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TOPIC IN BRIEF

Few municipalities charge individuals directly for municipal services. Only

in areas such as water, sewage and public transit are the users of a partic-

~
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ular good or service paying directly for use of that good or service. The

rest of the services provided are done so through the general municipal

revenue, most of which comes from taxes. The question has been raised in

recent years, however, whether this is an equitable way of funding services.
L)

f beneficiaries of a service can be

There are a number of areas where the
identified and those who do not use the service ecan be excluded, thus

allowing the possibility of user

This Topic reviews the history o tical and
social reasons for their limited use. With the aid of a survey o Ontario
municipalities done by the Buredu in 1978, an analysis is undertaken of how

user charges are currently employed.

Although the Bureau advocates the use of user charges at the municipal level,
it does not do so in a blanket manner. There are both positive and negative

aspects of charging. Their institution must be based on specific guidelines.

It i1s essential that each municipality determine dasic services it will
provide to its residents for no extra charge and 1 are ppropriate for
user charges. This 1is a basiec policy decision and should he the

institution of user charges,
services which must be provi
crucial that municipalitie

municipal revenue.

The use of charges for other services can be determined by the municipality
E m

on a service-by-service basis. Each should be analyzed in ter
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and benefits of instituting charges. [he analyses must consider four basic

factors: social; economic; political; and policy goals.

To institute user charges, however, means a fundan ng o f the
approach to services, the basis on which thev a ul

the role of a municipality, Many f the traditional ideas >f what
municipalities are supposed to provide have t« be rethon t betore the
concept of user charges is one which can be iccepted on a broader scale.
Part of this process 1is one of re-education. [t is important for a
municipality to try to inform the public as to why it is instituting a charge
and attempt to get a broader understand ing of the role of user charges and
municipal policies and finances for botl Jin o) lals as wel as the

citizenry.
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i INTRODUCTION

In recent years municipalities have begun reassessing their role 1in the
provision of municipal services. Increasing pressure for additional services
and new projects, coupled with decreasing sources of revenue from other
levels of government, have been responsible for this trend. Municipalities
have begun to recognize that their resources are finite. As a result the
importance of ascertaining what the citizens really want, and what they can

realistically provide, become crucial.

With this reassessment has come a gradual re-evaluation of both expenditures
for programs as well as revenue sources. However, there is one revenue
source which has not been reviewed to any extent. User charges, or the
concept that the user of a municipal service should pay directly for that
service, have only been dealt with superficially. Almost all the literature
and studies undertaken look at this revenue source from purely an economic
point of view. By doing this, the political, social and policy problems have
been ignored. At this moment user charges - particularly from water and
sewage costs - account for only a small portion of the municipal

budget. Their potential, however, is much greater.

This Topic reviews the history of user charges and outlines the political and
social reasons for their limited use. With the aid of a survey done by the
Bureau in 1978 an analysis is undertaken of how user charges are currently
employed. Some suggestions and cautions for future use are also included.
This analysis represents one of the first practical reviews of the

appropriateness of user charges and should be a guide for citizens as well as

municipalities.




" WHAT IS A MUNICIPAL USER CHARGE ?

Definition

A municipal user charge is loosely defined as a payment an individual or

group makes to a municipality for a particular good or service. Charges can
be employed for such items as water consumption (the most common form of user
charge), golf courses, tennis courts and public transit. TABLE I (see page

3) outlines some of the possible areas where user charges can be imposed.

There are a number of other fees and charges imposed by a municipality which
are usually included in the user charge category. Licenses, permits, and
concessions, such as taxi licenses, business licenses, building permit fees,
local improvement fees, are all examples of municipalities charging an
individual for a particular benefit or right to undertake a specific
activity. For the purposes of this Topic, however, we are not including
these categories. Only charges which are made on services available to all
citizens, and which would otherwise be provided by the municipality at no

extra charge, are discussed here.

Extent of Use in Canada

User charges in various forms are not a new concept. Residents have been
paying for municipal utilities, such as water, for many years in most
jurisdictions. There are few municipal zoos or museums which have free
admission. Municipal golf courses may have lower fees than private courses,

but a charge is still levied.

The extent of charges, however, has remained fairly low in terms of overall
municipal revenue. TABLE II (see page 4) outlines the level of user charges
across Canada in 1978. As can be seen, they range from 13% in New Brunswick
to 2.7% in Nova Scotia. Ontario falls in the midrange in terms of both
percentage (5%) as well as per capita figures ($46). If these comparisons
between provinces are accepted at face value, Alberta and Saskatchewan would
seem to be the leaders in the use of municipal charges, with $102 and $69 per

: 0
capita respectively. There are a number of other factors, however, t

consider before the true position of each province can be ascertained.

TABLE I

TYPES OF MUNICIPAL USER CHARGES

Parks and Recreation
Arenas - skating admissions
= hourly ice rentals
= instruction

Pools =~ swimming admissions
- memberships
= instruction

Tennis - court fees
= membership
= instruction

Camps/ - campground fees
Camping- day camp charges

Golf - green fees
Course - membership
= instruction

Nonresident fees

Libraries
Memberships
Nonresident borrowers fees
Interlibrary loan fees
A.V. equipment rentals
Overdue fines
Rental fees

Public Transit
Cash fares
Passes

Fire
Alarm connection fees
Inspection fees
Charges for services to
neighbouring municipalities

Police
Special events charges

Day Care

Per diem charges
Weekly charges
"After 4" program charges

Other Fees & Charges

Senior citizens' homes per
diem fees

Entrance fees to museums ,
zoos, etc.

