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Municipal Act Review 

1. Executive Summary 
MFOA’s review of the Municipal Act, 2001 (“the Act”), makes numerous recommendations to 

improve the Act in support of municipal financial sustainability and independence, as well as 

other principles outlined in the report that guide MFOA’s work.  

 

This submission contains recommendations on revenue restrictions and expansion, financial 

administration and reporting, and building capacity to manage the province-wide infrastructure 

deficit. It also imagines a Municipal Act that encapsulates the full range of municipal legislation 

and regulations. The specific recommendations are summarized below.  
 

Recommendation 1: That the proposed amendments for streamlining and clarifying various 

elements of tax administration be implemented for the 2014 tax year. 

 

Recommendation 2: That Part IX of the Act is amended to give municipalities the authority to 

opt out of the provisions of tax capping. 

 

Recommendation 3: That O. Reg 438/97, a regulation under Part XIII of the Act, is amended as 

set out in the CHUMS/LAS submission to the Debt and Investment Committee. 

 

Recommendation 4: That O. Reg 284/09, a regulation under the Act, is retained in its current 

form. 

 

Recommendation 5: That the current “Heads and Beds” rate of $75 be raised to $183 beginning 

in 2014 and reset every 5 years with each review of the Act. 

 

Recommendation 6: The Province should issue regulations under subsection 40(3) of the Act, 

2001 to permit municipalities to designate, operate and maintain toll roads. 

 

Recommendation 7: The Province should issue regulations to permit the sale of debt as provided 

in section 305. 

 

Recommendation 8: Amend the Act to include a broad power to impose taxes beyond the 

property tax as is found in section 267 of the City of Toronto Act, 2006, to be determined by a 

provincial revenue consultation process.  The power to impose non-traditional taxes must also 

include any ancillary enforcement powers as well as powers to impose fines and penalties in 

cases of non-compliance. 

 

Recommendation 9: In 2014, the Province and municipal sector should begin discussions on a 

comprehensive strategy to address infrastructure gaps in Ontario municipalities and to create 

investment strategies that compliment and support long-term financial planning in the sector. 

 

Recommendation 10: Regulations and legislation that have a significant impact on municipal 

finances should be brought under the umbrella of the Municipal Act regulations and legislation. 
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3. Introduction 
This review of the Act has been prepared by the Municipal Finance Officers’ Association of 

Ontario (MFOA).  The Municipal Finance Officers' Association (MFOA) was established in 1989 

to represent the interests of Municipal Finance Officers across Ontario. MFOA promotes the 

interests of its members in carrying out their statutory and other financial responsibilities by 

initiating studies and sponsoring seminars to review, discuss and develop positions on important 

policy and financial management issues. 

 

 

4. Rationale 
Subsection 3(2) of the Act states that: 

 

The Ministry of Municipal Affairs and Housing shall initiate a review of this Act before 

the end of 2007 and thereafter within five years of the end of the previous review. 

 

2012 was a Municipal Act review year and elements of the review have continued into 2013, 

therefore it is an opportune time for MFOA and its members to positively influence the Act.  

 

 

5. Principles 
MFOA believes that all good public policy should be principle based.  Here are the principles that 

guide our specific recommendations for reform: 

 

 

 Financial sustainability: Municipalities should demonstrate their status as independent 

governments in financial terms and strive to reduce dependence on external funding.   

 

 Modernization of the revenue framework: Municipalities’ own source revenues should 

be capable of directly reflecting the economic activities that take place within a 

municipality’s borders. All groups using or benefiting from municipal services should 

contribute to the provision of those services through municipal rates.  

 

 Strong financial management: Prudent financial management practices and strong 

internal controls should be employed by municipalities.   

 

 Mutual respect: We insist on a mutually respectful relationship between the municipal 

and provincial spheres of government.  

 

 Meaningful consultation and responsiveness: Municipalities require meaningful 

consultation on provincially initiated policy changes, commensurate resources to 

implement provincially initiated changes and responsive legislative and regulatory 

measures in areas of widespread municipal concern.  
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6. Tax Administration 
MFOA members have identified three amendments that should be made to the sections of the Act 

dealing with municipal taxation and tax capping.  These proposed amendments have strong 

consensus in the sector and the support of MFOA and OMTRA.  The proposals, intended to 

correct administrative issues or to provide greater clarity, would make significant improvements 

in the area of tax administration.  These are summarized in Appendix A at the end of this 

document. 

 

 
 

 

 

 
 
 

7. Tax Capping 
Part IX of the Act deals with capping of taxes for the commercial, industrial and multi-residential 

property tax classes. Since capping was introduced in the late 1990s, a number of measures have 

been introduced to give municipalities greater flexibility to accelerate the process of moving 

properties towards full Current Value Assessment taxation.  As a result of these measures, many 

municipalities now have relatively few properties where taxes are capped.  In addition, tax 

protection in the form of assessment phase-in also applies to the commercial, industrial and multi-

residential classes.  Therefore, it is prudent to amend the Act to provide municipalities with the 

ability to opt out of the tax capping provisions of the Act.   

 

MFOA supports the paper prepared on this topic by Municipal Tax Equity, which is attached in 

Appendix B. 

 

 
 

 

 

 

 

 

 

8. Investment Powers 
Part XIII of the Act deals with debt and investment.  MFOA has a keen interest in municipal 

investment powers since it provides investment pooling services to the sector in partnership with 

the Association of Municipalities of Ontario (AMO), Matters related to debt and investment are 

routinely dealt with at the Debt and Investment Committee which is a committee representing 

municipalities, associations, investment dealers, rating agencies and several provincial 

ministries.1 

 

MFOA, AMO, and other municipal members, submitted a number of proposals to the Debt and 

Investment Committee for amending the regulation dealing with O. Reg. 438/97 Eligible 

Investments and Related Financial Agreements. Our position paper is set out in Appendix C. 

                                                      
1 The ONE Investment program is an investment pool run jointly by the CHUMS Financing Corporation (a 

subsidiary of the MFOA) and LAS (a subsidiary of AMO). 

Recommendation 1: That the proposed amendments for streamlining and 

clarifying various elements of tax administration be implemented for the 

2014 tax year (Appendix A). 

