In 2007, the governmentalso established a regional transportation authority to prepare and

implement a regional transportation @n in support of the Growth Plan. The organization now known

as Metrolinx publishedthe dBig Moveé transportation plan in November 2008In addition to setting

out the vision for a significant expansion of the public transit network in the GTA and Hamiltive

plan identifies dmobility hubsdthat dovetail with the Growth Pla@& Urban Growth Centres. Mobility

hubs aredmajor stationae as é and pl aces ofhaomnect iaviet péfanmatd] t
attractive, intensive concentration of employment, livg, shoppingé The vision is that by 2020, 81%

of the population in the GTAH wibe living within twokilometers of rapid transit, the problem is that

those transit lines do notconnectthe majority ofthese individuals to theirplaces of work.

Figurel shows the elements of the Big Move pl&nThis too is not an ideal fit with the GT#\existing
office clusters, and leaves some of the most imptant clusters unserved, including those in
Markham, Don Mills, and MississaugalVe estimate that even after bild-out of the planned rapid

3 As planned in 2010.
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transit network expansion, about 98nillion ft2 of office development will still be beyond the reach of
higher ordertransit.4

Finally, the provincial government has set in place a process to rebalance the business education ta
(BET) across the province in order to bring those municipalities with higtrean-average BET down

to the provincial mean. While the education tax makes up only a small amount of total occupancy
costs, employers in the City of Toronto and other matureban centres are paying more per square
foot than many newer suburban municipalities. This policy will have the effect of bringing Toronto in
line with the provincial average, although the drop from 1.976% of assessed value to 1.6% will still
leave Torontowith an education tax rate above that of some surrounding jurisdictions (Vaughan has
a tax rate of 1.29%for example). By 2014 the province projects total tax cuts for the business
education tax, as it relates to commercial uses, will total over $2@illion (Province of Ontario,

2007).

The education tax rate decrease will not affect existing buildings in Toronto until 2012
(municipalities with the highest rates are being rebalanced first). In the meantime, new buildings
receive a temporary competitive acantage as the new rate applies to them immediately.

City of Toronto: Little ®gress on the Agenda for Prosperity

One of the most significant municipal interventions since 2005 began with support from the province
8 a new City of Toronto Act, designed provide the Citywith more autonomy and revenue

genrerating opportunities.Bill 53, the Stronger City of Toronto for a Stronger Ontario Aetas passed

on January 1, 2007. Perhaps the most controversial outcomes were the introduction of a municipal
land transfer tax and a personal vehicle taihe latter has been cancelled, as one of the first acts of
the new administration at City Hall\which raised concernsat the time that the costs of doing

business in Toronto will further erode the Ciliycompetiveness Our interviewees, however, did not
cite these new taxes among their concerns.

In 2006, the City of Toronto committed to gradually narramg the gap between commercial tax
classes and residential classesProblems related to the capping of assessments e not, however,
addressed by these measures.

One of the issues raised ICU& 2005 report was a concern about lack of support from the City for
the office sector.Two specific initiatives were already undeva y at tgdadualy reducing tbe
tax burden and addressing lie education portion of the taxThese are addressed in more detalil
elsewhere in this report.

In the months following release ofhe 2005 report on offices the Mayor convened a muksector
task force of business leaders and otheeaders to provide advice on the competitiveness of the
City.

4 These figures are conservative the estimate of office space left unserved by higher order transit depends on assumptions concerning
pedestrian walking distances. If measurements were taken from transit access points (stations), rather than measuringnarfute walk
from the line itself, tre estimate would likely be higher. The corridor measurement has been used since access points have not been
defined for planned transit lines at the time of writing this report.
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Further to the Citg Action Plan, in June 2006the City of Toronto released an economic
development strategy titledAgendafor Prosperity(City of Toronto, 2008) The following targets and
policies were set to reduce and rebalance taxes. As it relates to the office sector, the Agenda sets
policy to:

1 Promote job creation and expansion of the municipal tax base, including the commercial
property tax base.

1 Implement an industrial and commercialgnant attraction strategy that would include a new
industrial and office base ratereducing taxes by 20%; and introduce new tirdgnited
incentive packages for environmental improvements and upgrades and brownfield
rehabilitation.

In the Agenda for Prospaty, the City recognized the need to expand the tax base in order to
generate the additional tax revenue needed to rebalance the tax ratios without dramatically affecting
residential taxpayers. The City also showed that it is aware of the tax burden pthoa commercial
office tenants and that this burden is affecting the competitiveness of the sector, as demonstrated
by the proposed lower tax rate for new buildings.

At the same time, somen the industry expressed concern about providing breaks to some
properties and not others, suggesting it would be detrimental to the market in the long run as it
creates temporary false demand, leading to tenants moving around within the city with only limited
new floor space being leasedn the end, this suggestion wanot followed up.

In addition to reiterating a general commitment to reducing the tax burden for the Toronto office
sector, one of the key recommendationsf the Agenda for Prosperityvas to develop a tenant
attraction strategy, acknowledging the need tsupport the market viability of B and C class building
stock. No progress has been made on this initiative.

The City hasnacted strong policies in its official plaron the importance of supporting the Cifg
downtownd and the Financial District in partialar & as the nation® primary concentration of
economic, cultural and related activity. With the exception of Union Station investmentsyhich have
involved contributions from senior governments, these policy statements do not appear to be
connected toor in synch with capital spending plans texplicitlyenhance the financial core. Asne
interviewee put it,0We are relying too heavily on our laurels and past investmert&€ompetitiveness
cannot be taken for granted; the City needs to keep promoting assets and adding to them with
investment and support.

