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Executive Summary

9 The 2008 Local Government P erformance Index (LGPI) assesses the financial health and

public accounting disclosure of 79 of Canadads mun
audited financial statements.
1 This assessment reveals large differences between the financial health an d disclosure

standards of Canadian municipalities. While these differences can often be explained by
differences in provincial legislation, city size or geography, it is up to the municipalities to
provide those explanations.
1 The Individual City Reports reveal figures and percentages for each city: By looking at the
report for any city, it is possible to see how its financial statistics compare with those of the
average Canadian city and the average city in its province.
1 Dollar figures are averaged over the number of households that are listed in that
municipality according to the 2006 census. This allows very large cities such as Toronto to
be compared with very small cities such as Cornwall.
1 In most cases, the LGPI reports 2006 and 2007 figures; howeve r, in some cases only the
figures for one year were available. As can be seen in the city reports, we were unable to
acquire audited financial statements for many of the cities.
1 Significant efforts were made to acquire all reports, including web site se arches, phone calls
and e -mails. That it should be so difficult to access financial statements is a serious
indictment of those cities.
9 A notable omission is all of the Quebec cities except Montreal. This is because no English -
language financial stateme  nts could be found for these municipalities.

The LGPI evaluates the relative financial health of municipalities in
five topics:

The Financial Position presents the overall assets and liabilities of all Canadian cities. The
average municipality held $ 4,930 of financial assets and $3,677 of liabilities per household

for the 2007 financial year. This $1,353 in surplus assets per household shows that most

municipalities are in good financial health. The average municipality also held $1,423 of

long -term debt and paid $62 per household in interest charges on this debt. While a handful

of municipalities are free of long -term debt, Montreal holds a whopping $9,657 of long -term
debt per household while its residents pay $576 on average in interest expense f or this debt.

Revenue evaluates the revenue sources that Canadian municipalities have used to fund their
activities. In 2007, the average municipality raised $4,869 per household in revenue. This

figure is 10 per cent greater than the 2006 figure of $4, 426. However, behind that average,
revenues varied from $1,278 to $16,132 per household. Municipalities in the Prairies raised

the most revenue, usually due to significant holdings in commercial operations.

The majority of this revenue (42 per cent) was raised through taxation, followed by user
charges (24 per cent) and grants from other governments (14 per cent).

The Expenditures by Object section gives insight into how municipalities spend their
money in order to deliver services. The average municip ality spends over half of its
operating expenditure and approximately 40 per cent of its total capital and operating
expenditure on salaries and benefits for staff. Compared with other Commonwealth
countries, this figure is almost double the norm.
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The Ex penditure  section analyzes the kinds of services that municipalities spend money

delivering (  core/non -core). The average municipality spends $720 per household per year on
recreation and culture, $499 per household on administrative costs and $817 on prot ecting
persons and property. Overall expenditure at $4,557 equates to approximately one dollar in

thirteen compared to average household incomes.

The average municipality spends approximately 71 per cent of income on operating
expenditure (purchases that are used up immediately) and approximately 27 per cent on
capital expenditures (expenditures with benefits delivered over more than one financial year).

The average municipality spends approximately 52 per cent of all expenditure on genuine
public goods where there is a justifiable role for government to tax and spend. It spends
approximately 47 per cent on non -core activities that have substitutes in private markets or
that are not directly linked to the deliver y of a public good or service.

On this co re/non -core measure, municipalities in the Prairies (53 per cent to 47 per cent) and

Ontario (54 per cent to 46 per cent) spend more on average on core activities, while

municipalities in British Columbia (47 per cent to 51 per cent) and the Maritimes (45 per cent
to 54 per cent) spend more on non -core activities. (Some figures do not add up due to

rounding.)

For the Disclosure Standards section, only 66 of the 79 municipalities are covered,

because not all <citiesdé 2007 au dbefoendand dnalyaed attha |l st at
time of writing. Annual reports were studied for completeness of accounting, additional

useful accounting information and general reporting on non -financial activities.

There is a vast gap between the best and worst cities. While some were unable to produce
audited financial statements in compliance with GAAP or supply any financial statements

whatsoever, others presented full annual reports with financial statements and measurable -
goal data on the efficacy of their service S. Generally, the best reporting is found in British
Columbia and the worst in the Maritimes.

Individual City Reports give a report for each city. Data for each city are presented on an

individual page. The format of these reports is explained in the AGuide to I nterpret
Il ndi vi dual City Reports. o
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Introduction

The 2008 Local Government Performance Index (LGPI) is the second installment of the

Frontier Centrebds project to measure and track the fi
municipalities. The index also measures the standards of reporting found in the

municipalitiesd audited financial statements. The i1
the 100 largest municipalities by population in Canada. As it happens, all Quebec

municipalities exc ept Montréal have been omitted since those municipalities do not provide

any reporting data in English. This means 79 cities are covered from Toronto to Cornwall.

Municipalities have several features that make their operations a matter of important publi c
interest. All Canadians rely on a municipality of some kind to provide essential infrastructure,

and unlike their dealings with private enterprises, which are disciplined by competition, they face

a monopoly for the services that a municipality provides

While current reporting gives an incomplete picture
average municipality controls approximately $15,000 per household. The average municipality
raises $4,869 of revenue per household through various taxes, u ser fees, other government

grants and development charges. This is approximately 1/13th of household income. !

