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Introduction and Summary

The Canadian Vehicle Manufacturers’ Association (CVMA) is the national association representing Canada’s
leading manufacturers of light and heavy duty vehicles. Our membership includes Chrysler Canada Inc.,
Ford Motor Company of Canada, Limited, General Motors of Canada Limited and International Truck &
Engine Corporation Canada. Through their sales, manufacturing, research and development (R&D) and
head office activities, our members directly employ over 100,000 Canadians and support an additional
50,000 retirees, the vast majority of whom are based in Ontario. In total, Canada’s automotive industry, led
by vehicle manufacturers, employs over 570,000 Canadians from coast to coast in every province and city.

In 2007, CVMA member companies produced over 1.8 million (71%) of the 2.5 million light duty vehicles built
in Ontario and accounted for 53% of the 593,000 light duty vehicles sold. Our members purchase over 75%
of all automotive parts produced in Canada for vehicle production across North America. CVMA member
companies currently produce 21 different light duty vehicles in Canada. Despite significant restructuring
within the automotive sector, these companies, in partnership with the federal and provincial governments,
have contributed roughly 80% of the over $10 billion in new automotive (parts and assembly) investment
announced in Canada since 2002. These investments in Canada have gone into advanced flexible
manufacturing, leading edge environmental technologies, and greatly expanded R&D activities.

However, Ontario’s automotive industry continues to face significant challenges within the broader North
American context. Deep impact regulations such as new fuel economy requirements, unique Canadian
vehicle safety regulations combined with record levels of auto imports from offshore, outdated trade
infrastructure, and serious border backlogs have created ‘the perfect storm’ for Ontario’s automotive sector.
These factors have helped make Canada one of the highest cost automotive manufacturing jurisdictions in
the world and significantly impacts Ontario’s ability to sustain its current manufacturing footprint and attract
new automotive investment.

Our recommendations are aimed at strengthening Ontario’s competitive position and ensuring Ontario is a
global automotive leader in environmental responsibility, research and development, and production
efficiency. As such, the CVMA recommends that the Ontario government focus on three core themes in
Budget 2008:

1. Counter the negative impacts of the rapid rise of the Canadian dollar by continuing government’s
commitment to an automotive investment fund and enhancing Ontario’s position as an investment-
friendly tax environment. A highly competitive fiscal policy requires the support of all levels of
government.

2. Ontario must become the North American leader in promoting and supporting the adoption and use
of environmentally friendly Advanced Technology Vehicles and removing the oldest, least
environmentally friendly vehicles from the province’s roads. Accelerating Greenhouse Gas (GHG)
reductions will require policies and tax measures, support for green vehicle technology development,
vehicle scrappage and the accelerated availability of clean renewable fuels, including E85 and bio-
diesel.

3. Accelerate funding and development of critical trade and border infrastructure improvements at the
Windsor-Detroit gateway and on Ontario’s 400-series highways to ensure that borders and highway
infrastructure do not become a choke point for the efficient movement of goods required for
automotive manufacturing processes.
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Summary of CVMA Recommendations:

A. Enhan

cing Ontario’s investment and fiscal policies to sustain Ontario’s automotive footprint

Collaborate with the federal government to create effective automotive investment support
programs;

Harmonizing Ontario’s provincial sales tax with the federal GST in order to reduce the tax burden
on Ontario manufacturers;

Expanding the Ontario Manufacturers and Processing Tax Deduction (M&P Credit) to effectively
reduce the provincial corporate income tax rate to 8% thus providing Ontario manufacturers a
tax competitive advantage against most developed economies; and

Strengthening support for industry-based innovation activities.

B. Enhancing Environmental Taxation Policies

Support the next step in Ontario’s renewable fuels strategy by developing and expanding
Ontario’s E85 ethanol refuelling infrastructure and the E85 vehicle fleet;

Replace the Tax for Fuel Conservation (TFFC) with more appropriate and effective measures as

the TFFC does not support the Government’s environmental policies and has proved ineffective
in meeting its stated goal.