The City of Toronto's &endence on the Financial ServiceSector

When the majority of office space in the region was in the Financial Core, prior to 1980, many
different businesses such as mining, engineering, publishingnd data services were located there.
The rapid growth of the tech sector and medical sciences, atlte movement of the mining and
resource sector away from the region has resulted in significant changes to the functionality of the
Financial Services cluster. Whereas at one time all offices unrelated to Financial Servioeated
anywhere else but thecore, today, few do
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Figure 2- Geographic Distribution of Office Space by Employment Sector
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TaxDifferentials Still Create Inequities But Change is Slow and Difficult to Achieve
Real estate taxes form a relatively smatiut important component of totaloccupancy costs, but
represent the largest single differential in markets. Sophisticated tenants take into account the gross
costs of occupancy, which include the costssociated with how employees access their place of
work and the need to provide amerties and services where these are lackindgRealty taxes continue

to be enough of a cost driver where access to labour markets and amenities are relativayilar, for
example, oneither side of Steeles AvenuéToronto vs. Vaughan or Markhanay in Etobicdke relative

to neighbouring Mississauga

The tax inequities between properties in the City of Toronto and properties in the surrounding region,
differences in educational tax rates across the region, the tax burden placed on the commercial
office sector n Toronto, and the impact of caps and clawbacks on the office marketgeneral have

all been the subjects of past studies. A series of recommendations made by CUI (and others) have
indicated the importance of reexamining the tax burden placed on differdrsectors across the

region as well as in regard to the respective municipal tax rates in each jurisdiction of the GTA.

In October 2005, the City of Toronto introduced an action plaBnhancing Toronté& Business
Climatethat was intended to promote the competitiveness of the Cayoffice sector(City of Toronto,
2005). The plan addressed a range of issues and inequities affecting business in the GTA, in
particular issues associated with the introduction of market value asse®ent in the late 1990s.

ThroughEnhancing Toront& Business ClimateToronto City Council set out to correct the imbalance
in tax ratios (the tool used to adjust the tax burden borne by different tax classes); push for
reductions in Toront@ business elucation tax rate to bring it in line with the surrounding region; and
accelerate the phasing out of assessment growth caps.
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Despite thestated intention to lower realty taxes in Toronto to make the City more competitive
relative to the rest of the regionlittle has actually changed.

Why not? First, the impact of policy related to the business education tax has not come into effect for
Toronto and will not affect most of the surrounding region. Second, providing tax rate incentives for
new construction,as outlined in theAgenda for Prosperitywill not affect the overall average for the
City for some time, considering the amount of o space constructed since 2005s very small

relative to the total. Third, lowering the commercial tax rate in Torontowld require increasing the

tax rates associated with other classes.

Our interviews suggested that many business owners are becoming resigned to the tax problems and
the persistenttax differentials between Toronto and the 905 region. One notedlVith respect to the

tax gap, it is only part of a much larger equation, and governments are severely constrained [in their
ability] to alter the situation.Face it, tax differentials ared about to changed Another said,6GToronto

is broke and it will not likely b, any time soon, competitive on the tax frord it& not a realityd

Congestionis Currently the Biggest Threat to Competitiveness

The stark differences in commercial property taxes between the City of Toronto and neighbouring
jurisdictions remain a conern for office owners, developers, and tenants in Toronto, but, based on
interviews conducted for this report, appear to have been supeded as a pressing concern by the
urgent need to deal with traffic congestion.

Estimates of the cost of congestion vary and are hard to pin down, but a provingiadss release

titted "Move Ontario 2020"(2007) put the annual costat $2.2 billion for the GTAand some

estimates are even higherThe actual figure is probably less important than the fact thatis known

to be large and is continuing to growver time The variousfigures put forward presumably represent
the extra time wasted by workers stuck in traffic and by those moving gooddtie region (a

particular issue for businesses tht depend on justin-time deliveries).Theymay not include the

hidden costs of additional greenhouse gas emissions or of the stress experienced by those who are
delayed on their journeys to home or workhe danger, in terms of the impact of congestion on
competitiveness, is that companies rarely signal their intention to relocate or publicly complain about
the effects of congestion: they simply "vote with their feet," and leave.

Companies today are startingp consider road congestion in their location decisions. For some, this
means choosing a location in the Toronto core with access to both subway and commuter rail, and
the amenities of downtown, while others opt for less costly office park locations close where their
workers live although one interviewee noted that such locations can sometimes require additional
expenditures by the employer to create buildirgpecific amenities.

