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ABSTRACT

An examination of the fiscal structure of municipal

governments, particularly in the Province of Ontario, reveals

a pattern of development contrary to the perceived norm. The

role of senior governmental transfers in reducing the

dominance of property taxation as a total municipal revenue

source has long been recognized. However, the belief exists,

even among governmental officials, that property taxation

remains the predominant source of total municipal own source

revenue.

Analysis of municipal revenue sources shows that

property taxation, even as a municipal own source revenue,

has declined significantly. This decline is partially a

result of increases in municipal own source revenues derived

from user fees. This development has been largely

unrecognized in the Province of Ontario, partly as a response

to a previous study that was based on a questionable

interpretation of municipal government in the structure of

local government.

This study has examined user fees based on their

theoretical development and their current and future

importance. Particular attention is centered on a selected

group of Ontario municipalities and on sewerage and certain

recreational services in these municipalities. It is shown,
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that while the utilization of user fees has become fairly

extensive, this has often occurred inconsistently among, and

even within, municipalities.

In Ontario, user fees represent an opportuni ty for

municipalities to attain real local autonomy in addressing

particular issues of their communities. User fees have

become a vi tal source of revenue to Ontario municipali ties.

However, while user fees· are generally applied in keeping

with the principles of average cost pricing, there remain

issues, regarding the types of costs targeted for recovery,

which need to be addressed.
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PREFACE

This thesis deals with the role of user fees in

Ontario Municipalities. Before proceeding, two important

points should be recognized by the reader. First, local

governments are comprised of school boards, municipal

governments and a variety of other special bodies. This

paper is concerned only with the operations of municipal

governments. Second, user fees are not an area of municipal

finance for which extensive pUblic information is available.

While a large number of municipalities were very helpful in

providing basic financial data, a great deal of the

information provided on a more specific basis was done so

conf ident ially. Consequently, it has not been poss ible to

supply case specific information for a number of points made

in this paper.
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CHAPTER 1

A Review of Issues in Urban Pinance and The Place of User Pees

Nearly two decades ago, a wide ranging debate

surfaced throughout Canada regarding the nature of changes

occurring in the fiscal structure of Municipal Governments.

The primary focus of the debate was that a crisis of fiscal

imbalance was emerging in municipal finance, which threatened

to alter the historical foundations of local autonomy and

local fiscal responsibility.l In 1985 essentially the same

basic issues, which had been the topic of concern fifteen

years ago although altered slightly by time and events,

continue to be significant in the study of municipal finance.

Some recent attempts to comprehend the vast array of issues

related to urban finance, demonstrate that there are a number

of issues warranting further investigation. 2

Municipal finance in the Twentieth Century has been

marked by a steady erosion in the ability of municipalities

to meet their service expenditures out of the revenues which

they themselves control. In the past, revenue deficiencies

were accounted for through a variety of grant programs,

largely provided directly by provincial governments.

However, the financial realities of the 1980's have caused

senior level governments to seriously begin evaluating the

1
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extent of their financial involvement at the municipal level.

It is no longer realistic to expect that either the

provincial or federal government will retain the fiscal

capacity or will reprioritize their spending patterns to

direct additional revenues to the municipal sector.

Municipalities need to recognize that funding practices are

changing. Consequently, municipali ties must revaluate both

their spending and revenue patterns to take account of these

changes and develop alternative strategies.

It is the purpose of this work not to act primarily as

another review of issues in urban finance, but rather to work

toward a clearer understanding of the intricacies of a

specific issue relating to municipal finance in the Province

of Ontario - Municipal User Fees.

To place in the proper perspecti ve the increasing

importance which has been attached to user fee programs, it

is necessary that a limited discussion of the foundations of

fiscal imbalance take place. A century ago the public

perception of those activities that government should become

invol ved in was greatly di fferent than is the case today.

The beliefs of laissez-faire capitalism, although the subject

of increasing cri ticism, maintained predominance such that

the majority of society believed that government, at any

level, should have a limited role in the economy.

Consequently municipal governments, especially in comparison

to the present service spectrum, provided a very limited
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range of services. The services provided were primarily for

the purpose of either serviclng or protecting property.

Furthermore, the 1 imi ted number of "social services II which

were provided, such as recreation, were justified on the

basis that the benefits they generated were viewed as having

a significant influence on property values.

Besides the theoretical confines of accepted

governmental influence, the restricted municipal service

network was a result of the fact that the primary source of

funding for municipal operations was derived from property

taxation. This method of revenue generation was deemed

acceptable for a number of reasons. The primary reason was

that the services provided by municipal governments were

viewed as primarily benefiting the local area, and as already

indicated, the services raised the value of property.

Consequently some form of property tax, not only was viewed

as being equitable, but due to the local characteristics of

the services provided, it was an important component in

insuring local autonomy and fiscal responsibility. Since a

relatively low rate of property tax was able to generate

sufficient revenues to cover municipal requirements and due

to the fact that the property owner was not subject to the

demands of other direct and indirect taxation programs, the

property tax was not viewed as an excessive burden. 3

The social and economic changes in the first part of
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the twentieth century dramatically altered the environment of

muni c ipal a f fa irs. As Goldenberg poi nted out, "whi le the

broad categories of municipal functions had been established

for a long time, the degree of activity within each function

expanded rapidly".4 In the traditional "hard" service areas

infrastructural demands grew rapidly for a number of reasons,

one of which was the need for an expanded and improved

transportation network to meet the requirements of the

automobile.

Furthermore, social perceptions as to the appropriate

role government should occupy in soclety were altered and

expanded as a consequence of the two World Wars and the Great

Depression. The result was that the primary responsibility

for social welfare was transferred from both the private and

non-profi t sectors to the public sector where it expanded

rapidly. These changes meant that the extent, content and

complexi ty of the municipal service agenda was dramatically

increased.

One of the most noticeable implications of the

expanding municipal agenda was that the costs of municipal

governments began to increase rapidly. This situation became

a problem not so much because of the nature and extent of

jurisdictional enlargement, but rather because the

expendi tures associated wi th the changes rapidly began to

surpass the revenues which were being raised through the

property tax. While the solution to this problem would seem
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to be increasing the level of revenue raised through property

taxation, there were a number of political and economic

considerations, which made such action' difficult to

implement. Although it is inappropriate to enter into a full

discussion of the "property tax debate", it is useful to

identify some of the arguments used against increasing

property tax rates.

One argument against increased use of the property

tax, is that a large number of citizens see the property tax

in the form in which it existed as failing to satisfy the

criterion of progressiveness. This is important since it was

the concept of progressive taxation which was being utilized

in the development of other taxation systems in the country.S

The justification for this view is derived from the fact that

a resident's property tax was not, and continues not to be, a

calculation based on his/her ability to payout of current

income, but rather was based on the value of real property

owned. 6 Since the correlation between property and yearly

income is widely divergent among income categories, many

citizens viewed property taxation as a regressive tax. 7

Although the actual empirical validity of that conclusion

continues to be the subject of extensive debate, the

perception of regressivity was so generally accepted by the

taxpaying pUbl ic, that at tempting to increase real revenue

levels through the property tax was perceived as worsening an
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already unpopular situation.

Another point is that increased municipal services,

funded primarily through the property tax were eroding the

benefit principle. The benefit principle is the underlying

basis of private market transactions, since the individual

expects to receive benefits equal to his expenditure.

Translated to the political spectrum, many citizens expected

the same theoretical model to apply.8 However, public

finance literature while acknowledging the merits of the

benefit principle, does not recognize it as a complete model

in light of the redistributive policies adopted by

government. Theoretically, it is acceptable to circumvent

the operation of the benefit principle in the management of

the welfare state for the purpose of redistribution.

However, it must be realized that such a policy is only

correct if the taxation system which finances the instruments

of redistribution does so through a progressive taxation

system. The problem concerning municipal finance in this

area is two fold. The first issue is that the princIpal

taxation option available to municipal governments (the

property tax), is not a function of ability to pay. The

second issue concerns the fact that municipal governments

were not intended to be, nor were they provided with the

proper instruments for implementation of redistributive

programs. Municipali ties were created for the purpose of

providing basic pUblic services and as Bird points out there
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is an important separation between the municipal provision

function and the redistributive function. 9 Since the primary

object of municipal government is the efficient provision of

public services, the best means of accomplishing this is

through the application of the benefit principle.

also points out, it is only in this manner:

As Bird

that the appropriate level and structure of
governmental acti vi ty can, at least in theory,
be determined simultaneous ly with the means of
financing it. Far from being an outdated notion
applicable at most to such minor acti vi ties as
the issuance of permits and licenses, the
benefit principle in a sense thus stands at the
core of modern fiscal economics as the essential
link between taxation and expenditure. lU

It is quickly acknowledged that there exists a number

of serious restrictions blocking the application of the

benefit principle across the whole municipal spectrum.

However, this is not a valid justification for abandoning the

principle. Quite to the contrary, it means that the

principle is modified in practice to suit political

realities. Only by utilizing the basic concepts of the

benefit principle as the basis of policy development can

municipalities hope to insure long term fiscal stability.

Consequently, the utilization of the property tax in its

present form as a sole means of financing social welfare

programs is met by public displeasure.

It is important to recognize that the inability of

property tax revenues to fully meet municipal requirements

did not suddenly occur. In fact the percentage of municipal
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unconditional
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revenue requirements which were being met via property tax

had been declining steadily since the 1920's. Although

historical data sources are marked by a number of

incongruencies thereby making totally accurate comparisons

difficult, it is possible see the declining importance of

property tax revenue. From the data that has been compiled

in Table 1-1 it can be seen that in 1926 seventy nine percent

of municipal revenues were derived from real property

taxation. However, less than forty percent of municipal

revenues came from property taxes.

The demands placed on municipal authorities have been

rapidly increasing. This was accelerated in the post war

era. Massive infrastructure projects were necessary because

of depression and wartime omissions and restrictions, and the

tremendous urbanization and decentralization trends that were

predominate in Southern Ontario. Since municipali ties did

not appear to retain sufficient own source revenue capacity

to meet these some new source of revenue was necessary. In

Ontario, increased provincial grants were used to make up the

shortfall.

There are two basic categories of

available to municipal governments in Ontario:

grants and conditional grants. Unconditional grants are the

least utilized yet from the municipal view point are the most

desirable. This is due to the fact that the unconditional

grant is a transfer of funds to a municipality and although



TABI.E 1 - 1

Proportion of Municipal Revenue ac<X>unted for Ei: Property Tax in canada

(Millions of Dollars 1926-1981)

2

Year

1933

1938

1941

1946

19511

1956

1961

1966

1971

1976

1981

1

Total Revenue Total Property Tax Revenue %

264.1 208.7 79

293.3 229.7 78

312.4 239.8 77

333.0 250.1 75

386.3 278.3 72

542.1 294.8 54

877.4 445.0 51

1 318.9 1 044.7 78

2 397.4 1 738.7 73

4 415.2 1 739.7 39

9 258.9 3 232.0 35

18 028.0 5 769.5 32

The data for the years 1926 to 1946 is drawn from the
Bank of Canada, Statistical Summary, Financial
Supplement 1954. This data is aggregate of all
municipal data for the whole country. Property
Taxation and provincial Grants collected for the
purpose of Education are included in these figures.

The data for the years 1951 to 1981, is drawn from the
Statistics Canada publication 68-204, Local Government
!:..!.!!~E£~.!.. ~~~~E~~~ ~E~ ~.!E~E~.!.!~.E~.!.. ~~~~!~ ~E~
Liabilities Actual. It is impossible for these years
to provide data free of the influence of revenues
directed towards Education.
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it 1S usually based on some type of indicator, the

municipality is free to allocate the funds at its pleasure. 11

In direct contrast to unconditional grants, conditional

grants are both the primary means of income transfer from the

Province to municipalities, and by their very character are

more heavily regulated by the Province. There are two basic

types of conditional grants, operating and capital.

Conditional grants are usually highly program specific,

functioning often on a formula of percentage matching funds

from the municipality.12 By 1981, grant programs had become

nearly as important to Ontario's Municipalities as their

property tax revenues. 13 The importance of these grants has

raised serious concerns about municipal autonomy,

accountability and fiscal stability. To qualify for

conditional grants, councils find it necessary to expend

funds in a manner that does not necessar i ly ref lect thei r

priorities because conditional grants usually require some

form of corresponding contribution from the municipality.

The point being made is not to argue that conditional grants

should be abolished, but rather that the extent of their

utilization changes the nature of municipal decision making.

The argument is that the extent of conditional grants should

be sUbstantially curtailed with the same resources

transferred into unconditional grant programs. The

justification for this change is based on the presumption of

many municipal councillors and residents that locally elected
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muni cipal representa t i ves, those most di rectly ref lect i ve of

the communities interests, are having decisions redirected

through senior level government grant policies. While the

level of citizen participation in municipal elections may be

less than desirable, municipal governments have a role to

play and a distaste for the level of Provincial interference

is valid. While there may be conditional grant programs in

which municipalities participate because they reflect their

own priorities, this does not change the point that councils

are reluctdnt to turn down grant money in other areas even

though it causes them to realign their priorities. Such a

situation would be acceptable if their constituents saw them

as financial puppets of senior levels of government. The

reality of the situation however, is that a large percentage

of citizens fail to recognIze the financial structure of

grants and consequently expect di fferent prior i ties to be

reflected in the expenditure plans adopted by their councils.

The third point raised earlier regarding the

stabi 1 i ty of the municipal fiscal system, ar i ses from the

manner in which Provincial grants are allocated. In Ontario

the disposition of grants is determined on a yearly basis,

and this decision is not the result of negotiations between

the Province and municipalities. Rather the Province states

the qualifications for the receipt of grants on a yearly

basis, with municipalities expected to conform to any
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alterations. Municipalities lack the ability to accurately

predict the course of Provincial policy from one year to the

next. Consequently, the ability of municipalities to develop

and follow through on complex multi-year fiscal plans is

frought with increasing uncertainty.

The 1970's saw the major economic systems of the

world undergo a number of structural changes. The economic

aftershocks of these and subsequent events in North America

have precipitated a series of complex economic, and resulting

social problems such as double digit inflation, interest and

unemployment rates. In attempting to respond to these and

other difficulties, the Federal as well as most Provincial

Governments including Ontario, found themselves increasingly

turning to deficit financing. Partly because of the complex

arrangements of fiscal federalism which are presently in

operation between the two senior levels of government in

Canada, no level of government is immune either directly or

indirectly from the fiscal policies of another. Although

deficit financing was the economic policy option adopted by

many governments as the solution to the economic problems

being experienced in the 70's, the cumulative size of

deficits and the continued utilization of deficit based

financial policies appear to have become one of the major

economic and political problems of the eighties.

Consequently, many governments have been attempting to alter

policy direction by adopting fiscal programs directed towards
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deficit reduction.

The adoption of this policy direction by both the

Federal and Ontario Governments, contains within it a number

of severe ramifications for municipal governments in Ontario.

As already mentioned, Provincial grants are an important

source of municipal financing, but even more importantly, it

was this primary funding source which recorded real increases

through the 1970's and early 1980's during a time when

property tax revenues generally managed only to keep pace

with the rate of inflation. 14 However, the fiscal realities

of the mid 1980's indicate that the degree of financial

transfer evident just a few years previously is no longer

realistic to expect. In fact changes have already begun to

occur. Each of the provincial governments recently in power

in Ontario have served notice to municipalities that across

the board real increases in grant levels are unlikely and

furthermore that in some areas, declines in the level of

Provincial assistance can be expected.

Another di fflculty intertwined wi th the present set

of financial expectations, is that a significant amount of

municipal physical infrastructure, especially in the more

heavily urbanized and older parts of Ontario, is in less than

ideal condition. IS The provision of a viable local physical

infrastructure (the traditional "hard" services such as

sewers, roads and water) while lacking the current political
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limelight of other service programs such as day care and

housing, are a primary responsibility of municipal

governments. Critics of municipal spending patterns have

correctly been arguing for years that "a crisis" in

infrastructure provision and maintenance would eventually

occur. Municipal councils however, should not themselves be

the recipients of all the blame. Rather, municipal

councillors just like any other group of elected officials

can only avoid implementing the wishes of their constituents

to a certain extent before responding to short run demands,

such as for an expanded social service network.

Simultaneously, the Province must also accept partial

responsibility since the policy options adopted, and the

subsequent grant programs implemented, reduced funds

available for maintenance and capital development. However,

circumstances dictate that the question of primary importance

is not apportioning blame, but determining how

municipalities, with their budgets under pressure of revenue

contraction, are to respond to the unavoidable and extremely

expensive expenditure requirements which are emerging.

The problems of a restricted tax base coupled wi th

reductions in Provincial grants have forced Ontario

municipalities increasingly to address two general issues:

a) How to control the costs of existing and proposed

services? and,
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b) How to embark on a program of increasing the level of

municipal revenue, for a variety of services?

Whi le di fferent municipali ties have used var ious methods to

increase cost effectiveness, the emphasis has been directed

at increasing revenues, possibly in ways which would also

lead to cost controls. Consequently municipalities have

looked to revenue generation components of their budgets over

which they retain control, but which up to present have

possibly not been utilized fully. Within the municipal

budget, the areas which have been the focus of attention are;

licences, permits and concessions, special assessments, and

the sale of goods and services. Although some debate exists

over their applicability, these three areas are generally

acknowledged as comprising the field of user fees.

As mentioned the primary focus of this work is to

examine user fees with the general purpose of gaining a

better understanding of their use in Ontario's

municipalities. The final intention is to be able to

formulate answers to three general questions concerning user

fees.

1. How important are user fees in the operations of

Ontario's municipalities?

2. How well does the theoretical study of user fees match

their practical application?

3. What is the probable future of user fees in Ontario?



16

If a government IS using user fees it is pricing its

outputs. There are essentially three legitimate valuation

models that can be adopted by a government for the pricing of

its outputs. Consequently, the basics of these three models

are each represen tat i ve of one of the hypotheses posed for

investigation. These three hypotheses can be analyzed in the

following manner. Are the municipali ties in Ontario which

are either presently using or planning to utilize user fees:

1. Establishing the structures so as to accurately gauge

citizen demand for the purpose of maximizing the

efficient utilization of resources in compliance with the

theory of Marginal Cost Pricing?

2. Utilizing fees for the purpose of cost recovery in

compliance with the theory of Average Cost Pricing?

3. Using fees with the intention of revenue maximization,

ideally with the intention of realizing a profit?

These questions will be tested in relation to a

specific set of municipal services. (The theoretical

rational underlying the different types of pricing systems is

discussed in chapter two.) Although it would be ideal if the

breadth of this study could cover all municipal services,

there are however numerous reasons making thi s infeasible.

Although time and cost constraints are important, the main

factor preventing a very broad based study is the fact that

the information required for municipalities almost without

exception has not been compiled provincially and in many
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themselves.

Consequently, the data required can only be acquired through

primary research, a factor which seriously affects the scope

of the investigation. Therefore, two areas have been

selected for investigation. The first category is

recreational facilities with the specific facilities of

relevance being arenas, pools and golf courses. The second

category is public works with the relevant area being

sewerage.

There are two primary reasons for choosing the above

areas for investigation. Although there are differing types

of municipal structures in Ontario, many areas presently

operate under a two tier municipal system. 16 Consequently in

those areas retaining a two tier regional government

structure it is unlikely, because of the separation of

responsibilities imposed under regional government, that one

level of government would retain sole jurisdiction in both

commodity classifications. A second reason concerns the

actual nature of services to be examined. Due primarily to

the obvious private beneficiary aspects of the four

commodities in question, it is reasonable from the

theoretical perspective to expect that all of the

commoditites may not be priced in the same manner.

Before empirical investigations can occur it is

necessary that the theoretical basis of the three hypotheses
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be examined. This discussion is provided in Chapter Two. It

begins with a discussion of how a user fee is defined, and

the necessary conditions for user fee programs .to be

operationalized. Next comes a discussion of the reasons for

user fee programs and then the theoretical foundations of

Marginal Cost Pricing, Cost Recovery,

Maximization are discussed.

The third chapter I s focus is on the present use of

user fees in North America generally and in the Province of

Ontario in particular. This discussion is divided into three

components. The first component is intended as a broad

overview of user fees in the United States. The second

component is an overview of user fees in Canada. The third

component focuses on user fees in Ontario municipali ties.

Although there is some limited information available on user

fee utilization by municipal authorities, the vast majority

of these data is available in only an aggregate format from

Statistics Canada. As a result, specific municipal

comparison of fees for commodities is impossible. However,

one study completed in 1978 provides data current enough to

serve as an important source of comparison data.

As already mentioned, data on this subject has to

date been poorly compiled thus necessitating the undertaking

of relatively extensive primary research. Consequently, a

new survey of selected municipali ties has been undertaken

examinIng their usage of fees in the specified areas. Thirty



19

municipalities (Appendix lA) were chosen for this study. In

determining which municipalities would be chosen for

investigation the primary objective was to select larger

municipalities because of their overall significance in

service provision and revenue capacity. Consequently, the

group was selected based on the following three criteria.

1'he first was that the municipality be located in Southern

Ontario, defined as that area south of Algonquin Provincial

Park. Secondly, the municipality has to have a population of

one hundred thousand people or more. In the case of Regional

municipalities, the region had to have at least one

municipality with a population of at least one hundred

thousand persons. Finally, some of the municipalities

included (although having less than the specified population

figures) were included by virtue of the fact that they were

important regional centers and all contained populations of

at least 50,000. 17 The survey itself was a two part process.

The first part consisted of a mailed survey to the

administrative head of the municipality (Appendix 2A). The

survey data were compiled and where necessary, information

was supplemented through either a personal meeting or

telephone conversation with the appropriate officials.

