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Executive Summary

The following is a report on municipal tax issues for HRM by a former tax reform committee
member, Andrew J Murphy. Mr. Murphy is a practicaigrteredaccountant. His
educatioal background includes amnaurs degree irfinance fromDalhousie University.
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Halifax Regional Municipality, Background

More than a decade ago the former municipal units of Halifax, Dartmouth, Bedford and the
remaining part of Halifax County were amalgamated into one entity known as the Halifax
Regional Muncipality (HRM). The new entity halree main settlement pattermsban,
suburban and ruraHHRM, if it was actually a citywould be one of the largest in the world.
We are bigger than any Canadian city, including Toronto, Montreal and Vancouveed Ind
we are bigger than Paris, London and Los Angeles combined.

Unfortunately if one looks at population density one quickly sees the defining characteristic of
HRM. While Vancouver has a population density per square kilome58@H HRM has

only 74 persons. Based ats settlement pattern HRM jgerhapsest described not as a city

but as a large county, which happens to have a city in it. Appérsfigwsvarious ciy sizes

and population densities.

HRM and its existing tax collection systemthe actual problem

HRM, in common vith many municipalities, uses assessmesiased property tax system to
levy taxeswhich are used to provide s@es to residents. Assessnieased systems are
always subject to criticism, simply because it is difficalannually appraise hundreds of
thousands of different properties fairly, accurately and consistently year after year.

Above and beyond this criticisof assessmeritased systenis a problenmaggravated by the
nat ur e scite aktiRdtlément patteali assessmesiiased taxation systems have little
or no link to the cost of providing services

The builtin bias has much less to do with the relative wealth of the homeowner, and more to
do with the actual type of housings an exampleAppendix2 compaes the taxation of the
averagesizedSummer Gardensoadominium(Spring Garden Roadyith lastyead s QE I |
million-dollar dream home at Voyageur Estates. Both units have similar assessments. The
million-dollar dream home assessed at $771,800 hatber obvious $200,000 + assessment
error but this is not the real problem. The problem is in the relative efficiency of the two
types of settlementSummer Gardens has 120 units built op85 square feet of land or 545
feet of land per unit. The sultnan dream home occupies, 883 square feet of landr in

excess ofl47 timeghe landused by theirban condo.

The cost to deliver many cHike services increases with distance between dwellings. For
example the cost of collection of garbage, memance of roadgnd theprovision of busing
all go up as density decreases.

Another example athe problem withassessmefiiased systems can itlestratedby

comparing taxes raised from 1801 Hollis Street in downtown Halifax with the retained portion
of the newly built Dartmouth Crossind.801 Hollis has 2009%29 million dollar assessment

on 18,000 square feet of land@ihe retained portion of Dartmouth Crossindpichis on

1,550,000 square feet of lahds &2009$36 million dollar assessmenthat meand80L 6 s
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pays$1674 per square foot in property taxghileDa r t mo ut h tachillisgXtimesg 6 s
smaller at $23 per square foot.

The comparison of these two assessments is shown in Appendix 3.

The problem otheassessment verses settlement patternitaaslates directly from the
above micro analysis to the macro level. Appeddskows the assessments and taxes
collected by councilor districtTaxes are not collected eveni$47 million comes from
downtown Halifaxan area of approximately four sare kilometers o$12 million per
kilometer. Compare this to Districtr@ with$10 million collected from perhaps5D0

square kilometers or 00 rer kilometer. Of coursehis difference, which is in the
magnitude of 00times,would only be relevann light of what it costs to deliver municipal
servicedo the different areas.

Settlementpattern and therelative costs ofproviding services

Trying to find out what it costs to run different parts of HRM is a frustrating exerEigen
thoughHRM, between its operating budget and its capital bydgends almost % of a

billion dollars annually they do not actually gather information in their accounting system to
know how much thegpendn one district or another. Accounting divisions are numenu

are not functional oconsistent Roads are accounted for in thdistricts western, central

and eastei® while garbage information is collected in 13 different ardd®M doesnot

know the relative costs of providing policing and fire serviceadifferent areas. Omaight
concludethat the ost to fire protect a sprinkl@larmed condbuilding on an acranda-half

of land is probably less than 120 homes located out in thesnmo@erhaps 500 acres of

land. But the City doessot have accountg information to determini thisis accurate

That different settlement patterns in HRM cost different amounit®vgever establishedln

April of 2005 HRM published fASettl ema&nt Patt e
Page 11 of this publicain noted that Wile it costs $416 per condo (Patte@3 urban, hif

density 92 persons per acra)barban development cosif$3,462 per house are almost 2 %2

times highe(Pattern C1 suburban 16 people per acre).