Despite a certain amount oflebate about the way in which wireless commucation technologies

can drreed workersfrom fixedHocation offices, ourresearch suggests that many companies are using
technology as a way to solve the problems created byngrestionin a form of Transportation

Demand Management, rather than shaping thebusiness practices around the opportunities
presented by technology.
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The Transfeof Riskfrom Entrepreneursto Institutional DevelopersAffects

Development Decisions

In the heyday of speculative office development (1980s) the decision to build was lalgenade by
private companies backed by pools of readily availabikebt capital. Decisions to build with little or
no predeasingplaced the risk squarey with the developerThe developer could invest years in
transforming many pieces of land into potentlalevelopment sites.The recession of the1990s
transferred the decisionmaking process into the hands ofnore risk-aversepools of capitalwho
viewed development as a business rather than a credit. Now more than ever befdemants choose
both the locaton and the building formbased on their business cyclenot that of the local
municipalities. Developing new sites has largelyecome more difficult without a commitment from a
major tenant Thischange is having an impact on all decisions, notably where to build and when.
From a public policy perspective, the shift in the risk of development significantly affents only
where the jobs will be locatedbut the ability of public policy to affect th location decisions of private
companies The key point is that the development cycle has now been extended so that it is no
longer compatible with the business cyclemaking it more difficult to reach critical mass in terms of
leasing within a timeframethat is acceptable to prospective tenants.

Of the 360 buildingsconstructedin the region in the lastten years, onlyl5 proceeded withless than
60% of spacepre-leased. Virtually no major building has been built without a lead tenant committed
to a sigrificant amount of space since the early 1990s. Average building sizes have dropped
substantially since 1993. In the same time period the suburban office market has grown
dramatically. The requirement for prease commitments has shifted the risk from theleveloper to
the tenant.

The result of this trend has beethe creation ofsmaller buildings with fewetenants in suburban
municipalities on readily available, inexpensive land, where the planning approvals timeframe is
relatively short. The realities ofneeding to prelease a significant proportion of floor space in order to
initiate new construction therefore creates a bias in favour of new office construction in the 905
where tenants can be guaranteed that their space requirements can be delivered itiraely

manner. Our research shows that, with few exceptions, tenants must be guaranteed delivery of new
office space in a period of less than three years in order to make a commitment to the develop

Amenitiesthat Attract and Retain Talentare UnevenlyDistributed in the Region

In today® creative economy, the old model of people moving to find jobs has been turned upside

down. Creative workers (a broad term used to describe workers who are paid to think) are today just

as likely to decide where to livand work based on quality of life factors than a specific job

opportunity. In particular, clusters of cultural amenities can serve as powerful attractors for a

creative talent pool. People are attracted tareas characterized byipscale shoppingrestaurants,

performing arts venues and art galleries, and the preservation and adaptation of heritage

architecture, especially when these are mixed into the fabric of a lively, inviting urban environment.

As Richard Florid42004) of the University of Toronto, Rman School of Businesss u g g e sshaée d, 0
creative people look for in communities are abundant higuality amenities and experiences.

Canadian Urban Institute- Page| 16



In light of this change, many municipal governments in the United States are taking action to provide
high-quality pedestrianoriented public spaces, cultural amenities, transportation and other
infrastructure, because they have found that these investments can attract creative and
knowledgeable talent in an increasingly mobile world. This trend is highlighted by surolestments

as the closure of Broadway to automobiles through New Y@rklowntown, the creation of Millennium
Park and other parks improvements in Chicago, and the development of transit and cycling systems
in Portland.

With an attractive public realm, covenient pedestrian access, higher densities, and a mix of uses
also come restaurantsdesigner boutiquesfitness clubs, theatres and other urban amenities that
meet the expectations of the new generation of highly mobile talent. The presence of these$ypf
amenities closeto office locations can help to attract pools of talent to live and work in the same
neighbourhood giving talent easy access to the workplace. This can helitigate the impact oflost
productivity resulting from congestion, a dissaiied labour force, and limited access to
professionals in related fields, among a range of other factors.

As detailed in our interviews, mployers are now taking into account the costs associated with
attracting, training, and retaining talent in their @lculations of persquarefoot occupancy cost.
Therefore amenities and transportation will play an increasingly important role in reducing costs.
Furthermore, as the employment base of the GTA continues to trend toward office employment,
creating the condiions to facilitate a mix of uses and intensification throughout the region will
become increasingly important.

Demand foroGreend Developmentis Growing

Since the CUs 2005 report, both landlords and tenants have become increasingly interested in the
promise of dgreend development.What began with a focus on investing in designs that reduce
energy costs has become an important element in the competition for both customers and skilled
employees.Tenants are increasingly demanding that new buildings incomate the latest
technologies and approaches in building science to ensure that that new workspace is
environmentally sustainable. One interviewee called green developmétite new normalé

Investing in a green building oin greenbuilding technologies dos not necessarilyimply certification
under one of the many available green building standardssuch as Leadership irEnergy and
Environmental Desigr(LEED). Althouglyreen buildingtechniques arebecoming more and more
common, typically only flagship bldlings in the downtown or large purposbuilt offices in the
suburbs are certified to the highest standards.

Since tenants typically pick up utility costs, developers have little incentive to build green unless the
market demands gren floor space. Howeve as more and more tenants consider lortgrm energy
price trends,demand has been increasing. One interviewee suggested tlifdiling to invest in green
technology today is like failing to invest in air conditioning in the 196@sit will be the fastestway to
become the owner of &lass office spacedWhile lead tenants often demand that new buildings be
built with a high level of energy performance, smaller tenants in the building do not make the
investment to ensure that their interiors are meeting theame level of energy efficiency.
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The Cityof Toronto has workedvith the Toronto City Summit Alliance (TCSApw known as Civic
Action- and others to support initiatives foiogreeningd commercial offices. The City is an active
member of the TCS& Conmercial Building Energy Leadership Council. The GitBetter Buildings
Partnership has also been active in this area, and provides a direct connection to any available
funding opportunities with the federal governmei® energy conservation programs.