Meanwhile, the only recourse voters have against poor service from municipalities is the

democratic process, a process that relies on informed v oters. It is therefore incumbent upon
municipalities to supply the highest possible standard of information for citizens to access as

easily as possible. One way to judge that standard is to compare the relative performance of
Canadian municipalities.

Unfortunately, this comparison is unflattering for Canadian municipalities. It shows that

significant improvements in the way they report financial and performance information are

possible because other countriesd repor xamplgwhilest s 0 mu ¢
will become mandatory for municipalities to report the value of capital assets for the financial

year 2009, only half managed to do this in 2008. In reality, even these requirements are behind

international best practice for asset manageme nt. Beyond that particular requirement, the

standards and formats of reporting across Canada are highly variable with little sign of a

consensus emerging around best practice

Because of different reporting standards and the unique provincial legislation that municipalities
operate under, we expect to see differences between municipalities. Therefore, these results are

not intended as indictments of any particular city.
different from the norm, there may well b e good explanations. For example, Ontario

municipalities are tasked to supply a range of social, family, health and housing services that
few outside that province provide. It is the task of local actors to evaluate and, if necessary,
explain why theirr  esults are different from others. We anticipate some valid explanations but
also some invalid ones. The purpose of the LGPI is to provide a basis for comparison.

The index contains five topics that deal with different aspects of municipal finance and re porting.
Each compares four regions of Canada: British Columbia, the Prairies, Ontario and the

Maritimes. The City of Montreal is included though it is the only Quebec city represented. These

topics serve as an introduction to the individual city summar ies, which present detailed data by

city as well as comparisons with the averages in their regions.

! Note that this revenue is not all raised directly from households. It is the total revenue from all sources
divided by the number of households.
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The Financi al Position section presents data from t he
Position. It includes regional comparisons of financial posi tion, capital assets, long  -term debt
and interest expense.

The Revenue section analyses the sources that municipalities use to raise revenue. It finds
regional variations in the combinations of taxation, user fees, development charges and other
governmen t grants that municipalities employ to recover their costs.

The Expenditure by Object section breaks down the expenditures as employee costs, contracted
services, goods and materials, grants to other organizations and interest expense. In particular,

thi s section reveals the extent to which municipalities pay in -house staff to deliver services as
opposed to contracting them out.

The Expenditure by Function section examines a different breakdown of expenditures, focusing

on the kind of services output ins tead of the kind of inputs purchased. In particular, this section

groups expenditures together according to whether they a core role of municipal government.

For this purpose, the core role of municipal government is defined as the provision of services

that are public goods that municipalities are best able to provide. Non -core roles are those

expenditures such as recreation and culture that municipalities are providing that have

substitutes in private markets. The analysis of core and non -core expendi ture is an index of a
municipalityés focus on activities viewed as high pri

The Reporting and Disclosure Assessments assess the quality of reporting from the

municipalitiesd audited financial st at eed®omthreefactorsThe f i
The first is a collection of hon -accounting measures designed to reflect the overall commitment

to accountability. For example, the length of time from the balance date for a financial year

until the date that the financial statement s are released. The second reflects the use of

additional disclosures such as capital asset values and supplementary statistics that are helpful

for accountability but not yet mandated by Generally Accepted Accounting Practices. The final

sectionisana ssessment of the extent to which a municipald]
more basic expectations. For example, presenting capital and operating expenditures

separately.

All of the above information is presented as background for the Individual City Reports. These

reports are fully explained in the Guide to Reading Individual City Reports, and they contain a
large amount of detailed information for each municipality.
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Financial Position

In this section, we examine the average figures for Can
and Ontario from
for financial assets and liabilities, employee benefit obligations, long
subsidiaries or Counci | Controlled Operations and short

the municipalitiesd State
-term debt, investments in

By doing so, we are able to get a sense of the size and long
operations. To account fo
figures on a per household basis. Thus, we are able to make fair comparisons between the
largest municipality studied (Toronto with over a million households) and small municipalities
(such as Wood Buffalo with only 20,000).

municipalities

0

-term assets and liabilities.

-term financial health of C

ada and British Columbia, the Prairies

ments of

anadian
r t hte di

Looking at the financial position of municipalities, the average of Canadian municipal positions
for the years 2006 and 2007 was a $1,049 surplus of financial assets over financial liabilities.
Canada and the reg ions for

Figure 1 shows the balances of municipal assets and liabilities for

2006, 2007 , and both years combined.

s \

Net Financial Position per Household
$3,000
$1,890
$1,413
$2,000
$868 $12531,049 $1,302
$1,000 % §
$0 S22 2 =2
2006 | 2007 | Avg. | 2006 | 2007 | Avg. 2006 | 2007 | Avg. | 2006 | 2&;} | Avg. %
-$1,000 Canada. B.C. Prairies Ontario. HH H aritimes
EH

$2,000 -$1,469
-$3,000 HH i

-$4,000 HH i

-$5,000 - -

-$6,000 zzi HHH

s6,307 9524455990

-$7,000

N J

Figure 1 Average Net Financial Assets for Canada and regions.