Recommendation 2: That Part IX of the Act is amended to give 

municipalities the authority to opt out of the provisions of tax capping 

(Appendix B). 

mailto:http://www.e-laws.gov.on.ca/html/regs/english/elaws_regs_970438_e.htm
mailto:http://www.oneinvestmentprogram.ca/wcm/OneInvestment/Home/OneInvestment/Home.aspx
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9. Budgeting for Expenses 
Section 294.1 of the Act requires municipalities to prepare financial statements each year in 

accordance with “generally accepted accounting principles” established by the Public Sector 

Accounting Board of the Canadian Institute of Chartered Accountants.  In 2010, municipalities 

prepared financial statements for 2009 that required tangible capital asset accounting for the first 

time.  This represents a significant change in municipal accounting practices.   

 

O. Reg 284/09 – Budget Matters came into force on January 1, 2009 and complemented the new 

requirement for municipalities to report on their tangible capital assets and move from modified 

accrual to full accrual accounting in their audited financial statements. The intent of the 

regulation was not to change the way municipalities budget, but to draw Councils’ attention to 

specific significant ‘accrual’ expenses.  

 

Accordingly, under the regulation municipalities may exclude amortization costs, post-

employment benefits expenses, and solid waste landfill closure and post-closure expenses when 

preparing annual budgets. The regulation requires councils to adopt annual reports that show the 

impact of not fully covering the estimated costs of these expenses.  

 

The MFOA supports O. Reg. 284/09 as it is currently written. The status quo respects municipal 

autonomy, while presenting the financial position of the municipality and linking the budget 

document to the greater financial management framework.  Our Board approved position paper 

can be found in Appendix D. 

 

 

 

 

 
 

 

10. Existing Municipal Revenue Sources 
Several sections in the Act have never had regulations to give them force.  These include: 

 Section 323: “Heads and Beds” 

 Section 40: Toll roads 

 Section 305: Sale of debt 

 

Section 323: Heads and Beds 
A number of properties in Ontario are subject to taxation, but not based on current value 

assessment.  These properties, which are identified in section 323 of the Act, include: 

 Colleges and universities 

 Public hospitals or provincial mental health facilities 

 Correctional institutions, and 

Recommendation 3: That O. Reg 438/97, a regulation under Part XIII of the 

Municipal Act, be amended as set out in the CHUMS/LAS submission to the 

Debt and Investment Committee (Appendix C). 

Recommendation 4: That O. Reg 284/09, a regulation under the Municipal 

Act, is retained in its current form (Appendix D). 

mailto:http://www.e-laws.gov.on.ca/html/regs/english/elaws_regs_090284_e.htm
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 Residences for the developmentally disabled 

 

For these types of properties the tax is determined by applying a regulated rate against the number 

of students (universities, colleges) or beds (correctional facilities, residences for the 

developmentally disabled).  Subsection 323(10) gives the Minister of Finance the authority to 

establish the applicable rate by regulation. 

 

Currently the rate is set at $75.  This rate was established in 1987 and has not been adjusted in the 

subsequent 25 year period. MFOA has previously recommended that this rate be adjusted to 

reflect inflation over the period.  Others have also recommended such changes. 

 

Based on the non-residential construction index, the rate should be approximately $183 when 

adjusted for the index’s inflation.  

 

 

 
 

 

 
 
 
 

 
 

Section 40: Toll Roads 
Subsection 40(1) of the Municipal Act, 2001, states that: 

 

40.  (1)  A municipality may, 

(a) designate a highway as a toll highway; and 

(b) operate and maintain the designated highway as a toll highway. 

 

Notwithstanding this grant of power, Subsection 40(2) states that “a municipality does not have 

the power to designate, operate and maintain a highway as a toll highway until a regulation is 

made under this section.”   Subsection 40(3) provides for broad regulation authority for the 

Lieutenant Governor in Council. 
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Recommendation 5: That the current “Heads and Beds” rate of $75 be raised 

to $183 beginning in 2014 and reset every 5 years with each review of the 

Municipal Act, reflecting inflation in the non-residential construction index. 

http://www.e-laws.gov.on.ca/html/statutes/french/elaws_statutes_01m25_f.htm#s40s1
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This provision has been in the Act for over 10 years.  It would be prudent to formulate regulations 

that will enable municipalities to designate or operate toll roads if they deem it necessary. 

 

 

 
 

 

 
 

 

Section 305: Sale of Debt 
Subsection 305(1) of the Act states that: 

 

305.  (1)  A municipality may sell any prescribed debt payable to the municipality to any 

other person in accordance with the prescribed rules and conditions. 2001, c. 25, 

s. 305 (1); 2002, c. 17, Sched. A, s. 48 (1). 

 

Subsection 305(2) grants the Minister of Municipal Affairs and Housing the power to issue 

regulations to prescribe the types of debt for the purposes of section 305.  To date, no regulations 

have been issued, therefore we recommend that regulations be issued to make this part of the Act 

come into force.  

 

 

 

 

 

 
 

 

11. New Revenues 
 

The Need 
Municipalities of all sizes face significant financial pressures. Financial pressures with respect to 

growth related capital costs, infrastructure backlogs, escalations in the costs of capital projects 

and higher standards for services coming from citizens and/or government regulations necessitate 

a comprehensive review of alternative own source revenues for municipalities that go beyond the 

provisions currently found in the City of Toronto Act, 2006.  In addition, by the end of 2013, 

work on asset management plans will yield valuable information about the size and nature of the 

infrastructure gap in Ontario municipalities. As we move into 2014, addressing these realities 

requires a multi-pronged solution that includes, at the very least: 

 

 Long-term sustainable funding for all municipalities, but particularly those with a limited 

ability to raise own source funds, and 

 New revenue sources for municipalities, based on a provincial revenue consultation 

process 

 Ancillary enforcement powers in cases of non-compliance with non-traditional taxes 

 

Recommendation 6: The Province should issue regulations under subsection 

40(3) of the Municipal Act, 2001 to permit municipalities to designate, 

operate and maintain toll roads. 

Recommendation 7: The Province should issue regulations to permit the sale 

of debt as provided in section 305. 

http://www.e-laws.gov.on.ca/html/statutes/french/elaws_statutes_01m25_f.htm#s305s1
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Part X of the City of Toronto Act, 2006, authorizes the City to impose taxes.  Subsection 267(1) 

states that: 

 

The City may, by by-law, impose a tax in the City if the tax is a direct tax, if the by-law 

satisfies the criteria described in subsection (3) and if such other conditions as may be 

prescribed are also satisfied. 2006, c. 11, Sched. A, s. 267 (1). 

