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ABSTRACT

Shifting population patterns, the rate of urbanization and the de

mands for higher levels of municipal services combined with many fin

ancial constraints facing Canadian municipalities, demand an increase

in the sophistication of financial planning. Recurrent costs which

are those costs recurring annually in the form of operating, mainten

ance, debt servicing and others costs required for the support of capi-

. tal facilities require increased analysis if municipalities are to

avoid the problems of over-expansion, under-financing and loss of pro

ductivity. By analyzing recurrent costs, municipalities will be able

to assess the fiscal impact of capital expenditures and as such, meet

the financial challenges of the future.

All urban municipalities in Canada over the population of 75,000

were surveyed to determine the following: 1) the number of municipali

ties which analyze recurrent costs 2) the type of recurrent costs

analyzed 3) the estimated dollar impact of recurrent costs 4) the type

of decision-making groups presented with recurreut cost information;

and 5) the difference between those municipalities which analyze re

current costs and those which do not.

The results of the study indicated that the majority of urban

municipalities analyze recurrent costs but many of the municipalities

ignor very important recurrent costs in their analysis. The average

recurrent cost of municipalities was estimated at 10 cents for every

dollar of capital expenditure. Although this recurrent cost coefficient
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is reasonable when compared to other findings, caution should be exer

cixed with its use. Another study result indicates that although

decision-making groups such as council and committees of council are

presented with recurrent cost information, many important decision

making groups are totally ignored. The final result indicates that

small municipalities particularly Ontario counties with small capital

budgets do not analyze recurrent costs. Also, regional location,

population size, age or type of recurrent cost information analyzed

do not affect the recurrent cost coefficient of a municipality.
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I INTRODUCTION

1.1 Nature of the Problem

Financing local government capital improvements during the 1980's

will depend upon many factors. Among these will be:

the growth in capital facility requirements as reflected in demands

for new and higher levels of service.

- the capacity of local government to meet debt servicing costs, par

ticularly in a period of rising interest rates.

- the capacity of local governments to support other recurring costs

of operation and maintenance generated by these capital improvements.

- the capacity and willingness of taxpayers to support these capital

commitments.

This study will focus on the issue of recurrent costs which are '

those costs recurring annually in the form of operating, maintenance,

debt servicing and other such costs required for the support of capi

tal facilities. Conceptually, there is an, implicit recurrent cost

attached to every dollar expended on items of a capital nature. The

decision, once made. to proceed with a capital improvement engenders

certain social as well as economic considerations. These considera

tions relate to the productivity of the capital investment. Failure

to provide adequately for the operation and maintenance of a capital

investment will result in a loss of productivity. If losses in pro

ductivity are to be averted, recurrent costs become pre-emptive com

mitments on the use of future budgetary resources.

Recurrent casts are ,therefore critical to the capital budget
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decision because capital expenditures are a key factor in the deter

mination of future operating expenditure levels. Expenditures on

operation and maintenance of a capital facility can often exceed the

amount of the initial capital investment. Therefore, failure to

consider recurrent costs within the capital budgeting process can have

a more serious and lasting impact than errors in the current operating

budget. This does not suggest budgeting on the operating side is any

less important, but rather the level and type of capital expenditures

cannot be determined independently of the level of operating expendi

tures. Capital and operating budgets are therefore directly related,'

with the recurrent costs the link between the two processes.

The recurrent expenditure implications of capital projects are

not always thoroughly considered when the decision is made to proceed

with a given project. Recognizing that different capital projects

generate different recurrent costs, the costs, however different, re

present permanent drains on future operating revenues. Assuming norms

of rationality, it becomes incumbent upon a municipality to assess

the fiscal impact of the mix of capital projects. While some munici

palities may give some consideration to recurrent costs on an isolated

project basis, it is the aggregation effect which is critical. There

fore, recurrent cost analysis is the first stage in an iterative process

by which municipalities can make choices concerning the future pattern

of capital improvements and ascertain the magnitude of resources re

quired to cover subsequent recurrent commitments. By employing recur

rent cost analysis, municipalities have a powerful tool by which to

improve tbeir financial planning.
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1.2 The Research Questions

The importance of conducting recurrent cost analysis will beC

argued at greater lengths in later sections of this study. The assump-

tion, at least for now, is that recurrent cost analysis is a reason-

able activity for a municipality to engage in. The main question which

will be addressed in this study is:

"To determine whether or not recurrent costs are

considered by Canadian urban municipalities in

their analysis of capital programs."

A number of sub-questions develop as a result of this question.

For e�ample, if municipalities do consider recurrent costs it becomes

important to determine what costs are included or considered to be

recurrent. Once the costs considered have been identified the ne�t

question is to assess the perceived magnitude of these recurrent costs.

If, for examp Ie, recurrent cos ts are perceived to be very low, then the

importance of conducting a recurrent cost analysis might be negated.

This is of course only one conclusion which might be made.

Another sub-question relates to the usage of the recurrent cost

information by decision-makers. It is important to establish the e�-

tent to which recurrent cost information is used during capital budget

deliberations. A final question which is implied throughout the main

research question and sub-questions is the difference between those

municipalities which analyze recurrent costs and those which do not.

Various correlated variables 1;vill be examined to determine if any dif-

ference e�ists.

More specifically, the sub-questions are:

i) To determine what costs are considered in the recurrent cost

analysis.
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ii) To determine the perceived recurrent cost impact of capital

projects.

iii) To determine the extent to which the recurrent cost analysis

is presented to decision-making groups.

iv) To determine differences between those who consider recur

rent costs and those who do not.

The answers to these questions will provide considerable informa

tion. ·1£ it is shown that recurrent costs are significant and are

either not analyzed or analyzed but not used in decision-making, then

important improvements can be made. If recurrent costs are considered

insignificant, then two conclusions might be drawn. Either recurrent

cost analysis is a financial tool which is not appropriate at this

stage in the evolution of municipal finance or it is an analysis tota-

. lly inappropriate. If the former is proven, then the answers to these

questions will provide significant insight into the state of municipal

financial planning and hopefully identify areas for future research

which will improve financial planning at the local government level.
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1.3 Importance of the Study

With tile expanding complexities of our society, urban popula

tions have come to look with increasing frequency to local government

for the provision of public services and facilities of a suitable

type, size, and qua1itY$ when or where they are needed. As a result,

local government has been confronted with heavy demands for capital

spending and progressive municipalities have recognized the need for

forward planning through the adoption of improved caj?ita1 budgeting

techniques.

In particular, Canadian urban munici?a1ities are approaching a

, critical stage in their evolution. The combination of demographi.c

and fiscal characteristics of current Canadian urban centers demand

an increase in tile sophistication of financial planning. Chapter

two, of this study identifies in detail these factors. A high rate

of urbanization, the j?eak of the urban population being reached in

five years, the t�end towards larger but fewer urban centers and

the dramatic change in the age composition of the population repre

sent the principle demographic concerns. The growth of local govern

ment spending, the nature of the municipal expenditure-revenue gap,

the inefficient nature of :Illunicipa1ities over the size of 500,000

people and the dependent nature of local government to senior govern

ments represent the fiscal concerns.