Animal control fees

Parking lot & meter charges

Fire hydrant inspection fees

Room & hall rentals

Utilities

Water connection fees
Water service charges
Sewer surcharge
Industrial waste fees
Garbage collection levy
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USE OF CHARGES IN ONTARIO

Bureau of Municipal Research Survey Outline
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remaining revenues are from the same sources year after year

would be the obvious conclusion), or even from the same municipalities.
To obtain a sampling of the range and diversity of the charges that exist
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A questionnaire

Ontario, the Bureau decided to undertake a survey in 1978.

sampling

The

was sent to 20 municipalities in Ontario, of which 17 responded (see APPENDIX
An attempt was made to get a sampling of various sizes

and levels of government as well as attitudes towards charges.

A for questionnaire).
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10 11

One thing that can be noted from these figures is the discrepancies between
TABLE V upper tier municipalities and the others. Generally, in upper tier

municipalities user charges represent a higher percentage of revenue. This

can be attributed to two factors. First, upper tier municipalities tend to
USER CHARGES BY PROPORTION OF TOTAL MUNICIPAL BUDGET - 1977 have several major services which are substantially user charge oriented,
i.e. water, sewer, public transit. They also administer a smaller number of
Total Operating Budget services with the result being that the overall percentage of revenues
e e T $ collected is higher.
UPPer faet
Hamilton/Wentworth 3i}2 g?g:ggi’ggg Second, regional governments are fairly new institutions. When they were
:iizgr:oronto 6.5 3,787:000 being formed new systems were set up and with these it became easier to
g::;wa/Carleton g;:i i;:g:g:ggg institute "new ideas” - such as user charges. There was not as great a
traditional bias towards providing services through existing revenue sources.
One Tier
N It is interesting to note that all of the percentages (except 2) are above
:i:ﬁ:;on :}2 & 2'833;200 the overall level for the province. The survey covered those areas more
Peterborough 10.5 2,606,000 likely to have charges. Some of the levels are quite high. As an adjunct to
3:::i:r ?{; * 7,08;{;00 this, however, it would appear that there are a number of the over 800

municipalities in Ontario who gain little or no revenue from their services.

Lower Tier
- It certainly must be acknowledged that various municipalities have uneven
Burlington 11.0 2,149,000

Etehicoka 4.3 2,346,000 access to charges since they provide services at different levels. The
Gloucester 4,0 12,345,000 nature of the services provided, at least in part, determines the feasibility
g:E::: 1;{; * 16,008{;00 of charging and gaining revenue from them.

St. Catharines n/r * n/t

Toronto 11.0 7,195,000

Survex Results

n/a - not applicable

o/ The BMR survey also asked questions about specific revenues collected. Again
r - no response

the purpose was to obtain a sampling of the role wuser charges played in

various municipal departments' revenues. TABLE VI (see pages 12 and 13)

* Although these municipalities did not provide an answer, they do charge for
some services as can be seen in later tables. Information collection {8 outlines the overall results for parks and recreation, libraries, water,
the problem in many cases.

sewerage, transit, day care, and police, in terms of percentage of budgets

from user charges. As can be seen the level of charges in various
departments varies greatly from high use, in such areas as water, to very low
use for police. The most interesting general trend, however, is the

consistency of levels within a certain function, {.e. most municipalities
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have the same level in a particular department. The reasons for this seem to
E ) : - : 4 o | y ~} oo n " P Tee TA b V e pDave 1 2 nAd 19 e miniesdn- 4 g sy 3 :
nderline some of the probl , a8 well as una:arles, Lo 1nstitutiling .na.geb. As can be seen on TABLE V (see Pages 1Z and 135 the muni 1yd1L[155 .xandlmg
sewage vary greatly in how much they recover from users. The recovery rate
M (T P tent rates were in the area of water. Water supply has is quite high in the case of Region of Peel (85%), Region of Hamilton/
- < ARIICS L v 2400 -~ - “Co i -
- - : 7 =4 \ y f To 1t B8O fe Ngr - ¥ P <
I s e e ser pay . Residents expect to pay for water either Wentworth (98%), City of Toronto (80%), and Nepean (89%). The other five
LielililUald sty - . A { o T snondine t¢ his aguestion had IS y £ {
3 g A e -harge or indirectly through a flat fee. This municipalities responding to this juestion had lower percentages of their
agile L4y LOTOoug d el dalx 5
_ , F 022 (Pararharaiiol re SR R Dt+awan ) Al1 + wdnd {4
Sl S e SRR RN e f fees arreptable and few r“ompla;:“.[g are budget from .02% (it{—t—r"”r-“-*bi*/' to 56.8 Uttawa). ALl the mu..i-_lpallgles,
CAPDCLCLalll SdKCES e 1OSLALULlig Ui 4
1i & : : } Toron ) ar Kingston) tiao ha ¢ y cl - + ~ -
o an increase in the rates. The real difference in the figures except two (Metro Toronto and | ngston), tle the sewer narge to water usage
ilicald - ESLiuL B il 4 L3 L L~ 4 - (S -
- e 302 - s coF a percentace f tl waf hill A > .
here is not the amount charged to individuals but how each municipality making the fee charged a percentage of the water bill or water consumption.
; X - : S v :. » Uz 'f‘i"“.f’"?:"“""’- ¢ 3 > 00
calculates its water costs. areas include all capital expenditures, as These percentages fluctuate from 6% of the water rate in Sarnia to 100% of
1 : / 1 3
| T : ate in Hamilton/Wentworth. By tying the charge h t t
1l as operating in these figures. Thus Ottawa/Carleton has a low the rat = nt - s =yillp the charges Lo the water rates, the
i 3 ; } e ol ie ities are in effect saying that a c “tain cent of a i
percentage recorded but has fairly comparable rates since they included all municipal i in elre ying at a certain percentage of water is
‘ . used for sewage purposes. This varying basis of calculation allows for the
their costs in t figure.
greater difference in rates between municipalities and means that few will
. : ‘ Tl . - ever recover all the capital and operating costs for sewag lone.
service which has traditionally charged users is public transit. Here . & I ope g s sewage alone
i - i 2} j o - o 4 ~ & +he
again the Denelit to a wuser has been particularly obvious since the
_ ) : = =, Parks and recreation is an area where municipalities are recovering a much
individual pays money to be transported from point A to point B. The
P : _ - S : e e smaller proportion of costs. The reason is obvious in that parks and most
percent collected ranges Irom 45X to /2% in various municipalities with
) - . : o - recreational facilities of municipalities have always been considered free
most municlipalities setting a target level of revenue. Here again wusers
- e . TR ) and a service an individual gets as part of As
eéxpect to pay something for use of the service. Unlike water, however, -
. Trar - - recreation needs and facilities become more sophi COSts
increases in transit fares have met with opposition in many locales. Mainly
: ) : ) of constructing and maintaining the facilities The
d to the bour ir sive nature of