 

Many of our members have expressed a strong interest in alternative revenue sources.  A recent 

report from Mississauga estimates that the land transfer tax alone could raise approximately $74 

million annually, which would make a positive contribution to closing the City’s infrastructure 

gap. 

 

 

 

 

 

 

 

 

  

 

 

 

While MFOA has not endorsed any specific tools, it looks forward to progress on the revenue 

front. Municipalities will require new revenue tools to invest in future infrastructure and these 

tools should not be limited to the GTHA.  

12. Financing Municipal Infrastructure 
In 2001 the biggest additions to the Act were broad spheres of jurisdictional and natural person 

powers. These principles do not apply to financial sections of the Act and its regulations. This is 

contradictory, since municipal potential for responsibility and scope has increased without the 

corresponding tools to implement and finance this responsibility and scope.  

 

In 2014 most municipalities will have asset management plans, which will identify gaps and 

needs. The provincial government should use this opportunity to launch a review process to 

understand the municipal infrastructure deficit, cost efficiencies, and new revenue tools 

specifically earmarked for infrastructure, focusing on dedicated tools for capital.  

 

 
 

 

 

 
 

13. Regulatory Consistency 
A significant amount of regulations and legislation that impact municipal finances are located 

outside of the Act. To ensure regular review of these regulations and legislation, and to ensure 

Recommendation 8: Amend the Municipal Act, 2001, to include a broad 

power to impose taxes beyond the property tax as is found in section 267 of 

the City of Toronto Act, 2006, to be determined by a provincial revenue 

consultation process.  The power to impose non-traditional taxes must also 

include any ancillary enforcement powers as well as powers to impose fines 

and penalties in cases of non-compliance.  
 

Recommendation 9: In 2014, the Province and municipal sector should begin 

discussions on a comprehensive strategy to address infrastructure gaps in 

Ontario municipalities and to create investment strategies that compliment 

and support long-term financial planning in the sector. 
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consistency between the principles used to govern municipal-provincial relations (municipal 

responsibility, independence, and accountability), regulations and legislation that have a high 

impact on municipal finances should be brought under the umbrella of the Act. 
 

 

 

 

 

 

 

 

 

We would be happy to support MMAH in this legislative exercise.  
 

 

14. Conclusion 
MFOA has specified recommendations with respect to the following areas of the Act: 

 

 Tax administration 

 Tax capping 

 Investment powers 

 Budgeting for expenses 

 “Heads and Beds” taxation 

 Toll roads 

 Sale of debt 

 New revenue sources 

 Financing municipal infrastructure 

 Regulatory consistency 

 

In addition, MFOA supports a broad review of revenue sources that should include, but not be 

limited to, financing transport services.  Municipalities are moving to long-term financial 

planning and asset management, therefore we support a review of new revenue sources for all 

municipalities as well a general review of provincial transfer programs and processes to ensure 

that provincial transfers are made in a way that supports provincial objectives for long-term 

financial planning and municipal asset management. 

  

Recommendation 10: Regulations and legislation that have a significant 

impact on municipal finances should be brought under the umbrella of the 

Municipal Act regulations and legislation. 
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Dear Ken and the Executive of the AMTCO/OMTRA, 

  

In response to your request for suggested amendments to the Municipal Act, 2001 (MA), we have 

encountered several issues with the act as it now stands pertaining to tax sales that we think could 

use another look.  We have outlined three problems below along with suggestions to address the 

issues.  We have a fourth issue that we are still discussing for possible suggestions, however we 

are forwarding on the problem to you in the meanwhile for consideration for possible suggestions 

for resolution. 

  

ISSUE NO. 1  

Surplus Funds that are required to be paid into court following a readvertised tax sale 

conducted in accordance with MA section 380.1 

  

Problem 
As the wording of the act stands now, all surplus funds after a tax sale must be paid into court 

pursuant to MA section 380(2) with surplus funds described in section 380(2) as the proceeds of 

the sale, minus the cancellation price.  Tax sales are most often unsuccessful when the amount of 

taxes owing (for some reason or another) overwhelms the value of the property. In situations 

where the municipality has written off taxes following a prior unsuccessful sale per s. 354 and has 

readvertised the property for sale per s. 380.1 at a new lower cancellation price comprised of the 

remaining taxes and costs, the surplus funds from the successful readvertised sale are required by 

s. 380(2) to be paid into court where the delinquent owner or some other party with an interest in 

the property could claim them.  It only seems fair that if the municipality has written off taxes and 

is lucky enough to have a tender in a readvertised sale for more than the new cancellation price, 

that they should be able to apply those proceeds to the taxes that were written off.   

  

Suggestion: 
The Municipal Act 2001 be amended so that if there are surplus funds after a readvertised sale 

where the municipality has written off taxes and reduced the cancellation price from the first sale 

as provided by MA sections 354 and 380.1, the surplus funds should be applied to the 

cancellation price for the re-advertised sale and then to the amounts that were written off before 

any balance is paid into court. 

  

ISSUE NO. 2 

An error in paragraph 3 of Form 10 Final Notice of Readvertisement.  It appears to offer an 

option for an extension agreement in paragraph 3 that would be in contravention of s. 

378(1) 

  

Problem 

The window for entering into an extension agreement only exists for one year from the date the 

tax arrears certificate was registered as per MA section 378(1).  The one year has passed before 

the property is advertised for the first sale date.  It appears that the contents of the Form 3 Final 

Notice were copied into the Form 10 without consideration that the option of an extension 

agreement in paragraph 3 was not applicable to a readvertised sale. 

  

Suggestion: 
Reference to an extension agreement be removed from paragraph 3 in Form 10.   
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ISSUE NO. 3 

Method of Payment Problem 

Rule 25 states: 

  

Subject to clause (6) (1) (b), any payment required by this Regulation to be made in cash 

may be made by way of cash or money order or by way of bank draft or cheque certified 

by a bank or trust corporation. 

  

This creates problems, and a potential lawsuit, when a certified cheque from a credit union is 

received.   

  

It's important to note that in many communities, there is no bank or trust corporation; only a 

credit union.  The nearest bank or trust corporation may be a hundred or more kilometres 

away.  This makes it difficult for some potential tenderers or bidders to get a bank draft or 

certified cheque from a bank or trust corporation. 