In response to these challenges, local government must improve

the sophistication of its financial planning. Of particular impor

tance to municipalities is the provision of those services which re

quire capital investment. Not only is the magnitude of the initial

outlay important, but the provision for recurring expenditures over
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the life of the capital facility can be extremely significant. Unfor

tunately, most capital budgets are developed with insufficient atten

tion to the effects it will have on the operating budgets. Therefore,

major construction programs are undertaken that� rather than having

the anticipated impact on the municipality's fiscal capacity, have a

much more significant impact because inadequate consideration was

given to the operating and maintenance costs these capital facilities

generate.

The World Batik, the Harvard University Research Institute, and

the Gover�ents of Malawi and Kenya have found recurrent expenditure

analysis a useful financial planning tool. In fact, the pioneering

work in this area of recurrent expenditure analysis was developed

and applied in the Third World. countries of Kenya and Malawi within

the past five years. These and other Third ilor1d countries are

facing tremendous fiscal over-expans�on problems as a result of a

lack of coordination between developmental expenditures and the re

current expenditures required for on-going operation and maintenance.

In many cases, these countries are forced to shut down capital

facilities or let them deteriorate into a state of disrepair. The

situation with urban municipalities is not as severe for a number of

reasons, the .most important being that local government is still

able to raise taxable mill rates fairly readily. But recent develop

ments such as Proposition 13, the financial collapse of New York City

and the pending collapse of the City of Cleveland present new con

cerns in regard to the financial state of urban municipaLities.

The concept of recurrent cost is a simple one, yet it is, as

will be demonstrated, a concept which is frequently ignored or at
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least .not applied. As we move into the 1980's, recurrent cost ana-

lysis will be critical as a result of the demographic and fiscal

changes affecting urban finance. This study will examine the usage,

if any, of recurrent east analysis and was initiated by the work of

1
Heller in his pioneering study of the 1970-74 Kenyan Development

2 3
Plan, Anderson and Pinfold , and Hansen in other studies.

1
Peter S. Heller, "Public Investment in LDC's with Recurrent

Constraint: The Kenyan Case", Quarterly Journal of Economics,
Vol. 88, No.2, May 1974, pp. - 251-277. and

Peter S. Heller, "The Underfinancing of Recurrent Development
Costs", Finance and Development, March 1979, pp.

- 38-41.

2
David L. Anderson and T.A. Pinfold, Testing the Financial

Feasibility of a Development Strategy: �� Application to the Fourth

Kenyan Plan (1979-83), Unpublished paper, Halifax, 1978. and

David L. Anderson and T.A. Pinfold, The Relationship Between

Operating and Investment Expenditures: A Problem of Planning and

Budgeting, Journal of Economic Development, (forthcoming).

3
Peter Hansen, Malawi Recurrent Expenditure Study, Unpublished

paper, World Bank, Washington, D.C., 1978.
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1.4 Methodology

A survey was conducted to determine the current practice of

Canadian urban municipalities as it relates to the analysis of re

current costs. The survey was part of a broader survey conducted

by the Office of the City Manager, City of Regina. The City of

Regina is currently involved in a study to determine their debt

carrying capacity in an effort to improve their financial planning�

An integral part of their study relates to recurrent costs, with

debt charges representing a major component of these costs.

The survey instrument took the form of a six page mail ques

tionnaire consisting mainly of structured response questions. The

survey package was sent to Canadian urban municipalities over the

population of 75,000. It is felt that inclusion of urban centers

under the 15,000 would not be suitable for comparison purposes.

A second reason was the substantial increase in the number of muni

cipalities which would have to be surveyed. The cut-off at 75,000

results in a manageable sample size of 64. This sample was selected

from the 1978 Corpus Almanac of Canada - Handbook of Canadian Business

and Government Affairs and checked by other sources.

The results of the survey were analyzed by computer application

using the Statistical Package for Social Sciences Program (SPSS).

Population, financial and time variables were analyzed by this pack

age to aid in answering the various questions. The results are pre

sented in a frequency break-down corresponding to the questions in

the questionnaire, which will aid in answering the research questions

identified in part 1.2 of this chapter.
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1.5 Organization of the Study

This chapter provided an introduction to the purpose, importance

and method of this study. Chapter II, presents literature which iden

tifies the major demographic and fiscal characteristics which support

the contention that local government must improve its financial

planning. This chapter also contains a presentation of the concep

tual issues surrounding local government; budgeting with the particu

lar application of recurrent costs. Chapter III, describes the

methodology of the study. Chapter IV, presents the finding of the

study and Chapter V, discusses the findings. Chapter VI, presents

the conclusions, recommendations, and suggestions for future research.
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I I REVIEW OF THE LITERATURE

This chapter represents a re�iew of the literature relating to

financial planning at the local. government level in Canada. The

objective is to identify trends, both current and future, which

suggest financial planning tools mus� be developed in order to res-

pond to fiscal challenges. Demographic, fiscal, and budgeting issues

are identified as the keys factors affecting the future state of

Canadian urban municipalities.

2.1 Growth of Urban Municipalities

Anticipating the future of Canadian urban municipalities is a

speculative venture at best and one which is impossible without some

understanding of the history and composition of the nation's popula-

tion. In 1960, three-fourths of the world's population still lived

in localities of less than 20,000.1 Canada's population just ten

years later witnessed almost a reversal of the world situation. To-

day the majority of the Canadian population live in localities

greater than 10,000.2 The nation's rate of urbanization has been

particularly notable. Since the end of World War II, the urban

1
A.J. Robinson, Economic Evaluation of Municipal E;xpenditures:

!!!, Canadian Tax Foundation, 1971, p. - 3.

2
Katherine A. Graham and Anne B. McAllister, 1979 Municipal

Yearbook, International City Management Association, p. - 20.
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growth rate has exceeded that of any other Wes�ern industrial nation.l

During the 1950 decade the average annual urbanization rate was al-

most double the average rate of all the 'other industrial nations co�

bined.2
1851 witnessed an urbanized population of 13 percent while pro-

jections by the Economic Council of Canada suggest that in 1980,

approximately 81 percent of a 25 million population will live in

urban centers. By 1986 this figure will increase marginally to approx

imately 83 percent and will represent the peak of urban concentration.3
The explanation of urbanization is a complex one and not central

to this paper, but the implications for urban municipalities are of

a serious nature. With urban concentration peaking at 83 percent in

the mid 1980's, one might conclude that urban problems should dimin-

ish. This result is highly unlikely. Increasing challenges will

face urban municipalities over the next several decades as major urban

centers become larger and larger. Without any adjustment in current

population distribution and migratory trends, one-third of the total

Canadian population will be living in three cities - Toronto, Montreal

4
and Vancouver, sometime between 1985 and the year 2000. This, cou-

pled with the fact that 50 percent of Canada's increase in population

1
Katherine A. Graham and Anne B. McAllister, 1979 Municipal

Yearbook, International City Management Association, p. - 20.

2
Lionel D. Feldman and Michael D. Goldrick, Politics and

Government of Urban Canada, Methun Publication, 1969, p. - 13 and

calculation by this author.

