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Focus on Policy Issues Important to the West

The PURPOSE of Ca

Introduca Western Parspectives inio National Policy Debales
Produce and Dissemmale Objecive Poboy Rasearch
Act as a Catalyst for Indarmed Pubke Debate

nitiatives for Citizen Engagament

Purpose of this Presentation

The growing IMPORTAMCE of cities in the 2151 Canfury.
The critical CHALLENGES Tacing wesiermn Canaca’s big
Available OPTIONS 1o meet 1he challenges

Tha RATIONALE for new tax tools bor western Canada’s
big cites,

Soma by COMPARISONS betwesn western Cansida's cilies
and those elsewhare, pariculary competion cities in the LS

A sirategic PLAN for implementing a new liscal paradigm

Introduction

Canada West Studies on Municipal Fi

= Financing Western Cities: Hsues and Trends (2000)
= Dollars and Sense: Big City Finances in tha Wes! (2001]
Framing a Fiscal-Fix Up: Stengthening Big City Finances [2002)
= Big City Revenue Sources: A Canada-LL.5. Compar {0
+ A Capital Question: Infrasiruciure in Wesham Canada’s Bag Sik (2003)
+ Mo Tiem 1o be Timid: Addréssing Infrastroctuee in the Westam By Six |2004)
« Big Spenders? An Expanditure Profile o storn Cansda's Big Six (2004)
= Stralght Talk: Propery Taxes in Weslern Canada s Big S (2004
= Foundations for Prosperity: Sustanable Inkastruchune (2004)
= Rationate for Renewal: A New Big City-Provinceal Parinership (2005)
- Mow Tools lor New Times: Inlrasiruchure Financag [ 2008)
« Dodars and Sense ll: Updatng Beg Cily Financas (Coming 2008

« Problemalic Property Tax: The Meed jor a New Altamalive (Coming 2008)
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Why Focus on
Cities?




The

Importance of Big Cities

Cilles are tha FOCAL point ol popalation growth

Cilies DRIVE provincial, regional, and national economies
Cilies arp tha GATEWAYS 10 global irada

Cities are CRITICAL for success in a new information economy,
Ciies &g the LOCUS for higher-onderad producer Senicgs
Cilies ane tha LOCUS ol research, dewelopment, and innovation
Gilies are HOME 1o the young, educated, and the skilled

Ciies are HOME 10 foday's enirepreénaurs

Ciies are HUBS for national ransportalion, communications, and
financial infrastniciure

Cities reflect Canada's growing social DIVERSITY.
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Challenges

West

Challenge:

Population Growth

Glocalism: The Global Economy and Local Space

i ¢ kel

mad GLOCALISM

Ina “GLOCALIZED™ world, quality of lila in our communilies
neighbourhoods. and cities is critical (tract and retain the skdled human
capital necessary 10 compete and S el in & new Econcmy.

K:I(:n‘ludt_u:-hﬁk{-:‘] indusinas, and ihiir workoers, ane FOOTLOOSE
Th rough technology, highy skilled individuals can locale almost amywhara in
the worid 10 do almost anything.

Giocalsm implies a need for WELL-FINANCED cities that effectively and
efliciantly dalives a high quality package of municpal services at an
aflordable price bo anract and refain highly skilled and refatvely loolioonse
Talanl
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Challenges to our Urban Competitiveness

Growth increzsas the demand for municipal services and infrastructure. Much
of the growth is “donad growth” leadeng 1o Bcreased Tiscal disequivalence.”

Fiscal Strass

Fizcal stress i evidancad thiowgh Slugoesh revanue growin, Eile 1o no new
spending an municipal programs and services, and the emergence

of sireabie mirasiruciune lunding defkns

In addition to traditional urban issues such as crime, a host of new concerns
are amaning sach as homeessnass, alfoedable housing, wian ﬂhnng nais
and the environment

Municipal issues sl rank kow on a palitical agenda heawvily tilled towards
healthcans, education, and the envieonment. This is only slowly beginning ta
changi
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The Challenge of Growth:

Percentage of Canadians Liviag inan Urban Centee (19900 - 2004




The Challenge of Growth: The Challenge of Growth:

Urbanization Rates in the West and the Rest of Canoda (1911-2001 ) Sources of Population Growth in Canada | 20800 - 2048
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The Challenge of Growth: The Challenge of Growth:

CNA Growih as a Percenl of Tolal Proviachal Groswth ( 2000 - 208 Five Fastest Girowing Cities by Metropolitun Stze (196 1- 2860
250,006 to 500,000 100,000 te 250,000

G Calgary  [273%) Oshawa  (205%) Kelowna  (491%)
MNowva Scota Edmonton (164%) Kilchenar  (175%) Abbotsiond [446%)
P Brunswick Toronto  (160%) Vieloria  (111%) Basmie (404%)
Mewloundiand and Labracor :
Broce Edward lsiand Vancouver [156%) London (BE™:) Guselph {158%)
Otawa  (120%) kiax (B5%) Saskatson (117%)
Omario

Briish Columbia

Duebrac

Alberta

Manitoba
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Fiscal Stress

* Municipal spending on SERVICES (per capita and inflation-adjusted)
has not risén appreciably batween 15580-2007,

b
¥ "
(,__/ hdllellge - « Municipal spending on CAPITAL [per capita and inflaion-adjusied)

was eratic throughout the 18305 Only recenily has capital spending begun
foincrease The local governmenl sector faces a massive infrastruclure

Fiscal Stress ARG IERCAT

+ Revanua geewth for large wesham cilies has baan SLUGGISH. Propary 1ax
gowth has been poor and operating and capilal grants have yet o retumn 19
hislorical levals [measured as a pencenl of GDP)

= Throwghout the 1990s, cibes avoided tha DEBT-FINANCING of tax-
suppored capital. This limiled the amount of funds available for
nirastuchure invesimant. This is siowly begnning ko change, Py
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Fiscal Stress: Fiscal Stress:

Edminton Spending on Municipal Services ( 1990-2007 in 3 Billions) Vuncouver Spending on Capital (1990-2007 in $ Milions

5250
PR sl Pyt it

ied Read Pt Capita
Spmnding 273

Spending: §1,538
07 Maml Por Capita

2007 Newl For Capits
By 5314

Spanding: 51617
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Fiscal Stress: Fiscal Stress:

Estimates of Uhie Mo i'|'-:|| linlrastructure Fomding Delicit I'he Infrastructore Funding Gap in Edmonion { 1998-2006 in % Billions)

.0
S50

£4.0
1984: 512 Billion
1988: 518 Billion
1882 520 Billion
1996: 544 Billion
2002: 557 Billion
2007:  §123 Billion

EXISTING
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Infrastructure Deficit: tructure Delicit:

l'otal Governmen! Infrastrocture Investment asa % of GEINP(1961-Z002) T'oital Public Copital Stock as a % ol Private Capital Stock | 19%61-2002

s
The walwe of the pobic capial Mock relaive 5 The privibe capiisl slock fu besn

Bl the firdy 180638, public aupeadiues o Inasirustus has oontneed b il a
in decling ance 1D, The Svirags ralio btwmes e T was 35% batween

& periasisge of sssonsl COP. From 1551-2000. spendiag 08 inlnkirects
it 315 5F ODF 1 il svenigs b hosbdl twreds 11980 3003 1861 and F0CT. 1T Sl rwernge i Rald Batwaen 1999-2002, The
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The Costs of Failing to Act on Infrastructure Infrastructure Deficit:

Prodile of the City of Hamilton's Waler and Wastewaler Infrastruciure

* Higher OPERATING costs for business and governmaent.

‘_ MMNOR MAINTENANCE: 2% of infrastructure [ 1-23 years oid). Cost Iscior of 1K

Highar ENVIRONMENTAL costs such a8 intreased pollution,

MAJDA MANTERANCE 7% of il urture (3 ar 1 [+ 1 {4
THREATS 10 public health and salely as aven the most basie o MY T o oo R 0 et ) ol St o
infrastructure systems (e.g., waler and wastewaler) bocoma

compromised, i REHABILITATION: 14% of infrastructre [S6:75 yasrs ok, Cost tacior of S0X
LOST economic potential and loregona economic expansion

The proapect ol much HIGHER capilal costs in the fulure as the
neéed for rahabiltation OnES Way 1o replacemant.