  

Suggestion: 
Clause (6) (1) (b) of The Municipal Tax Sale Rules be amended so that it recites: 

  

accompanied by a deposit of at least 20 per cent of the tender amount, which deposit shall 

be made by way of money order or by way of bank draft or cheque certified by a bank or 

trust corporation or credit union or caisses populaires. 

  

Rule 25 be amended so that it recites: 

  

Subject to clause (6) (1) (b), any payment required by this Regulation to be made in cash 

may be made by way of cash or money order or by way of bank draft or cheque certified 

by a bank or trust corporation or credit union or caisses populaires. 

  

ISSUE NO. 4 

Stalemate that occurs property when purchaser has paid balance owing pursuant to 

Municipal Tax Sale Rules O. Reg 181/03 (Tax Sale Rules) 11(2), 12(2) or 16 and has been 

declared the successful purchaser, but refuses to sign the documents required to register tax 

deed 
  

Problem: 
We have encountered several situations where purchasers in a tax sale pay their balance in full as 

required in section 11, 12 or 16 of the Tax Sale Rules but then refuse to sign the 

Acknowledgement and Direction required for electronic registration or the Land Transfer Tax 

Affidavit required for paper registration.  The treasurer is caught between various sections of the 

Municipal Act 2001. (MA)   The “Successful Purchaser” has been declared in accordance with the 

above sections and MA Section 379(5) (a) says the treasurer  

  

… shall prepare and register a tax deed in the name of the successful purchaser or in such 

name as the successful purchaser may direct. 

  

The treasurer is required to register the tax deed but does not have control over the purchaser 

signing the Acknowledgement and Direction required to register electronically or the Affidavit of 
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Land Transfer Tax required to register the paper document.  Also, neither the Form 7 Tender, nor 

the Auctioneer’s receipt contains enough information to draft a registerable tax deed under the 

current Land Registration Reform Act requirements, most particularly the birth date and chosen 

tenancy of the purchaser(s). 

  

The municipality cannot go to the lower bidders in an auction as the auction is over at this point 

and everyone has gone. In a tax sale by tender, the tenders of everyone other than the "Successful 

Purchaser" have been returned.  There is no provision to cancel only the sale portion of a tax 

registration and readvertise once the successful purchaser has been declared.  The 90-day 

provision in section 22 of the Tax Sale Rules does not apply to this situation as this is to be used 

if completing the sale “would be unfair to the bidders or tenderers” and by the time it is 

discovered the Purchaser won't sign, the 90 day period is too short to accommodate a readvertised 

sale.  Even if it did, it would totally undermine the tax sale process as purchasers could delay the 

cost and time of investigating a property until they are declared the successful purchaser, hold off 

on finalizing the registration until they complete their investigations and then get their money 

back if they decide they are unhappy with the deal.  The municipality would be stuck with the 

cost of doing the whole sale over, with no confidence that the same thing wouldn't happen the 

next time around. 

  

Another suggestion of declaring that there was no successful purchaser and then vesting would be 

patently unfair to the lower tenderers who submitted their tenders in good faith and particularly to 

the second highest tenderer who would have been the successful purchaser if the highest tenderer 

had not bid or tendered for a property he or she did not want.  

  

This situation has arisen several times when it is obvious the bid or tender was submitted without 

the purchaser investigating matters such as crown interests, contamination and/or road 

access.  They paid their balance so that lower bids or tenders are rejected and then went to check 

out the property to discover it is not the deal they were hoping for.  They then demanded their 

money back and refused to sign the documents required for registration.   

  

Note that the Prescribed Form 6 Tax Sale ad says: 

  

Except as follows, the municipality makes no representation regarding the title to or any 

other matters relating to the land(s) to be sold.  Responsibility for ascertaining these 

matters rests with the potential purchasers. 

  

When the purchaser refuses to sign the documents required for registration, how does the 

treasurer move forward with the property?  The Cunningham v. Front of Yonge case confirmed 

that the tax sale is not final until the tax deed or notice of vesting is registered as per MA section 

383(1).  The ownership is still in the name of the old owner.  What happens to the funds in this 

stalemate? They cannot be paid into court because the sale is not final yet as determined in the 

Cunningham case.  If they are applied to the arrears, the old delinquent owner would retain 

ownership with the taxes all paid up at the expense of the purchaser.  Could the purchaser come 

along years after the sale and demand their tax deed finally be registered?   

  

Allowing purchasers to back out of a tax sale because they have not done their due diligence or 

they have simply changed their mind, undermines the whole tax sale process and results in added 

costs and time to the municipality, as well as tying up the title of the property. 
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It is apparent from the wording of the legislation that it was drafted at a time when no further 

action was required on the part of the purchaser in order to register the tax deed.  The money was 

paid and the tax deed registered.  With amendments to the Land Transfer Tax Act requiring that 

the affidavit can only be signed by the transferee (purchaser) and the Land Registration Reform 

Act providing for electronic registration, the sections of the Municipal Act that pertain to 

registration of the tax deed need to be updated to accommodate these changes. 

  

In most cases, the properties are small and not worth much, so the purchaser is content to walk 

away or play a game of chicken to see if the treasurer will cancel the tax registration so the 

municipality can move on.  The property may have a small assessed value, but this stalemate can 

cost a lot of money and time for the municipality.  

  

At Realtax, we are still discussing several options for amendments to the Municipal Act, 2001 

that would allow the treasurer to move ahead with these properties without getting caught up in a 

cumbersome legal quagmire.  We thought, however, we would pass this issue along to you for 

your consideration in the meanwhile. 

  

If you have any questions regarding this letter, please do not hesitate to contact us.  We are 

pleased to offer any ongoing support we can.  

  

Best regards, 

  

Mary 

  

RealTax Inc. 

  

Mary MacCallum 

Tax Sale Specialist 

Phone 1-888-585-7555 X 6 
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Appendix B: Discussion Paper: Allowing Municipalities to Opt 

Out of Business Tax Capping 
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Discussion Paper 

 

Allowing Municipalities to Opt Out of Business Tax Capping 

 

Prepared by: 

 

Municipal Tax Equity (MTE) Consultants Inc. 

 

12005 Steeles Avenue, RR #3 

Georgetown, Ontario 

L7G 4S6 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

© 2012 Municipal Tax Equity Consultants Inc.  
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Disclaimer and Caution  
 

The information, views, data and discussions in this document and related material are provided 

for general reference purposes only.  