This report is shown in Appendix 5

HRM Tax Refor® an Alternative \ew
Page4 of 18



Infrastructure charges compoundpr obl ems wi t h Hifadédtexatowrs s ess ment

system

In addition to providing ogoing services to residents, municipal governments have to invest

in capital infrastructure to suppatntinuedgrowth. Thuswhen a new subdision is buit

all sorts of costs occur outside of the actual subdivision. Required are new roads, schools, fire
stations, sewage pumping stations and other such overliddBM continues to expand off

of the peninsulaghen anewtwo billion dollar bridge will eventuallybe needed to handle the
suburbargenerated automobile traffic.

Infrastructure changes are common in other cities in Canada. Appendix 6 is a report prepared
for HRM AFinal Re merst Sit rufdry aEltofrthadpripsesigoe/ K a
typical changes for a single detached unit in south western Ontario cities. Typically these are
in excess of $20,000 per unit. HRM presently chargg¥0®3Jor the same unit.

So why is this a problem?

New suburban homes generate a needéw infrastructure in excess of $20,000 per home.
With our assessmetiased tax systetvased on @rovincially imposed single niitate

taxation factorsuburban homes will never come close to covering their costs of senating
alone recover the hunetls of milliorsin capital costs to let the sprawl continue

The result is that dense efficient urban development subsidizes the building of expensive to
service suburban sprawl. Because we are one of the largest cities in the world, by land area,
we can sprawl almost forever.

H R M écarrent tax system, ananalogy

HRMG6s pr es edbdsedaagation systamecantbest be explained by comparing it to a
grocery store that decided to sell all of its products at the same price per pound. Under this
systen a pound of rice would cost the same as a pound of prime rib roast.

The obvious problem with this model is tligferent groceries actually cost different

amounts to suppiywith meat coshg much more than rice. This keeps the customer from
showing upat the cash register with just the expensive meat rather than with the cost effective
and healthier riceUsing different priceslsokeeps the grocery store in business.

Under BsBebineriased taxation system there is no link to the cost of girayi
services. A citizen with a fiveacre lot with400-feet ofroad and sidewalk to maintain fails to
see that 120 residents of a comacur the cost of a third of that same frontadéne condo
ownermay easily be paying just as much citag as the hmeowner on the-acre lot,but

will end up payindB60 timesnmore for the actual road frontage he lives on.
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Spending otherpeoples money: bus policy in HRM

In the past few years much debate has been made concerning the extension of bus services to
sububan and rural areas of the municipality. Not often is the actual cost of this service
extension exactly identified.

Recently bus service was extended to two rural areas of HRM. When it appeared that the

service would be paid for by an arearatetheme nt s and t he councilor ¢
service. A number of years ago a similar decision occurred in an elpltmscite. In the

recent examplemost of the service extension will be paid by a general rate increase with an

area rag¢ charged to resahts who livewithin a kilometer of the bus stop. Since most

residents in the rural area do not live within a kilometer of a bus stop the end result is that

taxes will go up in the urban areas by as much as $300 per typical dwelling. In the rural areas

which will receive the new bus servjtaxes will actually drop.

Areas of Halifax Countywhich have never had citike services, haveow come to expect
those servicewithout any regard to tlrecost The grocery store customer, used to paying
for hisgroceries by the pound, now wants even more meat.

HRM tax policy and theenvironment

It should be clear by nowthetRM6 s present tax policy actuall
Large hareto-service suburban homes are fanaal over densely settled forrab

development such as condominiunWgithout an adequate infrastructure chatdBM

actually invests 106s of millions of doll ars
recovering this investment given the existing tax structimstead of building densely

settled, compact, effient city we are making a muitnillion dollar bet on the automobile.

This decision to build sast andsprawling city may come back to haunt us if energy prices

rise or if the world gets tough on carbon emissions.

Who needs acity anyway?

In Nova Scotighereis some considerable debate over the need for cities. One might ask why
do you need a downtown anywaWwhy not continueo build up the suburban areas?