The fourth chapter operates as an analytical

conclusion drawing together the data examined in the

preceding chapters. The purpose of this chapter is to focus
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on how the empirical data reflect upon the three hypotheses

upon which the survey was modeled. Finally the chapter

a t tempts to formulate some meani ngful answers to the three

questions posed earlier, regarding the place of user fees in

Ontario Municipalities.



Appendix lA

Upper Tier Municipalities

Regional Municipality of Hamilton/Wentworth

Regional Municipality of Durham

Regional Municipality of Halton

Regional Municipality of Metropolitan Toronto

Regional Municipality of Niagara

Regional Municipality of Ottawa Carlton

Regional Munclpality of Peel

Regional Muncipality of Waterloo

21

Lower Tier Municipalities

City of Toronto

City of Etobicoke

City of York

City of North York

City of East York

City of Oshawa

City of Burlington

City of Scarborough

Single Tier Municipalities

City of Kingston

City of Peterborough

City of London

City of Ottawa

City of Nepean

City of Gloucester

City of Brampton

City of Mississauga

City of Hamilton

City of St. Catharines

City of Kitchener

City of Sarnia

City of Windsor

City of Guelph
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lFiscal imbalance is one of the traditional problems
encountered in a Federal system. As Johnson notes; "the
revenue that can be efficiently raised by a given level of
government is not equal to the optimal amount of expenditure
by that level of government" (Johnson, p. 24). In Canada,
the issues of fiscal imbalance have historically been more
readily recognizable between the recognized Federal systems
(the Federal government, the Provincial governments).
However, the relationship that exists between Provincial
governments and Municipal governments and institutions
(especially in the Province of Ontario) although in an
unofficial and slightly altered status, retains many of the
same institutional foundations of a traditional Federal
system. Although, legally a creature of their provincial
masters, municipal governments operate in part as autonomous
units. This means that they are expected to be fiscally
solvent. This has become increasingly difficult at the local
level as local expenditures have steadily outpaced Local Own
Source Revenues perpetuating a situation of fiscal imbalance.
See especially:

J. A. Johnson, "The Financial Plight of Canadian
Municipalities and the Effects of Fiscal
Choices", in Paul Downing Local Service Pricing
Poll:.£i.~~ ~nQ Th~l:.!: Ef!~£.! On UrE~!! ~E~!ial
Structure TVancouver: University of British
Columbra-;- 1974), pp. 22-24. and

Neil B. Ridler, "Fiscal constraints and the
growth of User Fees among Canadian
Municipalities" in Canadian Public
Administration (Volume #27 No:--3;--Fall, -19841:­
pp. 429-36.

2TWO of the most recent works in this field are:

R. M. Bird and E. Slack, Urban Public Finance in
Canada ('I'oronto: Butterworths, 1983 )-.---- ---- -----

H. Kitchen, Local Government Finance in Canada.
(Toronto: Canadian Tax-poundatlon:--1984).

3 T . Plunkett.
Decision-Mak~ Process
( 0 t ta wa :-CT1He, .1 9 7 2 ) ,

The Financial Structure and the
of- Canadian--MunlClpaI--Government-:-
p. 31. and H. Carl Goldenburg,
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"tvlunicipal Finance and Taxation: Problems and Prospects", in
Canadian Federation of Hayors and Municipalities. Forecast
of Urban Growth Problems and Requi rements 1959-1980 (Br i e f
submitted to the Royal Commission on Canadian Prospects),
1956, p. 0-1.

The author acknow ledges that in di f ferent Provinces
the actual historical importance of the real property tax has
varied. There have been a variety of other taxation programs
such as~ poll taxes and personal property taxes, which have
been placed at the disposal of municipal governments.
However from an overall aggregate perspective the real
property tax served as the principle vehicle of municipal
finance.

4Goldenburg, ~ cit., p. 0-2, 0-3.

5GOldenburg, ~ cit., p. 0-4.

6There have historically been many definitions given
to property for inclusion in the property tax base.
Presently property tax is based on the assessed value of real
property which essentially refers to assets which are non­
movable. Primarily this refers to land and any structures on
the land.

7For further information on the regressiveness of the
property tax refer to

H. Kitchen (~cit.), 1984, pp. 200-206.

8 R . M. Bird, Changing for Public Services: ~ New Look
at an Old Idea, (Toronto: Canadian Tax Foundation 1976), p.
IT.-

Bird traces the empirical justification for
these statements to survey work reported in.

A. J. Mel tsner, The Poli tics of Ci ty Revenue,
(Berkeley: University of California Press,
1971 ), pp. 231-236.

9 R . M. Bird, ~ ci!., p. 10.

10Ibid., p. 10.

ll!n the Province of Ontario there are presently six
types of unconditional grant programs in existence. They are:

1. General Per Capit~ Grant
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2. Density Per Capjta Grant

3. Per Capita Police Grant

4. General Support Grant

5. Special Support Grant

6. Resource Equalization Grants.

The first two types of programs are provided to all
municipalities and are calculated primarily as a function of
their per capita population. 'rhe third type of grant,
although functioning on a per capita formula, is only
applicable to municipalities maintaining their own police
forces. The last three types of grants although being
influenced by population are mainly based on indicators of a
municipality's fiscal status.

For further information see:

H. Kitchen, ~ cit., pp. 224-5 and

Ontario ~!ni~!EY ~! ~~!£!E~! Affa!E~ ~E~ Housing~
Local Government Finance in Ontario-rvarious yearsl.

l2 It should be mentioned that while there are Federal
Grants to municipalities which take the form of both
operating and capital, they do not function as a significant
source of municipal revenue in aggregate for the majority of
Provinces. In 1978 in Ontario total Federal Grants accounted
for only 7.09 mi llion dollars which represented 1.8 percent
of total grants to municipalities. Even more importantly,
eighty percent of this total was included in capital grants.

H. Kitchen, ~ cit., p. 222.

Although there have been requests made to the Federal
government from various sectors requesting that they re­
evaluate their position with the intention of increasing grants
to Municipalities, no change in government policy has yet been
forthcoming.

130ntario Ministry of Municipal Affairs and Housing.
Local Government Finance in Ontario 1982, pp. 18-20.

14 Ibid ., p. 22.

l5For further information see:

Canada I S Urban Infrastructure, Physical Condi tion and
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Fundi~ Adequacy Federation of Canadian Municipalities,
June 1984.

l6The two tier designation is meant to refer to the
local municipal government and a Regional Government where one
exists. It must however be noted that there are a number of
other institutions which operate primarily at the local level
such as Conservation Authorities. It is consequently entirely
possible that these other institutions may exercise an interest
in the areas under investigation.

l7The information base
municipali ties to be included
population criteria was the
Municipal Directory.

utilized for
in the survey
1985 edi tion

determining the
relating to the
of the Ontar io

Ontario, Ministry of Municipal Affairs and Housing. Municipal
Directory 1985, (Toronto: Queens Printer 1985).



CHAPTER 2

The Theory of User Fees

Introduction

Chapter One initiated a discussion of the fiscal

issues confronting municipalities. User fees are a means for

municipalities to address some of their fiscal difficulties.

However, the first step in considering the adoption of user

fees is to provide some information concerning the present

utilization of user fees. Before proceeding to provide

detailed information on this matter, this chapter provides a

theoretical foundation for an examination of user fees.

Essentially three main areas are addressed in this

discussion. The first area is an examination of what user

fees actually are. The second concerns the boundaries which

need to be addressed when pUblic goods are priced. Finally,

the three di fferent methods of pricing: Marginal Cost,

Average Cost and Profi t Maximization Pricing, are examined

wi thin the context of the treatment of di fferent types of

costs.

What Are User Fees?

As mentioned in Chapter One there is no specific good

or service to which the terminology of user fees is meant to

apply. Rather, the terminology has become a popular label for

26
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classifying a series of charges made for a wide range of

publicly supplied commodities stretching from sewer charges

to day care fees. I Consequently, it is difficult to define

exactly the form that user fees are meant to take.

confronted this problem by stating that;

Bird has

A general definition of a user charge is that it
is the amount of money per unit of goods or
services produced or provided by the ~overnment

which is collected from the recipient.

It is important to recognize that a di fference in

terminology emerges in the above quote concerning user fees

and user charges. Downing in examining this issue has

defined user charges as being "very much like prices charged

for privately produced goods"3 such that "they represent

payment for services which would not be provided to the

individual if the charge were not paid".4 User fees, on the

other hand, "represent compensation paid to the government

for expenses incurred in providing special services". 5 In

another opinion on this issue, Kitchen has defined user fees

"as charges imposed on local services that are available to

all citizens".6 He views user charges as being associated

wi th an act ion of the government, transferr ing to ci tizens

the ability to undertake a particular activity that is

restricted in some manner, such that they may receive or

generate some type of special benefit for themselves.

Ki tchen connects his defini tion of charging to acti vi ties

such as the issuance of licences, permits and concessions by
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government. 7 Downing in discussing these differences reaches

the conclusion

services there

that

are

when discussing specific goods

some justifiable grounds

or

for

distinguishing between a fee and a charge, however, in many

respects the differences are not that significant. Any

difference that may exist between the two classifications

does not affect the fact that in both instances the

government is pricing its outputs. Consequently, for the

purpose of a general discussion of governmental pricing, the

differences are not that relevant and therefore the

terminology can be used interchangeably.8

The Bureau of Municipal Research defined user charges

as any payment made by either an individual or a group to a

municipality for the provision of a particular good or

service. 9 vfuile there are a number of conditions which must

be satisfied for a user fee policy to be successfully

implemented, and while these will be examined, the

definitions discussed demonstrate that there is one paramount

condition that must be satisfied. A user fee can only be

utilized if it is clear that the charge is a direct function

of an individual or group receiving some form of direct

benefit from a commodity provided to them through the public

sector. Therefore it is entirely feasible to include,

licences, permits, concessions, special assessments and

prices levied in the sale of goods and services, as types of

user fees.
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In Chapter One the reasons why municipal governments

have been increasingly interested in ·user fees was addressed

through a succinct discussion of some important issues

concerning municipal finance. Although the issue of revenue

constraints has been one of the primary reasons why

municipalities have directed their attention towards this

policy area, direct revenue generation is not in itself the

sole reason for the implementation of a user fee policy.

There are three general reasons for the development of a

pricing policy: equity, efficiency and finally revenue

generation. lO

The argument that the local level of government is

not traditionally the proper level through which to address

redistribution questions has already been discussed. The key

point that emerged out of that discussion was that services

of municipal government are, traditionally, structured on the

application of the "Benefit Principle". User fees, since

they are a direct reflection of the benefit principle,

provide a means by which service equity can be improved.

This is possible since the use of goods and services by their

actual user can be determined to a much higher degree than is

possible within the existing property tax structure.

Undoubtedly the argument can be put forward that such a

policy when viewed as a function of income levels will for

some individuals actually increase the level of inequity

present. Even if empirical investigations demonstrated that
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the wider utilization of the benefit principle caused an

increase in the degree of inequality it is of paramount

importance that the underlying assumptions of such a

conclusion be carefully examined. Such an examination would

reveal that the conclusion of inequality was measured as a

function of income. The utilization of this type of scale is

appropriate where the central focus of concern is welfare

oriented. However, welfare considerations are only one of

the traditional responsibilities of municipal governments

structured on the benefit principle. It is these measures of

welfare inequity that need to be addressed directly by senior

level governments who retain the constitutional authority and

greater fiscal means to act on such issues.

The changes in Canadian society have not been

accompanied by a modernization of municipal institutions.

The validity of this argument is secondary to the point being

made here. If a modernization of governmental responsibility

is required then such a process must recognize the factual or

hypothetical effects that such change may gener~e. The

advocation and adoption of change in a piece-meal manner, no

matter how well intended, wi thout corresponding alterations

in other areas of responsibility would mean that the

legitimacy of government is open to question.

The utilization of user fees in the public sector

provides one of the most effective and reliable mechanisms by
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which the actual demand for many publicly provided goods can

be measured. Consequently wi th a means of more accurately

matching the supply of goods and services to actual demand,

the level of pUblic sector efficiency can be improved.

There is no doubt that municipalities view user fee

programs as an important and in many cases largely untapped

source of revenue generation. There are two ways in which

user fees will improve the budgetary position of the

municipali ty. The first and most readily obvious revenue

generator will be the actual fees themselves. However, and

possibly more importantly from the overall perspective of

pUblic policy is the revenue that will be generated

indirectly. One of the reasons for implementing a pricing

policy is to increase the level of efficiency in the

provision of public goods. In most cases (assuming demand is

not totally inelastic), this will result in the actual volume

of a service or good demanded declining especially if it was

previously provided free of charge.

Although there are a variety of potential benefits

from a user fee program, realizing these benefi ts requires

government to price its outputs. Governments by their very

nature must be concerned wi th a wider variety of concerns

than is the case in a private sector operation. Before

proceeding to some of the pricing models which have been

advanced for publicly provided commodi ties, an outline is

warranted of a number of basic conditions of pricing system
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design and operation, which according to generally accepted

public finance li terature, any public pricing system must

address.

Richard Bird has laid out five primary condi tions

that pricing systems in the public sector should be modelled

on:

1. In order to charge any price it is necessary that those

who benefit directly from the service can be excluded

from enjoying it if they do not pay. 11

This condi tion relates to the fact that governments

do not only provide pure 'public goods. Many commodities now

supplied by government retain characteristics of private

goods. In the pricing of any publicly supplied commodity it

is these characteristics that must form the basis of the

commodities' pricing. Only in this manner is it possible to

ensure that those who pay are those who benefit directly from

consumption of the commodities.

2. Most benefits should accrue to the primary recipients of

the service so that there is little possibility of loss

of significant externalities. 12

Externalities are the result of some type of economic

activity and have an effect on those parties which were not

the direct participants in the economic transaction. 13

3. The demand for the service should be elastic, so that

imposition of a price will affect allocation and hence
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help achieve the efficiency objective. l4

If the demand for a commodity is very inelastic, the

imposition of a pricing policy will not result in any

meaningful efficiency increases in terms of the commodities'

allocation.

4. Collection costs ... should also be low. In order for a

strict pricing policy to be flexible, both the quanti ty

and the quality dimensions of output units must be

capable of being specified, and the prices must be

enforceable and collectable at reasonable cost. lS

This condition contains within it two important

cr i teria, relating to the pricing program 's administrati ve

cost control. First, the operation of any fee program

requires some type of administrative framework. For the

program to achieve its objectives while at the same time

being cost effective, it is paramount that the program's

administrative costs, and in particular the functions

concerning the collection of fees and the exclusion of free

riders from the commodity are fulfilled at reasonable cost.

Second, the development of a useful pricing structure demands

that accurate cost data on specific commodities are

inexpensively and readily available. In much of the public

sector such informational outputs can be difficult to achieve

since system operations are not necessarily designed to

correlate resource input to commodity output.
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5. There should be no unacceptable inequities resulting from

the imposition of prices. l6

The first step in implementing a user fee program is

the pricing of outputs. On the surface the actual pricing of

government outputs may not appear to be much of a problem

since it may seem most desirable to adopt a private sector

pricing mechanism of these publicly provided commodities.

However, there are a number of potential difficulties with

this ideal. One problem concerns any income effect,

especially on low or fixed income households, resulting from

either the re-evaluation of an existing user fee or the

establishment of a new fee. Although municipalities have no

clearly defined legal obligation to address income

redistributive questions, they may have an obligation to the

citizens they govern to be sensitive to the impacts of their

policy changes. A second problem centers upon the question

of whether access to a particular commodity or some minimum

level of that commodity is a privilege or a right. One

example is access to clean drinking water supplies. At issue

is at what level of consumption are medical and humanitarian

concerns satisfied? Furthermore, how can this system be

effectively operated, and from what source should the revenue

forgone by the selected level of provision, be addressed?

Finally, for many public services, it may not be feasible,

and in light of other organizational objecti ves necessari ly

desirable, for a governmental sector to operationalize itself
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in the same manner as a private sector organization.

One of the foundations of our economic system is that

there are two basic types of goods, public goods and private

goods. Pure public goods such as national defence and police

protection represent a classification of commodities from

which it is impossible to exclude any individual from

enjoying their benefits and which continue to be available

for others to consume even after one person has done so.

Conversely, pure pr i vate goods are not avai lable to others

after consumption and other potential beneficiaries can be

excluded. l ? These two classifications occupy opposite ends

of a spectrum between which lie a great number of commodities

retaining varying degrees of the qualities of each type. l8 A

significant number of these goods generate externalities of a

nature significant enough to cause government, in exercising

its legitimate concerns over the public welfare, to become

associated to some degree wi th them. Although there are no

firm guidelines for governmental involvement in these "quasi"

public goods, it is never the less a fact that governments

recognize public externalities as factors which must be

accounted for in the commodities' supply. In light of these

aforementioned issues there have been three principle pricing

schemes advanced in the publ ic finance literature; marginal

cost pricing, cost recovery pricing and, revenue maximization

pricing.
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Marginal Cost Pricing:

If people are receiving benefits through the

utilization of some type of commodity, assuming there is

little cost associated with consumption, they will continue

to consume the commodity until the benefit or marginal

valuation which they derive from the commodity is zero.l 9

This si tuation is graphically demonstrated in Figure 1-1,

which shows that in the absence of price the level of the

commodity demanded is C (that point where marginal valuation

is zero). When the marginal costs associated with the

production of the commodity are examined, it is clear that a

significant volume of the commodity (indicated by the

distance EC) is provided at a cost (indicated by the

rectangle BGeE) greater than the sUbsequent level of marginal

valuation (indicated by triangle BeE) derived. Assuming that

it is important to provide services in a fiscally efficient

manner it is clear that the level of optimum availability of

the commodity is point E. This corresponds directly to point

B where the consumers' marginal valuation intersects the

marginal cost of providing the commodity.

The basic premise of marginal cost pricing is that

the price charged for any commodity should be represented by

the marginal costs and therefore be a direct reflection of

the opportunities forgone in the provision of that

commodity. 20
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FIGURE 1-1
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Source: H. Groves & R. Bish, Financing Government, 7th
Ed. (U.S.A., Holt, Rinehart and Winston Inc.,
1973, p. 309.
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The equality of price and marginal cost ensures
that the consumers equate marginal benefits from
this use of resources with the real alternatives
foregone elsewhere. In a world of pure
compet i t ion the market ~chanism would operate
to ensure this equality.

I n theory the idea of charg ing the marg i na 1 cost of a

commodity to the user is economically efficient. However, in

practice attempting to match actual operations to a

theoretical model encounters a number of problems. Probably

the most obvious problem is that for the total efficiency to

be realized, the whole system must be operating in a purely

competitive fashion. However, a significant degree of

economic acti vi ty is carr ied on outside the assumptions of

perfect competition. In the case of many municipal

commodities, provision is under some manner of monopolistic

arrangement, often not because the commodi ty could not be

produced otherwise, but because of the desire of government

to realize economies of scale, especially in instances of

long run decreasing costs. One service where such a

situation often occurs is in the supply of water. Very often

in water supply systems, especially in high growth areas, the

capacity limits of existing systems are met and newer and

more expensive systems must be brought on line. 22

Another case where the marginal cost pricing model

encounters difficulty is where a commodity is subject to long

run increasing returns. The basic issue is that the marginal

cost curve conti nues to dec 1i ne and fa i Is to intersect the
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average cost curve over the relevant market range of output.

Wh i 1 e t his mea n s t hat the rna r ginale0 s t p ric e 0 f the

commodity is declining over increased output, the more

important issue is the fact that the price charged will fail

to raise sufficient revenues to cover costs. Consequently,

marginal cost pricing under these circumstances will result

in a deficit. 23

Returning to the fourth qualification of Bird' s

pricing principles, that in those cases where a commodity

retains characteristics of both public and private goods, it

creates a situation where "neither output nor cost per unit

data can be measured or where collection of the charge is

prohibitively expensive".24 For example, the commodity may

produce some type of relevant externality. Since marginal

cost pricing may be concerned only with the direct costs

incurred in the production of a commodity there is no direct

means for the inclusion of these costs or benefits.

Furthermore, it may be di fficult to actually calculate what

these costs or benefits are, such that the final price

charged may be either too low or too high. 25 Other

commodi ties may be being produced by other producers whose

price is not equal to marginal cost. However, there are real

difficulties in measuring the appropriate price level. As

Kitchen argues in these cases by raising the theory of second

best, there may be no reason for the public price to equal

. 1 26marglna cost. Rather,
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efficiency may be improved by supplying the
output at the point where the divergency between
marginal cost and the price at the local
government level is simi2~r to the divergence in
the rest of the economy.

In summary, marginal cost pricing is justified for

those commodities for which;

1. externalities do not exist

2. where individuals can be excluded from consuming the goods

and where availability does not reduce the consumption of

others

3. where efficiency prevails in other areas of the economy

4. where preci se measurements of outputs and costs can be

calculated

5. where collection and administrative costs are low. 28

Accepting the fact that reality will not always allow these

parameters to be satisfied, another type of pricing system,

average cost pricing, has been advanced.

Average Cost Pricing:

Average cost pricing which is also referred to as

cost recovery pricing, is viewed as the best alternative to

marginal cost pricing, especially when the other option is

the absence of any pricing structure. 29 The primary

advantage of average cost pricing is not that it generates a

more efficient solution than a marginal cost format but

rather, in terms of practical applicability, that it is much

easier to utilize. A relevant example is found in the City
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A major report on user fees within the city

found that out of one hundred and forty one different charges

utilized by the city, accounting for approximately 4.4

million dollars in revenue in 1981, not one was based on

marginal cost pricing. 30 Furthermore, at no time was the

complete implementation of a marginal cost pr icing system

viewed as being feasible.