 

Regulatory and statutory references are, in many instances, not directly quoted excerpts and the 

reader should refer to the relevant provisions of the legislation and regulations for complete 

information.  

 

The discussion and commentary contained in this report do not constitute legal advice or the 

provision of legal services as defined by the Law Society Act, any other Act, or Regulation. If 

legal advice is required or if legal rights are, or may be an issue, the reader must obtain an 

independent legal opinion.  

 

Decisions should not be made in the sole consideration of or reliance on the information and 

discussions contained in this report. It is the responsibility of each individual in either of a 

decision-making or advisory capacity to acquire all relevant and pertinent information required to 

make an informed and appropriate decision with regards to any matter under consideration 

concerning municipal finance issues.  

 

MTE is not responsible to the municipality, nor to any other party for damages arising based on 

incorrect data or due to the misuse of the information contained in this study, including without 

limitation, any related, indirect, special or consequential damages.  
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Introduction and Purpose  
 

Leading into 1998, sweeping reforms to the property assessment and taxation system were 

introduced by the Harris Government under the auspices of a number of key goals. Primary 

among these was ensuring that the assessment of real property and taxation practices across  

Ontario would be more fair, consistent, and understandable for taxpayers. Despite this original 

conviction, when faced with widespread criticism of their initial efforts the Government of the 

day quickly introduced a mandatory tax capping program for business class properties for the  

1998 through 2000 tax cycles, which became known as the 10-5-5, in a laudable attempt to ease 

the transition to the new property tax regime.  

 

Since these early days of reform, a variety of modified tax capping protection regimes have been 

implemented, replacing earlier successors with more permanent forms of relief. This tradition has 

created a long legacy of inequity within the multi-residential, commercial and industrial tax 

classes, which has effectively undermined the original goals of a stable, fair, transparent, and 

easily administered assessment and property tax system in the Province of Ontario.  

 

Since the initial implementation of business tax capping in Ontario, Municipal Tax Equity (MTE)  

Consultants Inc. has worked intently with property tax professionals and municipalities across the 

Province to meet the policy and administrative challenges of these demanding and complicated 

tax protection programs. Our involvement with capping has ranged from the development of 

critical educational materials and seminars, to the provision of ad-hoc expert assistance, to the 

development and management of our full service stand-alone capping program.  

 

To ensure that our clients and the municipal community at large have had access to the most 

current and highest quality information and support, MTE has invested the time and resources 

required at every stage to ensure that our capping expertise evolved in-step with the program 

itself. This evolution has been deliberate in terms of capping program and calculation mechanics, 

the options available to municipalities, and the changing patterns of capping outcomes.  

 

From our unique vantage point over the capping landscape, we have been able to observe the 

history of capping unfold and have experienced its evolution at every stage. What has become 

particularly evident since the advent of CVA exclusion options in 2009 is that currently in many 

jurisdictions the actual impact of capping on the taxpayers’ final liabilities has become marginal 

or non-existent. The capping program has diminished dramatically in importance, and is proving 

to have a material impact on fewer properties each year. The concern remains, however, that 

despite the limited number and magnitude of capping adjustments now being applied, the 

program as a whole continues to require significant time and resources to administer and manage.  

 

In light of the fact that so many municipal councils have adopted policy schemes aimed at 

minimizing the impact of capping to the greatest degree possible, it seems obvious that the next 

change to Ontario’s capping policy, as currently set out under Part IX of the Municipal Act,  

2001, is for the Province to give municipalities the ability to Opt Out of the program in its 

entirety. Further, it may also be argued that 2013 is the most appropriate and opportune time for 

this change to be made.  
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The following discussion has been prepared to explore this issue in a systematic fashion. We at  

MTE hope that it will ultimately serve to crystallize, summarize and articulate the municipal 

perspective. To this end, we would ask that our clients consider the points, comments and general 

themes set out below, and provide us with any comment, thoughts and reactions that you may 

have.  

 

Overview of Business Tax Capping  

 

Legislation creating the mandatory “10-5-5” tax capping program was originally presented as a 

transitional measure to provide temporary tax protection for the 1998 through 2000 tax cycles.  

In 2001, however, the Province introduced additional property tax reforms that served to 

reinforce the prescriptive nature of the property tax policy environment in Ontario. At this time, 

tax capping became a permanent feature of the property tax landscape as the original, temporary 

10-5-5 program was replaced on a Province-wide basis with a modified model known as the “5% 

limit on increases”.  

 

In response to concerns about the mechanics and prescriptive nature of the business tax capping 

program, the McGuinty Government announced a series of reforms for 2005 and subsequent 

taxation years. These reforms introduced a number of capping options to be used at the discretion 

of single and upper-tier municipalities. The initial range of optional tools included: 1) the ability 

to increase the annual cap from 5% of the previous year’s final capped taxes up to 10%; 2) setting 

a second limit for annual increases of up to 5% of the previous year’s annualized CVA taxes; 

and/or 3) the establishment of dollar thresholds of up to $250 whereby properties with nominal 

capping adjustments could be moved directly to their CVA tax liability in any given year. The 

2005 reform package attempted to balance the interests of those in favour of maintaining property 

tax capping against the call to give municipalities the flexibility to accelerate movement towards 

full CVA taxation for all classes of property where this was the local preference.  

 

The 2009 taxation year represented another in a long series of reform and reassessment cycles.  

In addition to a number of fundamental changes to the assessment system, which included the 

introduction of a four-year reassessment cycle coupled with a program to phase-in assessment 

increases, the Province gave municipalities the option to begin permanently excluding individual 

properties from capping by utilizing “stay at CVA tax” and “cross-over CVA tax” tools.  

 

Challenges at the Municipal Level  

 

Municipalities throughout the Province have devoted significant resources to ensure compliant 

and appropriate implementation of the mandatory tax capping program since its inception. The 

capping program has proven to be an administrative and budgetary burden because of the 

increased complexity it has added to the annual tax billing exercise and the management of any 

in-year tax adjustments required in response to assessment appeals, tax rebates or other events 

that demand that taxes be recalculated.  

 

Despite the burdens posed by the business tax capping regime, Ontario’s municipalities have 

accepted the associated challenges and have demonstrated a high degree of local responsibility 

with respect to the shape and outcomes of this program as it applies to taxpayers. Since the  
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original introduction of optional capping tools in 2005, municipal staff and decision makers have 

in the vast majority of cases shown a keen interest and willingness to capitalize on the various 

options provided by the Province in order to optimize local capping regimes and accelerate the 

greatest number of properties to their full CVA tax liability.  