One reasois proven time and again the world oveties ae the engines of economic
growth. Theestablishment and maintenance eflaanturban area is vital to the continued
success of ik province.

Another reasors that young people the world over are attracted to vibedfgctive cities.
With a steady ageing and dwindling populatioNpva Scotia isitting on ademographic
time bomb. Unless we can attract young people and immigrants to Novavieetil not
only depopulatewe will alsoencountershortages of workingagepeoplein approximately 10
yearsas our existing population ages atdpsworking.
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A further problem with our assessmdygised systens the assessment cap progéam

which the tax you pay on your home remains fixed or cappdohgasy ou donot sel |
home Already there iss much as 33% variancen taxes on identical hizes on the same

street, all dependant on when the occupant purchased the Adusé&as huge ramifications

for the future. In a province that will rely on a new influx of people, the cap program will

sene as an expensive and potentially crippliaxj on new entrantsying to buy a home

Sadly, this disparity in taxation under the cap program is only growing larger pgdhe

Taxes and the wban core; an oddly directed subsidy

Amalgamation has ndieen kind to the urban core. Even though we know that dense efficient
development is more cost effective to service we draw a higher proportion of taxes from the
core.(Appendix 4)

Most of the growth in HRM in the past number of years has been in tea®xe to service
suburbs.Because of the lack of adequate capital infrastructungelahe urban core is
actually being taedto pay for the expensive wh sprawl, none of which is sedfistaining
let alone able to repay the capital needed for iebdishment.

Commercially the urban core is under stregss shown in Appendix Zenseandefficient
commercial property in the core is taxed as much as 70 times higher than in the.suburbs
(1801 Hollis compared to Dartmouth Crossing)

No new office liildings have been built in the past 20 years in the downtown core area. All
the recent growtin offices has beeninthetixav or ed subur ban areas.
shift from the downtown core and centrally located malls has been even more drarhagic
hollowing out effect is well known and has been observed in many other cities, particularly in
the United States.

Bernie Smith, the executive director of the Spring Garden Merchants Association has noted
thefallout of this taxation effecStoresin his districtcan easily be paying 20 times more tax

per square foot than comparable industrial park retail sgdee. pol i t el y call s th
e f f ,avbetedhrough the imposition of higher taxes the retail and d#itantslee the core

to the suburbdeaving just a hollovspaceemaining.

Mr. Smith may beoo polite with his metaphorNone of the excess tax raised in the
downtown core area is actually spent in that ategoes to subsidize tlmmpeition for the
downtownby the suburban business park¥he downtown is actually financing and paying
for itsown demise.As suchthesitudion is perhaps better described, asta donut, but by
way of analogyby describing thagruesome World \&fr 1l practicewhere prisonersiere

made to dig their own gras®eforebeing shoby the enemy Forasad and stark example of
this tax strategy andsieffect oneshouldlook no further than downtown Dartmouth.
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There is a further dimension to this problem. Appendix 6 shows a comparison of taxation of
Wal-Mart in Bayers Lake and the Kings Palaestiurant on Quinpool RoadDn the basis of
taxes per square foot of lartings Palace pays 4.4 times more than¥alt. Even on the

basis of building square footadbe locally owned restaurant on Quinpool Road pays almost
double the tax per square fatbuilding area than the Walart locaton, which is owned by

the WaltonFamily, based in Arksansas andeof thewealthiesfamilies in the world

Unfortunately this perversesubsidy of norcommunityowned businesses not unusual.

While perhaps 95%f the properties on Quinpool Road are locally owned, over 95% of
Burnside Industrial Park and Bayers Ldias been sold to neesidents of Nova Scotia at
subsidized prices. At Dartmouth Crossimdpich is taxed at 1/3 of QuinpoBloadrates and

70 timedless than downtown Halifaxot one square foot of the land in this project is owned
by anyone who actually lives in HRMnsteadthe benefit of this subsidy all goes out of the
province. Is this subsidy necessary to supamital industry? No, by ay of examplet all

goes to entities like WaWlart who pay their staff near minimum wages to sell goods that are
not made here but come from offshore places like China.

Recent commercial suburban sprawl developsiée Bayers Lake, Burnside Industridark

and Dartmouth Crossirfgaveall come with no charges to thesesifbre developers for

needed capital infrastructur&or example, Dartmouth Crossing may need as many as 15 new
buses costing $500,000 each. T¥s5 million investment in buses wilked $200,000 each

to cover the annual loss expected from these suburban routes. This $3,000,000 annual cost
for just the busesxceeds the 2009 taxes fromirauch as half of this new development.