The basic premise underlying average cost pricing is

fairly simple. Unlike the marginal cost format, there is no

need to go through the generally expensive and sometimes

impossible process of formulating marginal cost. Rather, the

average cost price is determined by compiling all of the

expected relevant costs of providing the commodity and then

dividing this amount based on the quantity of the commodity

expected to be provided. 31 Referencing the discussions

concerning marginal cost pricing it is easy to see that,

depending on the situation of each commodity, the price

charged could be less, equal to or greater than the

equivalent marginal cost price. While the nature of the

commodity itself determines the ease of excludability of

utilization as well as the format of collection costs, the

fact that average cost pricing addresses potential

beneficiaries as an aggregate makes it feasible to quickly

address the concerns relating to externalities. However, the

main problem with average cost pricing is that prices are
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equalIzed irrespective of the costs associated with access to

the commod i ty. Because information is collected in an

aggregate manner, it may be impossible to account for

differing costs to specific consumers. Consequently, there

may be a real problem of user subsidization by other users

contributing to inequalities.

One means of overcoming these difficulties in average

cost pricing is through the adoption of a multi-part tariff

pricing system. 32 Through the utilization of such a program

the key advantages of both marginal cost and average cost

pricing can be captured. Downing has argued that such a

pricing system should be comprised of three components: the

Quantity Charge, the Capacity Charge and, the Locational

Charge. 33 The quantity charge should reflect the short run

costs of providing a certain level of current output of the

commodity. The quantity charge is reflective of the short

run costs of providing a certain level of a commodity out of

the current output. Obviously this charge would be dependent

upon the degree of consumption. 34 The capaci ty charge is

intended to recoup any difference between the quantity charge

and the full costs of product at the designed capacity level

of the institution. Two possible cases where such a charge

would be necessary are, one, where the fixed costs of the

operation are extremely high or two, where the system is

being used at less than capacity. It is possible that there

would be no need to implement this charge, but where there is



43

a need, Downing suggests that it should be allocated

according to the potential consumption different consumers

could make of designed capacity.35 Finally the locational

charge echoes the long run costs of providing the necessary

infrastructure to serve consumers at both different locations

and development densities. Not only is such a charge a

valuable means by which fixed costs can be recaptured but it

also indicates whether there is a justifiable demand for the

expansion of delivery systems to certain areas.

Another, and in many ways more significant, issue to

be resolved concerns the costs and the relevant assumptions

associated with those costs, which are to be accounted for in

determining the expenses to be recovered. K. Davey in his

1983 book Financing Regional Government broke this question

of relevant costs down into three basic issues.

The first point is deciding which current

expenditures can be allocated to a specific commodity. As

Davey states:

Where does one draw the boundary between the
costs to a particular service and those of
general public services in the ~%cality or the
general administrative overheads?

There is no doubt that the solution adopted on this question

relies greatly on both the nature of the commodi ty and the

organizational nature of the general administrative body.

Whi Ie there is no specific solution that can be uni versally

applied, it is only proper from both the planning and fiscal
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accountability perspectives that those costs that can be

attributed directly to the project in question should be

included.

The second point is deciding whether costs are

calculated according to the cost of providing specific units

of the commodity or on a pooled average basis. 37 Obviously

this type of concern is closely related to the argument for

locational charges already discussed. Again the particular

commodity will govern greatly the decision which can be

implemented. However, Davey puts forward two criteria which

should be tested for in making this type of decision.

1. The extent to which the service (or some minimum provision

of it) is meeting an essential human need; the concept of

a merit good such as minimum level of water supply.

2. The degree to which individual consumers choose the

circumstances - particularly the location - which affect

the cost of the service they use. 38

The second point can in the case of some commodities,

especially those involving signi ficant capi tal outlays, be

the most divisive. The question is whether capi tal costs

should be included in expenditure totals, and if so on what

basis. 39

There are many examples of services which are
meant to be self financing, but only the
opera t i ng and rna intenance costs have been met
out of general revenue~Oor from loans which have
been fUlly discharged.
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"if we do not require cost recovery from the beneficiaries,

we will not really know whether the benefits from the service

exceed the costs". 41 If it cannot be reasonably determined

that benefits equal or exceed costs, then the commodity, at

least from the fiscal perspective is being provided in a

highly suspect manner.

The argument against including the capi tal costs is

that they represent sunk historical costs which in terms of

future demand and supply are not valid. Therefore only costs

that should affect current pricing are operating and

maintenance costs. 42 While this will result in current

account deficits (equal to the value of capital expenditures)

the answer most often forwarded to this problem,

is that eventually prices will rise to ration
demand as demand increases in the future, and
that the latter surpluses generated will balance
the ear ly ~eficits so that full costs wi 11 be
recovered. 4

Milliman argues that there are two problems with this

reasoning. The first point is that the basic assumption of

increasing future demand when viewed in the rapidly changing

nature of our society is highly suspect. 44 The second point

is even more significant because it concerns the basic

decisions for future projects. Milliman argues:

The original investment costs the day after the
project is constructed are historical costs - no
more and no less - and they will not necessarily
reflect changing supply and demand condi tions
and alternative social costs in the use of
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resources from that day on. Prices that
cor rect ly ration the use of capaci ty and dea 1
with congestion mayor may not return historical
costs. Moreover, deciding whether the revenues
generated justify an expansion of the facilities
should not be determined by covering the
hi s tor i cal costs ... , but whether the resources
are sufficient to cover the costs of expansion
or replacement costs at th~5time in the future
when they are contemplated.

These different arguments concerning the inclusion of

capital costs necessitate some concluding comments. First,

from the viewpoint of economic efficiency it is only correct

that some provision be made to recover the capital costs

incurred in providing a commodity. It is perhaps important

to recognize that in the marginal cost pricing system, in a

per fect ly compet i t i ve market, (the theoret i ca 1 scenar i 0

di cta ted by the model) capi tal costs would ha ve been

recovered because they would have been a component of long

run average costs which are equal to marginal cost in

equilibrium. Second, although the concerns over future

condi tions are di f ficult to accurately plan for, there is

considerable merit in pricing supply with consideration given

to the level of future demand. The justification for this is

based on the fact that if a present commodity is provided at

a price representative of historically low costs, then the

level of demand will be greater than what the present costs

of expansion would dictate. Such a situation requires

serious consideration of a pricing policy based on a cost

sharing basis of historical and future costs as suggested by
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Obviously the applicability of such policies depends

greatly on the characteristics of the commodity in question

and whether or not vehicles such as multi-tariff pricing

systems which can accumulate cost differentials are feasible.

Revenue Maximization Pricing:

(Making a profit)

The final type of pricing model is one designed to

charge a price such that the service realizes a profit.

There are essentially four justifications for such a policy.

One of the arguments advanced for generating a profit comes

from the previous discussion of cost recovery.

Investing capi tal in a particular service can
only be justified if it earns a rate of return
comparable with alternative forms of public or
private use. The public's willingness to buy a
service at the resulting level of charging is
comparable to its readiness to buy goods or
services from a commercial operator using the
same amount o~7capital: it is the essential test
of viability.

Consequently, the key question is whether some form of

capital capitalization component should be included.

Furthermore, if a market rate of return is realized how

should these revenues be apportioned? Obviously the

appl icabi 1 i ty of this argument is highly dependent on the

particular nature of the commodity itself.

Another argument for charging above cost concerns

those services which are subject to peak load demands.

Increasing prices on a cost plus basis relating to periods of
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heavy demand is in many cases an effective means through

which a disciplinary effect can be had on demand. 48 A third

case is where fees can be instituted for regulatory purposes

other than cost recovery. The actual costs of the program

may vary but often they are relatively insignificant in

relation to revenues. A common example of this type of usage

is licensing charges. 49

The final case where charging above cost is advocated

is in those cases where the commodity being provided is also

available from private producers. In these cases it is

argued that the price should be reflective of the market
rate, something that is relati vely simple where there is a

pri vate market supply. 50 Commodi ties often viewed in this

manner are recreational facilities such as golf courses and

racquet facilities.

Conclusion:

In summary, three primary themes were examined in

this chapter. The first theme concerned determining what is

meant by, a user fee or user charge. Although different

defini t ions were gi ven in the academic Ii terature on this

question, all of the definitions cited retained the same

basic ideas. The basic idea is that government, in

undertaking the wide variety of functions that it does,

generates in one way or another, a vast array of commodities

with a varied range of characteristics. Further, any manner

of monetary remuneration that the government realizes from
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the provision of these commodities in a direct, exclusive

manner, can be considered a user fee. While this definition

may seem somewhat ambiguous it demonstrates the wide spectrum

encompassed by this policy area. Further, while there may be

justifiable grounds for using the terminology of user fees

and user charges separately when case commodity questions are

under examination, for the purpose of this discussion, the

terms can be used interchangeably.

The second point is that government is attempting to

price, for the purpose of direct consumer reimbursement, the

commodities it generates. Although there are various pricing

models, it is important to recognize that the logical

operation of the economic system requires that certain rules

of pricing must be followed. Five points of pricing theory

were provided by R. Bird and were examined for the purpose of

providing a basis upon which any logically consistent pricing

structure must be based.

The final theme was the introduction of the three

pricing systems which are reflective of the basic valuation

and pricing models. The basic thrust of the empirical

research (discussed in the next chapter) is to determine

which of the three pricing systems are used in practice, and

to discover why certain pricing systems are preferred by

government. The important point of the investigation is to

determine which pricing methodology is advocated and how
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exactly it is implemented.

In Chapter One it was pointed out that the principal

objectives for implementing user fees, at least from a

theoretical perspective, are increased efficiency, equity and

revenue. The ac1;ual type of pricing system employed is

important because the operationalism of that system means

that different objectives can be achieved. It is the

intention of the empirical research to determine the type of

pricing methodology employed and, where feasible, the

objectives that the fee system is attempting to realize.
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Public and Private Qualities
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- public transit
- public hospitals
- convention centers

Pure Private
Goods

- utilities
- airports
- port

facilities
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Charges: Technical and Policy Considerations II Goverrurental Finance March
1982, p. 4.
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CHAPTER 3

How Are User Fees Actually Being Used?

Introduction

The first two chapters had three main purposes. The

first purpose was to examine some of the issues of urban

finance presently confronting the municipal level of

government. The second purpose was to show that the

utilization of user fees, while not a solution, was

nevertheless one means by which some of the problems of urban

finance could be addressed. The final purpose was to examine

the theoretical information available on the definition and

use of user fees. However, this process has yet to address

one of the major purposes of this thesis, How are user fees

actually being utilized in Ontario? The answer to this

question is critical if an understanding of user fees is to

be developed so that they can be best utilized to address the

changing needs of Ontario's urban society.

This chapter is divided into three parts. The first

section contains a brief discussion of the overall

utilization of user fees among all municipal governments in

the Uni ted States wi th a further comparison to the largest

urban centres. The second section presents information drawn

from Statistics Canada detailing the utilization of user fees

55
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in Canadian municipalities classified according to provincial

boundaries. The final and largest section introduces the

data generated by the survey of Ontario municipalities

outlined previously in Chapter Two. This information is

divided into two categories, one dealing with Sewerage

Collection and Treatment and the other with Recreational

Services wi th speci fic attention to Arenas, Swimming Pools

and Golf Courses. The discussion and assessment of this

information regarding the theoretical points raised in the

prev ious chapter and the three obj ect i ve quest ions of

investigation raised in the first chapter are dealt with in

Chapter Four.

Probably the greatest difficulty encountered when

attempting to examine municipal government in significant

detail is that it is not the subject of the concentrated

research effort conducted on the other two senior levels of

government. As previously mentioned there has only been one

study published on the actual uti lization of user fees in

Ontario municipalities. l When beginning this study it seemed

appropriate to generally follow some of the basic guidelines

used in the Bureau study, and extend their analysis over a

longer per iod. However, while conducting the theoretical

research for the first two chapters, it became obvious that

the vast majority of literature was directed towards user fee

utilization in the American context. Consequently, the

presentation of some broad based information on user fee use
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in the United States serves to provide some relevant data for

Canadian comparison.

The American Situation

In the United States, the u.s. Bureau of Census

collects extensi ve information on the financial affairs of

American ci ties. This information is published yearly in a

document entitled City Government_Finan.£~. Data from

selected years have been compiled and are presented in two

tables; Table 3-1 "Changing Status of Municipal Finance in

the United States", and, Table 3-2 "Changing Status of

Municipal Finance in the Largest American Ci ties". There

are differences in governmental structure and operation

between Canada and the Uni ted States and these must be

recognized prior to our discussion of this information.

One difference is that many municipalities are not in

the same subservient relationship with state governments as

exists in Canada between municipal and provincial

governments. One effect of this more autonomous relationship

is that local bodies generally have a wider variety of taxing

authority at their disposal, such as sales and income taxes.

One of the more noticeable consequences of these differences

is that while property tax normally continues to be the most

important source of local revenue, it represents a smaller

percentage of revenue, especially own source revenue, than in

Canadian municipalities. Another important difference,
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Table 3-1

Changing Status of t1Jnicipal Finance in the United States
(Figures sha.m as Percentages)

1965/66 1WOfl1 1975fl6 1980/81 1983/84 1983/84 - 1965/66

property Tax 31.5 26.9 21.2 17.3 16.4 05.1>
as a percentage
of Total Revenue

~yTax 52.4 48.1 42.8 34.2 30.7 (21.7)
as a percentage
of Total o..m
SaJrceRevenue

User Fees as a 9.7 9.5 9.2 10.6 11.4 1.7
percentage of
Total Revenue

User Fees as a 16.2 17.1 18.6 21.0 21.4 5.2
percentage of
Total o..m Soorce
Reverue

Source: U.S. Government, City Government Finances, Various years.
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Table~

Changing tatus of Mmicipal Finance in the Largest Amercian Cities
(Figures shcw1 as Percentages)

1969nO 1971n2 W711175 19T7n8 1980181 1983/84 1983/84 - 1969nO

lTq)erty Tax as a 25.2 22.5 19.0 18.7 15.4 14.9 00.3)
percentage of
Total Revewe

Prq)ety Tax as a 116.1 43.1 39.9 38.7 31.3 28.11 07.7) .~."---"

percentage of
Total <:va Scu'oe
Reverue

User Fees as a 8.0 9.0 7.5 8.3 8.9 9.5 1.5
percentage of
Total Revewe

User Fees as a 111.7 15.3 15.7 17.1 18.1 18.1 3.4
percentage of
Total QI1 Soorce
Reveue

Sc:u'oe: U.S. GoYeI im:nt, Fi.ra'o!s S!f.~~ la'pBt U.s. Cities, Various years.
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largely as a result of more independent taxing authority, is

tha t cit ies rece i ve substant ially lower leve ls of sta t e

transfers than Canadian counterparts. Finally, the Federal

Government retains a significantly larger presence in

providing transfers to local governments than is true in

Canada.

Table 3-1 shows the effect of changing revenue

patterns for all American cities from 1965 to 1984. This data

reveals two important trends. The first is that the

importance of property tax as a percentage of total revenue

and total own source revenue has declined markedly. The

decline in property tax measured as a percentage of total

revenue and total own source revenue over the twenty year

period represented a cumulative fiscal impact (calculated from

data in Tables 3-1A and 3-2A) for the fiscal year 1983/84 of

approximately 20.3 and 15.6 billion dollars respectively.

These changes are significant not only in terms of their size

but more importantly in terms of where the additional revenues

were coming from to compensate for the declines in property

tax revenue. One of the main sources of replacement revenues

has been user fees. By fiscal 1983/84 user fees accounted for

11.41 percent of total revenue representing a cumulative

increase of 1.68 percent since 1964/65. However, more

significant is the fact that since 1964/65 the proportion of

own source revenue deri ved from user fees had increased by

5.18 percent to 21.39 percent. This decline in the importance
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of the property tax is significant because of the problems of

property tax already raised. In the Uni ted States property

taxation is of considerably less importance than in Ontario,

and it continues to decrease in importance.

An examination of the data in Table 3-2 concerning

only the largest American cities2 indicates that there are

similarities with the data contained in Table 3-1. Although a

comparison of the data shows that property tax and user fees

from a percentage perspecti ve have been as important in the

largest cities, their contribution remains significant.

Property tax measured as a percentage of total revenue and

total own source revenue has declined by 10.24 and 17.75

percent respectively. Also some of this decline had been

accounted for through real increases from user fee revenue. 3

Distinction Between Total Revenue and Total Own Source Revenue

Before proceeding to an analysis of Canadian data it

is important to elaborate on the distinction made between

total revenue and total own source revenue. The argument

will undoubtedly be advanced that such a separation is

meaningless primarily because expenditures are budgeted

according to total revenue not total own source revenue.

However, the argument is now advanced that a complete

reliance on total revenue is not only misleading but can lead

to fiscal instability. The justification for this position

is drawn largely from the facts advanced in Chapter One. It
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was shown that municipali ties generally retain control over

approximately half of their revenue requirements. It is

largely transfer payments of various types from senior level

governments which account for the di f ference between total

revenue and total own source revenue. While it is true that

it would be unreasonable to expect this system of transfers

to be discontinued without some form of replacement program,

that does not necessarily mean that the situation will not

change. More importantly transfer programs come with no

guarantees and it was explained that municipal governments

often retain no control over resources provided by these

transfer programs. Based on the nature of the fiscal

situation affecting most governments, and certainly those

senior levels affecting Ontario municipalities, it is only

reasonable to expect that transfer payments will be reduced

or future increases limited to levels lower than cost

increases and/or emerging programs requirements. While

municipalities cannot exert control over senior governmental

transfer payments they do control their own source revenue

fields. Consequently, a sound understanding of existing and

potential revenue sources at a municipality's disposal, and

utilizing this information to develop viable

revenue/ expendi ture plans are key ingredients in a modern

fiscal management strategy.
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The Canadian Case

In Canada, the preferred source of publicly available

information on yearly municipal fiscal operations, especially

for the purpose of time series analysis, is Statistics

Canada. Statistics Canada began collecting and pUblishing

yearly statements of municipal financial operations by

province in a publication entitled Local

Government Finance 68-204. Data have been compiled from this

publication and are presented in different formats in Tables

3-3 through 3-6. 4

Compiling the Statistics Canada information,

especially for the purpose of comparative analysis introduces

a number of issues requiring acknowledgement. The core

issues concern the way municipal finances are viewed and

reported since these vary over time. There were three main

problems with the Statistics Canada data.

The first issue concerns the treatment given

educational revenue. In Ontario and most provinces of

Canada, all own source taxation revenue for all local bodies

is collected by the local municipal corporation. This

situation applies to educational property taxes.

Unfortunately since 1961 this revenue has not been reported

separately from municipal property tax revenues.

Consequently, the impacts of educational operations have to

be calculated as accurately as possible and subtracted from
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Table 3-3
Percentage Inportance of Varioos Reverue Sources

for Ontario a'ld canadian t1Jnicipalities 1956 - 1981

1951 1956 1961 1966 1971 1976 1981

Property Tax Reverne as 63 56 88 TT 44 39 33 Ontario
percentage of Total Revenue 54 51 78 73 39 35 32 Carma

Property Tax Reverue as a
percentage of Total o.m 95 94 93 fir 73 62 53 <Altario
Source Revel'l.le 86 83 79 80 62 57 49 Qmada

User Fee Revenue as a 4 5 5 4 12 15 17 Ontario
percentage of Total Revenue 2 7 10 7 17 18 20 Ca1a::Ia

User Fee Revenue as a
percentage of Total o.m 5 9 6 5 20 25 28 Ontario
Source Revenue 4 11 10 8 Z7 29 31 <:ancm

User Fee Revenue excltxiing nfa nfa nfa nfa 10 12 17 Ontario
Special Asses::ment Revenue nfa nfa nfa nfa 14 15 18 Ganc:da
as a percentage of
Total Reverue

User Fee Revenue excltxi1ng nfa nfa nfa nfa 16 21 27 Ontario
Special Assessnent Revel'lJe nfa nfa nfa nfa 21 24 28 Ca1a::Ia
as a percentage of
Total 0d1 Source Revenue

NFA =No Figure Available
Source: Statistics Canada Local Governnent Finance 68-204, Various years.