These net financial position figures show a consistent pattern of municipalities carrying
ehold surplus of financial assets over financial liabilities. The
exception is Montreal with its significant long term debt, examined later in this topic.

approximately $1,000 per hous

Policy Series No. 52 December

2008

Local Governme nt Performance Index 2008

Fi

f f e



Examining the actual makeup of the surplus reveals the following results:

e p\
Total Financial Assets per Household

$8,000
$7,303 7,271

$7,244

$7,000

$6,000

$5,000 $4,555

$4,000

$3,000 -

2,000
¢ $1,516

$1,000 -

i
NN

2006 | 2007 | Avg. 2006 | 2007 | Avg. 2006 | 2007 | Avg. 2006 | 2007 | Avg. 2006 | 2007 | Avg.
aritimey

Canada B.C. Prairies Ontario Montreal

$0

G v
Figure 2 Total financial assets per household

There is a significant difference between the financial assets held by municipalities on the
Prairies and those held by municipalities in other regions. This result is a reflection of large
holdings in muni  cipally controlled operations, particularly the energy companies controlled by
Calgary and Edmonton.

e ™
Total Liabilities per Household
$12,000
$5,244
$10,_§_43 $19.’.5.15
$10,000 H——H
$8,000 — I
$5,354 $5,695 $5,509
$6,000 ___
$3,363 $3,677 $3,510 $3.417
$4,000 )
$3,009 $2,818 R $3,222
$2,617 ’
$2,000 - — I
$0 - HH L amm mums s
2006 | 2007 | Avg. | 2006 | 2007 | Avg. | 2006 | 2007 | Avg. | 2006 | 2007 | Avg. | 2006 | 2007 | Avg.
Canada B.C. Prairies Ontario Montreal aritimes
. J

Figure 3 Total Liabilities per Household
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Figure 3shows t he muni ci ipspkrihduseleokl.orhid is the ledunterpart to Figure 2,
and Figure 3 shows a difference between the Prairie average and the averages of other regions.

This difference is also related to holdings in municipally con trolled operations, and it reflects

large long -term debts held against the equity in those operations.

Long -term debt figures in Figure 4show the Prairie region pattern wit
municipalities holding m  uch larger long -term debt than the Canadian average.

s ™
Long-term Debt per Household

$10,000

$9,000

$8,000

$7,000 $6,983

$6,000

$5,000

$4,000

$2,547 $2,722 $2,626

$3,000

$1,320 $1,538 $1,423

$1,059 $1'160$1,106

$912 $1,057 $987

$920

2006 | 2007 | Avg. | 2006 | 2007 | Avg. | 2006 | 2007 | Avg
aritime:

RN AN ANRRA N ARNNNN AR ANRRRR AR ARRRNN AR
e T
e O

T
LT

T
T

T
T

T

T
T

2006 | 2007 | Avg. | 2006 | 2007 | Avg

Canada B.C. Prairies Ontario Montreal

Figure 4 Long -term debt per household

The long -term debt figures are reflected in the interest burden paid by households.
e

~
Interest Expense per Household
$600
$5,244
$500 $472
$400
$300
$200
$125
11 117
$100 - 2 $78
% $62 70 $70  g57 %63 $60  g4a6 $54 %
N AR REN EmmE | |
2006 | 2007 | Avg. | 2006 | 2007 | Avg. | 2006 | 2007 | Avg. | 2006 | 2007 | Avg. | 2006 | 2007 | Avg.
Canada B.C. Prairies Ontario Montreal aritimeg
. J

Figure 5 Intereston lon g-term debt per household

Figure 5 shows that the average Canadian municipality charged the average household $70 to
recover interest expenses on long -term debt. Prairie households paid the most in interest
charg es at $110 per household in 2006 and $125 per household in 2007.
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The reporting of capital assets was sporadic, and the regional averages reported in

as much a reflection of whether or not municipalitie

a reflection of the actual capital assets held.

Figure 6 are

s actually reported capital assets as they are

Ve

N

$20,000

$18,000

$16,000

$14,000

$12,000

$10,000

$8,000

$6,000 -

$4,000 -

$2,000 -

$0

Capital Assets per Household

$17
618

$15,903

$17.421

HH $14,845

$15,360 [HH

$7.7

,716
$7,307 $7,524

$6,421

$5,559

$4,943

$0 $0

$0

$5,244

2006 | 20

Can

07 | Avg.

ada

B.C. Prairies Ontario

Montreal

2006 | 2007 | Avg. | 2006 | 2007 | Avg. | 2006 | 2007 | Avg. | 2006 | 2007 | Avg.

Laritime

Figure 6 Value of capital assets

reported per household

Reporting the value of capital assets was the norm in British Columbia, Albe
municipalities reported a value for capital assets in their statement of financial position.

However, municipalities in Saskatchewan and Ontario have not reported the value of their
capital assets despite this being a Public Sector A

coming fiscal year. Perhaps more than any others in this sect
t he

second or third most

enor

mity of

municipalitieso

rta and Manitoba; all

ccounting Board (PSAB) mandate for the

ion, the capital asset figures show
economi
household in a Cana dian municipality holds over $15,000 in equity that is mainly infrastructure.
(For many households this would be the largest item of equity they possess after the value of
their home. Even for wealthier households, this figure is equivalent to the equity

fail to present a figure for these assets once a year is a failure of measurement.