REPLACENENT: 27% of infrasfructure [75-100 yeamn old)
Coul tactor of 300X
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Social Stress

VAKNCOUVER SASKATOON

. 3 * [macit Drog Use » Socisl and Econoimec Disparity
L llaller‘ ge s + Affiordable Housing = Urban Abariginal Peopie
+ Transpartation = Transportation
Social Stress EDMONTON REGINA

* Finance and Taxes * Downiown Cone
* Hegionnl Government = Infrastnuciuire and Foances
« General Socinl Balas = Ursan Alborigiral Peopls

CALGARY WINNIPEG

« Transpartation and Growth « Uvban Aboriginal People
+ (General Social lssues * Daowniown Core

* Finance and Taxes * Finance and Taxes
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The Challenge of Public Opinion:

Percent of Canadians Citing Ench Area as a Spending Priocity ( 20025

Hoalth Camn
Symiam

Challenge:
The Current Policy
Agenda & Public Opinion

Allgvimting Child
Powerty

Upgrading
e MY

Munleipal Service
and Infrastruchane GUESTIN
A B Tollowing

Improving Cenditions for
Aberigingl Canadians wpindag prisiites |
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The Challenge of Public Opinion:

Respondents” Number One Choice for Increased 5 pending § 2002

Haalih Care
Sysiam

Alevialing Child
Poverty

Options

Upgrading
the MilRary

Municipsl Serioes

and Infrastructan
CUERTEM

O e (sl T s b Pasd

Improving Conditions fis 2 pae incrmaaed becaral ngend g7

T Abarigluaby
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Five Options to Meet the Challenges

e Western Clles Profect, the Canada West F

Keap tha locus on CORE municipal rasponsibllitias and prorifies. Gat back

ta the primary purpose ol municipal govemment or have existing Ne“. Tax T(]Ol g :

responsibilities better squaned with current fiscal resources

Use better PRICE modals lor muncipal sanices and expand user ges, Tllu l{ut i“]-la IE

Usar faas are nol simply @ means o genarate revenus T"-I:‘:.' act as
price signais that can halp limit demand for infrastructure and senvices

Adopl COMPETITIVE maodais for infrasiructune provision and municipal
service delvery through a vanety of P-3 amangements

Vigorously pursua INNOVATIVE sources of capital firancing

Secura beter municipal TAX ools
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Exploring the Basis for New Municipal Tax Tools Demographic Rationale:

Understanding The Mechanics of Urban Population Growth

CORE CITIES
B Aibart)
The Demographic Aationale

The Fiscal Rationale

The Governance Rationale
The Economic Rationale
The Political Rationale

CORE CITIES
{FL Saakatchwewan)




Demographic Rationale: Demographic Rationale:

Growih Rates of Mundcipalities in the Edmonton UM {156 2006 § Contributbons (o Overall Growth in the Edmonton 5§ 1966- 20060

Incorporated 1966 2006 Percenlage
Municipakity Population Population Change [ Dot

Denum Daact
Bas Lrpord

Spruce Grove Gag 19,456 3,160% [~

Stony Plain 1397 12,363 THEY :".":"L,

Lt 2,856 16,967 494% ;‘f:. "

Saint Albsait 0,738 57,710 403% g i M_::m‘:' o sk
Sirathcona County 16,185 82,511 4110 -::L:- Duya ;l-;:-
Fort Saskalchewan 4,152 12,957 260% Kapasierin Surdencs heacr

o Thasniey

Parkdand County B.846 26,265 231% Lot e i

b Lt (Cimamiy) Warbaey

. - Total TMA o raii;
Edmanion 76,925 730,372 4% AT
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Demographic Rationale: Demographic Rationale:

Fotal Operating and Capital Granis Received by Edmonton (19902007 Provinckl Grants for Edmonton as % of Alserta GIDEF (1PN-2I0T)

Granis Recehed Real 5 Per Capils

06 1R Prowicial Grans
55 8 % of GOP

73
344 L 0.155%
181

193 7 Ay
149 i ™ 3047 Provinclsl earta

211 . L
164
177
118
248
138
183
213
236
270
277

S West

120,608,000
115,227,000
148,885,000
79,656,000
55,090,000
67,417,000
56,630,000
78, ke, 000
85,552,000
60,259,000
132 449,000
109,212,000
106,245,000
131,057,000
148,633,000
177,679,000
193,071,000
405,582,000