Table ]-4 65

User OiarBe ReYlBIe for 1976 ~ Province
(Totals in~)

NfU) PEl HS N8 cu: CM HAN SASK ALTA OC CAN(~

YuIal .. NII')

PrivllesesIUoeooes S12 Jl 1261 1025 11182 )8510 5lXXl 9ll1) 25621 285J) 121219

Water 4823 8118 81«)6 8519 202539 166867 19874 17lj96 45'l79 465~ 521'lO1

IbJtals 645 164 1267 1443 2286 PJ64 1843 2008 1)2ll1 38918 9Zn9

Other General Sales
or QxxIs .. Services 3851 1467 7513 0062 1111459 219m 26186 33Jl9 131947 82873 629100

~al AssesseIt 1553 93 'l)J) 126 1)1891 85292 11762 1~3 11923 34518 29'>39

User Fee lleverue 11444 2604 2Z192 19172 46Z3Sl S41<XXi 64733 10129 234211 231]89 1659890

All Sotroe
User Fee lleverue
Special Asses3Dent
Exclu:led 9891 2516 1aq(i2 19J119 3})fl66 44551111 52971 62Z26 216288 196811 1})4499

Total ftnicipal
RewnJe (ewcatioo
exclu:led) 100051 17093 199679 1352'15 2)46666 TlJlll57 112S482 3~ 991248 882818 8234781

Total User fee
RewnJe
Total fUlicipal 111 ISS 111 141 20S ISS IS. lb. 2~ 261 18:
Revenue

User fee Reverue
excll.lu'ng
Special Assessnent
Total fUlicipal lin 15. 09J Ill. Ill. 121- 121- IlJ 161 22: ISS
Reverue

Solrce: Statistics Canada, Local Gov~t Finance 68-a)Il, 1916.
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User Q!rgeR~ for 1981 by Prov1noe
(Totals in 1hw:san1s)

Nf1D PEl NS NO QlE (J(f HAN SA3( ALTA Be CAN (excludq

YuIa'I " Nn')
Pr'ivilegeslUoences 10118 76 168" 799 111116 58)}) S88ll 9962 578113 39622 1~1611

Pennits
Water 87"8 11123 17870 11188 2615'16 2W116 )aJ28 3YJ75 127011 63150 867615

Rentals 1615 136 221 .. 1621 ....39 66811 "~I 11559 30101 82lJ39 196838

Other General Sales
of Gocids " Services 10100 26Il3 qllBll6 1539ll 28~3 705Z21 59268 71313 "8llO96 ~ 1961586

Special As.ses3rent 811 119 11880 17 161118 35711 16814 10313 46839 533968 329223

User fee IIeYcnJe 21595 lIS29 7149/4 31619 731502 1165149 118895 133122 7~ 529631 ]55Jl12b

All Source
User fee Reveooe
Special Assessrerit
ExclOOed 21511 4480 6661.. 131602 570J8ll 11291136 102aJ1 122B09 69CP;il 1176233~3

Total ttnicipal
RevenJe (educatim
exclOOcd) 179448 11"97 456409 225112 ll(l)2395 6CF.I:F.fJ2 724782 109832 28391153 lW3719 17'9662O'l

Total User fee
RevenJe
Total ttnicipal 1~ llOS 16S 1"S ISS 1"n 16S I~ 26S 29J 20S
RevenJe

User fee Reveooe
exclu:ling
Special Asses3rs1t
Total ttnicipal 12S 39S 15S I..S I"S 16S 14S 17S 25S 26S ISS
Jleo.e"ue

Sa.rce: Statistics C<nada,~ Covenment firalOe 6S-204, 1981.
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Table 3-6

User Charge Revenue in Ontario Municipalities, 1971 to 1981
(Totals in Thousands)

1971 1973 1976 1978 1981
Privileges/Licences 19,682 30,041 38,510 61,559 58,330
Permits

Water 89,165 115,775 166,867 204,404 299,076
Rentals 8,265 11,830 30,964 45,778 66,811

Other General Sales of
Goods and Services 60,761 141,245 219,373 454,629 705,221

Special Assessments 41,777 39,802 85,292 40,273 35,711

Total User Charge Revenue
from all sources 219,650 338,693 541,006 806,643 1,165,149

Total User Charge Revenue
Special Ass exempted 177,873 298,891 455,714 766,370 1,129,438

Total Municipal Revenue
(Education excluded) 1,867,267 2,497,946 3,738,457 4,755,564 6,950,592

Total User Charge Revenue 12J 14J 151 171 17J
Total Municipal Revenue

Total U.C. Revene
Exclude S. Ass 10J 121 121 161 17J
Total Municipal Revenue

Total User Charge Revenue 20S 231 251 291 281
Total Own Source Revenue

Total U.C. Revenue - Spec Ass 161 201 211 28J 271
Total Own Source Revenue

Source: Statistics Canada Local Government Finance 68-204 Various Years
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the totals presented. S The impact of this reconciliation is

significant since educational revenues and expenditures would

otherwise have doubled figures.

The second issue concerns the treatment given to the

business tax, the other major own source revenue after

property tax and user fees. 6 Business tax is not assessed

equally upon ability to pay criteria. Rather, this tax, as

is the case in Ontario is assessed as a supplementary

property tax upon business. 7 As a result business tax

revenue based on property is included in the property tax

revenue.

There is also the effects of special assessments.

Recognizing the particular characteristics of special

assessment is important. Special Assessments are used

primarily for capi tal financing, and the level of special

assessment revenue will vary in relation to capital project

undertakings. This fact does not negate the legitimacy of

including special assessments as a user fee. Rather, it

simply means that they need to be viewed separately from

other user fees for some analyses.

The final issue concerns the treatment given to

Federal and Provincial Grants in Lieu of Property Taxes.

Originally these transfers were to replace property tax

payments of otherwise exempted crown property. However over

time the level of transfers (especially from the Province)

has failed to keep pace with what would otherwise be the
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level of property tax payable. Consequently, since municipal

governments retain no control over these payments, they can

be better treated as transfer payments.

Table 3-3A in Appendix A presents data for 1951-1981

in five year intervals. Table 3-3 entitled "Percentage

Importance of Various Revenue Sources for Ontario and

Canadian Municipali ties 1951-1981" has been generated from

data in Table 3-3A, and reveals two important trends. First,

the importance of property tax in terms of both own source

revenue and total revenue has declined substantially. In

terms of total revenue the importance of property tax has

declined twenty two percent nationally and thirty percent in

Ontario. Own source revenue declines in property tax

importance are even higher, registering thirty seven percent

nationally and forty two percent in Ontario. The fact that

the property tax revenue share has declined so sUbstantially

should not come as a surprise to local officials, although it

probably would to many local rate payers in both Canada and

the United States.

The second point concerns the rapid increases in the

relative importance of user fees over the same period. From

1951 to 1981 user fees increased thirteen percent in Ontario

and eighteen percent nationally measured as a percentage of

total revenue. However, the increase was even more dramatic

when measured aga i nst total own source revenue. In Ontario
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the increase was twenty three percent whi Ie it was twenty

seven percent nationally. Further, the proportion of user

fee revenue did not begin to increase until after 1966.

While more up to date information covering the 1980's was not

available, the economic climate of the first half of the

1980's along with the actions of the Provincial and numerous

municipal governments allows the following comment to be

made. During the first half of the 1980's the generally high

levels of inflation coupled with the depressed conditions of

the economy meant that increases in property tax were

primarily directed towards keeping pace with inflation

without instituting real increases in the level of revenue.

This coupled wi th restrictions and reductions in Provincial

and Federal transfer payments meant that a problem of revenue

growth was facing the majori ty of municipali ties, many of

which consequently attempted to increase the level of revenue

derived through user fees.

Tables 3-4 and 3-5 show the absolute value and

corresponding percentage position of user fee revenue for

each province in the years 1976 and 1981 respectively.

Although provincial differences make exacting comparisons

difficult, a number of points do however emerge. All of the

provinces in Canada allow their municipalities to utilize

user fees. While the degree of utilization varies by

province, the importance of fees is signi ficant, generally

increasing in importance moving east to west. In 1976
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in the Province of Newfoundland and Nova

least use of fees, only eleven percent of

In Alberta and British Columbia fees

accounted for twenty three and twenty six percent of total

revenue respect i vely. In 1981 the importance of user fees

had increased nationally by two percent of total revenue.

With the exception of New Brunswick's position, which

remained unchanged, and Quebec IS, which reported a slight

decline in special assessments, all of the other provinces

reported increases in the percentage of total revenue raised

by user fees. Table 3-5 shows that whi Ie most of these

increases were close to the national average this was not the

case in Nova Scotia which experienced a five percent increase

or even in Prince Edward Island where fees increased by two

hundred and seventy percent representing a twenty-five

percent increase in total revenue from fifteen to forty

percent.

Table 3-6 provides a clear picture of the steadily

increasing importance of user fees in the operation of

Ontario municipalities for the ten year period between 1971

and 1981. Breaking down user fee revenues into five

categories provides some interesting comparisons as shown in

the following table.
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TABLE 3-7

Percentage of Total User Fee Revenue: Ontario 1976, 81

1971 1981 Net Change

Privileges/Licences 9 5 ( 4)

Permits
Water 41 26 (15 )
Rentals 4 6 2

Other General Sales 28 61 33
of Goods and Services

Special Assessments 19 3 (16 )

Source: See, Tables 3-5, 3-6
Statistics Canada Local Government Finance 68-204
Various Years

The most noticeable change is the large increase in

the proportion of user fee revenue from the general sales of

goods and services. The finding is important for two

reasons. The first reason is because many officials appeared

to believe that a majority of user fee revenues are accounted

for by water charges. This revenue, in most municipalities,

would not be important in terms of general operations since

water systems mostly operate under a full cost user fee

recovery system. Although a substantial amount of revenue is

raised through water charges its overall proportion as a

component of user fee revenue is declining rapidly (see Table

3-7) . The second reason is, that in 1981, this category

accounted for increased revenues over 1971 figures of six
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hundred and forty million dollars. This classification of

user fees although broad, is significant because it

represents the impact user fees can have. This increase in

revenue of over 1000 percent is far in excess of the

8cumulative inflation rate for the same period of 136.9%.

Survey Response

All of the major municipalities in Southern Ontario

as defined in Chapter One were surveyed for this study.

Among these thirty municipalities, twenty-seven or ninety

percent responded. While the degree of response varied

(seemingly wi th a municipali ties own experience wi th user

fees) the level of information gathered was extensive. In

most instances, the initial information supplied by a

municipali ty was supplemented by interviews to clari fy the

data.

Although municipal governments in Ontario all

function under the auspices of the Provincial Government,

this has not prevented them from developing different

organizational structures. Consequently, the comparison of

data between municipalities must recognize the existence of

these differences. Failure to do so leads to improper

conclusions being drawn. In this case, this task is

especially difficult since there is very little comparative

information available on the structure of Ontario

municipalities. Although efforts were made to recognize
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these di fferences, a superior knowledge of local si tuations

would have allowed more informative analysis.

One of the fundamental structural divisions that is

present in Ontario is the result of the introduction of

Regional government to a number of urban areas beginning with

the creation of Metropoli tan Toronto in 1954. 9 One of the

organizational consequences of regional government was that

urban areas could now be classified under one of three types

of municipal i ty: Regional (Upper Tier) Municipali ty, Lower

Tier Municipality and Single Tier Municipality. One of the

primary results of this classification is that the

classi fication of a municipali ty under a regional (tiered)

structure alters its service responsibilities. Therefore

accurate comparative analysis requires that these

class i fica t ions be recognized. Appendix 3A lists the

municipalities which responded to this study classified

according to municipal structure.

Survey Results For Sewerage Collection and Treatment

The primary justification for examining the

collection and treatment of sewerage discharges in urban

areas is because of its primary component, water. In part

because of the need for a reliable source of drinking water,

water supplies, especially in relation to large urban areas,

are carefully monitored. One side effect of this monitoring

is that property specific records of water usage are
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a vai lable. Therefore, it is also feas i ble for government to

determi ne fa i r ly accurately the level of proper ty speci f i c

sewerage generated. Thus, by being able to accurately

determine utilization of a specific service, one of the major

components necessary in establishing and efficiently

operating a system of user fees is provided for.

The whole issue of sewerage treatment, because of its

relation to environmental concerns and recreational pursuits

has been receiving an increasing level of public and

therefore political and administrative attention. Avoiding

the question of desirable environmental standards, the

majority of proposals for improvement are extremely expensive

causing many municipalities to consider the role of sewer

surcharges. Whi le the development of a logical surcharge

policy is based on a number of factors which will be

addressed in the fourth chapter, important information is

provided by the comparative experience of other

municipalities.

Before proceeding to the actual survey results, two

factors affecting the interpretation of the data need to be

recognized. The first point is that many municipalities have

designed their accounting systems in such a manner that

expenditures and costs are treated completely separately and

very often according to a different basis of categorization.

Consequently, whi le a municipali ty may report complete cost

recovery the importance of di fferent types of revenues and
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costs is difficult to determine. The primary sources of

sewerage revenue are surcharges, development charges and

trans fer payments. Therefore when a municipal i ty reports

complete cost recovery on combined operating/capital accounts

it is difficult to determine the relative importance of

surcharges themselves. Similarly some municipalities

reported only user fee revenue against total cost while being

in a total cost recovery mode, while other municipalities

funded shortfalls through the general levy.

The second point concerns the actual types of costs

which are being targeted for recovery. There are four basic

costing classifications; General Operating Costs, Capital

Costs of Faci Ii ties, Overhead Costs and Capi tal Valuation

Costs. The format of many municipal budgets focuses on

general operating costs as the basis of recovery programs,

very often ignoring the valuation let alone the collection of

these other types of costs. Consequently attention must be

paid to the basis of cost recovery in the forthcoming tables.

Upper Tier Municipalities

There are eight regional municipalities which

provided information on their sewerage collection and

treatment operations. The fiscal impacts of these operations

are shown in Table 3-8.

One final point relating to the data presented is

that there are jurisdictional differences among
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Table 3-8

Revenue fran User Fees and Percentage of BJdget Recovered

fran Fees for Sewer~e Services, Up- Tier ttmicipal1ties

(Fi@Jres in Millioos)
(N.F.A. - No Figure Available)

1979 1980 1981 1982 1983 19814 1985 1986

~tropoli tal Toronto 25.5 32.7 38.4 49.2 57.4 63.8 78.7
(~ating fudget) 84~ 96~ 971. 1111 1201 1251 143J

Region of lAIrhan 5.2 5.9 7.4 10.4 12.4 13.5
(Individual Fee Recovery) 711 63J 671. 78J 79J 811

Region of Halton 6.8 9.2 10.3 13.1 13.5
(Total B.nget) 100S 100S lOOS lOOS lOOS

Region of HaniltonlWent\«>rth N.F.A.
(Total B.nget) l00s

Region of Niagara 9.2 9.7 11.5 13.2 14.4 15.8
(Total B.x1get) laos laos 100s 100s 100J l00S

Region of Ottawa/Carlton 0.05 0.06 0.06 0.03 0.9 3.4 5.4 8.0
(Operating Costs) 1S 1.1S 0.9J 0.3S 6.71. 22.61 47.8J 64.OS

(Total 8ujget) 0.5S 0.61 0.51 0.2S 6.2S 17.31 23.OS 30.OS

Region of Peel 12.0 13.6 15.7 18.5 22.6 24.8
(IOOividJal Fee Recovery) 81S 86S 83S 831 841 88S

Regioo of Waterloo N.F.A.
(Total adget l00S
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These differences are extremely relevant to

regional municipalities in the treatment of sewerage.

Regional government was introduced over more than twenty

years during which the jurisdictional responsibility for

sewerage was affected. For regional municipalities two

models of sewerage handling were instituted. The first model

provides for a system of shared responsibility between upper

and lower tier municipalities. This system, which currently

is applicable in the Regions of Metropolitan Toronto, Ottawa­

Carlton and Niagara, provides for regional responsibility

regarding trunk line sewer collection and treatment. lO Lower

tier municipali ties wi thin these respecti ve regions retain

jurisdiction over collection systems extending from

individual properties to regional trunk sewers. Under the

provisions outlining this separation of responsibility, each

municipality retains the responsibility for the expenditures

associated with its mandate. The second model, which applies

to the Regional Municipalities of Durham, Halton, Hamilton­

Wentworth, Peel, provides for the complete responsibili ty,

from indi vidual property to treatment discharge, to be the

responsibility of the regional municipality. II Provisions

are also provided whereby sewerage costs can be recovered.

Table 3-8 shows that in the majority of cases

complete cost recovery (including operating and capital

costs) is the standard. Although numerous constraints

prevented the compiling of equally detailed responses for
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each region, it is evident that all regions rely for most of

their revenue in this area from user fees. Examining user

fee usage based on the jurisdictional model under which the

municipality is classified provides some interesting results.

Under the guidelines of the second model, those regional

municipalities which retain sole jurisdiction over their

sewerage systems operate them under a program of complete

cost recovery. While the Regional Municipalities of Durham

and Peel do not generate total cost recovery from user fees

as indicated in Table 3-8, they operate on a complete cost

recovery format. Their revenue shortfall, related to capital

projects is recovered through other mechanisms such as

developmental charges and provincial transfers.

Examining the three regional municipalities

functioning under the requirement of separated jurisdictional

responsibility reveals a different situation. Only the

Regional Municipality of Niagara is in the position of

complete cost recovery. Consequently, it is only appropriate

to focus upon the position of the other two regions. The

first case, and the one in which the standard of total cost

recovery is most seriously lacking, is the Regional

Municipality of Ottawa-Carlton. The information in Table 3-8

indicates that up until 1983 more than ninety percent of

sewerage costs were financed from general tax funds.

Beginning in 1983 a sewerage user fee program was introduced
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contributing to a steady improvement in the level of cost

recovery. One issue that naturally arises, especially in

reference to the performance of other municipalities, is why

did the region not act sooner? Although there are a number

of facets to this question, the fundamental reason concerned

the predominance of federal government property and

corresponding grants-in-lieu in the region I s tax base.

Previous to 1983 the expectation was that if a sewerage

surcharge were instituted the federal government would refuse

to pay it. Further, such a move could have a negative impact

in the level of grants-in-lieu which were already below what

the commercial level of property taxation would be. It was

not until 1983 that the Federal Government indicated that

they would treat a sewerage user fee as a regular service

account not subject to the Crown's taxation prerogative.

There would also not be a negati ve effect on the level of

grants-in-lieu transfer.

With this important hurdle cleared, a sewer surcharge

was instituted based on the level of water usage. The

surcharge was planned to be phased in over a six year period

but only to the point of recovering operational costs. Based

on the data in Table 3-8 the region's plan appears to be on

schedule. However, the figures also show that presently only

thirty percent of all costs are being recovered. This cost

recovery differential is the result of current expansion and

historically necessitated replacement of capital works.
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Although some of these costs are addressed through

development charge funds, the age of the system results in

signi f icant capi tal replacement expenditures. Under current

plans sufficient revenues to address this issue will not be

available until 1988. Currently, the question of whether to

address capital costs through user fees has not been decided.

Currently, these fiscal costs, as were once all sewerage

costs, are being funded through the regional levy.

The Regional Municipality of Metropolitan Toronto is

the other case where there is a revenue recovery shortfall

exists. The situation in Metro Toronto is compounded by the

publicity relating to water quality along the region's

waterfront. In fairness, it must be pointed out that other

municipalities along Lake Ontario and Lake Huron have

experienced similar problems. However, the situation in

Metro Toronto has certainly received the most media

attention.

Sewer surcharges were first introduced into Metro

Toronto in 1974 at the rate of ten percent of water billings.

The level of billings has been increasing since then under a

series of five year agreements among constituent

municipalities, with the objective of increasing the level of

water pollution cost recovery. Metro Toronto's water

pollution costs, like all other municipalities are a function

of two cost components, operating and capi tal costs. The
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information in Table 3-8 indicates that a break even position

for operating cost was first achieved in 1983. However,

Metro Toronto continues to be in a deficit position because

of the level of capital expenditure required each year.

Currently yearly capital expenditures exceed sixty percent of

operating costs. Metro officials indicate that significant

capi tal expendi tures can be expected to continue in to the

future.

The capital expenditure issue is not unique to Metro

Toronto. However, most of the separate issues which exert an

influence on the infrastructure issue are present in this

instance. The first issue is the cost associated with

maintaining and where necessary replacing the existing

collection system. Because the collection infrastructure is

buried and consequently out of public view the extent of

maintenance and replacement can either be postponed or not

carried out. While this is a common problem the general

result is that costs eventually increase. The second issue

is the cost of upgrading effluent treatment facilities to the

standards achievable under present technology. This point is

the most relevant when it comes to the establishment of

tertiary treatment facilities. The third issue, in part

related to the previous two, concerns the costs associated

with the utilization of new technological advancements.

Another issue is the costs of disposing of sewerage sludge in

an environmentally sound means. A fifth point is the fact
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that in the case of Metro Toronto, no capital reserves have

been established to assist in meeting these costs. Finally

there is the issue of storm water effluent especially the

ini tial seriously contaminated flush. Although storm water

management is a lower tier municipal issue it is one in which

the upper tier Metro level retains a significant interest for

a number of reasons, one of which is the fact that they have

all the treatment facilities, if it is deemed that this

effluent flush must be treated.

Based on current revenue plans the water pollution

(sewerage) surcharge is calculated at one hundred and fifteen

percent of the water bill. Based on the current level of

water billings, a 1986 break-even point would be achieved at

a billing percentage of 126.6 percent. Under the last five

year agreement the objecti ve was to reach a complete break­

even position by 1988/89. However in 1986 this agreement was

terminated and rates will now be set on a yearly and probably

a more politicized basis.

Lower Tier Municipalities

The responsibility of lower tier municipalities

regarding sewerage varies according to the jurisdictional

organization of each region. Where lower tier responsibility

is retained it is only for local collection systems entering

into the regional collection system. However, many lower

tier municipalities retain control over storm sewer
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management. Responsibility in this regard can become blurred

in those cases where combined storm and sanitary sewers

continue to exist. Figures on the use of sewer surcharges in

Lower Tier Municipalities is shown in Table 3-9.

Of the five lower tier municipali ties wi thin Metro

Toronto only two; the City of Toronto and the City of

Etobicoke reported the existence of sewerage surcharges.

The City of Toronto operates on the premise of

recovering direct operating costs from a sewer surcharge

while capital costs are charged against revenue derived from

general revenues. The sewer surcharge is calculated as a

percentage, presently fifteen, of the water bill. The

figures for the city show a dramatic improvement in the level

of cost recovery in the 1980 to 84 period. However, there

has been no change to the recovery percentage and the

increase is largely the result of declining capi tal costs.