While some comfort can be taken from the fact that this report
PSAB until the coming financial year and that most municipalities that do not already report the
value of capital assets plan to do so, that standard should be viewed as cold comfort by

municipalities and their stakeholders.

c

responsi bild

value in their

-valuable possessions (houses and vehicles). That so many municipalities

ing will not be mandated by the

In reality, the management of such significant assets

must become even more sophisticated than the PSAB mandate if Canadian municipalities are to
reach the same standard of asset management as those in other countries. Municipalities that

want to lead in

managed. They point to the sophistication of

managing these significant assets must do the following:
1 Integrate engineering and accounting activities so that the reported asset values reflect the
true condition and therefore the value of capital assets.

1 Mandate the funding of the resulting depreciat ion in value.
The coming status quo of simply reporting a figure for the value of capital assets is not the best
practice by international standards. The figures in this final section show the value of assets

manage such value assets properly.
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Revenue

Raising revenue is the starting point of municipal financial processes. The insights on revenue in
this section have implications for later topics that focus on expend itures.

Municipalities have a number of methods for raising revenue, each with different characteristics.
For example, general property taxes are advantageous in that such taxes can raise revenue for

public goods (such as roads, footpaths and the sanit ation that comes from good water and
wastewater services) for which it is difficult to make users pay a fee according to their usage.
User fees are advantageous in that they tie benefits

preferences for what sho  uld be produced unlike the occasional and muffled signals they send
through voting in municipal elections. Choosing the right method of revenue generation is an
important decision for each service municipalities deliver.

There are sizeable variations in t he approaches different municipalities take to raising revenue.
In each case, these variations are presented at face value. Some municipalities depend more
heavily than others do on development levies and user charges; others receive larger transfers

fro m their provincial and federal governments; some engage in cost -sharing with other

municipal or pan -municipal bodies. Often, such differences are a reflection of huanced

differences in geography, demographics and legislative conditions imposed by the prov incial
governments. We do not illustrate differences in revenue - gathering techniques as an indictment

or endorsement of any particular municipality. Rather, we seek to present the differences so that

those with greater local knowledge can consider whether or not their municipalit

from national and regional norms are justified.

I n order to control for municipalitiesd varying popul
presented on a per household basis.

We start by presenting the Cana da-wide averages for all municipalities covered. Variations exist
in reporting. Some municipalities break down revenue in great detail and others present only a

few line items; some split revenue for capital from revenue for operating expenditures; other s

use terms such as fAsales of goods and serviceso and ¢
ot her services; yet others report fAuser chargesbo

as a single line. For the purpose of this section, we record the revenue of each municipality with

asmanyli ne items as are possible to get from each munic
Performance. We sought to resolve revenue into categories as defined in Table 1.
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Source of Observations and data
Nature of revenue -
revenue availability
Usually rated on a property value The primary source of
basis on all city area taxable revenue for most
Taxation properties with exceptions that municipalities.
include community facilities,
municipal buildings, etc.
Government Transfers from other Comprises a relatively
(ot her municipal, governments, usually a function small (Canadian average
federal and of provincial government policy. 12%) proportion of total
provincial) municipal revenue.
transfers and
grants

User charges for

Charges are assessed according
to usage, e.g., charging for

services :
water per cubic metre.
Returns from City -owned and/or Varies widely with the size
Investment City - controlled financial and profitability of
income including investments. inve stments. Generally a
dividends very small proportion of
municipal revenue.
Generally not separately Varies widely with the size
disclosed (often included with and profitability of
investment income) but refers to commercial City -owned
. income derived from assets assets. Generally a very
Commercial . .
income owned or controlled by the City. small proportion of total

It can include income  from
trading activities and could
include public transit operations,
land development, etc.

municipal revenue.

Development
charges

Charges imposed by a

municipality to recover costs of

utilities, transportation, planning

and other costs related to the
development of new lots for

buil ding within the
jurisdiction

Table 1: Definitions of Revenue Sources

Policy Series No. 52 December
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Total Revenue

To begin, we see major variations in the aggregate revenue collected by each municipality. The
average municipality collected $4,665 over the 2006 and 2007 financial
Wi nni pegbds 20
significant operations in gas and electric sales and subdivision development on a relatively small
base of households meant it drew a whoppi

07

figure of

ng $16,132 per household in revenue.

$4, 076,

whi

years. The median was

| e

Langl ey

$8,000
$7,000
$6,000
$5,000

$0

<

Total Revenue

$6,778 $7,083

$6,095

$6,077

$4,426 $4,869

$4,728

$4,000 +
$3,000 +
$2,000 +
$1,000 +

$3,623

$4,060

$4,217

$4,376

2006 2007

Canada

2006

2007 2006

BC

2007 2006 2007

Prairies (ex Medicine Prairies

Hat)

2006

2007

Ontario

2006

Montreal Maritimes

2007

Figure 7 Regional Averages for Total Municipal Revenue

Earlier, we noted the extreme outlier of Medicine Hat, which collects almost four times more
revenue than the national average. We are
Medicine Hat and we find that that municipality does indeed skew the Prairie figure but not to

the extent that one might expect. The Prairie cities generally raise higher
compared with

Also of interest are the year

increases in revenue from development charges. Tha

other regions.

presenting the Prairie figures with and without

-than -average revenue

-on-year increases in revenue. In some cases, revenue is high for
reasons beyond the control of municipal policy. For example, Prairie cities saw significant

t probably reflects the construction boom

in the region (particularly in Saskatchewan) that occurred during the 2007 financial year. No
doubt, many municipalities will present localized circumstances that explain year
revenue increases.