 

In addition to the application of the core capping calculation options, municipalities have widely 

utilized the “new construction” constraint options, which ensures new or significantly improved 

capped class properties are subject to CVA tax.  

 

Based on our observations, the majority of municipalities across the Province have strategically 

and deliberately employed the mix of optional capping tools in each taxation year that proved to 

be the most effective in meeting their local capping objectives. For most, this has meant a marked 

decrease in the annual cost of capping protection being provided and a striking increase in the 

number of properties being taxed at their full CVA tax level (i.e. CVA multiplied by Applicable 

Tax Rates). This not only means that more tax bills are being issued without capping adjustments, 

it also means that when in-year adjustments are required, the end tax adjustment is most likely to 

be made in direct proportion to any change in assessed value. This is not the case for properties 

subject to either a cap or claw-back adjustment.  

 

Case for Capping “Opt-Out” Policy  

 

The increasing range of capping options provided by the Province since 2005 has been a welcome 

change from the more prescriptive environment, which characterized 2004 and previous years. 

Notwithstanding the current flexibility offered to municipalities to tailor their local capping 

programs, we believe that there is a significant consensus within the municipal community that it 

is time for municipalities to be given the ability to opt out of business tax capping entirely.  

 

The McGuinty Government has proven it values policies that place the responsibility for local 

property tax decisions with the level of government most directly responsible for levying the tax 

itself. The Government’s policy changes surrounding capping options, tax ratio movement, and 

levy restriction rules (hard-capping), have all provided municipalities with greater autonomy to 

craft local tax regimes that truly reflect local priorities and objectives within a common set of 

Province-wide standards and criteria. The Government must now show its commitment to this 

trajectory, thereby making decisions with respect to the future of capping in our communities 

local responsibilities.  

 

It should also be noted that the case for giving municipalities the ability to opt out of business tax 

capping is based on factors that go far beyond the argument for local autonomy; it is also strongly 

rooted in the fact that this specific program is outdated, redundant, inherently inequitable, 

administratively cumbersome and confusing to the taxpayer. The most relevant and critical of the 

concerns and issues raised by this program are explored below. In sum, it is MTE`s view that they 

create an overwhelming argument for the Government to make the continuation of capping a 

local choice.  
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Capping has been made Redundant by the Four-Year Phase-In Program  
 

In its original incarnation, the tax capping program was introduced as a means to provide business 

tax payers with temporary relief as they became acclimated to the Province’s new property tax 

and assessment system. In subsequent years, however, the protection provided to taxpayers has 

been less related to the original impacts of reform and more so due to the ongoing impacts of 

subsequent assessment base updates. While prior arguments could suggest that its continuation 

was necessary so as not to remove or deny protection, this program must now be seen as a 

redundant measure in light of the Province’s successful four-year assessment phase-in program, 

which more effectively and equitably addresses assessment increases for all properties.  

 

Capping Creates Inequitable Tax Treatment  

 

One of the central tenets of Ontario’s property assessment and taxation system is that all 

properties are subject to a uniform valuation date, and that similar properties are to be assessed in 

a similar manner across the entire Province. While tax rates do fluctuate by jurisdiction and 

property class, the overall structure of the system is intended to ensure that properties that are 

similar in nature, value and use carry a similar portion of the overall tax burden. The marked 

exception from this goal is the mandatory tax capping program for business class properties.  

 

Under this system, two properties in the same municipality, assessed at the same value, can be 

subject to very different tax liabilities. While one may enjoy a large capping credit, the other 

could be forced to fund the cap with a tax liability in excess of what its CVA and prevailing tax 

rates would otherwise suggest. In another instance, one property may be eligible for capping 

protection going into the 2013 reassessment, while another, with the same 2012 and 2013 

assessment might be excluded. There are endless combinations and examples that could be 

provided, but the critical point is that the capping program creates inequities by distorting the tax 

liability of each property subject to an adjustment, which results in similar properties paying 

disparate taxes. Ultimately, this undermines the intention of the property tax system to treat 

similar properties in a similar manner by breaking the link between one’s assessment, the tax 

rates and the final taxes owing.  

 

Capping also creates more subjective and global inequities in our property tax system. For 

example, in many jurisdictions, we see that the capping protection that is still being provided is 

concentrated to the benefit of a very few taxpayers. Those still captured by the capping rules are 

generally the very small minority, and it can be easily argued that it is unfair and inappropriate for 

a large number of business owners to be funding special treatment for a small sub-set of 

taxpayers. It should also be noted that in jurisdictions where the application of the claw-back 

option is not possible, or is insufficient to cover the costs of capping, the costs of protection for 

these small groups of business taxpayers must be funded by all other taxpayers. This concern is 

further amplified by the fact that the current system is designed to ensure that those receiving the 

greatest protection will continue to benefit with no specific end in sight.  
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Capping is Administratively Cumbersome and Complex  

 

There are also a number of practical considerations beyond the program’s utility that remain 

relevant regardless of how many or how few capping adjustments, if any, are required in any 

given jurisdiction. The capping program has proven to be very time-consuming, cumbersome and 

costly to administer. Simply undertaking the calculations, applying adjustments to specific 

properties and managing affected tax accounts requires an abundance of internal resources.  

Municipalities continue to devote considerable human and budgetary resources each year to 

ensure that tax bills and adjustments are accurate, compliant and timely; these resources could be 

more effectively and strategically deployed to other more productive ends if not for the demands 

of capping.  

 

Once adjusted bills are issued, the complicated and intricate nature of the capping calculations 

themselves make them very difficult for the lay person, business owner, and even many tax 

professionals to understand. This coupled with the often counter-intuitive outcomes revealed on 

tax bills and tax adjustments, result in an ongoing demand for explanations from taxpayers and 

their agents.  

 

This confusion and the awkwardness of the calculations has also had an impact beyond just the 

taxpayer. The Municipal Property Assessment Corporation (MPAC), the Assessment Review  

Board (ARB), and even Provincial courts have struggled with the capping implications of 

decisions and adjustments since the inception of the original program. Again, this confusion is 

often confounded by the potential for counter-intuitive results. For example, it is not uncommon 

for a property owner to spend time and money seeking a reduction in their assessment only to 

find out later that the reduction does not result in any change to their final “capped” tax liability.  