C. Enhancing Infrastructure for Growth in Trade and Commerce

Accelerate the creation of a new border crossing in the crucial south-western Ontario corridor;

Quickly implement the federal/provincial/municipal Windsor Gateway Action Plan to improve

access and capacity from the main feeder highways through the city of Windsor to the border
crossings; and,

Make a significant investment in the critical trade corridors which link the Greater Toronto Area
(GTA) to our major markets.
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Detailed Recommendations

A. Enhancing Ontario’s investment and fiscal policies to sustain the province’s automotive
footprint.

The CVMA recommends that the Government of Ontario:

i. Collaborate with the federal government to create effective automotive investment support
programs;

i. Harmonizing Ontario’s provincial sales tax with the federal GST in order to reduce the tax
burden on Ontario manufacturers;

iii. Expanding the Ontario Manufacturers and Processing Tax Deduction (M&P Credit) to
effectively reduce the provincial corporate income tax rate to 8% thus providing Ontario
manufacturers a tax competitive advantage against most developed economies; and

iv. Strengthening support for industry-based innovation activities.

i) Corporate taxation and automotive investment supports

The CVMA commends the Ontario government for moving aggressively to eliminate the capital tax for
manufacturers in the autumn 2007 fiscal update. Eliminating the capital tax has provided a much-needed
‘shot in the arm’ for the province’s manufacturers and automakers specifically. These tax cuts, combined
with the Ontario Automotive Investment Strategy (OAIS) and the Next Generation Jobs Fund (NGJF),
underscore the Ontario government’s commitment enhancing the province’s current automotive footprint and
working collaboratively with industry to attract new investment.

The automotive industry is global in its operations and decision-making process. Investment decisions are
made based upon a global perspective of national advantages and disadvantages. Multiple factors drive
investment decisions by corporations including market access, labour and other costs of production, political
stability, and after-tax return on investment.

Within NAFTA, the U.S. has the advantage of market size to encourage investment while Mexico has labour
cost advantages. Inrecent years, Canada’s advantage was based on a low dollar which ensured that
Canadian exports to the U.S. were cost competitive. Given the rapid appreciation of the Canadian dollar
throughout 2007, several automakers have noted that Canada is now the highest cost jurisdiction for auto
manufacturing in the world — particularly when factoring in Canada’s former health care advantage.

Ontario, in coordination with the federal government must work cooperatively to implement policies which
provide a competitive advantage and improved taxation environment. By leveraging the corporate tax system
to encourage capital investment, Ontario may be able to maintain its current automotive footprint while
encouraging the growth of new high skilled, high wage, and high tax-stream jobs which assist in providing
revenues for priority items such as health care, education, infrastructure and the environment.

While the automotive industry has announced investments of over $10 billion in Canada since 2002, these
investments must be renewed every five to eight years to ensure future product mandates, continued
productivity enhancements, increased competitiveness, and the preservation of high skilled, high paying
jobs. These earlier investments were secured with signific toant support from programs like the OAIS.
These incentive programs however, are finite in scope and duration. Given the competition for investment
dollars outside of Canada and the labour/capital intensive nature of the auto industry, auto investment
supports must come from all levels of government. As such, the province is encouraged collaborate with
the federal government to create effective automotive investment support programs.
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ii) Harmonize Ontario’s provincial sales tax with the federal GST in order to reduce the tax burden
on Ontario manufacturers

In Budget 2007, the federal government announced its intention to harmonize provincial sales tax regimes
with the GST in five key provincial jurisdictions including Ontario. A uniform sales tax would eliminate the
current patchwork of federal and provincial levies, save government and businesses millions in
administration costs, and eliminate industry’s need to deal with both provincial and federal sales tax
collectors.

If Ontario implemented a value-added tax harmonized with the goods and services tax, Canada would have
the lowest taxes on business investment in the G7." According to the Organization for Economic Co-
operation and Development (OECD), Canada currently has the highest marginal effective tax rates of all
OECD countries, in part because provinces effectively penalize key business investments into inputs such as
machinery and equipment required for innovation, growth and competitive activities.