In terms of the shift towards "green" in suburban locations, several interviewees noted a growing
demand for "high performance” buildings, particularly from tenants with employees housed in green
buildings elsewhere. Several developers also remarked on the ingouity of constructing LEED

Silver buildings in a sea of parking.

Other Developments Bice 2005

Employers in the financial core, the transariented areas of Toronto, and the Brick and Beam
districts also see the Island Airport aan important economic development asset for the City. With its
exponential growth in commercial flights (from 25,000 passengers a year in 2005 to a projected 1
million in 2010), there is little doubt that it has begun to provide these sectors of the officeanket

with a competitive advantaged both over other submarkets in the GTA as well as other cities in
Canada. Since 2006 Porter has captured 23% of the TorontOttawa market and 17% of the
TorontoMontreal market(Centre for Aviation, 2010)0The Island Aport certainly makes Toronto
much more attractive. Use of Porter by [our firm] has skyrocketddespecially for our business in
Chicago and Montreab it gets used for almost every fligh,one employer told the research team.

While the major financialm st i t uti ons had mi xed opinions about t
they did indicate that othe Island Airport is pro
and is viewed as a distinct c omp edaindtitutingeserdcd vvant age
from the Island Airport, service levels are likely to continue to increase. It is no accident that air travel

and office employment clusters are often found side by side. The growth around the Pearson Airport

and Buttonville in Marklam is no ceincidence, although the latter may not be around for long.
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3. Change in the Geography of Offices since the 1950s

What is new about the new geography? Figure 3 indicates changes in the share of office space
located in each of the foumarkets. The strongest growth has been in the suburban municipalities,
while the share of Toronto transibriented submarket has remained relatively stable and that of the
financial core has shrunk.

Figure 3- Change in Employment Sectors Ov&ime
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Almost 80% of all employment located in the City was in what is now referred to as the financial core
in these early years (prd950) (Figure 4); there was very little commercial office development
anywhere else. Much of the core wasiitreflective of the old city slightly east of Bay Street and
requires some movement in the definition of the financial core, but not only was all the office space
there so too were all the government buildings, educational facilities, cultural buildingysd most of

the shopping Eaton's and Simpsons at Queen Street. It is not surprising that Yonge Street was the
busiest Street west of Montreabr that it was chosen aghe location forCanada's firstsubway.

Contrary to the popular belief that constructimof the subway preceded growth of the office market,

the Yonge Street subwayds success on opening day
baseofhighdensi ty empl oyment from t he adingtasthe tultufal or ont 00
religious and educational centre of the region. This point is worthy of note in the context of current

plans to build rapid transit lines outside of the more urbanized part of the GTA in advance of higher

density development.
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Figure4 - Office Space Distribution1950
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By 1980 (Figureb) the financial core and all transitsupported office space was the dominant
cluster, howevergrowth in scattered locationsTorontonon-transit) was emerging

Although the freeway networkvas already under constructiomluring this period, the Roads and
Traffic department of Metro Toronto was busy improving the arterial road networke combination
of these factors began the process of opening up the potential for building office buildingsintried
locations.

Between 1950 and 1969, mostoffices were inthe 416 area (the former Metro Toronto) but a small
amount of development was taking place in suburban Mississauga. At the same time as major
downtown landmarkslike the TD Centre and Commerce Court opened their doors, groupings of new,
large floor plate buildings in suburban Toronto in locations like Eglinton and the Don Valley
Expressway began to emerge, along with a smaller number of highwegnted office buildirgs in
former industrial parks adjacent to 400series highways in whais now known asahe 905.6

The mid1970s was also thedReformb period at City Hall in Toronto, when stricter rules for
development began to be enforceds(ich as height limit§, prompting developers to seek sites
outside of the corethat were subject tofewer restrictions.
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Figure5 - Office Space Distribution1980
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The total amount of new floor space added to the GTAthe 1980s and early 1990s was
unprecedented, and hasot been matched sinceln downtown Toronto, major complexes such as
the Sun Life Centre, Scotia Plaza and BCE Pldnew known as Brookfield Placegame on stream in
the 1980s and early 1990s. Significant amounts of development were also taking place inbairban
locations within what was then Metro Toronto as well as beyond Torditborders in the area
referred to today as the 905(Figure 6.

The rapid rate of growth in the 905 put a strain on infrastructuréut also stretched the fiscal
resources of sutlurban municipalities. These jurisdictions became heavily dependent on the
development charge model to finance growth, avoiding where possible the need to transfer the cost
structure of absorbing growth onto the tax bas@he willingness of the province timvest in

expansion of the 400 series highway system (and related trunk piped services) made these
jurisdictions more accessible at little or no cost to the local municipalities in the short run.

Although a significant amount of growth occurred in the @and other transitfriendly locations
adjacent to the Yonge subway in North York, over 20 millitih of office development was built in
scattered locations during this period, the equivalent of between 80,000 and 100,000 jobs. As a
sign of things to come approximately 11 millionft2 of this growth took place in multiple locations in
the 905, as developers responded to the demand for less expensive office space. These locations
were accessible almost exclusively by car.
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Figure 6- Office Space Distributin, 1999
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During this time, a considerable amount of office space was attracted to Mississauga City Centre
approximately 3M sq ftwhich made it the largest concentration of office space in Mississauga.
Circumstances changed after the recession in 199however, and no new office buildings have
been built there since that time.