€ ol transit, the costs have been increasing

_ _ ; trend therefore has been for munici
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more 1y than water charges. These increases have not been absorbed
) o ; i ; : such facilities as arenas, golf urses, tennls courts and swimming pools but
totally by the fares collected, and, in fact, 1t can be argued whether they
9 : not for use of parks and traditional for [ recreation facilities. This
e hr - It i inftoractd » to note nn TARIF UTT ~. : 14 ) rha - 11
sfou.ld. iC 18 1nterestil L oL € ) LABLE vil (See age 10) L he dclfual
. pag
3 _ _ : : fact plus the faet that charges also only “Over 1 portion of the actual
fares wnich the various municipalities charge. There 1is really little
e : - . ' ~n]llectrad fr 72
- : 3 . costs, account for the low percentages I revenue collected from 2%
correlation between the target level I recovery and the actual prices
- ] _ (F‘[\)hiﬂul\'(’) to 40% \l»\!:‘\\is‘:\ -
charged by the municipality. FOr example, Windsor has a fare of $.50 but has
its recovery proportion set at 56Z. Jther municipalities have higher
. ‘ The trends in parks and recreation toward charging for some services can be
recovery but lower fares. Obviously the reason for this is the great
: ; o seen in TABLE VIII (see pages 17 and 18). Municipalities are collecting fees
variance 1n size, service levels and patronage of the transit system, as well
: for specialized recreation areas and are even determining future facilities
48 OCher ractors suc as provincial contributions to both operating and
on the basis that they can pay tor themselves, i.e. additional tennis courts,
il e I .
dr;..':. JOLS .
marinas, community centres. However, it is interesting to note three things.
T ¢ {tal A Figures were not available tor what proportion of a particular facility
1 € role of capital cost recovery will be discussed in the pricing
charges covered, but this certainly would be useful data. Second, the rates
sectlon.
; charged for the facilities are considerably below market. The issue of

2 ihls 18 discussed further in the next section.
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a - - g a b+ whether this is appropriate is covered in the pricing section. Third, there
@ 00
» é -E ~es | is considerable variation in charges for the same thing between municipal-
- -t
E > g g s . ities. Tennis membership fees range from $12 to $50 per season; ice rentals
| | U o
- £ ég_:? - from $11 per hour to $50 per hour.
& & ¢ -
z g “3F 3
§ § < : -§ The other three areas covered in TABLE VI are day care, libraries and
= e police. All of these areas have fairly small amounts of revenue. TABLE IX
5 f? (see page 20) shows the fee structure for day care. It is difficult to draw
b = 3 :g. any conclusion from either the fee structure or the proportion collected
0 Eg s?:%: :E ! z‘ i | i i i i i 5 without knowing more about the individual municipal programs and what is
— :&"" :1': - :j:' :3 offered. Unfortunately this detail was not covered in the questionnaire. A
g 3 £ b e - few general notes can be made, however. First, day care is heavily subsidized
P 'E -;. for needy users as reflected in the difference between the assisted and
= g g ~ —: ?»EE unassisted rates. Several municipalities in fact report waiving the fee all
] > W | oo ~=_ | ® |wnwown o " "
f:. 28 21333 I aac ! A | == together for low income families. Thus day care is seen partly as a "social
- program and, as such, municipalities see little revenue to be gained in this
o
A o area. Second, London has a limited day care program. Despite this, or
- g § : § possibly as a result of this, they still have the lowest rates and hence the
— 0
> o b 5 : u g . smallest proportion of costs covered by fees. London has no charge for
m 7] o %@ o ~ % -~
g é 3 ! ¥ I I I ® "'.,1 a | ' 353 children whose parents have less than $6,000 net income and only charges $.60
2 s per day for other children.
T "
w :E. o
E 2 = = « Libraries in most areas collected less than 6% of their revenues from charges
o -
- e é, 2 _: I P as reported on TABLE VI. Some argue that the opportunity for charging is
3 e o | @0 = | ~ L
8™ YIRS J,l I 1 & - I I 3 l I S : limited since libraries are seen to be almost a public right that citizens
C} should be able to expect. The areas where monies are collected can be seen on
a - : TABLE X (see page 21). Only one municipality (St. Catharines) charged a
— B
= a ® o 8 general membership fee ($.25).
o~ o~
- ® | @ 9@ I l 2| | ) | oo o
£ Fi%33 S 2l 1&1%3 3
& 4§ o o § The last item covered on TABLE VI is police. The two main areas from which
5 revenues are received are the hiring of off-duty policemen for special events
L E and parking ticket revenues. Both of these are common practices, but
< L W
& g . generate little revenue in terms of overall police services.
e
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ervice areas not covered by TABLE VI, but included in the BMR survey,
Fire protection generated little

Two s
were fire protection and sanitation.
revenue with all the respondents reporting less than 12 of expenses
It would obviously be difficult to charge fees for actual use of
(An extreme case of this would be ancient Rome where

recovered.

fire fighting services.
private fire fighting companies negotiated fees with owners at the scene of

the fire.) An area that a number of other municipalities are investigating,
however, is a scheme whereby municipalities would levy properties according
to their fire risk. The practical difficulties are apparent but the idea 1is

one which could be implemented in some areas.