The CVMA believes that a single, uniform sales tax in Ontario would increase Ontario’s ability to sustain
current investment and attract new investment by encouraging innovation among Ontario manufacturers.
This goal is consistent with recommendations offered by organizations including the Ontario and Canadian
Chambers of Commerce and the Retail Council of Canada.

iiij) Expand the Manufacturing and Processing Tax Credit (or reduce the rate for Manufacturers and
Processors)

Canada has historically recognized that where its general corporate tax rate was not competitive, it had to
implement a manufacturing and processing tax credit to attract a high multiplier/high export value
manufacturing investment. While Canada is taking positive steps forward in reducing its general corporate
tax rate, it still has one of the most uncompetitive business tax regimes in the world.

The continuation and expansion of a Manufacturing and Processing Tax deduction for Ontario’s
manufacturing and processing operations would make an obvious and compelling reduction in the resulting
effective corporate tax rate to favour an Ontario business investment alternative and allow this crucial sector
of the Ontario economy to grow and succeed in today’s competitive environment.

As such, the CVMA recommends that the Government of Ontario expand the Manufacturing and
Processing Tax credit (M&P Credit) to effectively reduce the provincial corporate income tax rate to
8%.

iv) Strengthening support for industry-based innovation activities

The Canadian Automotive Partnership Council (CAPC) has consistently recommended that industry-based
innovation activities need to be encouraged and promoted. This should be accomplished through a) the
establishment of new government supports focused on accelerating private company-based research and
development activities in advancing product and manufacturing process/productivity innovation; and b) the
continuation and expansion of provincial programs that support innovation across the manufacturing sector
(such as Ontario Centres of Excellence and the Ontario Research Fund).

' Department of Finance, Aspire to a stronger better Canada: Tax Relief for Canadians and businesses (Budget 2007),
http://www.budget.gc.ca/2007/themes/patrbe.html.
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B. Enhancing Environmental Taxation Policies

The CVMA recommends that the Government of Ontario:

i) Support the next step in Ontario’s renewable fuels strategy by developing and expanding
Ontario’s E85 ethanol refuelling infrastructure and the E85 vehicle fleet;

i) Replace the Tax for Fuel Conservation (TFFC) with more effective and appropriate
environmental measures that support the provinces environmental policies.

Environmental Achievement

Our members are continually working to reduce the environmental impact of vehicle assembly and greening
Ontario’s on-road vehicle fleet. Our members have a demonstrated history of environmental leadership
through environmental management systems and pollution prevention programs at the manufacturing facility
level. The automotive manufacturing sector is recognized as having the lowest energy intensity across all
key Canadian industrial sectors.

From a vehicle perspective, while the popular myth holds that vehicles are largely responsible for emissions
and smog, the reality is far different. Today, all on-road cars and light trucks contribute only 12% of total
Canadian GHGs, while new vehicles represent only 1% of total Canadian GHGs emissions annually. For
smog-causing emissions, all on-road cars and light trucks contribute less than 10% of Canadian smog-
causing emissions, while new vehicles represent only 0.1% of total light duty vehicle smog-causing
emissions annually.

Canada’s auto industry became the first sector in the country to agree to sector emissions reduction targets
voluntarily through a Greenhouse Gas (GHG) memorandum of understanding signed with the Government of
Canada in 2005. This voluntary agreement commits the industry to reduce GHGs by 5.3 million tonnes by
2010. As aresult, today there are over 70 different advanced technology vehicles (e.g., hybrids, cylinder
deactivation) and over 30 alternative fuel vehicles (e.g., E85 Ethanol, bio-diesel) are now available to
Canadian consumers, several of which are built in Ontario.

Our members will continue to introduce new technologies and environmental improvements as we work meet
our voluntary emissions reduction targets. Consumers’ adoption of these advanced technology vehicles is
crucial to protecting our environment. It will be critical for governments to partner and support the automotive
industry to accelerate the rate of adoption of these vehicles which, in turn, will accelerate the environmental
benefits that they can offer.

i) EB85 ethanol flexible fuel vehicles — the next step in Ontario’s ethanol policy

Our industry supports the introduction of renewable fuels and commends the Ontario government’s
leadership in expanding the use of renewable ethanol fuel and the associated GHG reduction benefits. Our
recommendations will enhance the government’s bio-fuel strategy and provide further economic and
environmental benefits. The limited availability of advanced bio-fuels such as E85, is a significant barrier to
the achievement of accelerated GHG reductions across the transportation sector.