3
Gerald B. McCready, Profile Canada, Irwin-Dorsey Limited, 1977, p. - 8.

4
Ibid., p. - 10.
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by 1986 will oCcur ill the nation's six major urban centers, poses a

serious scenario for larger urban municipalities in. the future.

A projection of the urban-rural dispersion of the Canadian

population indicates a trend towat:ds an increase in larger centers

of over the 500,000 population level and a decrease in smaller urban

centers.l In fact, since 1851 the increase in urbanization has re-

suIted ill older cities becoming larger rather than new cities being

created.
2

The most important information gained from the identification

of this trend is the fact that per capita municipal costs rise dra-

matically once municipalities reach the 500,000 population level.

American experience indicates. that as municipalities increase above

250,000 towards 500,000, the average increase in per-capita cost of

local government is 3.1 percent, but as they go beyond 500,000 and

3
approach 1,000,000· the average increase is 51 percent. Ontario

figures tend to confirm these findings and show that as population

increases from 35,000 to 55,000, per-capita costs increase by 4

percent; from 95,000 to 225,000, by 20 percent; and Toronto's per-

capita cost of local government is 20 percent higher than the next

1
..

C d
4

argest C1ty 1n ana a.

1
Gerald B. McCready, Profile Canada, I�in-Dorsey Limited, 1977,

p. - 19.

2
James tol. Simmons, The Growth of the Canadian Urban System,

Center for Urban and Community Studies, Research Paper No. 65,
University of Toronto, 1976, p. - 4.

3
Donald C. Rowat,·· The Canadian Municipal System. 1967 , p ,

- 70.

4
Loc. cit.
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Recent research has been directed at determining optimal popu-

lation size. Although many problems have plagued this research,

the findings suggest optimal city size is in the range of 100,000 -

1
600,000. Since the trend is towards larger and larger cities,

financial management becomes critical as population is concentrated

in fewer and larger cities.

This evidence is by no means conclusive but does suggest that

for most urban municipalities, bigger is not better, at least from a

financial perspective. The implication more specifically to finance

is that the capital costs of physical development and related recurrent

operating costs will rise more rapidly than in proportion to population.

Total population measures can be misleading in that they do not

address the basic changes in the composition of the population.

For the City of Ottawa, it has been estimated that the total

population from .1951 to 1980 will have increased by approximately

two-thirds while the populations of the young and old cohorts have

2
almost doubled. This trend is not unique to the City of Ottawa but

is indicative of Canada's population as it undergoes a significant

aging process. The median age of Canadians will increase from 31 in

3
1975 to nearly 36 by 1985 and 40 by the year 2001. Of particular

1
Robert L. Bish and Robert J. Kirk, Economic Principles and

Urban Problems, Prentice-Hall Inc., 1974, p. - 189.

2
Donald C. Rowat, The Canadian Municipal Sxstem, McClellan

and Stewart Ltd., 1967, p. - 69.

3
Gerald B. McCready, Profile Canada, Irwin-Dorsey Limited,

1977, p ,

- 23.
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concern is the number of senior-aged Canadian citizens. In 1976

there were about 1.8 million people over the age of 65 and this is

forecast to increase by 44 percent to 2.6 million in 1986.1 1.6

million will be added to this figure by 2001 and by the year 2030, one

2
out of every four Canadians will be over 60 years of age.

The planning implications are ?bvious. Future expenditures on

health, welfare and recreation, normally demanded by older populations,

will increase at a faster rate in proportion to population and muni-

cipal revenue sources. It is also these types of capital expenditures

which have the highest recurrent costs of operation because of the

high labour component. The labour intensive nature of local govern-

ment is well recognized and figures documenting outlays typically

indicate between 60 and 80 percent of each tax dollar is spent for

3
personnel. Therefore,·with increases in labour supported activities,

one can expect that this percentage will rise in the future.

These increased pressures towards urbanization in Canada �ave,

and will continue to challenge local government. The resulting

demands for higher levels of service and facilities, necessitate more

sophisticated financial planning. Not only will expenditures on

traditional functions increase, but new responsibilities will challenge

1
Gerald B. McCready, Profile Canada, Irwin-Dorsey Limited, 1977,

p ,

- 27.

2
Loc. cit.

3
Robert M. Cramer, "Local Government Expenditure Forecasting",

Governmental Finance, Nov. 1978, p. - 4.
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the fiscal capabilities of urban municipalities. Never before will

the decisions of these urban centers affect so many people as they

will in the future, making the role of local government most impor

tant.
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-2.2 Municipal Fiscal Dilemma

Local government spending in Canada has witnessed unprecedented

levels during the 1970's. On a national accounts basis spending at

the local level amounted to more than $ 6.8 billion in 1969, about.

1
26 percent of the $ 26.4 billion spent by all governments in Canada.

This trend has continued with the average annual rate of expenditure

2
increasing by approximately 16 percent from 1970 to 1978. Canadian

expenditure levels parallel U.S. experience. Over the past two decades,

state and local government spending in the United States has grotvn

3
faster than any other sector of the economy. 1978 witnessed $ 41.5

billion in long-term debt plus $ 20.5 billion in short-term. This

is only down slightly from the 1977 record high of $ 45 billion in

long-term and $ 21 billion in short-term. This has resulted in the

tot.al debt outstanding of American cities and states fast approaching

an unrivaled $ 300 billion.4
Financial statistics from all sources point to one unmistakable

conclusion. Expenditures at the munic:i,pal level dur:i,ng the 1970's

have assumed extremely s:i,gnificant proportions. If the experience of

this decade is indicative of the one to follow, then municipal finance

1
A.J. Robinson, Economic Evaluation of Municipal EePenditures:

PPB, Canadian Tax Foundation, 1971, p. - iii.

2
Government Finance, Statistics Canada, Cat. 68-001, 1970 to

1978, p. - 16.

3
-

"Borrowing Too Much to Keep Running", Business Week, Sept. 22,
1978, p. - 84.

4
"An A11usory Lightening in the Debt Load", Business Week, Oct.

16, 1978, p. - 103.
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and its planning implications take on a new and greater dynamic. This

combined with the precarious nature of the municipal financial struc-

ture suggests increasing concern for the future of urban Canada.

New functions and increased service demands are not the only

causes of the fiscal plight of municipalities. The root of the prob-

lam is essentially an expenditure-revenue mismatching problem which

is basic to the municipal fiscal system in Canada. The problem solving

capacity of municipalities is constrained by two characteristics of this

system. The first is that most grants to municipalities are conditional

with Provincial and Federal levels of government having a major influ

ence in local affairs.1 Municipalities are coerced, if not held at

political ransom, to participate in cost-shared projects. When these

projects are capital in nature, municipalities are bound to operate

and maintain the projects with the attendant future inflationary im-

pacts.

This is not to suggest that senior level government involvement

and aid is not necessarY or welcomed. Much of the present level of

municipal service would not be available if not for senior government

support. But this does not avoid the two main issues, the erosion of

the future revenue base and the increase in expenditure commitments.