The sustained growth of two decades came to a sudden halt in 1992, by which timethe vacancy
and overbuilt environmenied to a long period of low investmentThis marked the &d of the
traditional crisk modelb of development, characterized by the construction of large amountsafice
space on a speculative basisThe last part of this period, from 1992 to 199, saw very little
development as the economy adjusted to the impadf the severe recession andarge amount of
floor space that was overbuilt relative to demand.

2000-2010

Figure 7illustrates change during the postecessionary periodrom 2000 to 2010 . Just as the
economy was starting to recovethe tax rules were clanged. CurrentValue Assessment superseded
the former business tax. The new commercial taxes applied to all businegmce, whetherit was
occupied or not(the former business tax had applied only to occupied premise#)t the same time,
the province impogd amalgamationon the former Metro Toronto and its six citie® create the
current City of Toronto Athough the province insisted that amalgamation would lead to cost
savings, the move increased costs in the city

First, after rapid growth in almost eery part of the region, development levels remained low for some
years into the new decade. The Torontwmre experienced virtually no office growth, and few projects
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were initiated anywhere in the 416Much of the new office space was created through the
renovationof former industrial buildings in thedBrick and Beand areas either side of downtown
Toronto(see discussion below)

New developments appeared also in Mississauganotably the Airport Corporate Centré and in
scattered cnon-clusterdlocations throughout the 905.In the postrecession, major tenants drove
development decisions, primarily through desigouild deals with developers who no longer had an
appetite for buildington specd The averagesize of each new building in the 905 wasmaller than in
the financial core. These changes werattributable to changes in parking ratios that limited the
amount of parking that could be provided and theequirement by financerghat new projects could
proceedonly with a high percentage of thepace committed

This period also saw the beginnings of growth in tliBrick and Beand districts on either side of the
financial core. In 1996, the City of Toronto took the bold step aderegulatingdtwo areas of

industrial development either side of theentral business district known as théKings6The
breakthrough occurred when politicians and planners acknowledged that the practice of maintaining
historic industrial zoning in order t@preservedthe industrial function was a lost cause. The Kings
were re-designated asdreinvestmentareas.

Since that time, these two areas, bounded by Queen Street on the north and Front Street to the
south, have attracted new investment as landlords and tenants responded to the new ruléSing-
Spadinadand cKing-Parliamentd make no distinction between commercial, industrial and residential
use & provided that the uses are not noxioud and the principal planning mechanism is site plan
approval, provided that buildings fit within prescribed builorm guidelines.

Over he past 15 years, more thar8 million ft2 of office space has been introduced into the two
zones. Characterized aéBrick-and-Beamédevelopment, the two areas have also attracteshany

new condominium units[more than 100,000 units have been added in the cetral area of Toronto
during this timeg, primarily as new build constructionalthough there have been some conversions of
former factory buildings tadofts.6

After more than a decade of little or no activity in this sector, commercial office projechanes
returned to the downtown skyline. The bulk of this growth is accounted for in just six buildidghe
much-delayed BayAdelaide complex, the RBDexia tower, Telus House, Maritime Life, the
Mackenzie Investments building, and a tower anchored byi¢& Waterhouse Coopers.

Although volume was reduced in the 905, momentum continued with development primarily
occurring in Mississaugaf6s Airport Corporate Cent

Of 4.8 million f& of new floor space built in the City of Toronto since Jaamy 2005, all but 200,000

ft2 was built near highetorder transit (subway). However, floor space data alone cannot indicate how
the region is evolving or how it will continue to evolve. Most of the new floor space was made
available in a single year, 2009and does not indicate a change in existing trends.
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Figure7 - Office Space Distribution, 2010
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4. RealtyTaxes: a Situation Largely at a Standstill

Real estate taxedorm a relatively small component of total occupancy cosfbut are still the largest
single differentialwithin markets), and decisions about location are largely based on function and
the ability to tap specific laboupools. Sophisticated tenants take into account the gross costs of
occupancy that includes the costassociated with how employees access their place of work.

Nevertheless, the office sector still suffers frortax inequities between propertiesn the City of

Taronto and properties in the surrounding region, differences in educational tax rates across the
region, the tax burden placed on the commercial office sector in Toronto, and caps and clawbacks on
the office market Despite the existence of numerous reportsn these issues, it is worth

summarizing the situation to date.

Ontaria® 2007 Plan to Balance Business Educationak

At the provincial level, the government set in place a process to rebalance the business education
tax (BET) across the province in ord&y bring those municipalities with higher than average BET
down to the provincial mean. While the education tax makes up only a small amount of total
occupancy costs, employers in the City of Toronto and other mature urban centres are paying more
per square foot thanmany newersuburban municipalities. This policy will have the effect of bringing
Toronto inline with the provincial averagealthough the drop from 1.976% of assessed value to
1.6% will still leave Toronto with an education tax rate above thaf some surrounding jurisdictions
(Vaughan has a tax rate of 1.29% for example). By 2014 tpeovince projectsthat total tax cuts for
the business education tax, as it relates to commercial uses, will total over $2@dillion (Province of
Ontario, 2007).

The education tax rate decrease will not affeetxisting buildings inToronto until 2012
(municipalities with the highest ratesre being rebalanced first)In the meantime, new buildings
receive a temporary competitive advantage as the new rate appli@sthem immediately.