Although a program of sewer separation is nearing completion,

the overall state of the sewer system will necessitate an

expanding capi tal works program. Consequently, wi thout

alterations to the current cost recovery rate, a decline in

the total level of cost recovery wi 11 almost certainly

result. It should be noted that no information was available

dealing strictly wi th operating cost recovery levels which

mayor may not have provided some justification for the

fifteen percent figure.



Table 3-9

Revenue fran User fees and Percentage of &.I:Iget Recovered fran Fees,

Sewerage, 1D.'er Tier tblicipalities

(lIDless otherwise stated, fil!J.Fes refer to ~ating &.I:Igets)
(Figures in 'lbwscn:Is)

(N.F.A. - No Figure Available! N.A. - Not Applicable)
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1979 1980 1981 1982 1983 1984 1985 1986

City of TOralto 4831.5 5675.7 7680.5 9933.6 10821.7
(Inclu:1es capital aDget) 28~ 281 40S 38~ 41J 81J

City of Etobicoke 200.0
12%

City of Ottawa 2046.0 1982.0 2091.6 2211.8 2269.7 2224.5
(Includes capital aDget) 12% 71J 71S 70s 71J 72%

City of Nepean 1326.1 1655.6 2081.9 2157.9 2180.4 3054.0
1211 140S 1181 107S 12~ 1321

City of York N.F.A.
City of North York N.F.A.
City of East York N.F.!.
City of St. catharines N.F.A.

City of Qshawa N.A
City of Hanilton N.A.
City of Gloucester N.A.
City of Branpton N.A.
City of Mississauga N.A.
City of Burlington N.A.



The City of Etobicoke does not maintain an ongoing

indi vidual sewer surcharge. Rather the twelve percent cost

recovery level is realized through a variety of service

charges for specific services such as sewer connections.

These costs are intended to recoup only the direct costs of

providing these services.

The other instance where lower tier municipali ties

have instituted user fees is in the Ottawa Carlton region in

the Cities of Ottawa and Nepean. The primary purpose for a

sewer surcharge in the City of Ottawa is for the recovery of

operating costs. While total cost recovery has been in the

area of seventy percent, recovery of general operating costs

has been in the region of eighty-five percent.

Table 3-9 demonstrates that the City of Nepean's

sewer surcharge has been able to fUlly recover operating

costs and that considerable revenues have subsequently been

directed towards capital projects. This situation is a

reflection of the "pay as you go" philosophy which has been

present in the ci ty. During a substantial period of heavy

growth Nepean appears to be structuring their development

unburdened by a heavy debt load.

Single Tier Municipalities

Of the fi ve municipali ties in this

responded to the questionnaire as shown in

category which

Table 3-10, in

only one case is a user fee program of any substance in
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place. Nei ther the ci ties of Kingston or London have any

type of communi ty wide sewerage user fee in place. Whi Ie

each of the communities retain a variety of development and

service fees the vast majority of operating and capital costs

are met out of general revenues deri ved from property

taxation and provincial grants.

The City of Sarnia retains a minimal sewerage user

fee the purpose of which is to retire an old capital

debenture incurred through the construction of a treatment

facility. In 1984 the revenue generated from this charge was

twenty seven thousand dollars representing a recovery rate of

2.2% on a budget just exceeding 1.2 million dollars. This

debt should be fully retired in 1989, at which time the user

charge is slated for abolition.

The City of Windsor retains a user fee system which

is completely tied to the operation of two sewerage treatment

facilities. Each of these facilities provide services not

only to the city itself but also to a number of outlying

municipali ties. wi th the minor exception of an industrial

surcharge,

achieved by

flow basis

the revenue recovered on sewerage operations is

bi lling area municipali ties on a proportion to

for their utilization of the facilities. The

ci t izens of the ci ty itself are not bi lIed in any way for

their use of the system. The remaining costs of the entire

sewerage system is charged to the city's consolidated revenue

fund.



Table 3-10

Reveooe fran User Fees and Peroentase of ¥Set Recovered

fran Fees, Sewerage Services, Single Tier ~cipalitieS

(unless otherwise mted, fi.g.lres refer to operating bWgets)
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(f'ip'es in "Do.Bnis)

(N.A. - Not QUcable)

1979 1900 1981 1982 1983 1984 1985 1986

City of Semia 27.0
(capital BJjget) 2S

City of Windsor ~.7 314.3 404.0 1fT8.7 312.5 392.1
lOS 7J 9S 9S lOS 121

City r:£ Peterborough M.A. 753.8 1199.5
311 831

Cityof~ N.A.

City of lmdCX1 N.A.
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The City of Peterborough has an extensi ve user fee

program in place for the recovery of sewerage costs.

Peterborough's user charge system was implemented in May of

1983. Beginning in May 1983, all users of the system paid a

surcharge of thirty-two percent on their water billings. In

1983 a recovery rate of 31.2% was achieved growing to 82.6 in

1984. The original intention of the program was to recover

the direct operating costs of the system. 12 The system is

rapidly approaching a point where it may well be generating

operating surpluses. While the issue of capital costs was

not originally examined this issue will soon need to be

addressed. At this time it seems most likely that a policy

will be recommended whereby a yearly capital contribution is

made to alleviate the need for general revenue capital

financing. An extensive program of development charges has

also been adopted thereby covering capital costs of services

to new areas.

Survey Results for Parks and Recreation

Generally response to this component of the

quest ionnaire was stronger than for sewerage. Every

municipality which responded to the questionnaire, and which

retained some degree of jurisdiction in this field, reported

having some system of user fees.

Just as was the case when examining the utilization

of sewerage surcharges there are a number of factors which
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need to be c3.ccounted for when examining the results of the

parks and recreation survey. The first point concerns the

expenditure basis upon which cost recovery will be examined.

This point has two parts. The first is the fact that just as

in the case of sewerage, revenue recoveries comprise various

types of user fees charged to community users and also

internal chargeback reVenues resulting from one department

using the services of another and paying for them as though

these services had been provided privately. Although these

internal chargebacks can be viewed as user fees, strictly

speak ing, they are not of the same type as those under

examination here. However, many municipalities either do not

record internal chargeback reVenue separately or do not have

an internal chargeback program. The second point concerns

the standard of comparison itself. Generally parks and

recreation functions are grouped together. However, the

argument supporting their separation can be made, because the

private benefits of some recreation services are more readily

definable than they are for public parks. The problem with

accepting this argument is that there is no standard accepted

in the field i tsel f. Therefore whi le some municipali ties

make the distinction, the majority do not, consequently

requiring a combined Parks and Recreation standard of

the geographical

comparison. Other issues complicating comparison can be:

characteristics and the historical
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development of the community, and the socio-economic profile

of its ci t izens. The interrelationship of these and other

factors can have a large impact on how the provision of parks

and recreation services emerge in a city.

Upper Tier Municipalities

Of the eight regional municipali ties responding to

the questionnaire as shown in Table 3-11, only Metropolitan

Toronto reported undertaking any acti vi ties classi fiable as

falling under Parks and Recreation. The most common

justification cited for not becoming involved was that no

jurisdictional grounds existed for doing so. Another reason

was the fact tha t communi ty needs in thi s regard were

being served adequately by other public bodies most

noticeably constituent municipalities and conservation

authorities.

Metropoli tan Toronto retains a parks and recreation

responsibility largely because of the region's physical

features and the historical evolution of the area. A review

of the figures for the region indicates that while the level

of cost recovery has averaged in excess of twenty percent

during the 1980's there have been some significant

variations. Unfortunately however, it is difficult to trace

these variations to specific policy changes since the

department is responsible for a wide variety of functions

outside of a tradi tional parks and recreation department.



Table 3-11

Revenue Fran User Fees and Percentage of Budget Recovered

fran Fees, Parks am Recreation Services, Upper Tier Municipalities

(f13,Ires in Mlll1Q1S)

(N.A. - Not Awlicable)
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Metrqxillta'l T<ra1to
(Total aJdget) .

Reg100 of IU'han

Regi.oo of ISlton

Regioo of Hanllt.aVWenb«>rth

Reg1.oo of Niapra

Regloo of OttalalC'arlton

Reg100 of Peel

Regioo of Waterloo

1979 1980 1981 1982 1983 1981J 1985 1986

4.9 4.9 5.6 12.0 9.4
22S 181 20S 38J 28S

N.A.

N.A.

N.A.

N.A.

N.A.

N.A.

N.A.
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Some of these respons i bi lit i es include the ma intenance of

Metro real estate, in particular police and ambulance

headquarters as well as a theatre and the Toronto Island

ferries. Even with the assistance of regional officials the

regional budget system does not facilitate the development of

more precise facts. However, officials did indicate that for

a variety of recreational services such as golf, soccer and

tennis services user fees are in effect and that on an

aggregate basis the level of cost recovery has been

approximately sixty percent.

Lower Tier Municipalities

As shown in Table 3-12 all of the fourteen surveyed

lower tier municipalities indicated that some manner of user

fee policy was in effect. Further, with the exception of one

municipality, the revenue derived from user fees and internal

charges is significant and in percentage terms of operating

budgets has remained stable and or increased during the first

half of the 1980's.

There has been a small shift to increasing the level

of revenue in terms of costs recovered from user fees. This

trend can be confirmed not only by reference to the

performance of indi vidual municipali ties in Table 3-12 but

also by referring to the data provided by the Bureau of

Municipal Research from their study in 1977.
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Table 3-12

Revenue fran User Fees and Percentage of Budget Recovered fran

Fees, Parks and Recreation Services, I..a.ier Tier Municipalities

(Unless otherwise noted, filYJres refer to q>erating bOOgets)

(figures in 1hCAJsands)

(N.F .A. - No FiFJJrE! Available)

1979 1980 1981 1982 1983 1984 1985 1986

City of Toronto N.F.A.
0.5~

City of Etobicoke
User Fee Revenue 1609.7 1687.7 1927.1 2047.5 2265.4 2549.4

16~ 16S 16~ 15~ 15~ 16~

Total Revenue 2160. 1 2299.4 2610.7 2857.9 3184.9 3550.6
m m m 21~ m 23~

City of York
Parks & Recreatioo 1105.3

21S

Recreatioo <l11y 905.3
35$

City of North York
Parks & Recreation 4135.8 4706.7 5560.6 5796.8 5840.3 6150.0 6710.0

23% 2~ 24S W 21% 21~ 20S

Recreation Q1ly 5095.3
241

City of East York
Parks & Recreation 721.5 7CJ5.6 731.8 1174.5 1366.4 1451.9

21S 21~ 191 m m 281

Recreation Q1ly 950.0
~

City of <l3hawa 1766.0 1852.1 1935.4 2153.5 2183.4 2287.7
29% 3~ 29S ~ 29% 28~

City of Hani.lton 1698.5 1924.9 2090.2 2184.2 2412.1 3037.0
251 241 2~ 211 2~ 25~

City of St. Catharines 367.4 4f>7.7 529.4 531.4 611.0
111 1~ 111 111 1~
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Table 3-12 (COltin.led)

1979 1980 1981 1982 1983 1984 1985 1986

City of QWwa 848.2 1075.5 1228.9 1455.4 1690.7
18:1 22S 211 22S 231.

City of Nepean 1935.0 2J2O.9 a>66.9 2224.8 2419.1 2611.2
34J 29S 281 30S 30S 311

City of Gloucester
Parks & Recreatioo 1950.0 2520.0 2417.0 2668.0 3350.6

411 ~I 441 431 47S

Recreatioo Qlly 2532.9
511

City of &'arpton 2453.6 3015.4 3598.7 4088.6 44111.8 118111.9
411 431 441 431 112S 0

City of Mississat..@a 3035.7 3498.1 '5{67.2 5lIlI4.8 6167.6 6519.7
29S 28S Z7S 311 36S 36S

City of arlington
User Fee Revel'U.le 1441.0 1733.3 2356.7 2344.3 2663.3 2663.3 2385.7

m 261 1m 28S 311 2M

Total Reverue 1839.0 2358.2 2m.5 3287.4 3529.0 ~.6

341 361 39S llOS 1111 ~
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Seven lower tier municipalities responded to the

Bureau's survey on this question. 2l Some significant changes

had occurred in the nine years. The following table contains

this comparison.

TABLE 3-13

Comparison of the revenue impact of user fees between 1977
and 1984/85 for selected lower tier municipalities.

Cities

Ottae

Glooast:er

2.0

18.0

22.0

20.4

UserFee~

inlwP-

700cm

2 216723

9778$

~of U3er Fee
~~ai ~.

fran t.Ser~ in 1$4j'a3Jf!
1~,1S5

~ 3550582

23 1 68J 700

43 2 fXJ7 ~

40 3 49:l fA7

1. These figures are taken from:

Bureau of Municipal Research. Municipal Services:
Who Should Pay (Topic #3, February, 1980) p. 12.

2. Figures for each of the municipalities are the most
recent available and are taken from the data
presented in Table 3-12.

3. The percentage recovery and corresponding revenue
totals for these communities is inclusive of internal
chargeback revenue. The justification for this is
that there is no evidence to indicate that this
difference was recognized in the bureau's study.

As the information both in the table above and Table

3-12 clearly shows user fees in the operations of Parks and

Recreation departments is of significant importance.
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However, the City of Toronto is a major exception. According

to the Commissioner of Parks and Recreation for the City of

Toronto;

It is the policy of the City of Toronto that
recreational services offered by the Department
of Parks and Recreation are provided free of
charge to City residents. Therefore, user fees
are not charged.

Although the department does admit to generating some revenue

from fees levied for the use of certain facili ties such as

locker rentals and boat slips, this limited range of charges

accounts for less than half of one percent of the

department's annual operating budget. The City of Toronto

has, however, developed at least one means of providing a

recreational service based largely on user fees without

reference to the Parks and Recreation Department. This

situation will be examined in more detail when discussing

arenas.

Single Tier Municipalities

The results of the fi ve single tier municipalities

responding to the survey are shown in Table 3-14. These data

show that all of these municipalities make use of user fees

and that generally they do so to a larger degree than lower

tier municipalities. With the exception of the City of

Kingston, each of the other four municipalities had responded

to the Bureau of Municipal Researchers survey. However,

because of problems uncovered in the reliability of the



Table 3-14

Revenue Fran User Fees and Percentage of Budget Recovered

fran Fees, Parks arxl Recreation Services, Single Tier Municipalities

(FigJres refer to ~ating 8u:1gets)

(Figures in nxusans>
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1979 1980 1981 1982 1983 1984 1985 1986

City of Sarnia 319.0 360.9 385.8 495.6 467.9 456.7
18% 18% 1~ 21~ 21J 18~

City of Kingston 610.1 684.8 767.7 905.5 1010.3 1186.3
22$ 23S 24S 26S ~ 31S

City of Peteroorough 1160.0 1257.0 1237.0 1229.0 1340.0
45S 45J 42S 43S 46S

City of Loodon 1050.0 1350.0 1900.0 2200.0 2400.0 2600.0
36% m 35S 34S 35S m

City of Windsor 1126.3 1374.3 1629.6 2185.6 3375.8 3497.2 3782.9
19% 201 21~ 241 4~ 3~ 391
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Bureau's research,l3 a comparison of data would provide

unreliable results. Working from the data in Table 3-14

shows that three of the cities; Sarnia, Peterborough and

London, have continued to generate approximately the same

level of revenue in percentage terms from user fees over the

six year period 1978 to 1984. The two cities which did

increase the significance of fees were Kingston and Windsor.

Between 1979 and 1984 the changes accounted for a fiscal

impact in 1984 of 8% or $576,200 for the City of Kingston and

18% or 2.656 million dollars for the City of Windsor.

In none of the five cases was there any evidence

indicating that there had been any significant changes

concerning the level of services provided to citizens. Since

the level of service provision had already been established

and a user fee policy established which was meeting its

objectives, especially in the City of London and to a lesser

degree in the City of Peterborough, there was no reason

advanced to al ter the existing system. The pr imary reason

given for increasing the significance of fee revenue in the

case of Kingston and Windsor was the need for revenue to

offset increasing costs and/or budget reductions. In each

case not all of the increased revenue was necessarily derived

from increasing fees although that played a major role.

Another source of revenue increase as was wi tnessed in the

case of Kingston was the implementation of a superior system

of internal chargebacks. Although the significance of these



lUll

types of developments was already discussed in relation to

lower tier municipalities their significance cannot be

underestimated since they can cause the development of a more

efficient operations pattern.

One of the striking points about Table 3-14 is the

high level of fee recovery in the Cities of Peterborough and

London. One of the reasons for these recovery levels is that

each ci ty has relied on non-municipal faci li ties. In the

case of Peterborough the city has utilized the facilities of

Trent University, Sir Sandford Fleming College and other

private operators such as the YMCA so as to not be in a

posi tion of sole responsibili ty for services such as indoor

pools. The City of London has followed the same basic model,

and has allowed private operators and other governmental

bodies, such as the Upper Thames Valley Conservation

Author i ty, a large role in serving the communi ty I S needs.

Momentarily avoiding the debate over public vs private

service provision, this type of policy has one substantial

benefit. It frees the City from being responsible for the

capital financing, administrative overhead and operating

deficit costs of a number of expensive capital projects, such

as indoor arenas and indoor pools This substantially lowers

the yearly costs to the department and ultimately the general

taxpayer without necessarily affecting the services which the

community can enjoy.
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Survey Results for Specific Parks and Recration Services

Aquatic Facilities

Not all of the municipalities surveyed operate indoor

pools. In fact some of the municipali ties surveyed such as

the City of Peterborough do not maintain any pool facility at

all. There are essentially three important factors

influencing a municipality's decision about providing pools.

The first reason, which affects a decision about

indoor year round aquatic facilities, is that perceived

demand is not strong enough to warrant municipal involvement.

This does not mean that there is not a demand, but rather

that other facilities of either a public or private nature

are avai lable to adequately service this demand. The most

often cited examples of such facilities are; YMCA/YWCAs, Post

Secondary Institutions, other governmental facilities such as

special provincial schools, and private institutions, most

often health cl ubs. Obviously the appl icabi 1 i ty of these

circumstances varies according to individual municipalities.

However, it is possible that through proper management of

these facilities which mayor may not require municipal

participation, community demands may be adequately serviced.

This was the case in the Cities of Peterborough and London,

although municipal officials in each city indicated that

increasing demand may necessitate changes.

The sec 0 n d rea son a f f e c ting the dec i s ion rna kin g

process is that outdoor pool facilities are both cheaper to
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construct and to operate. Further, they have the highest

levels of perceived demand. The final reason is that during

the summer months there are other sources of safe aquatic

facili ties ava i lable ei ther naturally or again ei ther from

other public or private facilities.

One of the major factors affecting the availabili ty

of municipal aquatic facilities and programs is the

apparently wide spread public perception that safe and

accessible public recreation is a merit good that should be

publically provided. The justification for this perception

may be related to the relationship society maintains wi th

aquatic environments. The need to survive in this

environment justifies the most popular of aquatic programs,

swimming lessons. Whi Ie it is unlikely that an individual

will die from not being able to skate, a large number of

persons, in spite of the wide existence of learn to swim

programs, do drown each year. 14

All of the municipalities contacted which owned pools

or leased pool facilities had user fees of some type for most

of the aquatic uses they serviced. There are essentially

three types of uses for aquatic facilities: swimming lessons,

recreational swimming and private rental. Before proceeding

it is important to make one point. There is no evidence

indicating that any standard pool facility made money, broke

even, or even approached a break even position on operating



expenses. IS Generally, indoor aquatic facilities are very

expensive to build and operate.

Due to the high loss expectations associated with

pool operations, no evidence was uncovered to suggest that in

the majori ty of municipali ties, user fee policies regarding

aquatic operations had been the target of more than passing

interest. The basic premise of fee utilization related to

swimming lessons and pool rental. Generally prices were set

to attempt to generate revenues necessary to recover the

direct cost of facility staff time. l6 A number of

municipalities provided free recreational swimming. The

bases for this position were two fold. The first reason was

that the additional costs of collecting the charge made it

uneconomical. The second reason was that by ensuring easy

pool access especially for younger children a safe aquatic

environment was being provided. I?

It is important to recognize that not all aquatic

facilities are unprofitable. The type of facility which has

been mentioned is the traditional public pool where such a

facility is the only facility at a location. As soon as the

nature of the pool is changed to provide special facilities,

or other facilities are attached, the possible financial

implications of the facility changes. Depending on the

degree of change and surrounding market conditions the

faci li ty can become profi table according to pr i vate sector

criteria.



Survey Results for Arena Facilities

All of the lower and single tier municipalities

surveyed operated indoor arenas, using one of two management

methods. One method is to operate the arena just as any

regular facility within the parks and recreation department.

The second method is to administer the arena separately

through a non departmental mechanism such as a board or

commission. All municipali ties indicated that there was a

demand for arena facilities which generally exceeded existing

capacity. Although the question of actual cost recovery

levels for arenas was not an original survey question this

issue was raised in follow-up communication.

The most commonly utilized method of arena management

was the regular departmental method. Approximately half of

the municipalities surveyed indicated that their cost

recovery target was dir·~ct operating cost. Actual recorded

recovery figures changed from twenty seven to ninety eight

percent with an overall average of approximately fifty five

percent. This wide variation in the level of recovery seems

largely to be the result of four factors. The first point is

that the nature of arena facilities and the level of actual

service they provide is not identical for all municipalities

leading to different cost basis. Secondly, these arenas are

not operated according to pri vate sector standards meaning

that. actual cost recovery is not necessarily important in

determining price. Survey responses indicated that a number
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of variables are taken into account in establishing arena

pricing. The two most popular were, traditional pricing

within the municipality, and secondly, the going rate for

public facilities in other municipalities. The actual costs

of the facilities themselves often do not appear to be

important.