Municipalities have the responsibility, for the most part, of

operating capital facilities regardless of external involvement in

capital construction. Senior governments have historically been

1
Regina, RSVP: Five Year Capital Plan, City of Regina Planning

Department, 1978, p. - 117. (unpublished municipal development p Lan , )
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reluctant in committing themselves to operating activities and have

only gone as far as providing incentive for capital construction.

Therefore, because of this senior government approach, local government

units are required to provide for the recurring costs of operation

with obvious implications to future expenditure levels.

This situation is similar to problems developing countries are

experiencing;

" the most important factor leading to development
over-expansion, is the behavior of external aid

agencies, both bilaterial and multi-laterial. In

a manner analogous to that of the domestic politi
cian, aid agencies tend to favour physically iden
tifiable projects. In many instances, tied aid
requirements may influence the design in such a way
that total project cost, primarily through the re

current budget, may be significantly above the
least-cost design. In addition, until recently,
donors have tended to be quite unreceptive to

picking up even a portion of the recurrent costs
inherent in their projects.

Through the use of tied grants and loans, ex

ternal aid agencies alter relative project prices
in favour of aidable activities. Although there is

obviously a welfare loss to the recipient from such
conditional grants, the major problem appears to be
the uncritical acceptance by developing nations of
such tied aid. Frequently the value of the gift
component, in both an absolute sense and as a pro
portion of the projects' life-cycle cost, is ex

ceedingly small. Yet, because of the myopic focus
on the construction stage of development, and the
absence of thorough financial analysis, the appar
ently generous aid offer is accepted without rea
lization of the future consequences."l

Of course there are many differences between developing countries

and urban municipalities but the situation that results from external

1
D.L. Anderson and T.A. Pinfold, The Relationship Between Oper

atin& and Investment EePenditures: A Problem of Planning and Budgeting,
Journal of Economic Development, forthcoming.
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afd , when conditional, are identicaL Slack, in a case study of

Ontario municipalities, examined the effect on municipal expenditure
1

levels of senior government grants. One of the findings from the

study showed that conditional grants for health and social service

programs resulted in an increase in municipal expenditures greater

2
than the amount of the conditional grant.

The opposite was found for unconditional grants which can be

explained by the fact that unconditional grants only increase the

income of the municipality and do not affect the relative price of

the capital project. Slack also found that conditional grants do not

affect the choice-of techniques of production. However, because some

grants are for capital and other for labour services, the capital grant

makes the capital cheaper and often municipalities alter their produc- _. __ .

tion process to make it more capital intensive.3 Therefore, the shift

to unconditional grants and revenue sharing schemes should benefit

municipalities. Specifically, the recently announced Saskatchewan

revenue sharing program will provide a substantial revenue increase

in the year 1978 - 79 which is unconditional in nature.4 This uncondi-

tional aspect to date only applies to non-capital items and as such

1
Enid Naomi Slack, The Budgetary Response of Municipal Govern

ments to Provincial Transfers: The Case Study of Ontario, Ph.D.

Dissertation, University of Toronto, 1977, p. - 169.

2
Loc. cit.

4
O. Yul Kwon, Revenue Sharing as an Improvement in Provincial-

MuniCipal Relations in Canada: An Evaluation of Saskatchewan Revenue

Sharing. Working PaEer 78 - 03. Faculty of Administration, University
of Regina, 1978, p. - 26.
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does not avoid the problem related to capital projects.

The second, and most significant constraint facing municipali-

ties is thei� largest source of revenue, property tax. A.J. Robinson

summarized the problem as follows;

" the rising population density in the cities is

increasing the demand for public services such as

police and fire protection, water supply and sani
tation. Transportation requirements are increa

sing, reqUiring expenditures, on traffic arteries,
traffic;control, parking for vehicles, and the
development of mass transit facilities. At the
same time, the per capita property tax base of
central cities is likely to decline because of
the less intensive use of urban land (more parking
facilities and open green spaces), the increase
in non-taxable use of land, and the transfer of
high tax capacity manufacturing from the center of
the city to the periphery with its replacements by
labour intensive service industries. Moreover,
the concentration of lower income groups in the
city also tends to reduce the value per person of
residential property. 111

The above describes in general terms the problems relating to the

property tax issue. The issue most central to the municipal revenue

structure is the fact that revenues from existing tax-rates and bases

grow at a slower rate than the cost of providing a fixed level of

2
government services. If this is true, then it would seem that urban

municipalities, and in particular, the older more functionally com-

prehensive ones, will have to continually raise taJt-rates, establish

new tax-revenues or seek additional senior government transfer payments.

1
A.J. Robinson, Economic Evaluation of Municipal Expenditures:

PPB,' Canadian Tax Foundation, 1971, p. - 11.

2
Robert L. Bish and Robert J. Kirk, Economic Principles and

Urban Problems, Prentice-Hall, 1974, p. - 113.



- 21 -

Technically, the problem is that tax elasticities are less than expen-

diture elasticities and has prbduced a situation urban economists

describe as a revenue-expenditure gap.

Tax elasticity is a measure of the changes in tax revenue from

1
existing taxes with changes in income. The tax elasticity coefficient

is determined as follbWS:

tax elasticity = percentage change in revenue

percentage change in income

Income for this purpose refers to growth in the economy as reflec-

.

ted by income and is best represented by the growth in the gross dom-

estic product whether it be national, provincial or city measures.

Tax elasticity estimates are presented in Table 2.1, and repre.,..

sent u.s. state and local government tax bases. As one can see, prop-

erty tax is among the most unresponsive- taxes with a median estimate

of 0.8. This means that property tax will produce 8 percent additional

revenue for each 10 percent growth in income.

It must be understood that tax elasticities are only one-half of.

the revenue-expenditure gap problem. Expenditure elasticity is analo-

gous to tax elasticity and is represented as follows:

expenditure elasticity = Fercentage change in cost

percentage change in income

The numerator of this expression, percentage change in cost, is

the cost in providing a given level of standardized public good. Ex-

penditure elasticities are very difficult to determine because of the

1
Income refers to growth in the economy as reflected in income.
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Table 2.1

Tax Elasticity Estimates

Elasticity

Low

Coefficient Estimates

Median High

Property Tax 0.4 0.8 1.2

Sales Tax: general 0.9 1.0 1.05

motor fuel 0.4 0.5 0.6

alcohol 0.4 0.5 0.6

tobacco 0.3 0.35 0.4

public utilities 0.9 0.95 1.0

Income Tax: individual 1.5 1.65 1.8

corporate 1.1 1.2 1.3

Source: Bish, Robert L, and Kirk, Robert J.

Economic Principles and Urban Problems,

Prentice-Hall, 1974, p. - 114.
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difficulty in measuring the outputs of public goods and services.l
Some estimates indicate that the expenditure elasticity coefficient is

. 2
1.1 for state and local governments and �.O for local governments only.

This would indicate that relative increases in the cost of a constant

level of public goods and services will be equal and/or exceed relative

increases in income. The revenue-expenditure gap is determined by

comparing the tax and expenditure elasticities which indicates revenue

will continue to fall short of expenditures under the present fiscal

structure.