5
5
H
5
5
]
5
5
5
5
5
-]
5
5
3
5
§
H
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Demographic Rationale: Summary Fiscal Rationale:

Edmonton Properiy Taxes as % of Disposable Incomes (196020405

Canadian cities have only one significant tax at their disposal — the property
tax. But, this tax CANNOT capture révenus from outsiders. Growing
fragmentation of our city-negions means anchor cities ane providing mone Bmonasn Preperhy T
and mare servicas and infrastreciune to thoss who e etsewhene, AND pay Dagersaiie in
thelr property taxes elsewhere, Grants used (o offsel these prassures, but A
thay have yel to retumn io historical levels

Cities services and infrasiruciure ane also pressured by OTHER outsiders,
whether thal be truckers, lourists, conventioneers, business travelers, elc

Al of this leads 1o FISCAL DISEQUIVALENCE. The burden of municipal
sarvices and infrastruciure lands dispropartionately oo local laxpayess, I
taxes are nof rased, sendoes and infrastruciure suffer, If axes are raised, i e B AR
fight fram e city may result, leading to even grealer fiscal disequivalence o mum;-;f:-ﬂ n 2005

Amakamaton (s NOT the answer. Amaigamation can bid up ihe costs 6 1968
of mary Cify Senices

West




iscal Rationale: Example of an Elastic Tax

In 2004, tha verage housahold incoma in Edmaonton was 568,100,
In 2005, the averape household incoma rose by 53,000 1o 571,100
Thie additional fedaral and provincial tax payable on the 53,000 was 3585,

H the household spant hall of the increase in income, the GET payable
fealcuiaked at the curment 5% ) would amount 13 another 575

Thus, lederal and provincial govermmenls collect an additional 3600 wilh no
IRCTaase in 1he ax rake,

In lact, the sddiions tax revenue accrues even though the feder
govaernmarnt reduced the basic federal tax rate from 16% to
nan-refundable tax credits increased by §1,200,

Fiscal Rationale: Summary

= Becausa ihe propery lax base s nanow, cities olten have to adjust
tne property tax rate just la compensata for inflation and increasad
cosis. In the madia. this is often called a tax INCREASE

+ Faderal and provincial 3, hanve a mone diverse
& el of taces thal AUTOMATICALLY responds 1o inflationary
pressure, NCréases in incomaes, and expansion ol 1he economy.

= The property tax places cities al a signficant disadvantage, To
ensure adegquale revenue growth, cities are accused of increasing
taxes, when relative 1o income, property taxes may have stayed the
same, or even FALLEN

= Cities MUST collect a reasonable share of he economic aclivity occurring in
their borders. 1l thay cannol, citles will nol be able 1o accommodale
population and economic growth with reces senices and nfrastructure,
Withcut a more diversa sel of tax 1ools, the “revenue squeaze” will continue
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Governance Rationale

» Many ol Canaca’s socind s (2.9., crims, drug abuse) and socia
concems (e.g., homelessness) are landing sguarnaly in our big cities

* The presence ol Ihese Social issuss compeles dinectly with traditional
municipal services and infrastructure for limited property tax dollars

* Eilher new taxes of more 1ax revanue-sharing is needed, or municipal
responsibifiies mus? be better squared wilh existing resowces

« Mew tax tbols are peeferable o tax revenue-shanng. Whenaver the
responsibility bor rasing révénue 4 Separaléd Intm e responsibility lor
spanding revanue, pubiic accountability 15 sanously compromised

* Cities wilh their owm taxing authorty will be hetd responsible by laxpayers bor
the usa of that revenua, Accounta ty s enhanced and local autonomy and
decison-making is protected

West

fiscal Rationale: Example of an Inelastic Tax

Im 2004, tha average Edmonton Mormenmer | 1,037 in mumicipal
proparty tax on an average home assessad at §177,500

Im 2005, the Gity of Edmontan *i propeny iaxes by some 5.4%
This meant an additonal $56.00 in proparty tax for the 5ama homa — aboul
£4.65 par monkn

The additional revenue soughl by Edmonton required a deliberate and
niantonal adjusiment of the property tax rate

What is convaniently borgotien (5 that most of the so-callad tax "incraase” was
offsel by nsing Incomes. For ihé average homaowner saming Ihe average
household income, property taxes moved from 1.523% of incomas in 2004 to
1537 in 2005

Thius, the etfective increase relative 1o income was nol 5.4% but 0:8%. T
amounts 1o about B3¢ per manth

Governance Rationale

= The responsibilties of Canada’s cties have expanded 10 encompass mone
policy areas Al the sama lime, tha municipal legislatve and fiscal structure
has remained relatively stalic

hase new municipal responsibilities are direcied joward “people”
SEMVIoEs 85 0pposed 10 “propary” senvices. Bul the property 1a is not suited
for funding mary of thess resaonsibifities, which eflectively redsinbule
mcomes (e.g. atiordable housing).