Neverthel ess, the overall double

-on-year

-digit average increase in all regions except the Prairies
suggests that municipal revenues are rising significantly faster than growth in inflation,
population growth and growth in GDP per capita, all of which could not be expected

more than 5 per cent to 6 per cent in any given year.

to sum to

We acknowledge that there may be nuanced explanations for these revenue increases across
various municipalities. It is also true that these average figures for each region belie trends for
individual municipalities that may have much greater or even opposite trends. The individual
city reports give more detailed information on a per city basis. In aggregate though, these
revenues
to run effective monopolies in delivering certain services. Monopolies offer a privileged position
to municipalities, as monopolies are exempt from the disciplines of competition that ensure the
s are linked to their productivity and output. Whatever the

ar e

rai

revenues of most organization
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rationale given for increased revenues, and there are many possibilities, the question of what

justifies these supra

-normal increases is an important one to answer, because without the

discipline of competition on many municipal services, the only way citizens can ensure value for

money is through informed voting decisions.

Ve

Regional Average Changes in Total Revenue 2006/07 Financial Years

14.0%
12.1%

12.1%

12.0%

10.0%

10.0%

8.0%

6.0%
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0.0% T T
Canada BC

N

Prairies Ontario

Figure 8 Changes in Regional Revenue Averages in 2006 and 2007

The Breakdown of Revenue

Turning to the breakdown of revenue, we can make the following broad observation about the

kinds of revenue

-raising techniques that are employed by Canadian municipalities:

Developer Contributions,
$185

Rev User Charges, $1,140 |-

Canada-wide Revenue Breakdown 2006-07

Investment Income, $148

Rev Other, $536

Rev Total Revenue from Other
Government Grants, $658

Rev Property Taxes for
Municipal Purposes, $1,937

y

Figure 9 Dollar value breakdown of revenue, Canada
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Developer Contributions,
4.0%

Rev User Charges, 24.4% -

Rev Total Revenue from Other
Government Grants, 14.1%

Canada-wide Revenue Breakdown 2006-07

Investment Income, 3.2%

Rev Other, 11.5%

Rev Property Taxes for
Municipal Purposes, 41.5%

S

Figure 10 Percentage breakdown of revenue, Canada

Figure 9 and Figure 10 show a breakdown of revenue for all

-wide municipal average

municipalities averaged over 2006

and 2007. The pattern is clear with taxation by far the greatest source of revenue at 41.5 per

cent and user charges at 24.4 per cent.

As with total revenue amounts, a more nuanced view of revenue sources reveals signif icant
variations from region to region, which obscures significant differences among individual
municipalities within each region.
4 )
Developer Contributions
7%
6% 5%

6%

5% H

4%

3%

2%
2%
1%
g 0%
00 | issas] 0%
2006 | 2007 | 2006 | 2007 | 2006 | 2007 | 2006 | 2007 | 2006 | 2007 | 2006 | 2007
Canada BC Prairies (ex Prairies Ontario Montreal aritimesg
Medicine Hat)

. J

Figure 11 Percentage of Revenue from developer contributions

Developer contributions continue to

provide a small proportion of local revenues, with variations

plausibly reflecting differing rates of actual development rather than local policy differences.
Note that with the exception of a handful of municipalities whose financial statements itemize
revenue sources for specific functions, it is impossible to tell the extent to which municipalities

practice full -cost recovery through development charges.
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Investment Income

4%
4%
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3% 3% 3% 3%

0
1% 1%

i

2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 | 2007

1%
0%

Canada BC Prairies (ex Prairies Ontario Montreal aritimeg
Medicine Hat)

. S
Figure 12 Percentage of revenue from inve stment income

As with develop ment charges, investment income provides a small proportion of municipal
revenue. It is worth noting that most municipalities report a zero value for this figure. Thus,

these low average figures reflect a sporadic pattern of investment income rather than a
consistently low percentage across a large proportion of all municipalities.

e ™
Other
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15%

10% i i
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0%

2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007

Canada BC Prairies (ex Prairies Ontario Montreal Maritimes
Medicine Hat)

\ S
Figure 13 Percentage of revenue from other sources

The Other figures, which appear in several sections of this report, reflect mainly line items th at

were |iterally recorded as fiothero in the financial ¢
the definitions used by the LGPI for data gathering.
reflection of poor reporting. Good reporting aims to bui Id a framework that categorizes all line

items rather than leave them in the ambiguous category of other. To the extent that revenue

sources have been recorded as Other by the LGPI data gathering process, it may well be argued

that the LGPI has made a sim ilar failure in the task of creating a schedule of revenue categories
that succinctly and comprehensively account for all possible sources of revenue. Nevertheless, it

is alarming that up to one dollar out of every five can be reported as having no famili ar and
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identifiable source. All municipal stakeholders would be better served if revenue could be
reported in universal and recognizable sources.