Sanitation or garbage collection and disposal had all municipalities
reporting that these are financed by tax revenues and not user charges. In
two cases the amount of tax levied to cover sanitation costs is itemized on
the municipal tax bills. The other municipalities do not itemize {it. Thus
most people do not identify sanitation as an item for which they are in fact

being levied.
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v CRITERIA FOR CHARGING

Initial Obstacles

The BMR Survey highlights what a number of the more active municipalities are
doing in Ontario. The emphasis here was to obtain a sampling of the extent

and types of areas where charges are made.

There are two conclusions that can be drawn from this information: first, the
extent of charges is quite limited; and second, there are only a few service
areas where they are used to any extent. The survey showed that traditional
user pay services such as water, sewer and transit are still the only areas
where large amounts are collected. Although gains are being made in other
areas, such as parks and recreation, the overall amount is still fairly

static as shown by the five year review of Ontario (TABLE 1IV).

Why are user charges used to such a limited extent? What factors besides
revenue gained must be considered in the review a municipality must undertake

to determine if charges are appropriate for a particular service?

In purely economic terms the main criteria for determining where a user
charge can be made for a particular government service is whether it 1is
possible to exclude people from the benefits of that service.l There are
some services which are provided from which everyone can benefit and few can
be excluded. General police protection is one where it is difficult to
single out the benefits from the policeman walking the beat, and as was

demonstrated by the survey, little revenue is generated here.

Most services, however, are not that definitive. Direct users can be
identified for many and technically these individuals could be made to pay as
a4 result. Why then are user charges used so infrequently only representing
an overall 5% of municipal revenue? The answer to this is political not

economic.

1 John Due, Government Finance: Economics of the Public Sector, Irving,
1968, p. 343.
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1 have tradiciosally asked residents to pay for some services
Spicigslicvies
soch a5 peoblic tramsit and water. Although in

cover the full csst of the service, the principle of having to pay was
were not charged. Municipalities in

sost cases the charges did not

establ ished. Other services, however,
times of prosperity bedls parks, temnis courts, libraries, etc. and provided
then free of charge. People began to expect services in return for their tax
dollisr.

T seddenly Begin to charge for 2 previously free service 1is difficult to

fle polizically. As cme ecosomist notes, ~once the mistake of giving
someciizg zeay las dees il - s 5. 2k 29 Wy difficult to overcome the
izcerests o bufi:.urlu'.l The local politician must decide to

mmw-ﬂm:humuduaruult leaves himself open to
pressures from sffectsd msers. In many cases, it is politically easier to
raise the mill rate thas azliemate 2 substantial group of residents. This 1is

even true for iscresses iz sser charges.

Thus thers is more to makiasg a decision ©to institute charges than simply
workisg cut the eccoomics which has been the traditiomal approach.z The
faplicaticns aad comsideratioms are great - but not so great that the
exercise should sot be followed.

Thers are 2 mmber of pros and coms of charging which should be analyzed by 2
municipalicy for each service for which a charge i{s being considered. The
fsportaace of the varioces itess will fluctuate obviously depending on the
service aad local conditicm. An analysis is not complete, however, until
these various factors are comsidered.

1  Richard Bird, Chargisg for Public Services: A New Look at an 0ld 1Idea,
Canadiss Tax Foumdatiom, 1976, p. 35.

2 This attitade of the supremacy of economics is evident in almost all the
works dome oz user charges to date.
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Weighing the Advantages

The most obvious advantage is the revenue potential. In the present
financial situation of most municipalities, this factor will be the one that
brings the issue forward at the municipal level. The potential for revenue
must be closely analyzed in terms of the market and nature of the service.
Prices can be charged only when people will voluntarily purchase the priced

gservice at the established amount.

As part of the BMR survey a number of questions were asked to determine why
present charges were or were not used. The most frequently cited reason for
a charge to be supported was to ensure fairness between users and non-users.
Elected officials acknowledged that in some cases those who receive the
benefits should pay. This is certainly an economic principle which has a
wide following. It is seen to be more equitable than to have the general

1
public paying for a service from which only a select few benefit.

Some local government analysts argue that user charges also give the public a
clearer understanding of taxation. Many people are skeptical of the benefits
they receive from their taxes. 1f it can be shown what the tax dollars are
used for and what is paid for by the user, then the individual can relate his
money to actual benefits received. Whether this will make individuals wmore
content about their tax situation is questionable. It does, however, open a

line of communications between municipalities and residents.

Municipalities can also decide to impose charges as a means of implementing a
particular policy of council. For example, if a municipality would like to
promote its public transit system in a downtown area, one method of
accomplishing this might be through raising municipal parking fees. Another
example of relating charges to policy is the municipality that charges
industries for the volume and special treatment costs for the type of sewage
generated. In this case the charge would also be functioning as a way for

the municipality to better implement environmental control policies.

1 Selma Mushkin (ed.), Public Prices for Public Products, Washington,

D.C., Urban Institute, 1972.
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It has also been argued extensively that the imposition of charges helps a

1
municipality to ascertain the actual demand or need for a particular service,

Some services may be oversupplied in terms of demand, others undersupplied.
The theory is, that by making people pay,
of how many people still use the service.

in some services such as recreation programs where the paying participants

the real demand can be seen in terms

This has been suggested to be true

were more committed than those who had not paid.