Various other studies conducted by the U.S. Government indicate

similar elasticity estimates for local tax-revenues but indicate 1.6

to 1. 7 expenditure elasticity coefficients.3 Regardless of .this dif-

ference, all of the estimates ·in the literature agree that urban expen-

ditures are grovfng more rapidly than tax revenues at existing rates.

Comparing the two elasticities will provide·a proxy of the relative

size of the revenue-expenditure gap but much more uncertainty exists

with this type of estimate. Measuring the magnitude of the revenue-

expenditure gap is not as important, at this stage, as appreciating
-

that one exists. The challenge to local government in the future is

how they will respond to what has been so aptly termed the municipal

fiscal dilemma.

1
Cost increases in the public sector are a consequence of the

nature of public sector production.

2
Robert L. Bish and Robert J. Kirk, Economic Principles and

Urban Problems, Prentice-Hall, 1974, p. - 115.

3
Robert B. Pettengill and Jogindar S. Uppal, Can Cities Survive

the Fiscal Plight of American Cities, St. Martin's Press, 1974, p. - 87.
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2.3 Capital Budget and Capital Program

Confusion of a definitional nature exists in regard to the terms

capital budget and capital program. The (American) National Committee

on Government Accounting has defined the concept of a capital program

and a capital budget in this manner:

CAPITAL PROGRAM - A plan for capital expenditures

to be incurred each year over a fixed period of

years to meet capital needs arising from the long-

term work program or otherwise. It sets forth each

project or other contemplated expenditure in which

the local government is to have a part and specifies

the full resources estimated to be available to

finance the projected expenditures.

CAPITAL BUDGET - A plan of proposed outlays and the
I

means of financing them for the current fiscal period.

It is usually a part of the current budget. If a·

Capital Program is in operation it will be the first

1
year thereof.

In practise, other terms such as capital works program, long-range

capital planning and capital facilities planning are used interchangeably,

but incorrectly according to the literature in this area.

The distinction between a capital program and capital budget are

definitional, but one issue which has attracted much attention in both

1
Lennox L. Moak and Albert M. Hillhouse, Local Government Finance �

Municipal Finance Officers Association, 1975, p. - 95.
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the economic and accounting literature is a conceptual rather than

definitional question and relates to the distinction between capital

and operating projects. For the purpose of this paper a capital pro-

ject will refer to projects of large size, fixed nature, and/or long

life, involving expenditures of a nonrecurring nature, designed to
.

. 1
provide new or additional governmental facilities for public service.

Although differences exist, monies allocated for the construction of

a road or sewer system would be considered a capital expenditure,

monies to sustain the operations of such facilities, in terms of

salaries, materials, supplies, and repairs would be considered as an

operational or recurrent expenditure.

Capital programming saw its earliest attempt by local government

in the United States in the 1920's. Although the concept of capital

programming has spread, Moak and Killian in 1964-65 discovered that

among sixteen larger cities selected for study, the state-of-the-art

of capital programming and capital budgeting was 'we11 advanced in

some cities, moderate in others, and only barely perceptible in some.2

Moak, in a later report to the United States Housing and Home Finance

Agency, involving 28 smaller cities, found only a few examples of good

1
Alan Walter Steiss, Local Government Finance, Lexington Books,

1975, p. - 10.

2
Lennox L. Moak and Kathryn tv. Killian, A Manual of Suggested

Practice for the Preparation and Adoption of Capital Programs and

Capital Budgets by Local Governments, Municipal Finance Officers

Association, 1964, p. - 152.
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1
practice.

As indicated, the situation is not as serious in most larger

centers, but it should be clear that this is no accident or freak

occurrence. Those municipalities which have develoPed a capital pro-

gramming process seem to have done so as a necessary response to the

tremendous fiscal challenges faced, not for the most part from a con-

ceptual basis. Therefore, given this reactive description of urban

municipalities, one can expect the sophistication of capital program-

ming to vary between urban municipalities.

Of greater importance is the difference in budgetary experience

between American and Canadian municipalities. Budgeting as it is known

in the United States is a comparatively recent innovation in Canada.2

---Capital budgeting, as separate from capital progranuning, was largely

underdeveloped among Canadian municipalities even in the late 1940'8.3
The fact the American municipalities have been involved in capital

budgeting does not necessarily imply a- corresponding high level of

sophistication within the capital budgeting process, it does suggest

that Canadian municipalities have lagged behind their American counter-

parts.

lLennox L. Moak and Albert M. Hillhouse, Local Government Finance.
Municipal Finance Officers Association, 1975, p. - 96.

2
Lennox L. Moak and Kathryn W. Killian, A Manual of Techniques

for the Preparation. Consideration, Adoption and Administration of
Operating Budgets, Municipal Finance Officers Association, 1963, p. - 10.

3
L

.

oc. crt ,
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2.4 Operating or Recurrent Budget

The operating or recurrent budget dates back many years in the

history of municipal government and is perhaps the best known of

all the budget concepts. The National (American) Committee on

Governmental Accounting has defined the annual budget as:

A plan of financial operation embodying any estimate

of proposed expenditures for a given period and the

proposed means of financing them. Used without any

modifier, the term usually indicates a financial plan

for a single fiscal year.l
The annual, operating, current or recurrent budget is the center-

piece of the financial system in municipalities. This budget me-

diates between long-term aims and realities, and is the vehicle

for resolving each year the conflict between what is desired and

what can be afforded. The annual budget is the only recurrent

occasion when on-going activities are seen as a whole, expressed

in the common denominator of money, and considered under the co�

pulsive pressures, political and otherwise, of rate fixing.2

1
Lennox L. Moak and Kathryn W. Killian, A Manual of Techniques

for the Preparation, Consideration, Adoption and Administration of

Operating Budgets, Municipal Finance Officers AsSOCiation, 1974,
p. - 3.

2
A. H. Marshall, Financial Management in Local Government,

George Allen and Unwin Ltd., 1974, p. - 73.
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The annual budget has been the most important form of financial

control for local government, yet it is not an old practice for

Canadian municipal units. Canadian municipalities have prepared
-

revenue and expenditure estimates dating back to Confederation in

1867, but it has been only since World War I that a connection between

1
budgeting and accounting developed. Again, improvements in Canadian

budgeting did not result from desires of a conceptual nature,rather

financial difficulties during the depression years forced municipa1i-

ties to employ stricter budgetary methods.

Writing in 1937, C.M. Wrenshall recommended a system of bud-

geting which had its basis in the development of the Canadian muni-

cipal �udgetary system. His recommendations included:

1) An executive budget system with legislative consideration

and the balancing of the budget.

2) A standard classification system for revenues by sources and

expenditures by organizational units and the major and minor

objects of expenditure.

3) The use of three standard request forms.

a) one for salaries and wages.

b) one for current operating expenses.

c) One for capital outlays.

4) A capital Program over a given period of years.

5) A centralized department of finance.

1
Lennox r.·..<Moak and Kathryn W. Killian, A Manual of Techniques

"for the Preparation, Consideration, Adoption and Administration of

Operating Budgets, Municipal Finance Officers Association, 1974, p. - 3.
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6) An accrual basis of accounting for both revenues and expenditures

in order to have an effective budget control system •

.