 

For municipalities, this all means that intensive resources must be dedicated to the on-going 

management and maintenance of the capping program; for the taxpayer it often appears that their 

tax liability is arbitrary and incomprehensible.  

 

Next Steps and Weighing In  

 

2012 represents the fifteenth taxation cycle that has been impacted by mandatory tax capping in 

Ontario. It is MTE`s view that in light of the more effective, equitable and predictable protection 

provided by the ongoing assessment phase-in program, it is timely for an exit strategy option to 

be put in place. MTE is also of the opinion that it would be ideal to make this option available in 

conjunction with the next general reassessment. This would allow municipalities to carefully 

consider and evaluate the tax impacts and shifts associated with the 2013 reassessment campaign 

both with and without capping in place. Such insight would allow interested municipalities to 

make informed decisions about whether or not to continue with this form of tax protection into 

the future.  

 

To provide municipalities with the flexibility needed to address their current priorities and 

circumstances with respect to mandatory tax capping protection, it is strongly recommended that 

the Minister of Finance and the Province of Ontario be requested to amend the contents of the 

Municipal Act, 2001 to allow upper and single-tier municipalities to opt out of the business tax 

capping program set out in Part IX of that Act for the 2013 taxation year and future tax cycles.  
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Appendix C: Recommendations Dealing with Municipal 

Investment Powers 
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Response to Posted Regulation Changes 

Under the Municipal Act 

Section 294.1 of the Municipal Act requires municipalities to prepare financial statements each 

year in accordance with “generally accepted accounting principles” established by the Public 

Sector Accounting Board of the Canadian Institute of Chartered Accountants.  In early 2010, 

municipalities will prepare financial statements for 2009 that will require tangible capital asset 

accounting for the first time.  This represents a significant change in municipal accounting 

practices.   

 

The new rules with regard to TCA accounting will alter the meaning of traditional concepts such 

as “surplus” and “accumulated surplus.”  Since the former of these terms is used elsewhere in the 

Act to set out rules related to budgeting, MFOA has recommended for some time that a review be 

undertaken of the Act to see if amendments were warranted in light of the pending move to full 

accrual accounting.  The “balanced budget” provisions found in section 289 (upper tiers) and 290 

(local municipalities) were obvious candidates for such a review and have received considerable 

attention in recent years.   

 

The review by the Ministry of Municipal Affairs and Housing has resulted in proposed changes to 

legislation and regulations to accommodate full accrual accounting.  The legislative changes are 

found in proposed amendments to the Municipal Act, 2001 in schedule 19 of Bill 162 and 

amendments to the City of Toronto Act, 2006 found in schedule 4 of the Bill.  In addition, a 

number of regulations are proposed as well.  The Ministry of Municipal Affairs and Housing has 

posted draft regulations under the Municipal Act on the small business registry and is seeking 

comments from the municipal sector.   This is MFOA’s response to those regulations.2 

 

Balanced Budget Provisions 

 

For several years, Ministry staff has indicated that amendments to the legislation would likely re-

establish the status quo ante.   The amended Act would mirror the current provisions in sections 

289 and 290 with regard to budgeting.  The current provisions of section 289 (upper tier budgets) 

are shown in the Table 1 below.3  The Table compares section 289 as it exists currently with the 

way it would exist if the proposed amendments in schedule 19 are passed.  Although the wording 

with regard to the balance provisions found in subsection 289(2) is very different, the policy 

intent is similar.  The key difference is that the legislation, absent any regulations, would require 

municipalities to finance annually amortization (a non-cash expense) as well as post employment 

benefits and post closure costs for landfills.  The legislation provides the Minister with the 

authority to pass regulations to specify expenses which can be excluded from a municipal budget.  

The draft regulation on the small business registry identifies the three expenses above (e.g. 

amortization, post-employment benefits and post-closure costs for landfills) and states that a 

municipality can fund part or all of these in a given year.  Therefore, the new amendments, read 

in conjunction with subsection 1 of the proposed regulation dealing with “budget matters- 

                                                      
2 MFOA is limiting its response to changes to the Municipal Act only. 
3 These provisions are mirrored in section 291 that deals with the budgets of local municipalities.  
The summary shown in Table 1 applies equally to those sections as well. 
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expenses,” delivers on the commitment to reproduce the existing provisions of section 289 with 

language that is more consistent with full accrual accounting.    
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Table 1 

 

 

 

 

Current 

Provisions of 

MA 2001 

Section 289 Description of Current Section 289 

Description of Amended 

Version of Section 289 

289(1) Requires the adoption of a budget each year 

(or preceding year)including all sums 

required during the year, including: 

 All costs as they come due 

 Amounts raised for sinking funds, 

retirement funds, debenture payments 

 Amounts required to be paid to local 

boards, excluding school boards 

Budgets cannot be passed in the “preceding 

year” if that year is an election year. 

Completely unchanged. 

289(2) Budget shall set out estimated revenues and 

expenditures, including amounts to be raised 

in general and area specific levies. Estimated 

revenues must equal estimated expenditures.   

The Minister may establish rules with regard 

to the “detail and form” of an upper tier  

budget  

Provisions currently in ss 289(2) 

are found in ss. 289(2) and 

289(3) in very different 

language but with the same 

policy intent. 

289(3) Sets out a number of conditions to be met in 

a budget.  It shall provide for:  

 Any operating surplus or deficit from the 

previous year. 

 Taxes and other revenues that are not 

collectible (in the opinion of the 

treasurer) 

In addition, a budget may provide for such 

reserves and council considers necessary. 

Provisions of ss. 289(3) are 

found largely unchanged in ss. 

289(4) of amended version 

289(4) Section 34 of the Assessment Act and 353 of 

the Municipal Act apply to upper tier 

municipalities, with necessary modifications. 

Provisions of ss. 289(4) are 

found largely unchanged in ss. 

289(6) of amended version. 

289(5) Where an upper tier must provide money to a 

board, it may set dates and establish the form 

for budget submissions from those boards. 

Provisions of ss. 289(5) are 

found largely unchanged in ss. 

289((7) of amended version. 

289(6) Part III of the Legislation Act does not apply 

to the power of the Minister to establish the 

“detail and form” of an upper tier budget 

under 289(2). 

Provisions of ss. 289(6) are 

found largely unchanged in ss. 

289((8) of amended version. 