The life cycle GHG emissions of E85 ethanol vehicles are significantly lower than gasoline powered vehicles
—some 47% to 55% lower for E85 versus gasoline, as outlined by National Resources Canada’s GHGenius
CO, lifecycle vehicle-fuel emissions analysis.

The Ontario government has mandated that ethanol comprise 5% of the province’s fuel base in 2007. The
CVMA and our members fully support this initiative and worked closely with the province on its
implementation. We believe this will help Ontarians to begin to move away from non-renewable fossil fuels.
However, owing to the current economic and logistical limitations involving the distribution of low-level
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ethanol blended fuels throughout Ontario, meeting the Province’s objective of converting 10% (or more) of
the provincial fuel base to ethanol by 2010 with only low level ethanol blends, as exist today could be difficult
to attain.

E85 ethanol flexible fuel vehicles are a proven technology and several of the vehicles that are currently
manufactured in Ontario are available with E85 flex fuel options. Consumers have the choice of 28 different
E85 FFV models. These vehicles have the flexibility to seamlessly run on either regular gasoline or ethanol
blended fuels containing up to 85% ethanol. In fact, the Ontario government already purchases FFVs and
could encourage the accelerated adoption of ethanol FFVs as an effective strategy to reduce GHGs from
both the public and private provincial vehicle fleet.

Other countries such as United States, Sweden and Brazil have become global leaders in renewable ethanol
and have a history of producing and consuming E85 ethanol (or higher) blended fuels. Their success in
large part is due to a public policy framework that provides incentives and support throughout the complete
value chain of ethanol fuel production, retail fuel infrastructure, fuel pricing and ethanol FFV consumer
incentives. The Canadian Renewable Fuels Association’s (CRFA) has offered strong support for E85 fuel
and highlighted the need to support the establishment of the E85 refuelling infrastructure and maintain fuel
tax exemptions for E85 ethanol.

For Ontario to progress beyond its 5% ethanol mandate after 2007, we believe that the Province must
be prepared to adopt a broad spectrum of measures in regard to ethanol production, retail
infrastructure support, price support, and FFV consumer incentives. While ethanol adoption requires
many supports, the modest costs for initial stage adoption would likely not be required over the long term.

To support the broader adoption of ethanol-based fuels and ethanol-powered FFVs, we recommend:

¥ Retail Green Fuel Tax Relief — Reinstate the exemption of provincial fuel road tax for E85 fuel.
While existing ethanol fuel tax support may no longer be required for low level blends (E5 and
E10), maintaining fuel tax support for non-mandated E85 fuel is essential to support the fuel’'s
commercialization. This recommendation is consistent with policies adopted by other leading
ethanol-consuming jurisdictions and is also supported by the CRFA’s (Canadian Renewable
Fuels Association) 2006 policy paper.

¥  Fuel Production Support — Continue with existing support mechanisms for conventional
ethanol production and provide additional focus on cellulosic ethanol production in Ontario.

¥ Infrastructure Support — Institute a tax credit incentive following the lead of the United States.
The U.S. tax credit support model of $30,000 for each E85 fuel pump conversion (up to 10
pumps per company) is a relatively low-cost measure aimed at accelerating the conversion of
traditional gasoline pumps. As a starting point, the Budget could introduce a pilot project aiming
to establish 100 E85 pumps throughout Ontario in the near term. This financial support should
also be extended to private fleet operators who may wish to establish an E85 refuelling
infrastructure for their own fleets.

¥ Vehicle Incentive Support — Increase the number of E85 FFVs in Ontario. Increasing the size
of Ontario’s E85 FFV fleet will help increase the commercial viability of retail E85 fuel stations
and accelerate the environmental benefits of the technology. It is estimated that in 2007 only
roughly 10,000 E85 FFV were sold in the province, despite the technology being available in
several vehicle models. Several measures to accelerate consumer adoption could include:
I Zero cost provincial vehicle registration for E85 and other advanced technology
vehicles (ATVs).
I Government fleet mandates to purchase E85 flexible fuel vehicles — target 25% of all
provincial fleets.
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I Provincial sales tax credit, similar to the hybrid tax credit, for E85 Flexible Fuel
vehicles.