7) A treasurer who acts as comptroller and pre-audits all proposed
1

expenditures throughout the year.

Many of the problems of local government budgeting in the late

1930's were corrected as a result of Wrenshall's writings •. In 1942,

a manual of instructions by the Dominion Bureau of Statistics com-

p1emented Wrenshall's publication. This manual dealt with uniform

terminology, uniform classification of both revenue and expenditure

accounts, and the content and format for financial reporting.

The evidence presented suggests that the budgetary experience,

on both capital and operating sides, of Canadian municipalities is

limited and in many cases underdeveloped. The reasons for this

underdevelopment are as varied and many as the problems created by·

this situation. Steps have been taken and many recent inroads

made in the area of municipal budgeting which will enable Canadian

municipalities to respond rather than react to future fiscal chal-

lenges.

1
C.M. Wrenshall. Municipal Administration and Accounting,

Toronto: Sir Isaac Pitman and Sons, Ltd., 1937, pp. - 44-66,
cited in Moak, Lennox L. and Killian. Kathryn W., A Manual of
Techniques for the Preparation, Consideration, Adoption and
Administration of Operating Budgets, Municipal Finance Officer's
Association, 1974, 5d., p. - 10.
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� 2.5 The Capital Investment Decision

Municipalities have been involved in capital budgeting for

more than half a century in the United States, less so in Canada,

yet a theory of capital budgeting does not exist within the govern-

mental sphere comparable to that developed in the private sector.

The economic theory of public sector capital budgeting has been

explored, but the emphasis has related to economic stabilization,

stimulation and welfare economics. Most of these developments

originated at the national government level and were directed at

responding to national concerns as opposed to local issues.

It is generally understood that the role of local government

differs from the role of the federal government. The federal govern-

ment should be concerned with the allocation of resources, distri-

bution of income, maintenance of economic stability and encouragement

of economic growth. Local government should be primarily concerned

with efficiency in the allocation of resources (and delivery of

1
services.) As a result, much of the development of public sector

capital budgeting theory at the local level has been subordinated

to federal applications.

This explains, at least in part, the reason local government

capital budgeting has not advanced as rapidly as senior governments.

Of greater significance is the gap which exists between public and

1
John o. Wilson, Capital Budgeting and Local Government

Investment Decision-Making, Ph.D. Dissertation, University of

Michigan, 1966, p ... 34.
.
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private sector capital budgeting. Much of the reason public sector

budgeting has lagged relates to the nature of the investment decision.

The valuation of social benefits and costs has remained imprecise

and as such continues to pose problems for the public sector decision-

makers: Recent developments in the valuation process have made

great inroads but have not been advanced to the practical level.

The private sector does not .have to deal with the type of im-

precision faced by the public sector. Average rate of return,

pay-back, present values and internal rate of return are some of the

more common methods employed by the private sector in evaluating

capital projects, methods which are not appropriately transferable

to most public investment decisions. Present values are sometimes

employed by the public sector but with much less confidence than the

private sector. This lack of confidence stems from the frequent use

and abuse of the discount rate. This is not to suggest that the

private sector makes extensive use of finance tools available.

Halliwell, for the Royal Commission on Taxation surveyed the practices

of larger Canadian corporations and found that only a small percentage

of companies resorted to discounting cash flows and that only one

half of total expenditures, by value, were subject to any form of

rate of return calculation.l Another study conducted on Fortune's

1
Canada, Royal Commission on Taxation, Taxation and Investments:

A Study of Capital Expenditure Decisions in Large Corporations,
Queen's Printer, Ottawa, 1967, cited in Peter A. Lusztig and Bernhard
Schwab, Managerial Finance in a Canadian Setting, 1973, p. - 130.
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top five hundred corporations discovered a large gap between the

theory of capital budgeting and industry practice. Thirty-nine

percent of the companies responding failed to recognize the time

1
value of money. It should be noted that the theory and application

of finance has greatly advanced over the last eight to ten years

with firms using subjective probabilities and computer models. Con-

sidering this, it is not surprizing that the public sector has had

its difficulties. Not only must decision-makers in the public domain

contend with imprecise measurement criteria, but their decisions are

conditioned by a broader political context, something which is void

from most private sector investment decisions.

An additional reason capital budgeting has not developed in the

public sector as compared to the private sector relates to the dif

ferent functions performed by the two sectors. The private sector

capital investment decision is conditioned upon the income earning

potential of the capital project. The normative goal of the firm is

maxiI1li.zing shareholder wealth subject to some capital rationing

process whiCh attempts to select the combination of capital projects

that will provide the greatest profitability.2

1
Canada, Royal Commission on Taxation, Taxation and Investments:

A Study of Capital Expenditure Decisions in Large Corporations,
Queen's Printer, Ottawa, 1967, cited in Peter A. Lusztig and Bernhard
Schwab, Managerial Finance in a Canadian Setting, 1973, p. - 131.

2 .

James C. Van Horne, Fundamentals of Financial Management,
Prentice-Hall, 1974, 2d, P. - 4, 5 & 164.
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The public sector exists to provide goods and services which

for a variety of reasons are not provided by the private sector.

The public sector capital investment decision is not conditioned

upon income earning potential, but economic efficiency. Broadly

defined, economic efficiency is achieved when the value of what

is produced by any set of resources exceeds by as much as possible

the value of the resources used; or when the least v�luable set of

I
resources is utilized in producing any particular worthwhile output.

, ,

It is obvious that the evaluation criteria used in the public sector

is not as rigorous as that of the private sector and as such many

resources are often allocated on an inefficient basis. This mus t be

true since social costs and benefits are guesstimated, the consequence

being, unwise expenditure decisions often result.

Consequently, no abstract body of principles exist to judge the

adequacy of capital investment decisions in the public sector. The

public sector, has for many years, recognized the importance of bud-

geting but only as it relates to annual operating programs. It has

not been until recently that local government has accorded the same

importance to the capital side. As a result, with minor exceptions,

the theory of capital budgeting has not been set forth; rather the

emphasis has been on devising and improving the techniques of capital

budgeting.
2

I
Robert H. Haveman and Julius Margolis, ed., Public Expenditures

and Policy Analysis, ,Rand McNally College Publishing, 1970, p. - 7.

2
Alan Walter Streiss, Local Government Finance, Lexington Books,

1976, p ,

- 19.
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2.6 Budget Comprehensiveness and Consistency

Two basic principles are repeated in most of the literature on.

budgeting theory; comprehensiveness and consistency. The principle

of comprehensiveness states that all expenditures and revenues

should enter into the basic budgetary process and be subjected to

the standard mechanism of evaluation. This means no item should be

exempt from budget evaluation regardless of the nature, source of

financing or political characteristics. This principle is supported

by the principle of consistency and states that all budget requests

should be evaluated according to the same criteria.

It may seem regressive at this point to reaffirm such funda-

mental budget principles, but this reaffirmation is necessary at

the municipal level. Capital outlays and operating expenditures have

traditionally represented two distinct aspects of the budget process

in local government and have received almost completely separate
.

1
treatment without any regular effort to link these processes together.