Thirdly, municipal officials perceived that

accessibility, especially for young people, to arena

facilities is a merit good that should be publically

supplied. Consequently, municipalities have instituted a

variety of subsidy plans, many targeted towards younger

people.

The final point is that while citizens perceive arena

faci li ties as a public necessity they are generally willing

to pay some "reasonable fee" for their use. However, the

real issue is determining what is reasonable and this

generally is associated with some relationship to the

traditional price. Further, whether a subsidy is internally

handled within the municipality, resulting in a lower price,

or externally transferred to the user group to be received by

the municipality in payment, and how these transactions are

recorded, have a real effect on the reported level of cost

recovery.

Facilities operated by some manner of non­

departmental organization often have their operations
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structured in such a manner that they completely bypass

regular administrative channels, often reporting directly to

the municipal council. The facilities which normally fall

under this method of organizational structure are often very

large, may be associated with other facilities and have

multiple uses. Due to the nature of these facilities a

discussion of their operations is really not appropriate at

this time. However, research revealed that the City of

Toronto utilizes a separate board format in the operation of

each of their seven arena facilities. While each of these

arena boards reports to the parks and recreation department

they individually retain control over their daily operations.

Each arena board has five representatives, appointed by the

city but representing the primary user groups of each

facility. Except where locational considerations limit a

fac i 1 i ty I S opera t ions, each arena board is expected to

operate their facility in such a manner that its operating

cos t s are r e c 0 vered . Wh i 1 e fur the r researchin tothis

managerial method is necessary, it is interesting to note

that much of the poli tical controversy normally associated

with user fees is absent.

Finally these points should be made concerning survey

responses to arena operations and policy. First, there was

no evidence to suggest that capital costs are considered when

pricing arena services. The second point is that if demand

for arena facilities is as strong as indicated by officials,
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why then have market forces not been permitted to playa

larger role in governing arena management? Finally, there

does not appear to have been much municipal consideration

given to the role of private operators in supplying arena

facilities. Many municipalities appear to indirectly

approach this issue by utilizing a costing format which makes

it economically unfeasible for private operators to enter the

market. Furthermore, some of those municipalities which have

pr i va te opera tors crea te a market place whereby it is

increasingly difficult for them to remain in business. This

can create a problem for the municipality since the resulting

public cost to replace private facilities driven out of

business requires a considerable expenditure of public funds.

Survey Results for Golf Courses

The provision and operation of golf courses does not

generally appear to be a tradi tionally accepted municipal

responsibility. Of the twenty seven municipalities surveyed

only eight indicated an involvement in this field. 18 Another

point is that special circumstances have contributed towards

the involvement of municipalities in golf courses. One case

in point being the Tyandaga Golf Course now owned by the City

of Burlington. The city became involved in this facility

originally because it had gone bankrupt and there was no

party willing to take it over. Facilities in other cities

served as land reclamation projects. Cases in point are



108

Belle Park Fairways in the City of Kingston, which is built

on a land fill site, and Fanshawe Golf Course in the City of

London which is located in an old quarry.

that a number of facilities are fairly old.

A f i na I po i ntis

The only municipality which plans to build a new

facility is the Region of Metro Toronto. The Region

presently has five facilities and intends to add a full size

eighteen hole facility in the eastern section of the Region.

The question of whether municipalities should be

directly involved in this particular field raises a number of
l.

issues. The first is the public sector role in providing

highly specialized recreational services. The second issue

is the type of management system under which the facility

should be operated. The controversy about whether

municipali ties should be directly involved is reflected in

the types of management arrangements employed, ranging from a

regular line function to autonomous facility managers.

A further problem is the basis upon which the

facility should be operated. Generally municipalities

indicated that these facilities should operate on a break

even bas is. The issue is what is the basis of break even

costs. Survey data indicated that the basis of break even

operations is very often direct operating costs. The

avoidance of capi tal costs means that municipal faci li ties

have a significant competitive advantage over existing or
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potential private operators.

Very little information was available on the overall

fiscal performance of golf courses but, what was available

indicated that they were generally meeting the objective of

operating cost recovery. Unfortunately the reliabili ty of

this conclusion is seriously questioned by public debate

concerning the fiscal position of municipal golf courses in

the City of Hamilton which surfaced in the summer of 1986.

Financial reports showed that in 1985 the facility's

operating deficit was just over half a million dollars which

when combined with yearly payments on capital debt increased

to over six hundred thousand dollars. The 1986 budget

estimated operating losses of six hundred and seventy

thousand dollars which when considered wi th capi tal losses

increased to over three quarters of a million dollars. 19

It was by chance that an aldermanic question brought

this whole situation to the public's attention. It is clear

that the fiscal operations of the facilities had not been

carefully analysed. Consequently, it is only appropriate to

question to what extent similar situations exist in other

municipalities in respect to all types of services.
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Conclusion

This chapter has presented a variety of information

obtained from existing statistical reports and survey results

concerning the utilization of user fees by municipal

governments. Beginning with an examination of financial data

in Tables 3-1, 3-2 on American municipali ties, two points

clearly emerged. The first point was that the importance of

property taxation as a municipal revenue source has been

declining. The second point was that some of this decline

has been offset by a dramatic increase in the level of

revenue raised through numerous classifications of user fees.

An examination of Canadian municipalities measured nationally

revealed similar findings. Not only had there been a decline

in the level of revenue generated from property taxation, but

there had also been, especially since the early 1960's, a

dramatic increase in the level of revenue from user fees with

some variation amongst provinces. However, with the

exception of Prince Edward Island which now records the

highest provincial level of municipal user fee utilization,

moving east to west the utilization of user fees as a revenue

source increases.

A second point raised in this chapter was the need to

evaluate municipal fiscal capacity based on the degree of

authority which the municipality retains over individual

revenue sources. This discussion resulted in the

introduction of the distinction between total revenue and
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total own source revenue. When municipal revenue capaci ty,

particularly for Canadian municipalities, was examined in

light of this difference the trends in terms of property tax

decline and user fee growth were further demonstrated.

The examination of the financial status of Ontario

municipalities indicated the same two trends already

outlined. However, further analysis showed that the growth

in terms of revenue generated from user fees had occurred

under the category of General Sales of Goods and Services.

In fact this pattern of growth, as shown in Table 3-7, has

been so dramatic that it has placed most of the other

categories of user fees such as water charges in a negative

position in terms of total user fee share, although many of

these classi fications had generated significant addi tional

revenues. These findings showed not only that user fees have

become a important source of municipal revenue, nearly on a

par with property tax revenue, something which most municipal

officials did not realize, but that the often underestimated

user fee was the primary area of real growth in municipal

revenue capacity.

The presentation and analysis of the data generated

by the survey of municipalities revealed a number of

important points concerning the actual utilization of user

fees in regards to different municipal service

responsibilities. Regarding sewerage collection and
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treatment the survey found that there was a tremendous

variation concerning the use of user fees depending on the type of

municipality. All of the upper tier or regional

municipali ties responding to the survey were found to make

some use of user fees. Those municipali ties which retained

sole jurisdiction in this field tended to operate their

systems on a full cost recovery basis including capi tal as

well as operating costs. However, those municipalities which

shared jurisdiction with their lower tier municipalities,

were generally not in a full cost recovery position, most

often with the main criteria of recovery being operating

cost. The use of user fees by lower tier municipalites

retaining a jurisdictional responsibility, exhibited a wide

variation even among municipalities under the same regional

government. None of the municipali ties surveyed recovered

full costs even from the perspective of operating costs.

Shortfalls, or in some cases the entire cost, were financed

municipalities

taxation.

usera

from property tax revenue. Of the five single tier

municipali ties surveyed, only one, The Ci ty of Peterborough

fee system in place. The other four

financed all these costs from property

had

The use of user fees in the area of Parks and

Recreation Services was shown to vary greatly from one

municipality to another. Not only was there no standard

policy among municipalities, many municipalities lacked a
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consistent approach to user fees across different

recreational services within the same department. Generally

the utilization of user fees for aquatic facilities was the

subject of little attention. While fees were often evident

for swimming programs they were often established wi thout

concern to the costs of the program and or the facility. For

arena facilities, especially indoor arenas, user fees usually

represented a rna jor source of revenue. However, the fees

themsel ves were most often established wi thout reference to

the actual cost of the faci Ii ty or programs. The critical

criteria in establishing the level of fees was tradition and

or the fees in other public facilities in other

jurisdictions. Not only does this situation create problems

in terms of pricing theory it also raises the issue of public

vs. private competition. Another issue identified with

arenas was the need to develop a uniform policy on sports

subsidies.

Finally, the examination of municipal golf course

operations in regards to user fees raised a number of

interesting points. The first was that the there are few

municipal golf courses, and secondly, many of the facilities

in place are well known and popular within their community.

However, real issues were raised as to the basis of costs to

be recovered in these operations, especially since many are

in direct competition with private sector facilities. It
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appeared that very often no concern was given to capital

costs and tha t very often not even di rect operating costs

were recovered. Hamilton provides an example of the problem

of poor cost/fee reconciliation.



Appendix 3A

Upper Tier Municipalities

Regional Municipality of Metropolitan Toronto

Regional Municipality of Durham

Regional Municipality of Halton

Regional Municipality of Hamilton Wentworth

Regional Municipality of Niagara

Regional Municipality of Ottawa Carlton

Regional Municipality of Peel

Regional Municipality of Waterloo

Lower Tier Municipalities

City of Toronto City of Ottawa

City of Etobicoke City of Nepean

City of York City of Gloucester

City of North York City of Brampton

City of East York City of Mississauga

City of Oshawa City of Hamilton

City of Burlington City of St. Catharines

Single Tier Municipalities

City of Kingston

City of Peterborough

City of London

City of Sarnia

City of Windsor
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is: Bureau of Municipal
Who Should Pay (Topic * 3,

ENDNOTES - CHAPTER 3

IThe study mentioned
Research. Municipal Services:
February, 1980).

2Table 3-2 contains data on the financial status of
the largest American cities. There is a problem in the
consistency of this information due to changes adopted by the
U. S. Bureau of Census in determining what is a "largest
American ci ty" . Originally there were forty-eight ci ties
classified in this manner, however, no criteria was given
justifying their classification. During the 1970's the
criteria of inclusion was altered to include a minimum
population of three hundred thousand persons. On this basis
the number of cities has increased to fifty four. Review of
the census data prior to the change and for the period in
question indicates that all of the cities had a population of
at least three hundred thousand persons.

3The data in Tables 3-1 and 3-2 was compiled and
analysed in an aggregate format. Consequently, conclusions
may not apply to particular areas. Although it is impossible
to predict the magni tude of any possible error, one of the
factors which could account for it can be identified. The
United States does not have a homogenous history. As a
result different parts of the country have developed
differently, a diversity which is reflected in different
attitudes towards, and structures of municipal governments.

4As indicated in the text, Local Government Finance #
68-204 has bee published yearly since 1951. As the time of
writing the most current year for which data had been
published was 1981.

5 It is inappropriate to combine educational and
municipal revenues and expenditures together, since each body
is autonomous. The fact that these totals need to be treated
separately but are recorded jointly is reflective of some of
the accountability problems encountered by municipal councils
and boards of education. Although the education component of
property taxation revenue was separated no provision was made
for user fee revenue. The justification for this position
was based on the fact that no data were available on the
level of revenue generated by user charges which could occur
only from the rental of educational facilities. In
attempting to estimate the extent of this revenue inquiries

116
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were made with the Board of Education for the City of
Hamilton. (The seventeenth largest board of education in the
country.) Officials for the Board indicated that all of
their revenue which could be classified as user fees carne
from the rental of school facilities. This revenue carne in
two types. The first was the entire rental of redundant
school facilities to private, usually non profit
organizations. This use accounted for approximately 80
percent of their rental revenue. However, officials
indicated that Hamilton holds a larger surplus of these
facilities than other boards which either sell off surplus
facilities or have a shortage of facilities. The remaining
twenty percent of revenue is generated from after school
hours rental of facili ties. In 1981 revenue generated by
after hours rental accounted for approximately one hundred
thousand dollars. The cumulative effect of such revenues
across the province would only be a few million dollars which
if subtracted from combined municipal user fees totally
nearly 1.2 billion dollars would have a negligable effect.

6There are other potential sources of municipal own
source revenue such as Poll and Amusement taxes and income
from investments only to mention a few. For a more complete
discussion of municipal revenue sources refer to:

H. Kitchen, Local Government Finance in Canada (Toronto:
Canadian Tax Foundation-;-T984f: ----- -----

7For a further discussion of the Business Tax see:
H. Kitchen, ~ cit., pp. 214 to 216.

8~~b~~E ~~~ ~~E2E!~E (Don Mills, Ontario, CCH
Canadian LTD) paragraph # 4082.

9For a full
introduction into
Toronto see:

discussion of Regional Government and its
Ontario through the example of Metro

Harold Kaplan, Urban Political Systems: A Functional Analysis
of Metro Toronto (New York: Columbia University Press, 1967).

100ntario, ~~~i~iE~li!~
(Toronto: Queens Printer) Sec 36.

of Metro Toronto Act

Ontario, ~~~i~~~l ~~~iciE~li!~ of Ottawa Carlton Act
(Toran to: Queens Pr inter f Part I I I Sec's-:n--to 4~------

Ontario, Re9io~~1 ~~Ei~iE~lit~ 2! Ni~9~E~ ~ct (Toronto:
Queens Printer) Sec's 51, 52, 53.



110ntario, Re~i~~~l ~uni£iE~li!Y of
(Toronto: Queens Printer) Sec 53.

118

Durham Act

Ontario, Regional Municipality of Halton Act (Toronto: Queens
Printer) Sec 86.

Ontario, Re~i~~~l ~~~ici~li!Y of Hamilton-Wentworth Act
(Toronto: Queens Printer) Sec 97.

Ontario, Regional Municipality of Peel Act (Toronto: Queens
Printers) Sec 81.

12City of Peterborough ~ Sanitary Sewer Surcharge
(Ontario: Coopers & Lyband Consultants, 1983).

l3 The Bureau of Municipal Research reported on page
12 of their study that the City of London and the City of
Sarnia recovered 40% of 2.368 million dollars and 28% or five
hundred and eight thousand dollars of their parks and
recreation expenditures respectively from user fees. A
comparison of this data to that contained in Table 3-14 shows
these 1977 figures to be unreliable.

l4London Free Press, "Safety Program Treading Water",
June 19, 1986, p.Cl.

l5Def ining precisely what a standard or tradi tional
pool facility consists of is not a simple issue. The best
way of answering this question is to define what it is not.
A standard pool is not a wave action pool, it does not
contain a large water slide attraction and it is not what is
being referred to as a leisure pool such as the Douglas Snow
Aquatic Centre in the City of North York which provides a
wide variety of inner and outer water amusements.

l60ne example of how such a policy is complicated is
in the City of Hamilton. Although actual demand for swimming
lessons varies across the city's facilities, the city
maintains a basic swimming lesson program at each facility.
Consequently rates are set equally across the city to ensure
equal access given zero transportation costs.

l7Especially when it is very hot people will resort
to a variety of means to cool off. Many of these means can
cause severe personal and public danger and very often
extensi ve public expense. Therefore, the open provision of
recreational swimming facilities can be one means of
protecting the community.
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18The following municipalities indicated that they
owned and operated at least one golf course:

Regional Municipality of Metropolitan Toronto

City of Hamilton

City of Ottawa

City of Burlington

City of Mississauga

City of Kingston

City of St. Catharines

City of London

19City of Hamilton "Analysis of Expenditure and
Revenue Chedoke Golf Course", (Hamilton: Treasury Department,
The Corporation of the City of Hamilton, 1986).

City of Hamilton "Analysis of Expenditure and Revenue King's
Forest Golf Course", (Hamilton: Treasury Department, The
Corporation of the City of Hamilton, 1986).



CHAPTER 4

The Role of User Fees in Ontario Municipalities--What Is It?

Introduction

This thesis has examined the role of user fees in the

finances of larger Ontario municipalities. The first chapter

served as a general review of the status of municipal finance

in Ontario. This review showed that there are serious

problems facing municipal governments in regard to how they

finance their existing and seemingly expanding

responsibilities. One result of this situation is that

municipali ties can no longer expect to function financially

according to established patterns. New methods have to be

developed and existing practices reviewed so that

municipalities can modernize their operations and

increasingly maximize their efficiency and effectiveness.

User fees represent one area which deserves careful analysis

in assisting municipal governments to meet the challenges

facing them.

The purpose of examining user fees was to formulate

answers to three basic questions.

1. How Important are User Fees in the Operations of
Ontario's Municipalities?

2. How well does the theoretical study of user fees
match their practical application?
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3. What is the probable future of user fees in Ontario?

Having compiled a general analysis of issues in urban

finance in chapter one, chapters two and three addressed the

question of user fees from the theoretical and practical

perspectives respectively. Chapter Two, in examining the

theoretical issues concerning the development and actual

utilization of user fees, reached two basic conclusions.

First, the rational utilization of user fees can result in a

more efficient system of revenue generation based on the

basic criteria of municipal government outlined in the first

chapter. Second, there are three basic methods of costing

that can be applied in determining the level of fees.

Further, the type of pricing model adopted and the degree to

which it is applied can have a significant financial impact

on a municipality. Chapter Three showed results of primary

research on the application of user fees in selected areas of

Public Works and Parks and Recreation services in the largest

municipalities in Southern Ontario. This final chapter

brings together the information of the previous three

chapters, and attempts to answer the three questions posed

earlier.
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How Important are User Fees in the Operations of Ontario
tvtunicipali ties?

Introduction

The major issue to be resolved in answerinq this

question is what is meant by "Important". The primary

benefit to be derived from the application of a rational user

fee policy, at the municipal level and in accordance with the

principles of local government, is that service provision

will become more efficient. However, while determining

individual benefits of services may appear easy in theory,

such is not the case in practice. While it is not feasible

to measure the importance of fees in terms of individual

benefits, another more practical method is by determining the

budgetary impacts of user fees. Therefore, the importance of

user fees is determined by measuring the performance of user

fees as a revenue source. Measurements are based on the

proportions of user fees from total operating budgets since

this method allows for a common comparison over time.

Whi Ie it would have been preferable to compare user

fee revenues separately by municipality across the province,

no data bank was available allowing for such an analysis.

The most extensive and continuous source of compiled data on

municipal financial performance is in a Statistics Canada

publication, Local Government Finance 68-204. Unfortunately

the information available is published on a provincial basis
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making it impossible to generate specific municipal

compar i sons. However, provincial and nat iona 1 figures were

calculated which allowed comparison with the case in Ontario.

Finally, due primarily to predominance of information

concerning user fees in American urban areas, calculations

similar to those made for Canadian cases were made from

American census data.

Analysis of Data

The analysis of the information contained in the

tables covering American, Canadian and Ontario municipal

fiscal operations in the beginning of Chapter Three allow

some interesting points to be made. In regards to the

American situation two conclusions can be drawn. First, the

p~ntage comparison showed that increases in the percentage

of revenue from user fees had occurred. Second, the

percentage of revenue accounted for by property tax had

declined significantly, whether measured as a proportion of

total revenue or total own source revenue.

Analysis of Canadian data revealed similar trends.

The signi ficance of property taxation measured in terms of

both total and total own source revenue has been declining

across Canada since the 1920's, and the proportion of revenue

from user fees has been increasing, with the period of

greatest increase beginning in the mid 1960's. In 1951 user

fees nationally had accounted for two percent of total
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revenue and four percent of total own source revenue. By

1981 these same figures had grown to twenty and thirty-one

percent respectively. During the 1970's user fees accounted

for at least eleven percent of total municipal revenue in

each province. It is also interesting to note that the

reliance placed on user fees by municipalities in each

province generally increases moving east to west. Finally

the analysis of data from Ontario municipali ties revealed

essentially the same trends as at the national level.

It is clear that the significance of user fees has

increased dramatically. In 1951 user fees had accounted for

as li ttle as four percent of total own source revenue for

Ontario municipalities with much of this revenue derived from

water sales. By 1981, measured on the same scale, the

importance of user fees had increased approximately seven

hundred percent with the majority of this increase occurring

separately from water sales. User fee revenues in 1981 in

Ontario equaled roughly two thirds of the revenue raised

through property taxation. It is clear that the importance

of municipal user fee revenue has increased throughout North

America. In Ontario user fee revenue, primarily because of

large increases

the second most

revenue. The

in the late sixties and seventies has become

important category of municipal own source

reliance on user fee revenue, is now so

significant that municipalities can no longer reasonably

expect to operate without it.
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Importance of User Fees by Specific Service

Examination of the primary data generated in the

survey showed that presently user fees play a more

significant role in the provision of services in one field

than they do in another. It is also important to note that

di.fferent municipalities utilize user fee programs in

particular service fields much more intensively than other

municipalities.

Sewerage

As was noted earlier all of the upper tier

municipalities surveyed operated a user fee program. In most

cases these programs were operated according to an average

cost pricing full cost recovery format. While two of the

regional municipalities had not yet achieved this standard,

each retained full cost recovery as their eventual objective

and were able to clearly show that they were making steady

progress in this direction. It is therefore clear that the

largest regional municipalities rely heavily on user fee

programs to finance their share of sewerage costs. It is

completely unrealistic to expect that this revenue could be

generated through the existing property tax structure.

The utilization of user fee programs in the other two

types of municipalities which retain either partial or total

jurisdiction over sewerage was generally not that extensive.

With the exception of the cities of Toronto, Nepean, Ottawa,



1 ::U·

and Peterborough the utilization of sewerage user fees,

primarily those associated with daily use of the system, are

practically non-existent. It is perhaps most important to

recognize that the four single tier municipalities which

retain sole jurisdiction over sewerage, finance the vast

majority of these operations out of general revenue.