In short, a policy that facilitates a transition from low-level ethanol blends (5%) towards E85 (85% blends)
enables Ontarians to significantly reduce their vehicle GHG emissions. If adopted, these policy
recommendations would assist Ontario in playing leadership role in the adoption and use of green bio-fuels.

ii) Replace the Tax for Fuel Conservation (TFFC) with more effective environmental measures.

In 1989 the Government of Ontario introduced the Tax for Fuel Conservation (TFFC), a so-called tax on
‘large vehicles’. In 1991, the TFFC was modified to include an even broader spectrum of cars and sport
utility vehicles (SUVs). The TFFC places a minimum tax of $75 on 87% of non-exempt vehicle models (i.e.
pickup trucks and mini-vans are exempt) sold in Ontario. Additionally, while the government had initially
created a partial exemption for Ontario built vehicles by removing the tax on mini-vans and light trucks,
production mandates in the province continue to change. As a result of changing product mandates since
the introduction of the TTFC, today, over 75% of the light duty vehicles that are built in the Ontario are
subject to the TFFC. This includes taxing recently announced new products as well as all Ontario-built E85
compatible vehicles. Ontario should not be placing additional taxes on vehicles that are produced in the
province.

From an environmental perspective, because it delays fleet turnover, it has a negative impact on Ontario’s air
quality. New vehicles are the cleanest and safest vehicles in service and are equipped with the most
advanced vehicle emissions control and safety systems. As a result, new vehicles represent only about 8%
of the vehicles on the road and account for only 1% of vehicle emissions. By comparison, the oldest 20% of
the vehicles on Ontario’s roads are responsible for more than 65% of vehicle related emissions. By
increasing the cost of a new vehicle, the TFFC actually reduces the incentive for consumers to replace their
older, higher polluting vehicles. In effect, the TFFC actually delays air quality improvements by slowing the
replacement of older and less environmentally friendly vehicles.

Other provincial and territorial jurisdictions frequently look to Ontario — the home of Canada’s auto industry —
as the model for taxation policies for new vehicle sales. Over the past several years, both the National
Roundtable on Environment and Economy and the Province of British Columbia studied the implementation
of feebate type taxes using the TFFC as an example. Fortunately, these agencies found that feebate-type
taxes were among the “least promising” tools to help achieve their environmental goals.

Rather than setting a negative example, we believe Ontario should reassume a leadership role by
encouraging consumer purchases of advanced technology/fuel vehicles and promoting a cleaner
environment.

As such, the CVMA recommends that the Government of Ontario eliminate the TFFC in Budget 2008 and
replace it with measures that will yield positive environmental benefits, such as:

¥ Increase the fuel tax by 0.2 cents per litre — in this case, the actual fuel consumption would
be taxed and would follow the polluter pays principle;

¥ Graduate vehicle registration fees based on the age of the vehicle — in this way, registering
older vehicles would be more expensive than registering newer, cleaner vehicles;

¥ Introduce a vehicle retirement program to encourage consumers to remove the oldest,
higher polluting vehicles from Ontario’s roads.

¥  Offer consumers the opportunity to purchase Ontario-based carbon offsets for their annual

vehicle used linked to the Province’s new green license plate program currently under
consideration.
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The automotive industry has developed key principles with respect to an accelerated vehicle retirement
program, they are:

Consumer participation in the accelerated vehicle program should be voluntary and respect
collectors of vintage vehicles (i.e., would not force collectors of classic vintage cars to retire
such vehicles);

Incentives should be in the form of a direct consumer credit on the purchase/lease of a new
vehicle or toward the purchase of a transportation alternative, e.g., a transit pass;

Local providers should be subjected to a periodic audit to ensure that vehicles are indeed
removed from the road;

Government incentives/program communications should provide the public with a clear
understanding of the rationale for the program and gear these communications toward
owners of older vehicles;

The ability to collect data and track progress is desirable; and

Qualifying vehicles should include all passenger cars and light duty trucks older than a
specified model year. Vehicles would have to be in active operation, or readily operable (i.e.,
drivable to a dealer or approved scrap yard) and registered in Ontario for a minimum, or
recent, period of time.
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Enhancing Infrastructure for Growth in Trade and Commerce