There are a number of problems with this theory, however. The first 1is that
delivery of municipal services is more complex that it used to be. There are
numerous factors that must be analyzed to determine the demand for a service.
Second, a minimum level of service is needed to simply continue to maintain
the quality of the service and, in effect, make it marketable. Third, user
charges may make municipal service patterns more sensitive to preferences of
residents at a particular point - usually inception. However, over a longer
period of time, this “gauge” of demand becomes more uncertain and inflexible
to shifts in priorities and user preferences. Demand at that point can not be
solely determined by willingness to pay. Fourth, particularly in the case of
recreation, if a person must spend a great deal of time and money on a sport
(particularly in terms of transportation asnd equipment) than the fee that
must be paid to use the facility once the person is there has little 1if any

effect on his demand for the facility.3

1 This is argued in most literature. A good example is Local Service
Pricing Policies and Their Effect on Urban Spatial Structure, edited by
Paul Downing, U. of British Columbia Press, 1974.

2 One of the BMR Survey respondents also mentioned this by hypothesizing

that vandalism at recreation facilities was reduced by charging
admission.

3 Philip Moss, "Pricing Recreational Services”, Public Prices for Public

Products, p. 340,
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Hbighing the disadvantages

Drawing on the BMR survey, some of the problems with user charges can be
seen. The reasons used for not instituting a charge reveal the complexity of
the issues with which officials must deal. Public resistance was cited as a
main reason. In some jurisdictions the resistance manifested itself in
petitions, delegations and demonstrations at council meetings. The protests
were over a myriad of issues from increases in parking fees and sewer
surcharges to arena rentals, playing field lights and tennis court charges.
The amount and type of pressure exerted for issues that did not reach council

formally was not mentioned.

It is apparent from the responses that certain areas in some municipalities
will never have user charges or only ones at a very low rate. The reason is
again political. One example cited by an administrator was day care. It was
felt that if day care user costs were increased, more women would be forced
to stay home and welfare rates would increase. Neither of these the
politicians wanted and they made it known to the administrator. Thus the
political needs of a municipality must be assessed to ensure that time and
money will not be wasted pursuing charges which politically would never be

accepted.

Another factor which the survey results depict as crucial for determining
whether or not to institute a particular charge, is the «cost of
administration and collection. In some cases, these costs could be more than
the revenues collected. This should be known ahead of time and a decision
made based on this information. The methods of determining costs will be

covered in a later section on pricing services.

The actual municipal organization can cause some problems in terms of
implementing charges. It is crucial that there be cooperation between
department heads, administrative staff (particularly the budgeting section)
and politicians. Depending on the structure and politics of the local
situtation, this can be easy or difficult to obtain. In some areas, the
budget department could propose charges to council and have them approved
with little support from department heads. Cooperation and a good working

relationship, however, are crucial for successful implementation.

;
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1d make a charge more equitable in a particular

ARy ST ShER. CURRE MECVET a0 Y a basis for determining this. Minimum levels of police protection and fire
circumstance. A number of cautionary notes should be made about all these

ba ke th £ £ bl protection are two examples of basic services. There are many others. Their
. hould ow to make e option eas e.

metieds, Jbe Al R 1 d d 1 f£fect th determination should not be a deterrent to the use of wuser charges but a
1 should be convenient and not adversely effect the

AENinietRHIoT 1n1genera PT6T guide to help to decide whether charges are appropriate. It then must be
service delivery.” The people receiving special consideration should not

2 decided on a service-by-service basis in which areas charges can be made and
be stigmatized as in many other "social programs”. A person may choose not

which areas systems of subsidies are appropriate.
use a facility or service if it becomes one more form of humiliation and

means of identifying that person's income.

Lastly, if the third option is to be used, there must be great concern given
to establishing the real cost of the "extra service”. The users should pay
all costs = including such things as, in the garbage analogy, reserve fund
replacements costs for vehicles being used more, debt charges, storage
charges, etc. If these hidden costs are not totally covered by the people
receiving the extra service then in effect the system is again subsidizing a
discrimination in service based on income. An increase in one service should

not jeopardize the provision of other essential services.

An analysis of the users of particular services will show which service

charges will have the greatest impact on which income group. Many services

are used only by those with access to information and having more education
and awareness of the 98?V1C¢-2 There are also certain groups of activities
that are predominantly used by middle and upper income groups. These are
particularly ones which require a certain amount of investment in equipment,

travel and training such as skiing, tennis and camping.

In the view of the Bureau it seems crucial to go beyond establishing a system
of subsidy to end discrimination in access to services. It seems essential
that each municipality, when they are embarking on user charges, make a

decision as to which services they provide are basic and should be without a

charge. There are some services which each resident should get without extra

1 These two ideas are covered in the Willeox, Mushkin article.

2 Mushkin & Vehorn, Governmental Finance, November, 977, p. &7,




32
v PRICING

Once a municipality has made the decision that charges are appropriate for a
particular service, the next step is to actually ascertain what fee will be
charged. There are a variety of theories and methods as how to set an
appropriate fee. These possible methods will only be outlined briefly here.

An extensive analysis of methods can be found in such books as Local Service

Pricing Policies and their Effect on Urban Spatial Structure edited by Paul

Downing and Charging for Public Services by Richard M. Bird.

Pricing Methods

Three basic pricing principles can be used: marginal cost pricing; average

cost pricing; market rates.

Marginal cost pricing has been advocated by economists as the method of
pricing which promotes efficiency. The basis for this pricing is a fee which
is set at the cost of producing or supplying one more unit of service wused.
In other words what is the extra cost of one more user of a particular
service? In the case of sewer lines it is quite easy to determine since the
cost of installing a new line to one house can be determined. This cost
would then be considered the marginal cost or price for that particular

service.