e R
Property Taxes for Municipal Purposes
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Medicine Hat)
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Figure 14 Percentage of revenue from taxes

The figures for property taxes show a considerable variation from 2006 to 2007. While two

years of figures do not constitute a trend, they reveal a reduction in the proportion of revenue

raised through property taxes as a Canada -wide average and in all jurisdictions. This decrease

appears t o be offset by the increased use of user fees as a cost -recovery mechanism in some

regions, increased government grants in others, and in an increased proportion of revenues

being classified as fAothero in some other jurisdictioc
4 N

Total Revenue from Other Government Grants
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Figure 15 Percentage of revenue from other government grants

Grants from the federal and provincial governments, as well as transfers from other municipal
governments, make up a differing proportion of municipal revenue region by region. This is
unsur prising given that the majority of government grants tend to come from provincial
governments rather than the federal government. B.C. municipalities report noticeably low
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grants. This anomaly requires further investigation, perhaps in conjunction with t he abnormally

high amounts of expenditure reported as fAother. o Oont
proportion of revenue from other governments. This is a reflection of the provincially mandated

housing, social, health and family services that Onta rio cities are required to deliver.

4 I

User Charges
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Figure 16 Percentage of revenue from user charges

User charges provide one  -quarter of revenues in the average municipality. There are modest
variations in the average percentage reported by municipalities in different regions, with
Medi cine Hatbés | arge gas operations providing a noti

Revenue Conclusion

Understanding the amount of revenue raised by municipalities and the methods used to raise it

is a first ste p to understanding the financial processes of Canadian municipalities. With only two
years of data, it is difficult to identify clear trends. However, two years gives a snapshot of how

much revenue Canadian municipalities typically raise in a given year and which methods are
used to raise this revenue.

These Canada -wide and regional averages give a context for understanding the revenue figures
presented in the city  -by-city reports at the end of this study.
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Expenditures by Object

This topic gives in  sight into what resources municipalities employ to deliver their services. It
addresses important questions such as What proportion of expenditure is used for staff

remuneration? To what extent does a municipality use contracting out instead of in -house
provision as a method of service delivery? How much
to interest repayments, which could be seen as either

depending on what the debt bought?

Unfortunately, it must be noted that data comparability for this topic is perhaps the weakest

section in this report. Some municipalities (13 out of 79 ) failed to provide any breakdown of

expenditures by object. Others provided total expenditures by object while others gave

breakdowns for 0 perating expenditures only. Very few gave expenditure by object breakdowns

for both capital and operat ing expenditures; some provided Ahybrido breakdowns th
capital expenditures as an item parallel to the other operating expenditure line items. Ye t others

gave breakdowns for specific funds instead of as consolidated expenditures.

This variety in reporting presents considerable difficulties for comparing different municipalities.

While the first responsibility of municipal accountants is to give t he best presentation of their
municipalityés finances and not ensuring that their f
of others, it makes sense that these goals should yield the same results. If there is a best

practice for reporting expenditures by object, then the wide variation in reporting methods

means that regrettably few have followed such a best practice.

As a remedy, we suggest that the optimal breakdown is one that gives stakeholders the most
information with which t o evaluate theirmun i ¢ i p a perfdrnyadce and that a superior
presentation is one that splits capital and operating expenditure and presents them in a
consolidated form rather than in a fund -based form.

Due to the difficulties in finding comparable data, this section prese nNts municipalities:¢
expenditures by object in groups according to how they reported these expenditures. The
groups are

1. Municipalities that reported total expenditures by object as one set of figures or reported

split capital and operating expenditures. In the latter case, the capital and operating

figures are combined to give a set of figures for total expenditures by object;

Municipalities that reported only operating expenditures by object;

3. Municipalities that gave a breakdown of operating expenditures by object in parallel with
capital expenditures.

n

Table 2 shows how common each style of reporting is.

Reported Reported Reported Operating
Operating Operating and and Capital as a
Figures Capital Figures Single Figure TOTAL
Reported Goods and Contracted Services Combined 3 0 5 8
Reported Goods and Contracted Services Seperately 40 10 11 61
TOTAL 43 10 16

Table 2 Reporting formats and their incidence for Expenditures by Object

There is an additional complication in that regardless of whether municipalities reported
expenditures by object as a total consolidated figure, as operating expenditure only or reported
a split of capital and operating expenditure, they also varied in another important dimension.
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While virtually all municipalities listed a line item for goods and contracted services purchased

from outside their core organization, most reported contracted services and goods as a separate

line item but others  reportedthemas one combGomeds iand Serviceso item.
comparable averages, we grouped the municipalities according to their reporting formats.

Municipalities reporting Operating Expenditure with Goods and Contracted Services Split

Combined Goods and
Services,

Contracted Services, 16.4%

Interest on Long Term Debt,
2.6%

______ 35— Goods, 15.6%

-

Salaries and Benefits, 51.4%

Grants to other organisations,
Other/Miscellaneous, 7.6% 6.3%

Figure 17 Municipalities reporting Operating Expenditures by Object with Contracted
Ser vices and Goods separated.