The CVMA recommends that the Government of Ontario:

i) Continue to support the addition of a new crossing in the critical south-western Ontario corridor
within the shortest timeframe (in with consideration of the relevant technical, environmental and
engineering requirements; continue to support the Detroit River International Crossing (DRIC)
process.

i) Quickly implement the federal/provincial/municipal Windsor Gateway Action Plan to improve
access and capacity from the main feeder highways through the city of Windsor to the border
crossings; and,

i) Make a significant investment in the critical trade corridors which link the Greater Toronto Area
(GTA) to our major markets.

Ontario is a trading province. Much of our prosperity comes from our ability to build products at home and
export them for sale abroad. Ontario’s automotive manufacturers are the heart of this trade exporting nearly
$100 billion of vehicles and parts annually, while importing roughly $85 billion. The automotive industry
accounts for roughly 40% of Ontario’s total international trade.

Reliable and efficient trade corridors are crucial to Ontario’s economic stability and the competitiveness of
the provinces auto manufacturers. Our sector relies heavily on the province’s transportation network to
deliver production parts from across southern Ontario and from various American states (primarily through
the Windsor, Sarnia and Niagara gateways).

Congestion has a major impact on the efficiency of automotive manufacturing facilities in the province,
increases the cost of doing business, and can impact investment decisions in Ontario. Ontario’s vehicle
assembly facilities are located in the area bounded by Oshawa in the east, Alliston in the north and Windsor
in the west, with the majority of the manufacturing concentrated in the Greater Golden Horseshoe (GGH), on
or around the 400-series highway system. The Ministry of Public Infrastructure Renewal’'s Growth Plan for
the Greater Golden Horseshoe, suggests that these delays cost the provincial economy more than $5 billion
annually, a burden that falls heavily on the provinces automotive manufacturers. It is anticipated that the
population of the GGH will grow by 3.7 million people between now and 2030, which cannot be competitively
supported by existing infrastructure.

To avoid investment draining congestion that cripples the manufacturing sector, the Province should
immediately engage in thoughtful, pragmatic planning to ensure that trade corridors connecting assembly
facilities, their supply chains and major markets are effectively developed.

A significant area of concern is the state of Ontario’s international border crossings. While the province does
not have control over international crossings, it is a major partner with the federal government in the
development of infrastructure leading to and from border crossings. There is a well-documented and long
history of delays and backups at border crossings leading to and from our major markets in the United
States.

A prime example is the world’s busiest border crossing, the Ambassador Bridge at the Detroit-Windsor
gateway, the lifeline of Ontario automotive trade and production. This four-lane bridge was built in 1926 to
handle a fraction of the shipping volumes crossing the bridge today. Shippers are forced to drive through the
middle of a busy built-up area, making frequent stops at no less than 17 traffic lights between the Bridge and
highway 401.

As such, it is critical that the province continue to support the addition of a new crossing in the critical south-
western Ontario corridor and continue to support the Detroit River International Crossing (DRIC) process.
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Summary

Our recommendations are aimed at creating a policy and fiscal environment which new large-scale
investments while encouraging environmental progress and productivity gains throughout Ontario’s
automotive manufacturing sector.

Our recommendations reflect the calls of other leading industry associations, such as the Canadian
Manufacturers and Exporters, the Canadian Manufacturers’ Coalition, and the Ontario and Canadian
Chambers of Commerce. Our recommendations also support the aims of the Canadian Automotive
Partnership Council (CAPC), of which the Province of Ontario is a founding and active member.

We believe that these recommendations will go some distance in strengthening Ontario’s position as a global
leader in the development and application of leading edge environmental technologies, research and
development and increased output.

Ontario’s long term prosperity and competitiveness is inextricably tied to a healthy and vibrant automotive

industry, the touchstone of this province’s manufacturing sector. Implementing our recommendations would
send a clear signal that the government is committed to strengthening Ontario’s competitive position.

For further information, contact:

Mark A. Nantais

President

Canadian Vehicle Manufacturers’ Association
416.364.9333
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