In many other services it is quite difficult to determine the marginal cost.
For example, how much extra cost is incurred by one extra visitor to the
municipal zoo? The extra cost is minimal since one extra person would have
little effect on overall maintenance and operating cost. Thus the marginal
cost would not cover much of actual cost of operating in this case, plus it
would cover little, if any, of the initial capital costs. It should be noted

that a marginal cost may differ within a service depending on outside
factors.

The second method is average cost pricing. This method does include a
calculation for operating and capital costs by basing the fee on the total
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cost of supplying the service. All expenses including such items as
maintenance, insurance costs, depreciation, debt charges, etc. are
caleculated. This then is divided by the number of users to find the full or
average price for the service. This method is also called full cost recovery
since in theory all costs should be covered. An example of where this 1is

frequently used is with water and sewer services.

One of the problems with average cost pricing is its equalizing nature. In
the case of water, for example, suburban households cost more to service
since they are less dense. Under the average cost method, these would pay
the same rate as inner city households. Under the marginal cost method

certain compensation for these difference can be made.

The third method, and the one that is used very rarely, is that of pricing by
determining the market rate - or what people will pay - for an activity. For
some activities such as golf courses, tennis courts, this is easier to
ascertain since there is also a private market supplying these services. For
most municipal services, there is not a private market counterpart and as
such the establishment of a market rate becomes very difficut. It is also
questioned by many as to whether this is even wise? Each municipality must

determine this themselves.

Thus these are the three "economic” ways of setting prices or determining
pricing increases. Inherent in each of these is the ability of a
municipality to correctly identify all the costs associated with a service.
This can be a difficult task given the various degrees of sophistication that

exist between municipalities. Regardless of this, it is a crucial exercise.

What Pricing Methods are Really Used?

Now that the three pricing methods have been outlined it 1is interesting to
see how some Ontario municipalities actually price services. Turning to the
BMR survey again, the question of pricing was asked in the areas of parks and

recreation and libraries. TABLE XI (see page 34) shows the responses.
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As can be seen other factors came into play beyond the purely economic ones.

Things like "tradition” are many times the basis for current charges by

Straight price setting must
the idea of peak and off-peak rates and rates
timate to even out use of a service and lower

er. TABLE XI shows the use of
all

yield to other considerations as

municipalities.
by volume

well. For example,
costs

of use are certainly legi

to both the municipality as well as the consum
The respondents to the survey

peak versus off-peak rates in recreation.
such as

indicated that they did not use off-peak pricing for other services

water.

ies (four) did charge for water by volume (which uses

A number of municipalit
municipalities

marginal cost pricing methods). Unfortunately all of these

scount rates for high volume use which encourages the demand and use

gave di
of the service and discourages conservation.

Five of twelve reporting

A corollary example to this was in the sewage area.
extra charge to businesses discharging

y recognized fact that these

Moreover,

municipalities reported making no

concentrated industrial wastes despite the widel
a considerable extra burden on sewage treatment cost.

wastes place
according to distance

municipality reports varying

even though part of the costs of
Again, as with water, average cost pricing

rates from the

no
providing the service vary

treatment plant,

in direct proportion to distance.

takes precedence over marginal cost pricing.

The quantity or use of the service may be such that the demand for the

to charge the full cost. The reverse of

service would not warrant trying

Lower rates could encourage use of a service which

this is also possible.

the municipality was trying to promote.

al is to maximize revenue OT minimize the cost of collection fees,

If the go
efficiency, then

rather than promote
For example, use

other methods might be

equity or
permits for

public

of such items as annual
r monthly passes for
low and the level of

appropriate.
campgrounds, seasonal rates for tennis courts O

transit allow the administrative costs to be fairly

revenue to be guaranteed.
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Thus there are a number of factors to consider when setting a price for a

service. Obviously each price must reflect municipal policy towards use of Vi CONCLUSIONS AND RECOMMENDATIONS
the service. It should be noted that there is no one method that is always

appropriate for all services. "
ervices There is no absolutely good or absolutely bad Although the level of user charges varies across Canada,the overall level is

system but onl
: only a choice of imperfect possibilities. Which system is better still relatively low compared to total municipal revenue sources. User

in a particular inst
% petence :ie fundemsutally au, espirical gquestion, Cthough charges are not perceived as a ma jor source of revenue in most areas. Only

unfortunately often one where
we simply do not have the relevant services such as water and sewage where user charges are traditionally

1
information.”
i Whot.n.0eeded 19 careful spelysis on a case by cass Dasis applied, have consistently high levels of use.

of the implications of the various pricing methods.
The use of charges in Ontario has stayed comsistent in the last few years
although the BMR survey indicates that the areas of charges may change
slightly in the future. The respondents to the Bureau survey indicated what
the possibilities are for increasing the use of charges in the next few
years. Eleven of the seventeen municipalities responding indicated that they
expected greater use of charges in the future. Of these, 5 municipalities
expected to introduce charges for services previously provided “frea”; 9
expected to introduce new types of charges for services already subject to a
fee of some kind; and 4 reported that use would increase but were uncertain

how.

Parks and recreation was the service most frequently mentioned as being
target for more and new use of charges. This is consistent with the
observations made in this Topic in terms of present expansion in the
recreation area. The traditional programs such as water, public transit and
sewage will continue to apply user charges most extensively, since few
municipalities are taking the initiative to introduce charges for other

services.

As reviewed in this Topic, one of the major obstacles 1is political. User
charges can be very difficult to reconcile politically. This is particularly

true when they are applied to services that people feel they pay for in their

fits fr the provision of the service.
1 Bird, p.4l. taxes and where everyone benefits from P

Although the Bureau advocates the use of user charges at the municipal level,

it does not do so in a blanket way. There are both positive and negative

aspects of user charges. Guidelines for their use are required.
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It is essential that each municipality determine what basic services it will
provide to its residents for no extra charge and which are appropriate for
user charges. This is a fundamental policy decision and should help the
institution of user charges, not prevent their use. There are obviously some
services which must be provided to all residents and we feel that it . is

crucial that municipalities continue to provide these through current

municipal revenue.