+ Powertul forces hava driven the axpansion of big city rasponsibilities and
undaing tham s neod to impossible.

= Th way o gel the square ped of inancial resources inko e round hole of
naw municipal responsiblities is a new muncipal fiscal framawork that
ncludes more appropriaie
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Economic Rationale

Commercial prog S are typs ed at higher eflective rates than
residential properties. Multi-famil housing is typically tacoad al higher
elleclive rajes than sngle-lamily housing.

Funhar, properfias thal ara “close-n" ane more axpansive, camy higher
assassmenis, and pay higher affective rates ol taxation the costs of
servicing “close-inT properties are much lowar than senvicing suburban
popartias

Mand ol this relates 15 the e0s1s of sericas and infrastructure providad
As such, the property fax often CROSS5-SUBSIDIZES senvces and
infrastnucture. This breaks tha link batwaan prics and cost. laading 1o
ARTIFICIALLY meraasad demand bor mora services and inlrasiructure

0¢ significant concam hare i URBAN SPRAWL. Sprawl is driven by many
factors, including more spacious and lass expensive he In the

an periphery, unrestricied access 1o “frea” |
ol rales of faxation r thé cOSIS O municipal Senices consumsd

West




Economic Rationale

S:JI.LMII:;_: cities INCREASE the costs of provicling most sendces, including
the nead for more and more infrasirecture, its maintanance, and its evenual
replaceman

Thi property tax essentially amounts 1o a CAPITAL tax; which is among
ane of the wors! tawes possible. Such taxes penalize investment, tha key o
economic growh, inncvaton, and productivity. Economies are batier off
with ather forms of taxation. such as CONMSUMPTION taxes

Thie new knowledge ecorormy may be WEAKENING the link betweaen
woalth genaration and property ownership. Today, property is not abws
naded 10 creals waalth,

Soma citiea repart a DECLINING commarcial and industrinl proper
base relativ 10 thalr residential propery (ax base, Becausa il is politically
difficult 1o increase residential property laxes, business may come 1o bear
even MORE of the burdien, crealing @ven more cross-subsidization.
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Economic Rationale

New Tools for New Times

o FUNDING o

* Adequacy (Ensura Users Pay) Immaobility of Tax Basa

+ Liocal Corbros Lew Casts of Aomanistration
+ Responsieness (Elasticity) High Rates of Complance
- Stability and Predectabilty Efficiency

* Transparendcy and Visibsty Equity

* Accountability Sullicientiy Large Tax Base

1 DIVERSE sal

Political Rationale

Low and Modest Income Individuals
Individuals on Fixed Incames

Small Business Community
Corporate Community

The Enviranmenial Lobby
Taxpayer Groups

Watchdog Organizations

Economic Rationale

ADVANTAGES DISADVANTAGES
of the Property Tax of the Property Tax

A dedicated local tax + Escalating provincial inbrusion
FRates $o1 hocaly Asgessment outsice of local contnod
Revenua i unrasinelad Benafils principle may not apply
Fits, with "Denafis” pr e Mg oigeciivie maasure of the tax bate
Reflects com responsibiitios Unrelatad 10 abilty to pay
Immobée tax basa Revenuas olten 1ag populatkon growin
Stable tax base Tax base eopands slowly
Stable revenues Slingaesh revenue growth
+ High visibility + Limits ability 1o debi-fnance capital

+ Accountabde and transparen] + Disincentive lor capstal invasimanl

West

Economic Rationale

vt & DIVERSE a8t
= A broader lax regimea af the local leval & NOT just aboul mare funding for

Mg Sarvices and mons infrasiniciune,

Rathar, powarnments must hava 8 DIVERSE sai ol 1ax 1ools f thay ans
10 macimiaa alf ] VeSS, and equity in the provision of