TheTorontoRegional Taxrbalance

Despite theCity's stated intention to lower re&y taxesto make Toronto more competitive relative to
the rest of the regionlittle has actually changed. Figur8 illustrates this limited change sine 2004

0 the blue and red trend lines displayed on top of the actual data points show a tax trend that is flat.

Why has this trend not changed? First, the impact of policy related to BET has not come into effect
for Toronto and will not affect most of theurrounding region. Second, providing tax rate incentives
for new construction, as outlined in the Agenda for Prosperity, will not affect the overall average for
the City for some timesince the amount of floor space constructed since 200%s very smallrelative

to the total. Third, lowering the commercial tax rate in Toronto would require increasing the tax rates
associated with other classes.
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Figure 8- RealtyTax Differential betweerTorontoand the Rest of the Region, 2002009

Realty Taxes: Toronto vs. Suburban Municipalities
As advertised by landlords, and weighted for build size.
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Rebalancingthe CommercialResidential Tax Burden

Rebalancing the commercial and residential tax burden is likely to remain one of the most
substantial challenges the City of Toronto will face as it strives to set tax policy in the futditeis
rebalancing was referred tdy one executive aga shell game that will not solve the underlying
problem6Loading the burden onto residents can also be counteroductive, drive some talent out
beyond City limits and other workers to cities with lower costs of living outside thgiom, which
would lead to increased costs for the employeBome intervieweesited this rebalancing astunfaird
while others indicated that residential taxes in Toronto are very reasonable compared to other
municipalities.

The only way to acderate therebalancing of the burden is to substantially increase the commercial
assessment in the cityd which is made more difficult by higher tax rated or to obtain funding from
higher levels of government to help offset costs that were downloaded to the Citythmy province in
the late 1990s. In addition to social servicesithe City is burdened with more than its fair share of
infrastructure costspone interviewee suggestedThere is a balancing act that must bachieved
between reducing the burden on commeral office, increasing commercial assessment, increasing
the burden on residents, lowering municipal costs, and ramping up senior government funding to
Toronto that must carefully managed.

Somerebalancing is taking placehowever. The &y of Toronto hadowered its tax ratio. In 2003 the
tax ratio in Torontowvas 3.52. Today, this ratio has been decreased to 3.37, a decrease of 4.3%. To
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put this in perspective, Oakvillés ratio remained constant while Markhar® increased and
Mississaugds decreased (se€eTablel).

Tablel - Commercial @fice Tax Ratios

Commercial Office Tax Ratios (rounded to twiecimals)
\ 20032 20093 % change

Note 1: Oakvill& 2009 tax ratio represents 2008 published value
Note 2: Source: OfficecCompetitivenessin the GTA, Canadian Urban Institute, 2005
Note 3: Sources: published sources from Toronto and select suburban municipalities

Another way to illustrate the rebalancing undavay is to compare the increase in taxes levied
relative to total assessment on a clasby-class basis.Figure 9illustrates that, for the office sector,
assessment increased by 11.7% between 2003 and 20Q%vhile taxes leviedduring the same period
increased byonly 6.4%, while the residential class saw approximately equal growth in taxes as in
assessment(Province of Ontario Ministrgf Municipal Affairs, 2003; Province of Ontario Ministry of
Municipal Affairs, 2008)

Figure9 - Tax Levy IncreaseRelative to Assessment Base Growtfforonto 20032007

-3.0% M Growth In Levied Taxe:
-1.4%

m Assessment Growth

Industrial 10.8%

Office Building 11.7%

Retail 16.8%

16.7%
17.8%

-5.0% 0.0% 5.0% 10.0% 15.0% 20.0%

The business community was taken by surprise in 2009. Although a presentation on the proposed
city operating budget had identified an increase in the commercial property tax rate of 1.33%, the
actual effective increase turned out to be 2.93% when the newtget was implemented As the
Toronto Board of Tradeeportedin February 2010,this drepresents the seconehighest tax rate
increase since the amalgamation of Toronto in 19981t appears thatprogress made in previous
years in terms of implementing the policies adopted as a result Bhhancing Toront& Business
Climate has been undermined by thisunexpectedincrease.

Businesses need to be able to forecast their own budgets, and they expedtttvhat a municipality
announces as its own budget will match the actual budget as implemented. When the City of
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Toronto's projections prove to be unreliable, the City appears to be less competitive in the eyes of the
business community.

Caps and Clawbacks in the Commercial Sector

Caps and clawbacks have introduced new inequities whereby some office buildings carry an unfair
portion of the commercial tax burden. While the tax burden is usually defined as the inequity
between residential and norresidentialtax classes, caps (and their byproduct, clawbacks) have
created a newproblem between sectors of the commercial class itself. However, evaluating the
impacts associated with these programs is difficylbecause they are determined on a properyy-
property basis andas a result the information isconfidential.

Because caps affeconlybuildings previously assessed below actual market valueg@ax gapdis
created in the total amount of tax revenue the City would otherwise collect if the cap were not in
place. To make up for this gap, those propies that were previously oveassessed whenCurrent
Value Assessment@VAwas introduced are required to offset the tax shortage through clawbacks
i.e. they continue to be taxedbased on their previously oveassessed value.

Table 2illustrates the City® interpretation of how moving to CVA and eliminating caps and clawbacks
will play out between now and 2014 in Toronto.