The use of charges for other services can be determined by the municipality
on a service-by-service basis. Each should be analyzed in terms of the costs
and benefits of instituting charges. The analyses must consider four basic
factor: social; economic; political; and policy goals.

User profiles of services will help to determine which groups will be most
affected by the implementation of fees. Certain services can be
predominately for one group, while others have wider markets. There should
be special consideration of the effect of the charge on the pattern of uses
to ensure that there is little discrimination between income groups for
municipal services. Also the use of user profiles will help to determine

whether in fact the service is one from which people can be excluded.

The economic considerations frequently cause user charges to be considered in
the first place. It is essential that complete economic analyses be done to
ascertain not only the revenue potential, but the complete set of costs of
the service including such hidden costs as capital expenditures, deprec-
iation, debt charges, etc. It is essential to also ensure that the costs of
administration do not outweigh the benefits. Various pricing methods can be
instituted but one of the real problems with most municipal economic analyses
is the lack of complete financial information. This hinges on two problems.

First is the fragmentation of delivery of many services through the variety

of delivery agents, namely special purpose bodies. The second problem is the

more crucial one - that of municipal cost accounting. Without complete cost

information in the first place it is impossible for municipalities to be

aware of the full extent of its costs for each service. Hence 1t becomes

increasingly difficult to set revenue objectives that are realistic and

attainable. Even for those services which are provided without a user

charge, it 1s advantageous to know the full

costs of that service.
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Obviously the political climate must be assessed to determine the amount of
public resistance as well as the affects there will be on other programs and
policies. Both of these areas have been crucial in determining the use of
user charges in the past and their significance must be recognized now to
ensure that an enormous amount of time is not put into developing a scheme

which politically would never be acceptable.

The last area of consideration is that of policy considerations. As
mentioned in this Topic the use of charges can be a way of supporting and

supplementing the policies which a council adopts. All user charges have

policy making aspects but some are more formal than others. For example, the
decision to use a parking charge increase to support the public transit
system of a municipality is a way of instituting or supporting the wuse of

of the

user charges but also trying to compliment or support other policies
Council. Also a decision to vary the methods of charging can be based on
policy considerations. Again the use of such things as peak and off peak

rates and charges by volume of use for such things as water and sewage can be

means of implementing conserver principles that a municipality might be

supporting.

To institute user charges, however, means a fundamental rethinking of the

approach to services, the basis on which they are provided, and ultimately

the role of a municipality. Many of the traditional ideas of what

municipalities are supposed to provide have to be rethought before the

concept of user charges is one which can be accepted on a broader scale. Part
of this process is one of re-education. It is certainly desirable for a
municipality to try to inform the public as to why they are instituting a
charge and attempt to get a broader understanding of the role of user charges

and municipal policies and finance for both themselves and their citizenry.

<;i)Copyright - Bureau of Municipal Research, February 1980

Charles Bens, Executive Director
* Mary Lynch, Senior Research Associate

** Dan Mayo, Consultant

* Principal Author

** [nitial Research and Questionnaire Design
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APPENDIX A

BUREAU OF MUNICIPAL RESEARCH USER CHARGE QUESTIONNAIRE

SECTION A - SERVICES

le Please estimate the amount ($) and proportion (Z) of the total operating
budget (Revenue Fund) of your municipality which were accounted for by
user charges of all kinds in 1977.

$ ’ &

2. PARKS AND RECREATION:

(a) Please estimate the amount ($) and proportion (Z) of the total
budget for the parks and recreation department which were
accounted for from user charges or fees during 1977.

$ s e

(b) Indicate the charges or fees levied on users for the following
recreation services; please note if there are special rates for
students, seniors, or other groups; (attach a rate schedule if
more convenient):

(1) Arenas skating - general admission
- membership
- ice rental

= curling sheet

(ii) Swimming - general admission
- membership =
- pool rental
= instruction

(iii) Tennis - membership

- court fee
- instruction

(iv) Camps/Camping - day camp
- campground fee

(v) Golf - membership
- green fee
- instruction

(vi) Other recreation programs (please specify)
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2.

3.

PARKS AND RECREATION (con't)

(¢) On what basis are the ratesfor charging users of

recreation
services set? CIRCLE NUMBER INDICATING APPROPRIATE ANSWER(S).

(1) Going rate - by comparison to private facilities.

(11) To recover direct operating costs.

(i11) Tradition - according to what has been charged in the past.
(iv) To recover all costs, direct and indirect.

(v) According to volume of demand.

(vi) Other (please specify)

(d) Are rates adjusted to take into account peak periods of demand and

off peak periods?

Yes No

LIBRARIES:

(a) Please estimatethe amount ($)

(b)

and proportion (%) of the total
budget for the library department (or board) which were accounted
for by user charges (including fines) in 1977.

B p %

Indicate the charges or fees levied on users of the following
library services:

(1) general membership
(11) non-resident borrowers
(111) computer searches
(iv) inter-library loans

(v) overdue fines

(vi) other (please specify)

3.

4.
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LIBRARIES (con't)

(¢) On what basis are these charges levied? CIRCLE APPROPRIATE
ANSWER(S) .
(1) To recover direct costs, including staff.
(11) To recover all costs direct and indirect.
(iii) To recover materials and out-of-pocket costs only.
(iv) Other (please specify).
SANITATION:
(a) (1) Do you finance garbage collection through property tax
revenues?
Yes No
(11) If YES to 4(a)(i) above, 1is a garbage collection levy
jdentified seperately on your tax billings?
Yes No
(111) 1If NO to 4(a)(i) above, please describe the method and rates
you employ to charge for garbage collection services.
(iv) What proportion of total costs did revenues from the special
levy or charges account for in 19772
X
(b) How are disposal costs financed? CIRCLE APPROPRIATE ANSWER.