Some municipalities give consideration to capital outlays only if a

surplus has developed in the preceding fiscal period.2
Therefore, this approach which is followed by many municipali-

ties, of the separate treatment of the capital and operating budgets,

represents an initial violation of the basic principles of budget

comprehensiveness and consistency.

1
Alan Walter Steiss, Local Government Finance, Lexington

Books, 1976, p. - 20.

2
Loc. cit.
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Many reasons have been postulated to explain why capital and

operating budgets tend to receive separate treatment. The most

. I
common reason supporting the separate treatment is that capital

expenditures are nonrecurrent. The nonrecurrent argument is also

the conceptual justification used to support the debt financing

of capital expenditures. An "equity to the taxpayers" theory 1$

employed to support the capitalization of certain expenditures.
I
,

The contention is that the construction of a capital facility

which will have a serviceable life of twenty years should not be

paid· totally by the current taxpayers because much of the benefits
I

will accrue to future generations of taxpayers who have made no

financial contribution. Therefore, to avoid such inequity, the

expenditure is capitalized with the costs spread over the term

of the debt instrument, taking on the form of economic rent. The

cost of this equity is the resulting interest charges generated by

the borrowing decision.

Additional arguments advanced in favour of the separate treat-

ment of capital expenditures include; 1) capital expenditures rep-

resent additional investment in the basic facilities owned by the

municipality; 2) capital budgeting requires the generation of differ-

I
ent types of infOrtliation; 3) capital outlays are conceived and

appropriations made on a project rather than a program basis; and 4)
I

capital outlays are future oriented, important to the economic and

social well-being of the municipality.l

1
Alan Walter Steiss, Local Government Finance, Lexington

Books, 1976, p. - 20.
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These same points have been used to suggest that, while the

operating program comes properly under the purview of the budget

office, the planning of capital improvement programs should be

directed by a planning agency. In fact, during one phase of the

development of municipalities, there was a tendency to consider

the capital improvement program as the exclusive domain of the

1
planning department. In spite of the bankrupt nature of this

I
concept many urban municipalities still delegate this respon-

I
sibility to the planning department. This formal separation of

budget responsibilities can only further erode the principles

of budget comprehensiveness and consistency.

1
Morris C. Matson, "Capital Budgeting - Fiscal and Physical

Planning", Governmental Finance, Aug •., p. - 42.
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2.7 Summar;z

Canadian urban municipalities are entering an important period

in history. Shifting population patterns combined with both structural

. and compositional changes will forge new dimensions on urban Canada.

The unprecedented spending of the 1960's and inflationary pressures of

the 1970's have created tremendous fiscal demands, demands which the

municipal financial structure was unprepared to handle. In many res-

pects, the future has been mortgaged. The final years of this Century
I

will inherit the results of poor physical and financial planning. In

particular, debt servicing and other recurring costs craated by capital

expansion, will be passed to future generations. A desire to respond

to the demands for new and higher levels of municipal services, while
. I

. ignoring in a myopic manner, the capital replacement requi·rements of

existing services, will become the legacy of the past two decades.

This lack of financial planning is a result principally of a his-

tory of inadequate budgeting. Capital budgeting combined with the

inherent problems of the capital investment decision will continue to

plague municipalities at an increasing rate. If municipalities are

to meet the financial challenges of the future, capital budgeting and

related analyses must assume a greater exposure. Only through improving
I

the sophistication of the various financial tools and techniques can

financial planning assume the role it now lacks.
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III METHODOLOGY

3.1 Introduction

The purpose of this study is to determine if Canadian urban muni-

cipalities analyze recurrent costs. The method selected to answer

this question is a mail survey. A mail survey is deemed to be the

most appropriate vehicle for this type of data collection for a num-

I
beT of reasons. Cost factors, the distance between municipalities,

size,different structure and method of operation, and language prob-

lems are the principal justifications which preclude using other

methods. Personal interviews, telephone questionnaires land other more

I

intimate survey methods are often viewed as more accurate, but the

information sought in this survey does not lend itself to such methods.

Many of the questions require research for answers which are not rea-

dily available.

Although many problems exist with this type of survey instrument,

every effort was made to minimize ambiguity and misinterpretation.

Therefore, the questionnaire as an instrument, is not subject to any
I

special limitations which are not contained in similar surveys. Limit-

at ions may be placed on the results from various questions but these
!

will be stated when determined.
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3.2 Samole Selection

Urban centers are most commonly thought of as cities, but because

of legislative differences between provinces, urban centers lack �

uniform definition. Population size, density, form of government and

location are Some of the factors which enter into the definitional

I
difference. An attempt to select only urban centers described as

cities might prove misleading. Throughout this study the term urban

municipality will be used. Irrespective of various municipal labels,

the ramifications of this study encompass all urban centers. For the

purpose of sample selection the term municipality includes the follow-

I
ing urban center types: town, city, borough, metropolitan area, dis-

,
,

trict, region and county.

The municipalities were selected from the 1978 Corpus Almanac of

Canada - Handbook of Canadian Business and Government Affairs, 'which

.

is the most comprehensive source of information available in this area.

I
This sample selection was crosschecked with the 1979 Municipal Year

� published by the International City Management Association.

Many of the selected municipalities were contacted by telephone
I

to crosscheck mailing information. This additional check was intended

to encourage a good percentage response and avoid unnecessary misdirected

mail.

Urban municipalities with populations greater than 75,000 were

selected from the ten Canadian Provinces. Although the ,1971 census

I
defined urban populations as those persons living in incorporated

cities, towns and villages 'tvith populations of 1,000 or more, as well
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as unincorporated places of 1,000 or more with a density of at least

1,000 per square mile 1, this study is concerned with municipalities

of a metropolitan character. These municipalities are �lso more likely

to be engaged in financial planning activities and since the trend is

towards larger and fewer urban centers this selection criteria seems

I
justified. A secondary, but nevertheless an important consideration

I
in limiting the sample to populations greater than 75,000, is that a

manageable sample size is achieved.

The 62 urban municipalities which were selected are as follows:

City of Calgary
City of Edmonton
City of Vancouver
District of Burnaby
District of Richmond
District of Surrey
City of Winnipeg
City of Saint John

City of St. John's

City of Halifax

Metropolitan Toronto

Region of Durham
.

Region of Haldimand-Norfolk
Region of Halton
Region of Hamilton-Wentworth
Region of Niagara
Region of Ottawa-Carleton

Region of Peel
Region of Sudbury
Region of Waterloo

Region of York

County of Brant

County of Essex

County of Frontenac

County of Grey.
County of Hast�ngs
County of Kent!
County of Lambton
United Counties of Leeds

and Grenville
County of Middlesex
County of Oxford

County of Peterborough
County of Renfrew
County of Simcoe
United Counties of Stormont,

Duncas and Glengarry
Corporation of the County

of Wel1;1.ngton
City of Brampton
City of Burlington
City of Hamilton
City of Kitchener

City of London

City of Mississauga
City of Oshawa,
City of Ottawa;

City of St. Catharines

(cont'd)

1
Katherine O. Graham and Anne B. McAllister, "Urb�m Canada in the

Future:, 1979 Municipal Year Book, International City Managers Associa
tion, 1979, p. - 20 •.
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City of Sault Ste. Marie
Ci ty 0 f Sudbury

.