Figure 17 presents Expenditure by Object figures from municipalities that used the most popular

reporting format i operating expenditures with separated contracted services and goods. W ith a
slim simple majority, 51.4 per cent, salaries and benefits constituted the largest operating

expenditure for the average municipality. Contracted services and purchases of goods were next

at 16.4 per cent and 15.6 per cent respectively. The top thre e thus accounted for over 82 per

cent of total expenditures.
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Municipalities reporting Operating Expenditure with Goods and Contracted Services Combined

Interest on Long Term Debt,

2.6%
Contracted Services,
Combined Goods and \

Services, 29.8%

Goods,

xxxxx
‘‘‘‘‘‘

Grants to other organisations,

6.8%
Other/Miscellaneous, 6.8%

Salaries and Benefits, 53.9%

Figure 18 Municipalities reporting Operating Expenditures by Object with Contracted
Services and Goods combined.

The other reporting format,
municipalities represented in

g

Figure 18, shows the kind of results that can be expected if the
Figure 17 had combined their reporting of contracted services and

oods. Salaries and benefits stil | comprise the majority of spending.

Turning to municipalities that report total consolidated expenditures by object, i.e., expenditures
by object including capital and operating expenditures, we see a shift away from salaries and
enefits and toward cont  racted services and goods that might be expected given that capital

b

works tend to involve greater non

contractors.

As we see in Figure 19, the proportio

-labour inputs and are more likely to be delivered by outside

n of expenditures devoted to salaries and benefits drops to

40 per cent with contracted services picking up the surplus. While these differences could reflect

the fact that each chart presents figures from a different set of municipalities, each chart

rep resents between 10 and 40 different cities depending on the number of cities in the region

and, where available, takes an average of 2006 and 2007 for each city. Note also that

municipalities that report separate operating and capital expenditures consoli date those two
expenditures so they can be averaged together with the municipalities who reported total

c

onsolidated expenditures.
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Salaries and Benefits, 40.4%

Municipalities reporting consolidated Operating and Capital expenditure with Contracted Services

separated from Goods

Combined Goods and
Services, 0.0% Contracted Services, 27.6%

.

Other/Miscellaneous, 8.5%

Interest on Long Term Debt,

2.5%

Grants to other organisations, Goods, 15.1%
5.9%

Figure 19 Municipalities reporting consolidated Operating and Capital expenditure with
Contracted  Services separated from Goods

Combined Goods and Services,
44.2%

Contracted Services, 0.0%—\

Interest on Long Term Debt, 2.5%

Municipalities reporting consolidated Operating and Capital expenditure with Contracted Services and Goods

combined

Goods, 0.0%

Grants to other organisations,
1.1%

m/—Other/Miscellaneous 13.6%

Salaries and Benefits, 37.8%

Figure 20 Municipalities reporting consolidated Operating and Capital expenditure with

Contracted Services and Goods combined

Policy Series No. 52 December

2008

24 Local Governme nt Performance Index 2008




Expenditures by Object Conclusion

Despite the difficulties of compar ison caused by 13 municipalities failing to report expenditures

by object and the remaining 6 6 using six different reporting formats, we have given the most

equitable averages possible in order to show how Canadian municipalities generally spend their

money . With these averages as baselines, we are able
or deviation from the norms in the Individual City reports that follow later in this index.
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Expenditures by Function

This section analyses the functions on which municipalities spend their money. Aside from the
overall amounts that municipalities spend, it looks at ratios of capital to operating and core to
non - core expenditures.

Unfortunately, the data in this section are subject to widely varying reporting fo rmats as is the
data used in the Expenditure by Object section. Some municipalities report breakdowns of

capital and operating expenditure, some report only total consolidated expenditure and others

report only operating expenditure.

There is no standa rdized set of functions for expenditures. Most cities use different and
sometimes overlapping terms to describe their various expenditures. There is no way to be sure

that Apublic workso in Winnipeg is the same asbotlipubl i

report as public works is the same as what another

As with the Expenditure by Object section, every effort is made to ensure that the averages and
comparisons presented are a fair representation of munici palitiesé reported

The regional averages are used to provide baselines to evaluate the relative performance of
individual municipalities.
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Figure 21 Significant areas of expenditure in dollars per household

Measured in dollars per household, the average Canadian municipality spends $4,557 per year.
Of that, $3,312 is reported as an operating expenditure and $1,242 is reported as a capital
expenditure. * The pattern of larger numbers among Prairie cities noted in the Revenue and

2 Figures in this section may not add up due to the previous rounding of raw figures.
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Expenditure by Object section appears again. Particularly in the area of capital expenditure,

Prairie cities spend significantly more than other cities do.
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Figure 22 Significant areas of expenditure as a percentage of total expenditure

As a percentage of total expenditures, the average municipality spends approximately 71 per

cent of total expenditures on operating expenses and 27per cent on capital expenditures. The
average municipality also spends approximately 19 per cent on recreation and culture, 11 per
cent on council and administration costs and 19 per cent on protective services (mainly fire and
police).

Core and Non -core Expenditures

As a further analysis of expenditures by function, we divided the various l ine items into
and fA-domned expenditure functions.

The rationale behind this split is that municipalities have, or at least ought to have, a hierarchy
of responsibilities. At the top of the hierarchy is the provision of genuine public goods and
natural monopoly infrastructure.

Public goods have no substitutes in private markets, because their nature means that their
beneficiaries cannot be made to pay for consuming them. For example, sanitation services in a
city reduce the possibility of suffering from diseases for all residents regardless of whether they
have individually paid for the service.