(1)
(11)

(111)

Included with user charge/levy for collection.
Genberal property tax revenues.

Other (please specify)
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s.

6.

6.

PUBLIC TRANSIT:

(a) Please estimate the amount ($) and proportion (X) of the total
transit budget which were accounted for from user charge revenues
in 1977.
$ , p

(b) What rates do you charge for transit services?

7-
Single fare (adult)
Special fares (students, etc.)
Pass (monthly or other)

(¢) What basis or policy determines the proportion of transit revenues
to be financed from taxation or levies and the proportion raised
through fares?

(d) Are there differentials in fare rates to take into account?

(1) peak periods or off-peak periods? Yes No
(11) distance of trip? Yes No

WATER:

(a) Please estimate the amount (§) and proportion (%) of total water
supply and distribution costs, including capital costs, which were
financed from user charges or levies during 1977.
$ 4 %

(b) Indicate the charges or levies made on water users:

(1) connection charges
(11) service (volume) charge
(111) flat rate
(e) (1) Are water rates adjusted according to peak periods of demand
or off-peak periods?
Yes No
(11)

If YES to (c)(1) above, what are the adjustments?
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WATER (con't)

(d) Are there other differential rates charged for water?
(1) According to volume of use?
(i1) According to distance from supply or filtratiom plant?

SEWERAGE:

(a) Please estimate the amount ($) and proportion (%) of total sewerage
costs including capital costs, which were financed from user
charges or special levies in 1977.
$ ’ z

(b) Indicate the charges or levies made on users of sewerage services.
Please state if there are different rates among seperate classes of
users.

(1) connection charge

(i1) service charge

(iii) surcharge

(iv) flat rate within serviced areas

(e) 1f service charge is levied (b)(ii) above, describe the basis for
the charge.

(d) Are there special charges for concentrated industrial sewage
wastes?

Yes No
If YES, what are they?
(e) Are there any differences in rates according to distance from the

sewage treatment plants?
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8.

FIRE:
(a) (1) Do you charge for fire protection services covering areas
outside your municipality?
Yes No
(11) If YES, what rates do you charge?
(b) (1) Do you charge business properties for connection to the
alarm system?
Yes No
(i1) If YES, what rate?
(e) (1) Do you charge for fire inspection?

(d)

(e)

(f)

Yes No

(i1) If YES, what rate?

(1) Are fire permits required for activities in your municip-
ality associated with special fire risks?

Yes No

(11) If YES, what is the cost of the permit fee?

(1) Do you employ any other charges for fire services?
Yes No

(11) If YES, what are they?

Please estimate the amount (§)
and proportion (%) of
budget accounted for by all charges and levies ii 197;?e st

) %

9.

10.
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POLICE:
(a) (1) For special events which require crowd and/or traffic
control do you charge for police services?
Yes No
(11) If YES, what rate is charged?
(1ii) 1If NO, do you require the organizers of events to hire

off-duty policemen?

Yes No

At what rate?

(iv) What guidelines do you use to distinguish events which are
policed free from those which will be charged?

(b) Please indicate the fines you levy for traffic violations.

(¢) Estimate the amount ($) and proportion (%) of total police
operating costs accounted for by revenues from fines and special
charges in 1977.
$ > %

DAY CARE:

(a) Please indicate the charges or fees you employ:

(1) Full day program per diem - assisted

- unassisted

(i1) Full day program weekly charge ~ assisted

- unassisted

- assisted

(111) After 4 program

- unassisted

(iv) Other (please specify)




DAY CARE (con't)

(b) Estimate the total amount (§) and proportion (%) of total operating
day care costs accounted for by user charges and fees during 1977,

$ . P

OTHER SERVICES:

(a) Please estimate the amount of funds r
ised
following: aised in 1977 through the

(1) Local improvement charges
(11)  Municipal drainage project charges

(111) Business Improvement charges

(b) If there are other service
areas where user charges lay a
siguificant financial role, please describe them below indicaiing
th: service, the proportion of financing achieved through user
charges, rates and other details important to understanding the

nature or basis of the charges.
necessary.) o (Attach additional sheets as
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SECTION B - ISSUES AND ATTITUDES

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) VUser 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.

(a) Are you expecting to make greater use of user charges and fees in
the near future?

Yes No

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

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

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

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

(a) When new user 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) 1If YES to 4(a), please describe the way in which this has been
done.




8. When user charges are set so as to make a service operate on a
cost-recovery basis, are the following costs 1incorporated into the

rates?

s (a) Capital costs of buildings and land. Yes No
5. What reasons are usually given, or accepted, by elected officials for ministration Yes No

having user charges for services in your municipality? CIRCLE LETTER (b) Overhead cost of administra

THDICATING AFFROERGATE. ARIEALE. (c) When capital costs are included but not

To hel i debenture-~financed, are interest charges

(a) o help raise revenues. imputed as a cost of the capital? Yes No

(b) To gauge demand for the service in question.

(c) To ensure fairness of financial burdens between users and nonusers.

(d) To help limit or ration demand for the service in question.

(e) Other (please specify)
6. If charges for services have been considered in the past but not

adopted, what reasons were most commonly given for not adopting them?

CIRCLE LETTER INDICATING APPROPRIATE ANSWER(S).

(a) Too difficult to administer.

(b) Not fair to publiec.

(¢) 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) -

7. (a) When new charges have been introduced in the past, has there been

significant public resistance?
Yes No

(b) 1If YES to 7(a), what form has public resistance usually taken?

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