Note: There is a new ss. 289(5) in the amended version that serves as a transition provision for 

2009. It ensures that the 2009 budget will take into account an operating surplus from the prior 

year and shall make provision for any operating deficit.  This replicates the requirements 

currently in 289(3). 
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However, subsections 2, 3 and 4 of the draft regulation add new reporting requirements that have 

not been previously found in MA 2001 or regulations.  The new provisions require a municipality 

that is not fully funding the three expenses above to prepare a report to council, beginning in 2010 

that sets out: 

 

 An estimate of the change in the accumulated surplus of the municipality or local board 

to the end of the year. 

 An analysis of the estimated impact of the municipality’s or local board’s 

recommendations in respect of the expenses listed in section 1 on the future tangible 

capital asset funding requirements of the municipality or local board. 

This report must be adopted by Council by resolution before a budget can be passed.  The 

regulation requires that these reporting provisions be reviewed before the end of 2012.  It seems 

obvious that the intent of these reporting provisions is to require council to confront issues related 

to the financing of assets (amortization), post employment benefits and post closure costs for 

landfills as part of the budget process.  MFOA fully supports asset management and long-term 

financial plans that finance assets, operations and growth on a sustainable basis.  However, we 

cannot see the merit in the reporting requirements contained in the regulation in promoting the 

goal of long-term financial planning. 

 

Not consistent with MA 2001 view of municipalities. In our view, the reporting requirements 

seem at odds with the view of municipalities found in MA 2001. Section 2 of the Act states that 

municipalities are  “responsible and accountable governments with respect to matters within their 

jurisdiction and each municipality is given powers and duties under this Act and many other Acts 

for the purpose of providing good government with respect to those matters.”  Section 8 of the 

Act states that “The powers of a municipality under this or any other Act shall be interpreted 

broadly so as to confer broad authority on the municipality to enable the municipality to govern 

its affairs as it considers appropriate and to enhance the municipality’s ability to respond to 

municipal issues.”  We expect the approach to municipal budgeting to be one of a broad grant of 

powers to ensure municipal flexibility without being accompanied by narrow, new requirements 

that were not previously included in the Act. 

 

Does not contribute to goal of long-term financial planning.  The reporting requirements in the 

regulation do not contribute to the goal of encouraging municipalities to practice long-term 

financial planning.  Our goal has been to encourage municipalities to ensure long-term 

sustainability with regard to operations, assets and growth while also building in allowances for 

various financial risks.  Many of these concepts are dealt with very well in the MOE’s Toward 

Financially Sustainable Drinking-Water and Wastewater Systems (August 2007).  This is an 

approach we support and we have used materials from the Guide in our own training on full 

accrual budgeting and the move to long-term financial plans.  However, the regulation requires a 

report that focuses on the expenses identified, including amortization.  While these are important, 

they are not the only components of long-term sustainability, as the MOE financial planning 

guide notes.  A report on amortization, post employment costs and post-closure costs is a long 

way from a long-term financial planning document.  In the case where a municipality is funding 

the expenses in question, there is no need for a report.  Yet it is impossible to conclude, for 

example, with regard to tangible capital assets, that the funding of amortization alone results in a 

sound asset management program.  In fact, annual amortization may be quite small in relation to 

the full funding challenge associated with ensuring the eventual replacement or rehabilitation of 
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major tangible capital assets.  In short, the provisions of the regulation do not seem to achieve 

anything meaningful. 

 

Part of a worrisome trend for a variety of reporting requirements.  There is a growing 

requirement for reporting on assets through a range of statutes, regulations and funding programs.  

These requirements may be limited to a specific class of assets, and they may be broad or 

specific.  We are concerned when Ministries continue to layer on new reporting requirements in a 

disjointed fashion that may vary from asset class to asset class and may still not meet the goal of 

ensuring long-term sustainability.  Given that almost every municipality is subject to the 

requirement to undertake capital investment plans and community sustainability plans for a wide 

range of major assets under the federal gas tax program, it would seem that the additional 

reporting requirements in the regulation are unnecessary.   

 

 

 

 

 

 

 

 

If the Ministry is wedded to the existing language in the regulation, we suggest clarification that 

municipalities can base their reports to council on estimates for any of the three types of 

expenses that are not fully funded.  If municipalities must base their reports to council on the 

expenses identified in audited financial statements, then budgets in 2010 and future years will be 

delayed significantly.  In 2010, it could be July or later before a municipality has audited financial 

statements and a report to council that has been adopted by resolution.  We feel that it would be 

useful to clarify that the report to council can be based on estimates of the expenses in question. 

We trust that there is no intention that this regulation changes the current Municipal Act 

provisions which allow a municipality to pass a budget in the year prior to the year to which the 

budget applies (with the exception of election years).    

 

With regard to the content of a report, if a report is required, we would recommend broad 

language that allows municipalities to tailor a report to its needs and circumstances.  The 

language in the current draft regulation probably embraces a significant range of reporting 

flexibility. 

 

 

 

 

 

 

 

 

 

 

Debt and Financial Obligation Limit (amends O. Reg. 403/02 of the Municipal Act) 

 

The regulation contains minor housekeeping amendments for O. Reg. 403/02.  Generally these 

include: 

 

MFOA Recommendation:  

Delete subsections 2, 3 and 4 of the draft regulation on budget matters. 
 

MFOA Recommendation: 

Nothing in the regulation should force changes to the timing of municipal budget cycles or 

prevent municipalities from passing budgets early in a year or late in the prior year. 

Any reporting conditions should be broad and flexible to permit municipalities to tailor 

the report to their needs. 
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 Eliminating references to “revenue fund” in favour of “revenues” 

 Eliminating references to the capital fund 

 Changing references to “expenditures” to expenses,” and 

 Changing “capital undertaking” to “capital work.” 

 

It is not clear that these changes are required as a result of the move to full accrual accounting. 

Nevertheless, MFOA has no objection to these changes. 

 

 

Bank Loans (amends O. Reg. 276/02 of the Municipal Act) 

 

Proposed amendments to O. Reg. 276/02 (Bank Loans) are housekeeping in nature and do not 

represent a policy change of any kind.  We are not convinced that dropping the last part of the 

sentence in subsection 6(1) to eliminate the reference to expenditures was necessary, but the 

elimination of these words does not change the intent of the regulation.  MFOA has no objections 

to this amendment. 

 

 
 

 

 

 

 

 

 