Natural monopolies are those markets where providers experience increasing returns to scale,

and so a single provider is the most efficient mar ket structure. For example, a road network has
a very high initial cost but once it is established it can be extended and give proportionately

higher value outputs for any additional investment. Because these markets involve monopoly

power, there is a pu  blic policy role for governments to regulate them or to participate in them as

a provider.
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Because these benefits would be lost without government intervention, providing them should

be a municipalityoés top
relating to core activities of municipal government.

Expenditure items not directly related to providing public goods are listed as non
because they are goods that could be provided, or at least close substitutes co

priority. Wed line deens ds dirffedtlye d

-core. Thisis
uld be provided,

in private markets. For example, much of the Culture and Recreation activity funded by
municipal governments could be substituted by alternatives that are already produced in private

markets. There is little practical difference between
promoted concert.

a municipally run event and a privately

For the purposes of this evaluation, we divided commonly reported line items into the following

two core and non
rel ating to core activities.

-core groups: items directly relating to core activities sand items not directly

Items directly related to core activities

Items not directly related to core activities

Environmental services

Building services

Planning and development

Civic corporations

Public works Grants

Public safety Health services
Transit Other

Transportation Recreation and culture

Solid -waste disposal

Social and family services

Social housing

General government

The regional results show a roughly even divide between expenditure on core activities and

expenditure on non -core activities.

e ™
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Figure 23
In the individual city reports, we revisit this theme by expressing their figures for core and non
core items as a ratio between the figures of the municipality in question and its regional
average.
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Repor ting and Disclosure Assessments

I n addition to analyzing what the reported financi

assessed the quality of reporting used to convey that information. This topic is perhaps more
important than the previou s ones. Readers will have noticed the repeated caveats and
conditional statements relating to the comparability and availability of data. They will have
noted that the data we reported are designed to reflect publicly available information and that
the g uality and availability of this information is highly variable.

In this section, we apply a series of tests to 66 of the municipalities in the index. Noticeably,

this number is lower than the number ( 79) for which some data has been produced, and the
rea son is that this section applied stricter criteria for inclusion. Only 2007 audited financial
statements available in English were included. The language requirement reflects in part the
limitations of the LGPI team, but ultimately we feel it is incumben t upon the municipalities to
ensure public information is available in both official languages.

Notwithstanding municipalities omitted because of language, a nhumber of municipalities are not

covered, because we were unable to acquire 2007 audited financia | statements. Our efforts to
acquire them included web site searches and direct enquiries to the municipalities by e -mail and
phone. In some cases, we found that audited financial statements were not ready at the time of

publication (October 2008) that n 0 GAAP-compliant audited statements were in existence or we
simply received no reply. That it should be so difficult for interested citizens to even see the

financial statements of a public organization such as a municipality is a major problem in itself.

The Individual City Reports, which follow this section, contain data from this assessment report;
those for which we could not acquire 2007 audited

For the 24 most - populous cities, a detailed analysis that jud ges 14 sub -factors was used to
produce three scores. These sub -factors are summarized in tabular form in Appendix A. The
remaining cities were assessed according to a smaller set of sub -factors and therefore produce
the same three scores. The three scor es represent
1. General Accountability Standards: This measures non -accounting factors including the
timeliness of auditing, the receipt of accounting awards and evidence of the municipality
embarking on performance improvement and business excellence of s imilar programs.

2. Added Disclosure Accountability Standards: Tests for reporting of tangible assets on the
balance sheet and for additional supplementary information including statistics and
performance measures.

3. Appropriate Compliance: Assesses the comple teness and comprehensiveness of reporting.
For example, the existence of capital and operating expenditure splits and complete
disclosure of pension fund liabilities.

Scores were judged on a scale of one to seven with one being highest and seven being lo west.

A complete description and discussion of these measures is located in Appendix A. Individual
city scores are in the Individual City Reports.
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The regional averages are presented for comparison in Figure 24.

Figure 24 Assessment of Reporting Standards

Guide to Interpreting Individual
City Reports

After the opening five sections, which summarized regional differences for various groups of

metrics, we now present detailed statisti cs for each of the municipalities. In total, 79

municipalities are covered, using data for the 2006 financial year, the 2007 financial year or

both. This guide explains how each statistic was calculated o thatis, how the figures acquired
fromthemunici pal i ti esd audited financial statements were |

figures and percentage figures that express the muni
and comparable basis.

Results, Contexts and Explanations

The results often s how that a given municipality has figures as much as ten times lesser or

greater than the average for municipalities in their regions. In some cases, these results will be
welcomed by stakeholders; in others, they will present a significant cause for conc ern. For
example, some municipalities report zero figures for long -term debt, while others report seven
times the average.

It is important to note that even dramatic deviations from the mean are not necessarily the face

value indictments or endorsement s of the municipality that they may first appear to be. This is
because municipalities face very different environments depending on the provincial legislation

that governs them. For example, Ontario municipalities will generally report higher government

grants than municipalities in other jurisdictions as well as higher levels of non -core expenditure.
This is a reflection of the fact that Ontario municipalities have to deliver a wider range of social

services including health, family services and social housing than are municipalities in other
jurisdictions.
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