Information generated either through correspondence

or personal discussion with municipal officials revealed one

important theme. Municipal officials in those municipalities

which were making extensive use of user fees generally

credi ted the quali ty of their sewerage infrastructure wi th

the existence of user fees. Many officials indicated that in

competi tion wi th other municipal expendi ture proposals' they

would not have been able to secure the funding necessary to

maintain the quali ty of the system to the degree they had.

The reverse of this position was expressed by some officials

in municipalities which did not have a strong user fee

program. Concern was expressed in regards to the type,

condition and capacity of sanitary sewer systems as well as

the level of effluent treatment. One municipal official

indicated that the sewer system in many parts of their city

was beyond repair due to long term neglect. However, it

would probably take a major incident to get the funding

necessary to correct the situation since more poli tically

visible programs were getting funding increases.
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Generally it would seem to be apparent that in those

municipalities operating a full cost recovery sewerage user

fee program that the physical condition of sewerage

infrastructure was in a superior condition to those

municipalities which do not.

Parks and Recreation

The survey data collected in this area showed that

the utilization of user fees as an aggregate component of the

total parks and recreation budget varies fairly widely among

municipali ties across the province. There are a variety of

reasons behind these variations. One is the extent of non

municipally provided access to particular services in the

community. Another is the perception of different

communi ties that there is no norm of service availability

which must be conformed to. However, it is clear that in a

number of municipalities user fee revenues generated through

either public charges or departmental chargebacks account for

upwards of forty percent of parks and recreation operating

budgets. Although the significance of user fees varies among

different programs, the level of revenue raised in most

municipalities is critical to their ability to continue to

provide the program mix they do.
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Summary

It is c lea r that from the revenue per spect i ve user

fees play a very important role in financing municipal

government operations. General analysis of international,

national, provincial and municipal data, according to

specific service responsibilities, shows that user fees

retain a much more significant role in municipal operations,

especially in Ontario, than has been recognized. There is

evidence to suggest that their importance wi 11 continue to

increase.

Incompatibility with Bureau of Municipal Research Conclusions

The data showing just how important user fee revenue

is to the fiscal operations of Ontario municipalities is

somewhat unexpected since preliminary research had indicated

less significant findings would emerge. There were numerous

reasons behind this expectation, the most significant of

which now appears to have been the result of previous faulty

research. The amount of research conducted into actual user

fee utilization in Canadian municipalities has been very

small. In Ontario, the only pUblicly available analysis of

user fee utilization was pUblished by the Bureau of Municipal

Research in 1980. Conclusions arrived at in that study

concerning the nature of user fee utilization have been

accepted not only by government officials in Ontario but also

by subsequent publications on urban finance. One of the main
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fee utilization in Ontario municipalities during the 1970 'S

had accounted for between 4.1 and 5.1 percent of total

municipal revenue. 1 Upon reviewing the research and

analytical methods employed by the Bureau in arriving at

their conclusions, three basic problems in the Bureau 's

methods were discovered.

The first problem concerned the data source utilized

by the Bureau. The Bureau's source of information was the

Statistics Canada Publication Local Government Finance #68-

employed in

203. This publication is similar in title to the one

this study except for the critical fact that it

contains preliminary estimates rather than the actual figures

on municipal operations. The actual figures are available in

pUblication #68-204, the one utilized in this study. If the

actual data was not available, the use of estimates would

have been acceptable. However, with the possible exception

of the year 1978, the actual figures had been pUblished and

should have been used. This was a significant error. As an

example, preliminary estimates underestimated actual user fee

revenue in 1976 by just over fifty three million dol1ars. 2

The second problem is the definition of user fees in

the Bureau I s study. Ini tially the same all inclusive

definition of user fees in this study was accepted as

legitimate by the Bureau. 3 However, the Bureau proceeded to

make the decision, without any justification, that user fees
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wou Id inc 1 ude II on ly charges wh i ch were made on servi ces

available to all citizens, and which would otherwise be

provided by the municipali ty at no extra charge". 4 Through

the utilization of this more restrictive definition many

legitimate user fees are discounted such as; privileges,

Licenses, Permi ts, Rentals, Water and Special Assessments,

which in 1976 otherwise accounted for approximately one

hundred and fifty five million dollars.

The final and most cri tical problem is the revenue

totals used in the calculation of user charge revenue as a

percentage of municipal revenue. The problem lies in the

fact that the total revenue figure includes educational

revenue. Including educational revenue and expenditure among

municipal government fiscal operations is improper.

Consequently, the inclusion of educational property tax

revenue in terms of total revenue serves to seriously

understate the fiscal impact of user fees. S Simply

correcting this problem but leaving the Bureau I s other

figures unchanged means that in 1976 user fees accounted for

8.71% of total revenue, an increase of

over the previous total. When all of

seventy one percent

the faults outlined

above are corrected for, as is the case in Table 3-4, the

Bureau's calculations underestimate user fee uti lization by

three hundred percent. 6
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How Well Does the Theoretical Study of User Fees Match Their
Practical Application?

The answer to this question is generated primarily by

determining how the actual application of user fees

correlates with the theories of pricing. These are three

basic pricing models: Marginal Cost Pricing, Average Cost

Pricing and Revenue Maximization Pricing.

Question five contained in the Issues, Attitudes and

Policies section of the survey asked municipalities to

indicate the basis upon which they operated their user fee

program. The three operations available each corresponded to

one of the three pricing models. All of the municipalities

surveyed were able to relate their process to one of these

options and the one identified in each case was Average Cost

Pricing. Some of the municipalities indicated that their

user fee policy had generated some of the benefits that could

be expected from the other models. However, the realization

of these benefits had not changed the pricing model utilized.

Although average cost pricing is the most popular pricing

format it is critical to determine which types of costs are

included and excluded in the operation of the pricing

formula.

There are four basic types of costs which need to be

accounted for in determining the actual cost of a good:

operating, overhead, capital and capital valuation.

Recognizing that these types of costs exist is critical in
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establ i shi ng a proper pri ci ng structure of any commodi ty.

Again, the ~~~~~.!.. At!i.!~des and Poli.~i.~~ section of the

survey requested information about the cost components the

municipality included in determining the average cost price.

The cumulative answers for these responses are shown in the

following table.

TABLE 4-1

Costing Considerations of Municipal Pricing Policies

Type of Cost Type of Municipality

Regional Lower Single Total

General Operating Cost 8 14 5 27

Overhead Costs 7 6 2 15

Capital Costs 8 5 0 13

Capital Valuation Costs 1 0 0 1

These figures require some clarification. First, these

answers often refer to the general municipality's policy and

are not applicable to every specific service. Second, simply

because a municipali ty indicates certain types of costs in

the pricing formula, this does not mean that these costs are

necessarily recovered. Finally, the examination of the

information in the table according to the type of

municipality shows that the type of costing policy followed

varies substantially.
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Sewerage

In the case of sewerage, the costing structure found

in regional municipalities is the most complete. All of the

eight regional municipalities included both operating and

capital costs in their recovery targets with only one

municipality not including the overhead costs of

administra tion. Whi le each of the regional municipali ties

was not in a full cost recovery position for sewerage

operations, those which were not, indicated that this was

their objective and demonstrated progress in moving towards

this standard.

The only municipality which included capital

valuation costs in its costing basis was the Regional

Municipality of Hamilton Wentworth. The objective of the

region is to develop and manage its capital reserve funds in

such a manner that they can reduce their long term dependence

on external capi tal financing. By operating their capi tal

reserves in the same way as a regular financial institution

they are replacing funds 'in their capi tal reserves according

to current and not historical costs. This type of program

achieves two important objectives. First, capi tal reserves

will have the financial capacity necessary to fund

infrastructure replacement. Second, by following such a

program the capi tal costs to the municipali ty are reduced

substantially.
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The costing structure of those other municipali ties

retaining control over sewerage operations were generally not

as inclusive as in the case of regional municipalities. The

non regional municipality which had the most inclusive

costing and recovery program was the City of Nepean, followed

fairly closely by the Cities of Toronto and Peterborough.

Al though the Ci ty of Peterborough has a more sophisticated

system all of these municipali ties only attempt to recover

operating costs. The costing basis of other municipalities

generally included components of operating costs with

possibly some recognition of historical costs. However,

regardless of the costs included in pricing actual cost

recovery levels have not been that extensive.

Parks and Recreation Pricing

Although each of the municipalities surveyed

indicated that they employed an average cost pricing basis,

answers relating to specific recreational activities

generated a number of different responses.

Of the nineteen municipalities surveyed that operated

indoor arenas only seven indicated that the recovery of

operating costs was an important basis for their arena rates.

In each case there were other factors, primarily tradition

and the going rate in comparison to other municipalities,

which enter the pricing process. In the case of many

municipalities it became clear through follow up
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investigations that while indoor arenas were generally in a

loss positiou because of either direct or indirect subsidies,

complete facility and operations

undertaken. The level of cost

fort·uitous since prices were being

real costs.

A similar situation seems to generally hold true for

aquatic facilities. Standard pool facilities, either outdoor

or indoor, always lose a substantial amount of money. Most

municipalities indicated that while they attempted to recover

their direct staff operating costs in programs, tradition was

the most important criteria in determining fees.

The management of golf courses exhibited a wide

number of pricing criteria. However, one of two basic

operations policies appeared to be used. In the first model,

the facility was operated without specific reference to

financial ob ject i ves. Generally in cases where thi s model

applied tradition was the most important criteria in

establishing fees. In the second model, the municipali ty

mandates that a golf course operate on a break even basis.

However, the issue is those costs which are included in the

break even criteria. Investigations indicated that while

operating costs are included, many municipalities ignore

capi tal costs meaning that a reduced average cost recovery

level is applied.

The point advanced in this discussion of pricing is
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not to argue that there is any golden rule which states that

all municipal facilities must be operated according to total

cost recovery. However, it is critical to note that

decisions concerning the financial status of different

facilities and goods they offer should be made according to

complete financial analysis. It is the job of elected

officials to make the final decisions affecting the financial

performance of the ci ty not that of the ci ty staff. While

many municipal officials will point out that it is elected

officials who approve rates, research raised serious

questions about the basis upon which the decisions are made.

Documents supplied by municipali ties indicated that in the

majori ty of cases where the council actually approves fees

many decisions are made without cost information.

Although tradition has a role to play in the pricing

decision, tradition solely is the incorrect basis upon which

to determine charges. Pricing according to a traditional

basis bears no direct relationship to current circumstances.

The same type of problem arises with pricing according to the

going rate in other municipalities, since this rate is not

based upon the cost considerations of the municipali ty in

question. While this comparative data may be interesting it

is not the proper basis upon which to price municipal goods.

In fact it is questionable whether the price in another

municipality is actually based on that municipalities' costs.
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Another pricing criterion periodically cited was the

going rate in regards to private facilities in the area.

However, where this criteria is cited it is difficult to

believe that this criteria actually has much influence. The

first reason is that additional public sector provision

usually results from a demand for lower direct cost service

accessibility. The second reason is that the pUblic sector

usually enters the field in such a manner, or already has an

established presence such that the public price is viewed

especially by consumers as what the market price should be.

The issue of private sector public sector competition

in providing the same commodities is not a new one in Canada.

However, competition at the municipal level is a subject

which does not seem to have received much attention. As

municipalities have expanded their role, the significance of

this issue increases. Debating the extent to which the

public and private sectors should compete is beyond the scope

of this work. However, if there is to be joint activity then

the public sector in the absence of clear externalities

should be competing fairly with private operators. Private

enterprise may fail, but if a market economy is to succeed,

it must be allowed to fail or succeed based upon its own

merits. It should not be forced out of business or forced to

unnaturally structure its operations. It was clear through

the research conducted that most municipali ties, especially
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on much more limited cost criteria than faces a private

operator. It is also clear that public operators have forced

or are presently forcing private competitors out of business

or have created a fiscal environment where it is imperative

for municipalities to enter the market. There may be valid

externali ty arguments justi fying a di fferent publ ic sector

approach to costing. But these externalities should be

carefully defined and should not necessarily dictate that the

public sector must emerge as sole service provider.

For all of the recreational services surveyed it was

felt by municipal officials that there was demand for further

service expansion. No municipality appeared to have any

analysis indicating what effect an increase in fees from

their currently highly subsidized levels would have on

demand. However, it is clear that if services expand in

response to demand but remain priced according to current

pract i ce that the pressure to increase property taxes wi 11

grow. Municipalities, which have unanimously selected average

cost pricing as their method of user fee determination, need

to properly cost user fee designated services according to

complete average cost pricing criteria if they hope to ease

revenue demands.

What is the Probable Future of User Fees in Ontario?

It is clear that user fees will continue to play an
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part in the operation of Ontario municipalities.

are a very important revenue source and one which

consistent growth. Further, it seems highly

that their importance will continue to increase.

The structure of municipal finance operations appears unable

to generate the level of revenue necessary to meet municipal

commitments. Second, it is unrealistic to expect, at least

in the immediate future, that traditional municipal revenue

sources can be reformed. The financial posi tion of senior

level governments make it highly unlikely that positive

changes from the municipal perspective will occur in transfer

policies. In fact municipali ties should be concerned that

the revenue they receive is not transferred away or more

realistically that senior level governments do not realign

the i r pr i or it i es towards muni cipally suppl ied serv ices

wi thout appropr iate revenue increases. Third, while market

value assessment is gradually being implemented across the

province this will not necessarily enhance the ability of the

property tax to raise substantially more revenue. Property

taxation will remain a regressive tax, and increases may be

politically unacceptable. Finally it seems highly unlikely

that any provincial party in government in Ontario would be

prepared to allow municipali ties access to an income based

progressive taxation format .. Even if this were to occur it

is questionable that municipali ties would be allowed access

."-
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to any more revenue than they would lose in reduced transfer

payments. Consequently, if municipali ties are to proceed

with their current level of service expansion then they must

more effectively utilize the one revenue source left to their

discretion, user fees.

Sewerage

User fee utilization in the area of sewerage

collection and treatment is fairly wide spread. Extensive

use is made of user fees for this purpose primarily in

regional municipali ties. However, among all municipalities

the extent of their use along with the basis of their

operation varies greatly. Sewerage is a service which easily

lends itself to the adoption of user fees. The primary

reason for this is that the facilities already exist whereby

information on water consumption is easily obtainable.

Consequently, since water is the key variable in our present

system of effluent movement the utilization of sewerage

services, especially by non commercial users, can reliably

and inexpens i vely be determined. Regardless of the ease of

operating this system, many municipali ties have chosen to

limit, the usage of user fees. Real potential exists for

causing this situation to change and to what degree it does

will likely be determined in one of three ways.

The first way will be dependent on the extent to

which demands for new and expanded services, primarily in the
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area of soft services conflicts with the existing financial

capabilities of the municipality. The traditional hard

services, especially those buried and out of sight have a

difficult time competing for limited resources against more

politically visible alternatives. It may become necessary to

provide sewerage, as has been the case with water supply,

with its own revenue capacity to insure that the system has

the capability to operate to the required level.

The second point concerns the degree to which the

present system of sewerage infrastructure is deteriorating.

Municipalities have admitted that the current state of

sewerage infrastructure in many areas is in poor condition.

If deterioration of the system continues a point will be

reached where, because of health and sa fety cons iderat ions,

extens i ve capi tal programs wi 11 be necessary to return the

system to an acceptable standard.

The final point concerns the question of just how

clean an environment society is going to have. In regards to

sewerage there are three areas which can be affected by any

decision. The first issue concerns the extent and capacity

of the current sewerage collection system. One of the key

points in this discussion concerns immediate sewer

separation. The second issue concerns the degree of care

which will be given to storm water. If moves are made to

upgrade the sewerage system to a point where just the most

contaminated initial storm water run off is collected and
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later treated, then extensive capital projects totalling

billions of dollars will be necessary. The final issue

concerns the actual level of effluent treatment which will be

municipalities, not

provided.

technology

Simply

is beyond

implementing

the current

to mention

and operating existing

fiscal capability of many

the costs of utilizing

emerging treatment technology.

Responding to extensive activity on any of these

points will be exceptionally expensive and under current

financial conditions is unrealistic. Consequently, the

needed revenue will have to be raised in some manner, in all

current probability through user fees.

Parks and Recreation

The future of user fees in this area will largely be

dependent on two points. The first point will be the ability

of the municipality to meet the fiscal demands placed upon it

from existing and enlarged service demands, not only in the

area of parks and recreation but for other jurisdictional

responsibilities as well. The second point will be the

extent to which the pUblic recreation system itself continues

to expand. The problem will become increasingly pronounced

if the municipal recreational sector continues to expand into

those areas where the private sector can have a role without

basing its decisions on demands revealed by realistic service

costs and prices. If this does occur the size of the
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recreation budget funded from property taxation revenue will

rapidly increase, consuming larger and larger proportions of

the municipal budget. Municipalities need to decide which of

the services they provide are basic and which are

discretionary and then operate them accordingly. In

undertaking this process municipalities have to evaluate

whether there are less costly means of providing the pUblic

with recreational options.?

Probably the biggest problem which confronts a

municipali ty in attempting to develop a logical approach to

user fees is how to rationalize existing user fees and

expectations associated with them. Research showed that the

majori ty of user fee programs in many municipalities have

evolved almost always in an ad hoc manner in individual

departments without any real direction either departmentally

or centrally. The existence of these variations very often

reflects the real differences which exist within a

municipality's administrative and policy process.

If a municipality is prepared to make the proper use

of a user fee program then it must be prepared to confront

these differences in developing a corporate policy. This

process will, in a number of organizations, require

indi viduals from a var iety of departments to work together

more than they normally do.
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While the ideal program would be the development of a

user fee policy for the whole municipality at once, such an

undertaking may not be realistic to expect. Consequently,

the rationalization of user fee programs on a departmental

basis in accordance with a common standard may be more

feasible to implement. However, regardless of the

administrative scope of the approach, the most critical issue

is to design a process to allow the incorporation of user fee

theory into a policy, which can be successfully applied.

The issue of developing and implementing a uniform

user fee policy has been undertaken by a variety of

municipalities with varying degrees of success. The

following section attempts to outline the type of process

which can lead to the successful development and

implementation of a user fee program.

The following seven stage process has been developed

from an amalgamation of processes from three separate

municipalities: 8

1. Define the role of pricing in the delivery of
municipal services.

2. Establish unit cost
regardless of whether

data
user

on all municipal services
fees presently exist or not.

3. Determine the distribution of benefits both public and
private from individual services.

4. Develop a uniform subsidy policy applicable to the level
of benefits generated from a particular service.

5. Undertake Impact and Budget Analysis
implementation of a new policy not only
municipality but also for major users.

for
for

the
the
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6. Develop a Plan of Action.

7. Implement and monitor policy and distributive effects of
service provision under the new system.

Following this process will not necessarily result in

success. Other factors need to be acknowledged and included.

The first factor is that both politicians and staff have to

recognize that the development of this policy will require a

lengthy period of time, probably a number of years. Further,

the development of the policy and its management once

instituted will require changes from current procedures

especially in program costing and evaluation.

The second factor and probably the most important is

that for meaningful improvements to be made, significant

pUblic involvement in the process is necessary early on. The

general public, and in particular associations utilizing

facilities and programs, must be given an opportunity to make

meaningful contributions. This does not mean that

organizations and individuals are presented with policy

options and asked for comments, but rather that they have a

role in developing those options. This type of approach,

which has not been present in many municipalities' programs,

is critical. Fiscal problems, and in fact the whole fiscal

picture as it affects the entire municipality, most often the

reason for a user fee policy in the first place, are almost

universally ignored by individuals and associations, not

because they do not care, but because they are not aware of
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them. Only by insuring that there is access to the process

can it be reasonably expected that a uniform and beneficial

program enjoying a real measure of support will emerge.

Otherwise it is only logical to expect that individuals and

groups confronted for the first time wi th user fee policy

options, the justifications for which they do not understand,

will be significantly opposed. If this happens, the policy

at least in terms of immediate change will likely fail.

Those dissatisfied parties, regardless of their legitimacy of

complaint, will be able to argue with complete impunity that

the pol i cy and the ir percei ved impl ications of its impact

will be negative. Municipal politicians unable to sense any

consensus or a t tempts to reach some, and with thei r eye

firmly focussed on the ballot box, will alter pricing

policies. Consequently the long term management of community

opinion is critical to the success of this type of policy

process.

The fiscal factor, that municipalities need to

address, is that the existence of user fees or increases in

fees will hurt those individuals who can least afford to pay.

There is a reasonable argument to be made that municipalities

should show some sensitivity to distributive arguments.

While there are various ways by which sensitivity can be

demonstrated it is preferable that the municipality does just

not simply waive fees, as this undermines the justification
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for effective fee programs. It is also desirable to have

some direct community involvement in the programs

implemention. One available format is used in the the City

of North York for recreation services is and known as The

Recreation Program Trust Fund. This program operates on the

basis of matching fund between the community and the

municipality. In 1985 expenditures from this fund were

approximately thirteen and a half thousand dollars, roughly

half of the funds raised. This trust fund ensures that

children of the underprivileged are not denied access to

recreational programs due to the existence of user fees,

since the fee they would otherwise be required to pay is

covered by the fund.