Table2 - Impact of Moving toFull CVATaxes gliminating caps & clawbacks)

Property Type Taxes Paid (2004) ($M) Impact of CVA (%)

Condominium 23.5 -8.9%
Hotel/Motel 93.9 -24.9%
Large Office Towers 450.9 -4.9%
Office Building < 50,000 ft* 549.2 -12.2%
Neighbourhood Shopping 210.7 -4.9%
Parking Lots 12.9 209.5%
Regional Shopping Centres 126.6 8.0%
Retail/Strip Retail 143.1 54.2%
Other 248.4 3.6%
*Source: Enhancing Toronto® Business Climate, City of Toronto, 2005.

A majorityof interviewees in 2005 cited realty taxes and rent as the two primary drivers of location
and competitiveness. Addressing the tax inequities across the region, particularly in ligh©afrent
Value Assessmentwhich had been introduced only sevepears arlier, was the primary concern of
the industry and tenants at the time. This is not the case today.

In 2005, average peroot realty taxes in the region sat aabout $9 --this remains essentially
unchanged today. Most of thosénterviewedfor the 2010 update cited taxes as an important issue-
one that shouldri be forgotten in thecourse of carrying out new research but arange of other
crucial issues that need attention are emerging.
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5. TheConsequences of BusinesésUsual Approaches

Throughoutthe 1990s, during arguably the toughest decade in office developmeim North America,
and through the post1990s boom in suburban development, theagion has added an average of 3
million ft2 to its office floor space inventory each year.

Since 1993 thedemand in the GTA for new office space has predominantly been in the suburban
markets. The only substantial growth in the transitriented and core areas of Toronto took place in
2009. Some of these new downtown office buildings have been developed outsitie financial
core, in order totake advantageof properties thathave lower assessment values than those in the
core, thereby reducing operating costs for tenants and making the buildings more competitive.

Figure10 - CommercialOffice Space Growth, 196-2010

Commercial Office Space Growth in Toronto & Suburban Municipalities Year by Year, 2949
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If we extrapolateexistingtrends and look forward 10 yearswhere will 30million ft2 of office
employment space go%iven current trends and policies (that is, business as usual), mosttbis
spacewill be dispersed throughouthe regionin low-density autodependent configurationsand the
region as a whole will face the high infrastructure costs coupled withwer productivityd thereby
increasing costsfor all levels of governmenand for taxpayers.

Instead, if this development were stratgically located in line with publisector infrastructure
investmentso that this investment complements employmenas well as residential useand each
submarket can benefit from the connection of home with places of workthe region would be more
compettive in the long run.
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At the moment, statistics do not demonstrate any change away from the suburban development
trend. Thus decision makers, planners and the industry all must ask themselves how conditions on
the ground can be created to ensure that theongterm competitiveness of the region is not
adversely affected A report prepared for the Toronto Financial Services Alliance by the Boston
Consulting Group (2009) stated thathe sector ought to add40,000 new jobs, butthere is no
accompanyingstrategy to create the office space (8M sq fi)eeded to accommodatehese jobs

within the financialcore. Figure 11 shows how potential office sites have been lost since 2002.

Figure 11 - Downtown Toronto Block RBevelopment, 20022010

Downtown Toronto Block Redevelopment 2002-2010
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The Financial Gre

Thirty years ago, office employment was heavily concentrated in the downtown core, which housed a
wide range of businesses, from engineering offices to publishing firms to the head offices of

manufacturing companies to financial and legal services.

Today,only approximately 22%of the regior office capacity is in Toront@ financial core, and the
areahas a much narrower range of types of business. The head offices, publishing firms, and
engineering companies have largely moved out to suburban areas, sdimes elsewhere in the City
of Toronto, but mostly to th&d05dregion. For the most part, what remains are businesses in or

affiliated with the financial services secto(Figure 12)

Figure 12- Office Space in the Financial Core

Office Space in the Financial Core

DUNDAS ST W
DUNDAS ST E

UNIVERSITY AVE

JARVIS ST

QUEEN STW QUEEN STE

SPADINA AVE

YONGE ST

RICHMOND ST W RICHMOND ST E

ADELAIDE ST W A .ADELAIDE STE

- KING ST E

1€
ot

KING ST W

Und
-. i

>
| B
RONT ST W =
=
9 a
B EV\E*‘N o= =
R0
i ]
- .
0 250 500 Meters
[ [
Building Size ft 2
30,000 - 100,000 T Expressway /f
W 100,001 - 300,000 Major Road
B 300.001 - 800,000 Street
TTC Subway (v Ee
. 800,001 - 3,000,000 500 m around TTC Stations @ searcheorp

Canadian Urban Institute

Page| 31



This specialization 6the downtown core has both benefits and drawbacks. On one hand, Toronto
has become an important city in the network of global financial centres; the sector is relatively strong
and continuing to grow. On the other, the lack of diversity in the downtowoere makes the area
vulnerable to downturns in the sector on which it depends.

Largely, this situation has developed because of land use and tax policy shifts that have made it
harder and more expensive to add new or flexible office space in the core.dnant decades, the
reallocation of developable sites to residential and other uses in the core has reduced the number of
available sites close to transit that could be developed for officeat the same time, the length of the
approvals process required tdring a site to development readineshas increased to the pointat

which developers are often unable to meet the expectations of tenants seeking large amounts of
contiguous space.