In summary, iy would you keep an assessmbased taxatio systemwhich taxes locally
owned businessé®/o to three times ore than multinational offshor@wvned companies?
Why would you allow the destruction of theban core through these policieSarely we can
devise tax policies that at least level theyptg field between thiecally-ownedurban
business and the foreigswnedsuburbarbig box store.

The current tax reform processi the fatal flaw

Three years agdiRM established a tax reform committee composed of area residents, city
councilors andHRM staff persons. Some useful work was conductablems with the
assessmeriiased system were identified. Overall objectives such as ease of cal¢ulation
transparency as well as fairness were identified as key objectives

Unfortunately after a lotof debate and objection from some committee members the reform
committee chose to put forward a flat tax per house proposal. This was to be linked to
services provided to different areas of HRM. This choice simply and unfortunately fails the
basic test bfairness. We simply cannoharge someone living in g0®0 square foot

mansion on a-acre lake fratlot the same tax as someone living in a mod®sthouse in

poor condition that is 1/itthe size. The other flaw was that the reform was to bellmase
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services providednot on the cost of the services provided so that there would still be no
incentive to tax favor efficient compact development.

Tax reform and municipal governance eform i an impossible task?

Municipal tax reform is not an impsible tasko solve The major problem of the relentless
subsidy flowing from the urban core to the suburbs both for commercial and for residential
taxes could easily be solved in a number of ways.

As identified by Tim Bosquet of The Coast, HRM could aagh the province to get
permission to have different mill rates that varied with different settlement patterns and cost
structures. Suburbaniteuld still be able to live on-&cre lots in estatike conditions;

they would just pay a different taxteathat reflected the obvious different costs of servicing
large spread out areas compared to dense efficient urban development.

Another solution is to chargaxes on a per square foot basis with an adjustment for land size.
Then the person living in 9000 square foot house on the 225,000 thousand square foot lot
would pay more taes than someone living in a 1,08§uare foot apartment on 55quare

feet of land.

One couldalsobuild in a tax system which protedess fortunate residents. A highate of
tax on luxury homes could be charged and used to subghdige living in morenodest
circumstances

Anotherway to solve the problem would be to change the whole governance structure of
HRM. The presenneffective andunwieldy council struetre could be split into three
councils:urban, suburban and rural. These councils would set their own tax rates and decide
on their own service levels.

In this casethe fanous catlebate would be solved much more efficiently. There would be
an urban, sburban and rural set of catlies all of which coulde dfferent.

Under this scenarjaf a developer wanted to put a neyd@0 house subdivision in the
suburban area he would have to cover the capital costs and the ongoing servicing costs.
Otherwis, the suburbanites could appobathe urban core council widn urgent request for
a subsidy for the new,@0 square foot dream homes cad&e estate lots. Presumably the
urban council would look at tH20 million dollar capital infrastructure invesént with no
chanceof recovery, as well as the going subsidy 0$3-5 thousand per house per year for
these upper middle class residerdsid get back to them with a fair atighely response.

This in no way is an argument against amalgamation. Thalbeeuncil would still meet on
a regular basis to decide aitigle issues. This would allow more time to focus on the actual
important issues. It would also mean that local issues weusblved by local councilors.

HRM Tax Refor® an Alternative \ew
Page9 of 18



Farming issues such as noise anékoomplaints wouldfor instancebe decided by rural
councilors. Urban councilors would decide building issues such as height and set back
requirements in the downtown core.

HRM Tax Refor® an Alternative \ew
PagelOof 18



HRM Tax Reform T an Alternative View

List of information attachments
Appendk 1. Various city sizeand population densities

Appendi x 2. Taxation incidence study, Sumn
home

Appendix 3. Taxation incidence study, 1801 Hollis Street compared to Dartmoutin@rossi

Appendix 4.  Where does the money come from, Assessments and tax collected by councilor
district

Appendix 5.  Settlement Pattern and Form with Service Cost Analysis, HRM report
Appendix 6. Final report, Infrastructure Char§asdy

Appendix 7. Taxation incidence study, taxes on the Bayers Lake Walmart compared to
Kings Palace on Quinpool Road