Conclusions

The primary purpose of this work has been to provide

an enhanced understanding of the utilization of user fees in

Ontario municipalities. Throughout this work the changing

nature of municipal finance has been discussed. The major

conclusion is that municipal governments can no longer fund

their operations from what has been their traditional

financial resources. Even though the amount of actual

revenue rai sed through property taxat ion has increased

substantially, its overall importance as a municipal revenue

source has declined significantly. The importance of

transfer revenue from senior level governments in the form of

either conditional or unconditional grants has increased to a

point where they cumulatively account for half of municipal

revenue requirements. Even when municipal revenues are

examined from the perspective of own source revenue

requirements, the changes are dramatic. While the proportion

of own source revenue accounted for by property taxation has

declined, the significance of user fee revenue, especially

since the 1960's, has been steadily increasing. Although the

total effect of user fee revenue is not easily identified,

largely because of the large number of small revenue

producing fees, it is significant. Municipalities can no

longer maintain their operations without the revenue

generated by user fees.
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As mentioned in Chapter Three, efficiency, equity and

revenue generation are the three basic reasons which can be

used to justify the utilization of user fees. Based upon the

data collected it is difficult to make any statements on

efficiency considerations. However, research indicates that

some benefits have been realized in this regard. One example

is the City of Burlington which in examining the feasibility

of user fees, caused departments to accurately cost the

services they provide. This type of exercise which has also

been carried out to various degrees in other municipali ties

has provided the basis for a superior evaluation of the

municipal i ties I limited resources. Another example is the

effect that user fees have on actual programs. Numerous

municipal officials indicated that as residents' awareness of

fees for a particular service increased, so did communi ty

involvement in the process surrounding the content and

delivery of that service. This type of situation if

permitted to evolve, without an avenue for meaningful

community dialogue, can result in strained relations between

service users and the municipality. However, there is also

potential for community participation to increase the

effectiveness and consequently the efficiency of the actual

service.

The research conducted into service equi ty from the

perspective of pricing policy showed that there is inequity



l:>U

within the system. Inequity does not generally appear to be

present in t..erms of the same service across the communi ty

but, rather in relation to the costing and pricing criteria

employed between services. In the case of almost every

municipality examined there were no guidelines in place

providing an equitable basis for evaluation between different

services. Not only was this present in the case of

municipalities allocating different costs for recovery among

different services, but no comprehensive process of equitably

determining subsidization levels existed. Finally, the most

important conclusion of the survey is that municipali ties

utilize user fees primarily as a source of revenue. The

figures showing the relative change in municipal revenue

sources, especially own source revenues, reinforce this

point.

This thesis has conclusively shown that user fees

occupy an important position in the finances of Ontario

municipalities. Furthermore, all indications are that the

role played by user fees will continue to increase. However,

major issues need to be addressed if user fees are to be as

effecti ve as they should. The primary question is the type

and extent of costing and pricing criteria which

municipalities employ in operating their user fee programs.

Governments, both Provincial and Municipal need to recognize

that criteria for costing and pricing must be in place before

the implementation of a user fee program. If not, then it is



151

likely that user fees will be seen to create such

inequalities that they can not be used to improve services or

to alleviate revenue problems.



ENDNOTES - CHAPTER 4

IBureau of lvtunicipal Research, Municipal Services:
Who Should Pay (Topic #3, February 1980), p.8.

2The preliminary estimate figures utilized in the
Bureau I s study showed revenue from the category of "Other
General Sales of Goods and Services" at $165,852,000 (Bureau
3E cit p. 8). Actual figures reproduced in Table Can 4 show
this amount actually being $219,373,000. The difference and
consequential shortfall is $53,521,000.

3Bureau of Municipal Research, ~ cit, p. 2.

4 Ibid ., p. 2.

5Refer to Chapter Three Footnote # 3.
Although no provision was made for user fee revenues when
establishing municipal totals, it is reasonable to believe,
for reasons already discussed, that the impact would not be
significant. However, by including educational property tax
revenue not only is total municipal revenue more than doubled
but the jurisdictional boundaries of local government are
completely ignored.

6Bureau figures for user fee utilization as a
percentage of total municipal revenue for Ontario
municipalities in 1976 was 5.1 percent. The corrected actual
figure drawn from Table Can 5 is 15 percent.

7Implementing new types of policies is never an easy
process especially when they conflict wi th the status quo.
However, there are alternative means of providing service and
government must be prepared to try new ideas in responding to
changing responsibilities. One example of a municipality
which has been innovative in the type of service delivery
mechan isms they ha ve employed in Pa rk sand Recr ea t i on
services is the City of Gloucester. The tangible bottom line
result of their methods is the highest recorded level of cost
recovery. This has been achieved not s imply by increasing
fees but rather in structuring their service delivery process
so that the community has real impact on, and responsibility
for, the services provided.

8These seven themes are drawn from three separate
process in the Cities of Burlington, Etobicoke and York.
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Table 3-1A

Finances of All Cities in the United States
(Totals in Millions)

Years 1965166 1970n1 1975n6 1980181 1983184

Total RevEnie 21,865 rr,~7 66,856 105,431 134,533

Total CH1 Sotroe Re"len.ae 13,122 20,878 33,10'7 53,470 71,799

Total <llrrent (]urge Revenue 2,127 3,579 6,161 11 ,ax> 15,355

Total Property Tax Reveroe 6,Er79 10,Q111 14,165 18,278 22,061

Total Expenditure 22,m 39,<Xi1 67,JI6O 104,410 128,675

BackgrcA.R1d infonnatioo to the calculatial of f1sns in Table 3-1

SaJroe: U.S. Govemnent, City Govemnent F1na'loes. vricus years.
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Table 3-2A

Finances of the Largest American Cities
(Totals in Millions)

Years 1969170 1971172 1974175 1977178 1980/81 1983/84

Total Revenue 17,319 22,608 31.218 38,910 50,167 62,525

Total Own Source 8,442 11,785 14,886 18,852 24,619 32,847
Revenue

Total Current 1,387 1,803 2,332 3,220 4,464 5,959
Charge Revenue

Total Property 4,355 5,082 5,943 7,292 7,711 9,323
Tax Revenue

Total Expenditure 18,030 23,628 31,240 36,943 47,566 59,357

Background information to the calculation of figures in Table 3-2.

Source: U.S. Government, Finances £f Forty Eight Largest U.S. Cities, Various
years.
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Table 3-JA

CoIpUed financial Data on <XIta-l0 and CarWlan ttnicipalities
1956 to 1981

(Totals in D¥lUSClr¥1s)

1951 1956 1961 1966 1971 1976 1981

property Tax eltClu1i~ 108353 1811321 nfa1 615S16 628196 1096126 1641002
aJSiness Tax ald
f.<lJcation Property Tax 2'0520 393273 999100 1586678 11Q6182 274S65l1 ~

Prq>erty Tax inc1Ld~ 135382 arr~ 1i89556 759'l59 823212 144'Oj1 2:J)51Q8
Ilusiness Tax inclWing
f.d.acation Property Tax 29'4785 ~ 10lfJl652 17387AQ 1739693 32}!)11 <U(f:Jj10

User Fees inclwi~ 7'HJ 1~3 29606 1i02l105 219650 5"1006 11881108
Special Assessnents 11988 5a>1113 1}l205 1TY:Jrl5 751011 166m> ~192

User Fees exclu1ing nfa2

~~::
II nfall

177~ 11551111 1152f1Jlnfa
llSpecial Assessnents nfa2 nfa nfall

5~ 16J81j1j6 3311891

Total Own Solrce 111~7 2209127 nfa nfa nfa nfa nfa
Reverue not inclwing

3111j1j167 5Jl0'l97f.dt£ation nfa nfa nfa nfa nfa

Total Q.n Source nfa7 nfi 5Qlz:J3 8711858 1175026 2327737 '455%1
Revcrue less El1Jcation
inclu:1ing Grants in

nfa7 nri 1J1lO51118Lieu 217521l 1 293'662 fml371 125'l3'411

Total o..n Source nfi nri nfa ofa 1123828 2199833 4315999
Revenue less Education

ofi nfa7less Grants in Lieu nfa nfa 2812371 566Pf2 110091169

Total Reverue 2159219 37CJl399 55Wm9 9887189 1f!IJ72679 37~379 fR:n5929
less Ed.Jcation 5'l21159 fm'l3'49 13188659 239TnS9 1l1l151619 92588979 1WJZ1'R69

NFA = no figlTe available
Swroe: Statistics CanOOa Local Govenment Firax:e 68:aJ4. Various years.
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Notes for Table 3-3A

1. In 1961 no figure was available as to the amount of actual
property tax raised excluding business taxation.

2. For the year 1951 there was no separate indication of revenue
generated through charges. This revenue
with revenue derived through Special
category entitled "Special Assessments
charges.

is grouped together
Assessments in a
(owners share and

3. In the 1956 census a new category of financial data entitled
"Licences and Permits" is included.

4. For this year revenue derived from charges and special
assessments continued to be grouped together.

5. In the 1966 census a new category of financial data entitled
"Rents, Concessions and Franchises" is included.

6. In 1971 Special Assessments and User Fee Revenues are
separated.

7. No information provided as to what the level of grants in
lieu were.

8. Calculating education taxation is accomplished by subtracting
education grants from education expenditures. However there
is no means available for determining education capital
expenditures financed through borrowing. Consequently these
amounts if any are included in the total remaining
expenditure for education after grants. It is this amount
which is presumed to be derived from school directed
property tax.

9. 1951/56 figures exempting education taxes and grants are
available meaning no reverse calculation is necessary.

1961/81 Had to calculate the effect of school taxes and
grants and capital borrow out of revenue totals to arrive at
municipal purpose revenue totals.
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Table 3-4A

Calculation of Total Municipal Purpose Revenue 1976
(Totals in Thousands)

A B A-B
Province Total Revenue Education Expenditure Total Municipal

Revenue

NFLD 106271 6220 100051

PEl 515032 324410 17093

NS 497197 297518 199679

NB 135245 135245

QUE 4466714 2120048 2346666

ONT 67487689 3010311 3738457

MAN 778474 352992 425482

SASK 699726 307664 392062

ALTA 1682415 685167 997248

BC 1860610 977792 822818

CAN 17026923 7792142 9234781
(excluding
Yukon & NWT)

Background data to Table 3-4.

Source: Statistics Canada, Local Government Finance 68-204, 1976.
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Table 3-5A

Calculation of Total Municipal Purpose Revenue 1981
(Totals in Thousands)

A B A-B
Province Total Revenue Education Expenditure Total Municipal

Revenue

NFLD 179448 179448

PEl 79282 67785 11497

NS 912154 455745 456409

NB 225072 225072

QUE 8190272 4127877 4062395

ONT 11738159 4787567 6950592

MAN 1253480 528698 724782

SASK 1230661 520829 709832

ALTA 4238476 1399018 2839453

BC 3279761 1471042 1808719

CAN 31326765 13358561 17968204
(exoluding
Yukon & NWT>

Baokground data to Table 3-5

Source: Statistios Canada Looal Govern.ent Finanoe 68-204, 1981.
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Selected Ontario Municipal Financial Information 1971 to 1981

161)

1971 1973 1976 1978 1981

1• Privilagesl 19,682 30,041 38,510 61,559 58,330
Licences

2. Water 89,165 115,774 166,867 204,559 299,076

3. Rents 8,265 11,830 30,964 45,778 66,811

4. Other 60,761 141,245 219,373 454,629 705,221

5. Special
Assessments 41,777 39,802 85,292 40,273 35,711

6. Total User
Fee Revenue 3,724,802 4,460,624 6,748,768 8,360,278 11,738, 159

7. Total Own
Source Revenue 1,966,777 2,279,050 3,616, 142 4,560,523 6,496,247

8. Education
Grant 1,065,784 1,215,155 1,721,296 1,951,783 2,607,319

9. Education
Expenditure 1,857,535 1,962,678 3,010,331 3,604,714 4,787,567

10. Sewerage
Expenditure 128,679 154,214 235,668 248,826 314,148

11. Recreation and 179,148 278,400 437,432 543,192 675,301
Culture
Expenditure

12. Total
Expenditures 4,002,419 4,721,488 7,045,127 8,739,167 11,388,247

13. Grants
of Property Tax 51,198 68,912 127,904 166,763 239,451

166,763 239,451

Background data to Table 3-6

Source: Statistics Canada, Local Government Finance 68-204, Various Years.
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Table 3-6B

Education Expenditure Education Grant = Education Tax
Total Own Source Revenue - Education Tax - Grants in Lieu = Total Own Source

Revenue Municipal
Purpose

Year

1971 857,535 1,065,784 = 821,751
1,966,777 821,751 51,198 = 1,093,828

1973 1,962,678 1,215,155 = 747,523
2,279,050 747,523 - 68,912 = 1,462,615

1976 3,010,331 1,721,296 =1,289,035
3,616,142 1,289,035 - 127,904 = 2,199,203

1978 3,604,714 1,951,783 =1,652,931
4,560,523 1,652,931 - 166,763 = 2,740,829

1981 4,787,567 2,607,319
_ 01

=2,180,248
6,496,247 2,180,248 = 4,315,999

1 Grants in Lieu shown separately for this year.

Background data to Table 3-7

Source: Statistics Canada, Local Government Finanoe 68-204, Various years.



Table 3-6C
Cal£~1~1i£~~_Total Revenue, Ontario Munici~lities

(Totals in Thousands)

Total Municipal
Total Revenue Education Expenditure Revenue

1971 3,724,802 1,857,535 :: 1,867,267

1973 4,460,624 1,962,678 :: 2,497,946

1976 6,748,768 3,010,331 :: 3,738,437

1978 8,360,278 3,604,714 :: 4,755,564

1981 11,738,159 4,787,567 :: 6,950,592

Background data to Table 307

Source: Statistics Canada, Lo~A! Gov~n~en1 [!nAn~~ 68-204,
Various years.
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ISSUES, ATTITUDES AND POLICIES

~1unicipality:

Name:
Position:

1. Over the last five years what has been the general trend in
your municipality regarding the use of user charges? CIRCLE
APPROPRIATE WORD IN SENTENCE.

(a) User charges have increased/decreased as a proportion of
locally-derived municipal revenues (i. e. excluding
grants).

(b) There has been an increase/ decrease in the number and
diversity of types of user charges.

2. (a) Are you expect ing to make greater use of user charges
and fees in the near future?

Yes No

(b) If YES to 2 (a), will this involve:

(i) charges for services which had previously been
provided free to the user?

(i i) new types of charges for services which already
involve some sort of fee?

(iii) new types of charges for new types of services.

3. Please list the service areas and the possible charges which
are being considered for greater use of the user charge
approach.

4. (a) When new charges have been introduced in the past, have
there been efforts to publicize the user-pay approach
and to explain its value?

Yes No

(b) If YES to 4 (a), please describe the way in which this
has been done.
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5. When user fees, charges were instituted, were they
established for the purpose of?

1. Cost recovery, for the purpose of transferring costs to
the actual users.

2. As a means of gauging the supply and demand of the
commodity in question.

3. For the purpose of increasing revenues over costs.

(a) Please identify the relevant costs involved.

(b) Were their legal requirements to change in this
manner?

Yes

If YES please explain:

No

6. If charges for services have been considered in the past but
not adopted, what reasons were most commonly gi ven for not
adopting them? CIRCLE LETTER INDICATING APPROPRIATE
ANSWER(S) .

(a) Too difficult to administer.

(b) Not fair to pUblic.

(c) Non-payers cannot easily be excluded from benefits of
the service.

(d) Collection costs are high.

(e) Hurts people who can least afford to pay.

(f) Easier to raise the necessary funds through increased
taxes or grants.

(g) Other (please specify):
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7. (a) When new charges have been introduced in the past, has
there been significant public resistance?

Yes No

(b) If YES to 7 (a), what form has public resistance usually
taken?

(c) What service or type of fee was involved?

8. When user charges are set so as to make a service operate on
a cost-recovery basis, are the following costs incorporated
into the rates?

(a) General operating costs. Yes No

(b) Capital costs of building and land. Yes No

(c) Overhead cost of administration. Yes No

(d) When capital costs are included but not
debenture-financed, are interest charges
imputed as a cost of the capital? Yes No

9. Revenues generated from fees and charges are directed to:

(a) Consolidated General Revenues Fund.

(b) Program related to charge.

(c) Other: Please specify

Further Comments:-----------------------------
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SEWERAGE

Municipality:
Name:
Position:

1. Please estimate the amount ($) of the total budget for the
Sewage System including both collection and treatment which
came from user charges or fees for the following years.

1979 $

1980 $

1981 $

1982 $

1983 $

1984 $

2. Please estimate the proportion (%) of the total budget for
the Sewage System including both collection and treatment
which came from user charges and fees for the following
years.

1979

1980

1981

1982

1983

1984

%

%

%

%

%

%

3. If the figures just cited show a changing pattern, what are
the reasons for this change?

Please explain:

4. Please indicate the user fees or charges made on users of
sewerage services.

( i)
(i i)
( iii)
(iv)

(v)

Connection Charge
Capacity/Volume Charge
Locational Charge
Flat rate within serviced areas
Other (please specify):
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5. Please indicate if there are different rates established
among separate classes of users based on the above criteria.

6. Are there special charges for different types of wastes.

Please explain:

Yes No

7. On what basis are the rates for charging users set?

(i) Going rate - by comparison to other municipalities.

(ii) Recovery of direct operating costs.

(iii) Recovery of all costs; direct operating, indirect
operating and capital.

(iv) Tradition: historical reflection of what has been
charged in the past.

(v) Volume of usage.

(vi) By the type of waste.

(vii) Other (please specify):

* Please elaborate on your answer if no one answer is
completely appropriate.

Further Comments:
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PARKS AND RECREATION

Municipality:
Name:
Position:

1. Please estimate the amount ($) of the total budget for the
Parks and Recreation Department which came from user charges
or fees for the following years.

1979 $

1980 $

1981 $

1982 $

1983 $

1984 $

2. Please indicate the proportion (%) of the total budget for
the Parks and Recreation Department which came from user
charges or fees for the following years.

1979

1980

1981

1982

1983

1984

%

%

%

%

%

%

3. If the figures just cited show a changing pattern, what are
the reasons for this change?

Please explain:
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ARENAS

Municipality:
Name:
Position:

5. Please indicate the basic charges or fees levied on users of
arena facilities or services. (attach a rate schedule if
more convenient).

Skating general charge

membership

ice rental

other

5. (a) For the figures cited above, indicate if there are
special rates for students, seniors, or other groups.
(attach a rate schedule if more convenient).

6. Please indicate the basis on which the rates for charging
users of arena services are established.

( i ) Going rate
the area.

- by comparison to private facilities in

(ii) Going rate - by comparison to other municipalities.

(iii) Recovery of direct operating costs.

(iv) Recovery of all costs: direct operating, indirect
operating, capital.

(v) Tradition: historical reflection of what has been
charged in the past.

(vi) Based on the volume of Demand.

(vii) Other (please specify).

* Please elaborate on your answer especially if no one answer
is completely appropriate.
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7. Are rates adjusted to take into account periods of high and
low demand?

*

Yes

Please explain your answer.

No

8. Is there any policy governing the proportion or amount of
costs that must be defrayed from fees?

*

Yes

Please elaborate on your answer.

No

9. Is there a upper limit set on the revenue that may be derived
from fees?

*

Yes

Please elaborate on your answer.

No

Further Comments:----------------------------
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S\VIMMING POOLS

Municipality:
Name:
Position:

5. Please indicate the basic charges or fees levied on users of
swimming facilities or services. (attach a rate schedule if
more convenient).

Swimming general charge

membership

pool rental

instruction

other

5. (a) For the figures cited above, indicate if there are
special rates for students, seniors or other groups.
(attach a rate schedule if more convenient).

6. Please indicate the basis on which the rates for charging
users of swimming pool services are established.

( i ) Going rate
the area.

- by comparison to private facilities in

(ii) Going rate - by comparison to other municipalities.

(iii) Recovery of direct operating costs.

(iv) Recovery of all costs; direct operating, indirect
operating, capital.

(v) Tradition: historical reflection of what has been
charged in the past.

(vi) Based on the volume of Demand.

(vii) Other (please specify).

* Please elaborate on your answer especially if no one answer
is completely appropriate.
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7. Are rates adjusted to take into account periods of high and
low demand?

*

Yes

Please explain your answer.

No

8. Is there any policy governing the proportion or amount of
costs that must be defrayed from fees?

*

Yes

Please elaborate on your answer.

No

9. Is there a upper limit set on the revenue that may be derived
from fees?

*

Yes

Please elaborate on your answer.

No

Further Comments:------------------------------
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GOLF CO~RSES

Municipality:
Name:
Position:

5. Please indicate the basic charges or fees levied on users of
golf facilities or services. (attach a rate schedule if more
convenient).

Golf green fees

memberships

instruction

rental of facilities

other

5. (a) For the figures cited above, indicate if there are
special rates for students, seniors, or other groups.
(attach a rate schedule if more convenient).

6. Please indicate the basis on which the rates for charging
users of golf services are established.

(i) Going rate
the area.

- by comparison to private facilities in

(ii) Going rate - by comparison to other municipalities.

(iii) Recovery of direct operating costs.

(iv) Recovery of all costs: direct operating, indirect
operating, capital.

(v) Tradition: historical reflection of what has been
charged in the past.

(vi) Based on the volume of Demand.

(vii) Other (please specify).

* Please elaborate on your answer especially if no one answer
is completely appropriate.
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7. Are rates adjusted to take into account periods of high and
low demand?

'*

Yes

Please explain your answer.

No

8. Is there any policy governing the proportion or amount of
costs that must be defrayed from fees?

'*

Yes

Please elaborate on your answer.

No

9. Is there a upper limit set on the revenue that may be derived
from fees?

'*

Yes

Please elaborate on your answer.

No

Further Comments:-----------------------------