The cost of land assembly is possibly the most significant component diic# development. Sites in
the financial core are much more expensive than those elsewhere in the region. Factored into these
costs is the zoning attached to the lands. Zoning determines the cost of each buildable foot, which
influences land value Since cevelopers often wish to increase their permitted density, the cost and
time required to gain such approvals can be extensive, ranging between three and four years
depending on the complexity of the sitdzven for sites that notionally haveéas of rightd zoning, two
years for site plan approval is hot uncommon.

Hard costs, or the actual cost to construgtzary principally in terms of the construction method
relative to its size Hightise office towers cost more to construatot onlybecause more materials
are involved but also because construction methods are more sophisticateBbowntown stes are
considerably more constrained thamthose in greenfield sites, adding costs as well as complexityor
example, busy roads must be closed to bring in equipment,gimfrastructure may need to be re
routed. Asa result, the time needed to construct a new office tower in Torontodsby definitiond
considerably longer than in the suburbs.

Despite the recent recession, Toron® housing market continues to beelatively strong with new
condominium starts occurring almost monthly. All around the downtown core cranes reach into the
sky d the bulk of which have nothing to do with the office indust(gee Figure 1). Condominium
development in Toronto continues toutpace many major North American cities and this has caught
the attention of the office sectorWhen sites for other noroffice use are added into the equation
(such ashotels or entertainment venues), the cumulative impact on the number of suitable sitésr
office is considerable

At present, there are relatively few large development parcels remainingliorontds downtown and,

in some cases, available sites are being filled by residential developments. Two such examples are
the Shangrila site on Univesity Avenue and the Trump site in the heart of the financial district on
Bay Street. At the same time, the office market is moving into areas that have traditionally been the
territory of residential developers both in the "Brick and Bean district and south of the Union
Station rail corridor.
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Despite thedesireto create 40,000 new jobs in the financial services sectpif Toronto is to remain
competitive as a global financial centrethere is no accompanying plan for where these jobs are to
be housed.Just as municipalities act to protect derelict industrial parks for employment uses, there
is a need to protect scarce prime office sites in the downtown, or at least sigiizt office uses have
priority.

At the same time, protecting space for offices thiout supporting their occupants is similar to
preservingfarmland without protecting farmers. The financial sector is to some extent the victim of
its own stability and success; it has been largely taken for granted as a driver of growth and
prosperity ard does not benefit from government support and special programs to help maintain its
global status.

What would be the consequences of business as usual for the financial core?

Given the constraints on expansion in the financial core, any new jobs adddtl mave to be
accommodated elsewhere in the region, further reducing the downtoi@rshare of office space and
jobs relative to the rest of the region. Scarcity of space will also likely drive up prices and occupancy
costs, so that only the largest compags will be able to afford space in the core.

As the core becomes less diverse, it willevitablydepend more and more heavily on the financial
sector. If Toronto can maintain and strengthen its position as a leader in the global financial sector,
the core will prosper, but if that position is weakened in any way, it will affect the health of this
central area.

Without greater recognition of the value of the financial sector, Toronto risks losing some of the key
financial companies in the core of the cityAn industry executive quoted in the Boston Consulting
Group reportPartnership and Action(2009) noted, "If any one of Toronto's major financial
institutions relocated, it would be a devastating blow, but nothing is being done to encourage us to
stay." (p 30). The report includes a menu of strategies that would encourage the existing firms to
stay, and the Toronto Financial Services Working Group will, it is hoped, follow up on the
recommendations.

TorontoTransitOriented Office Clusters

Of all the changs in the office market since the 1950s, perhaps the most worrying is that the share
of the market in transitoriented locations is smaller today than it was at the middle of the previous
century, despite massive growth in market share through to the 1980k 1950, transitoriented
development was focused in the core and on street railway lines. By 1980, the subway system had
dramatically expanded the share of the transtriented submarket, with a major proportion of new
development attracted to locationswithin a fiveminute walk of the subway. However, between 1980
and today the transitoriented share of the market has fallen below 1950 levels.

The only substantial growth in the transitriented and core areas of Toronto took place in 2009.
Some of thesenew downtown office buildings have been developed outside the financial core, in
order to take advantage of properties with lower assessment values than those in the core, thereby
reducing operating costs for tenants and making the buildings more compefté (see Figure 1).
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The transitoriented submarket, like the financial core, is constrained by the limited availability of
space in which to expandFigure 13) caused largely by the conversion of former employment areas
to residential areas. In someases, employers have responded by increasing the density of workers
in the available space. In some parts of the city, the space occupied per employee has fallen to 104
ft2 (with a desk ratio of about 140 & per desk). To achieve these densities, sophisated tenants

are shrinking workspaces while adding more common space within the office for collaboration or to
provide a variety of work environments within the same physical space. While this approach requires
that employees work remotely one or two dayach week, on any given day there can still be more
people in these work spaces than provided for in previous models of floor space design.

Figure 13- Toronto TransiOriented Submarket

The one part of this submarket that is thriving is théBrick and Beanoddistrict to the east and west

of the financial core. The principal source of demand for office space in this district comes from the
so-called ccreative industries 0 software developers, new media, NGOs and the like. In addition to
providing ineresting office spacein an exciting environmentthe "Brick and Beani area attracts
workers who live within walking or cycling distance of their office, or who have reasonably swift
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