HRM Tax Refor® an Alternative \ew
Pagellof18



Appendix 1. Various city sizes and population densities

City Size,square | Population Population density per
kilometres square kilometer

New York City 790 8,000,000 10,506

Los Angles 1290 3,800,000 2,945

London (greater) 1623 7,556,900 4,656

Paris 86 2,203,000 25,616

Vancouver 114 615,000 5,395

Montreal (Proper) 3838 1,620000 422

Halifax Regional 5577 390,000 70

Municipality (HRM)

Prince Edward Island| 5684 139,900 25
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Appendix 2. Taxation Incidence StudySummer Gardens Condo and the 2009 QEII
Dream Home

Summer Garders, 120 units, assume average tax bill is $5,000 for a total of $600,000 taxes
collected.

Land size is 65,435 square feet which is 1.5 acres total or 545 square feet of land per
dwelling.

Per acre tax yield is $400,000

QEIl Dream home, one unit, assesdat $771,800, tax bill is approximately $10,000.
Land size is 80,362 square feet which is 1.84 acres

Per acre tax yield is $5,434

Conclusion

Based on size of lot this example of dense urban development versus sprawl shows the dense
urban developmermtaying taxes at the rate of 73 times the sprawl

Other Points

The capital infrastructure to service a development like Summer Gardens is already in place.
The roads were built generations ago, schools are built as is the police and fire infrastructure.
Residents can use existing non subsidized bus line routes or walk to existing services. New

subdivisions like Voyageur Estates will need all of this infrastructure built at great cost.
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Appendix 3. Taxation Incidence study, 1801 Hollistreet compared to Dartmouth
Crossing

The 2009 assessment 801 HollisStreet | ocat ed i n the core of
was$29,337,500. It is built on 18,069 square feet of land. It is assessed at $1,624 per square
foot.

The 2009 assessmdnt the retained portion dartmouth Crossingwas $36,706,000. This
section of Dartmouth Crossing which flows from the restaurants and theatre, through the two
complete recreated town main streets all the way to the Home Depot pad contains 1,549,987
square feet of land or 36 acres. It is assessed at $24 per square foot

The Downtown location is assessed 68 times higherttiesuburban retail and office park.
If you were a snow plow contractor how would you like to get paid 68 times more to plow

half of the 300 running feet of street around 1801 Hollis Street as opposed to having to plow
all of the streets servicing 36 acres.
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Appendix 4. Where does the money come from, Assessments and tax collected by

councilor district
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Appendix 5. Settlement Pattern and Form With Service Cost Analysis, HRM Report

-

£3
-
b

Pattern Pattemn Pattern Pattern Pattern Pattern Pattern —/

1 1 c‘l D| 2 GZ

Rural Rural Suburban Urban Suburban Urban Urban
Low][?gnswy Lowzpensnw LOW1884nSIty Lox‘/v ?gnsuty Lowg)zenmy Mid ggnsnty M|dg§nsﬂy Higthzensuy
people/ace  people/acre peoplefacre  people/acre people/acre  people/acre peoplefacre  people/acre
,,,,, 621 $339  $280 S184  §76  §124 526
3200 $200 _ $185 $185  $185 _..5185 ~ $185
$72 812 $T2 §72gas _$38
$120 §129  $129  $86  $86 $69
$360  $360  $360  $240 " $240 3192
$324 3406 $379  $231 248 $177

_$186 $87 %25 $58 7
$36 $36 836 24 s4 §19
,,,,, $297 $207. $297  $198  $198  §158
3435 $435  §435 $435 $290 $290 $232
$2,660 $2,378 $2,287 $2,102 $1,436 $1,460 $1,109
I T B 1 SO M > X A 77
,,,,, S s 8171 $171 8114 $114 591
$425 %425 $197  $176 877 $146  $42
$625 %625 $613  $514 $235  $364  §147
$1,221  $1,221  $1,175 $989 $479 $710 $307
§927  $134 219

$5,240  $4,115 3,380 $3,462  $3,091  $1,914 $2,170  $1,416

1) Household size estimated at 3 people per household
2) Household size estimated at 2 people per household
3) Household size estimated at 1.6 people per household
4) Costs allocated simply on “per capita” basis

5) incremental on-going (
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@nnual) costs, only; does not include remediationfinstallation (capital) costs
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