TR

The types of taces in play ane jus! importanl, il nol more 5o, than the actual
amouni of tax revenues colleclad

Tax options MUST be al the centre of the dscussion. The grasl bulk ol the

nirasiuchane challenge bes in tax-supported infrastructure [e.g., roads)
rather than infrastructure lunded through usar pay (e.g., waker, Senweraga)

West

Some
Comparisons




Funding Tools in Calgary and Edmonton , AB Funding Tools in Denver, CO

Tazation Tax-Sharing Taxation Taz-Sharing
General Propedy Tax Prowvincial Foel Tax Ganaeral Property Tax State Fued Tax
Business Tax {Property-based) Federal Fuel Tax Franchese Fees and Uslity Taxes Stale Tobaceo Tex
Ganeral Retall Sales Tax Siate Vehicle Registration Tax
Sales Tax on Lodging Stale Lotlery Tax Revenue
Sales Tax on Restawants/Pubs
Sales Tax on Liguor Of
Sales Tax on Car Rencals
Sales Tax on Avia
Sales Tax on
hhar Taxes: Oither Revenue: Emaloyes Hi
Faderal and Provincial Grants Auta Cramesship Diher Revenue:
Usar Faes Federal and State Grants
Other Taxes: Uiser Foes
Heaal Exlabe Transher Tax Invasimant and Enlerprse come
Almost Any Tax Excegt incoma Licensas, Permits, Fines

Franchise Feas and Litility Taxes

Ivvestment and Enterprise Income
Licanses, Perméts, Fines

West

Funding Tools in Seattle, W.

Tazation T.'|:-E.r|'|r|r|r_;

Genaral Propey Tax State Liguor Tax

Franchise Fees and Lhility Taxes State Fuel Tax

Ganaral Retall Sales Tax State Lodging Tax

Saies Tax on Entartasnment Stabe insurance Fremasm Tax B, -

Sale Tax on Gambling Slate General Retall Sales Tax A St r ateg} f{j r
Sakes Tax on RestauranisPubs State Leasphold Excite Tax -~

Salas Tax on Car Renlals State Wasta Taxes

-
Gross Recaipls Business Tax Stabe Lty lax L llall Ue
Malor Vehicla Salas Tax Stabe Timbar Tax =)
Raal Estate Excise Tax

Other Revenue:
Cihar Taxes Fadaral and State Grants
Employes Head Tax Lisgr Fees
Various Business Taxes Investiment and Enterprise |ncoem
Head Tax (Poll Tax) Licanses, Permits, Fin
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Strategy for Change Quotable Quotes

Al a minimum, any eltort al local tax relorm MUST be revenue neulral Like most municipalities these days, Edmanton's rapidly escalating

There is only one laspayer expenses canndl be expacted 10 be malchad by semear increases n
grants and suppam mae sources. In the ong-run Edmonion

Provincial agreemant is requirsd, As such, cibies miust ensune Al any new mus? abtain & more Nexbie and progressive 1ax source than property —

tax regime 5 a "WIN-WIN" for the province and the taxpayers, as well as one which moe sultably represents a shasng ol revenues being

the cities themsehas generated within 1he local and provincial economies

Tax reform ahways slands a betler chance whan the tax BURDEN is lowered
at the same time that the 1ax STRUCTURE & changed. Cities coula lirst
agres io ELIMINATE the business fax and implament a SIGNIFICANT one-
time reduchon in property taxes

"As a fonmer mayor, it would be hypocritical of me to say municipaities
ought nol 10 have the ability 1o rase revenues of more options becauss |
mada that case when | was mayor, As a matiar of fact, | was the mayor

" who proposed the kel room (e The provings 1ho 1l Was Sch 3
Thie lodt propery Lax revenud could be replased with a NEW sombination ol N e Fo prewir i -

taxes or 1ax-sharing thal offer batter revenue-genarating capacity goaed iiea that they took

In the sharl-lerm, this tax shilt could act as a TAX CUT, making 1ha
change more appealing. The n astic, wil It's ime to rebalance this equaltion and give the cities thelr due .

ayaniually CATCH UP and sa S Of & MOore robUs! Nevenue irajectory Laaymadian Jaapayers Faaaral Hacmmoer Ta. ciit
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