Ci ty of Thunder Bay
City of Toronto
City of Windsor

Borough of East York

Borough of Etobicoke
Borough of North York

.

Borough of Scarborough

Borough of Yor�
City of LaSalle
City of Lava1.1
City of Longueui1
Town of Quebec I

City of Sainte,Foy
City of Sherbrooke

City of Saskatoon



- 42 -

3.3 Survey Instrument I
I

I
The survey package contained the following items; a 10 x 13 inch

mailing envelope, a 9 x 12 inch printed and postage paid return envelope,

a covering letter, questionnaire directions and a three page question-

naire. The covering letter was on the letterhead of the City Manager's

Office, City of Regina. Each letter was addressed personally to the

respective chief administrative officer
I

I

or city manager� as the case

I
the City Manager of Regina.may have been, and personally signed by

This effort was principally respons::tole for the relatively high

response rate. The covering letter explained the purpose of the survey

and invited the participation of the respective municipalities.

The directions for completing the questionnaire were attached to

the·questionnaire in such a way as to be easily removed when no longer
I

needed. Coloured paper and a script type were used to clearly dis tin
I

guish between the directions and questionnaire material� The directions

were general in nature providing special instructions on completion,

the time frame and method of returning the questionnaire, and'a toll

free phone nl,lIllber to call should the respondent have any problems •.

The questionnaire itself is three pages in length with printing
I

on both sides. The questionnaire, which is printed on a high quality

coloured paper, is printed on both sides to give the appearance of

shortness making it less formidable. The last question provides an

opportunity for the respondent to make comments, provide additional

information or exPress specific concerns. The questionnaire ends with

a note of thanks, closing instructions and an offer to provide a summary

of survey results upon request.
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Pretesting of the questionnaire was conducted after many revi-

sions had been made to the initial version of the questionnaire.

More structured questions, rewording and reorganization
I
of questions

was the result of several revisions. Finally, the questionnaire was

tested on a group of informed civic officials. Their comments were

I

recorded and adjustments made until the questionnaire was in final
I

form.

A follow-up letter was sent approximately eight weeks after the

date of the first mailing. This letter expressed concern that the
1

original questionnaire might have been inadvertently mislaid or have

not reached the potential respondent. This letter, which also restates

I
the importance of the study was signed personally by the City Manager.

The second survey package contained the same material as in the first

mailing. The cutoff date was six weeks after the mailing of the se-

cond or follow-up letter.

Appendix A, contains a copy of the survey package. I Sample 1,

is the covering letter, sample 2, is the questionnaire 'instructions,

sample 3, is the six page questionnaire and sample 4, is the follow-up

letter directed at those municipalities which did not respond to the

first mailing.
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3.4 Survey Questions

The questionnaire is composed of 17 questions, 15,of which are

a structured response type. The first 5 questions are factual and

collect information such as name, age and type of munieipality. The

remaining questions solicit information directed at answering the re-

search questions.

Four main variables will be examined in the analysis of the indi-

vidual questions. Type of municipality, regional location, age and

population are the main variables. The variable information was co1-

1ected from the first page of the questionnaire. These four main

variables and others will be used during the analysis to determine

the difference between municipalities which analyze recurrent costs

I
. I

Regional location was determined by the name of the municipality

and those which do not.

responding. Five regions were selected represented by the At1antic�

Quebec, Ontario, Prairies and British Columbia. Year of municipal

incorporation was used as a proxy for ,the age of municipalities. It

was felt that the incorporation date would be more readily accessible

I
and accurate than having respondents venture estimates of age. The

1978 population was reported,. if the population figure was not that

I'of 1978 space was provided for the population date.

Question 11, is directed at answering the main research question.
I

A definition of recurrent costs is provided and then the question pre-

sented. The respondents are required to answer yes or no. No direct

provision for any other type of response was allowed. If yes or no
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was not appropriate provision was made under direction number 2 which

reads, "If the answer to any question might be incorrectly interpreted

or does not fully describe the situation of your municipality, please

provide an explanation in the space below each question. If additional

space is required please attach a separate sheet of paper." The results

I
of this question and the result.s when considered in light of the var-

ious variables previously identified, will provide insight into the

use of recurrent cost analysis. I
The second part of Question 11, will answer the first sub-question

of the main research question. The results of this question will iden-
I

tify those reported costs considered in the recurrent cost analysis of

those municipalities who answered yes to Question 11. Debt charges,

maintenance costs, operating costs, contributions from current revenue

to capital projects, opportunity costs, increase in revenues, and other

costs, are the recurrent cost choices.

Question 14, is designed to answer the second sub�question, which

is to determine the perceived recurrent cost impact of capital projects.
I

The respondents were asked to estimate the increase in current expen-

ditures which result from a capital expenditure. For example, every

$ 1.00 of capital expenditure creates an annual 10¢ increase. in cur-

·rent or operating expenditures. ·Therefore, a $ 20 million capital

budget will result in a current budget increase of $ 2 million annually.

Question 15, is directed at answering the third sub-question which
�

is to determine the extent to which recurrent costs are presented to

decision-making groups. The contention is that recurrent cost analysis
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is of little use unless it is considered by decision-making groups

during budget deliberations. Although there is no assurance that the

I
mere presentation of recurrent cost information will be!used� it is

assumed that this information would condition the budget decision.

The second part of Question 15, was directed at identifying the

type of decision-groups this information is presented to. Senior

governments, citizens, burgesses, council, committees of council,
I

city administration, and other, represent the decision-making groups

available for selection. This· information is .important' because if

recurrent cost information is not presented to burgesses during voting

on money bylaws, the taxpayer may be making a decision he might not

otherwise have made.

Questions 11, 14 and 15 focus directly on the research question
I

and sub-questions. The remaining questions in the questionnaire will
I

aid in determining the differences between those who consider recur-

rent costs and those who do not. The questions will also add explana-

tory power and additional insight into answering the main research

question and sub-questions.

Question 8, is designed to determine the number of municipalities
I

who produce capital budgets or programs and the length of the budget.

Since capital budgeting is not an old practice for Canadian municipali-
,

ties, it is unlikely that a recurrent cost analysis is conducted if

I
a capital budget is not produced. One would also expect that those

i
municipalities producing only a one year capital budget : would not also

1

conduct a recurrent cost analysis. Any municipality sophisticated
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enough to conduct a recurrent cost analysis would also produce a

capital budget or program for more than a single year.

Question lO� is intended to determine whether or not the respon-

dents forecast operating expenditures and revenues, and the length of

such forecasts. A large component of any expenditure-revenue forecast

is determining the recurrent cost resulting from the capital program.

Therefore, it is tmlikely that a municipality could conduct expendi-

ture-revenue projections without also conducting a recurrent cost

analysis. The length of the respective forecast will also provide a

method to guage, the sophistication of the financial planning of a given

municipality.

Question 12 and 13 serve principally as checks to Question 11,

which is the question relating to the analysis of recurrent costs.

Question 12, is intended to determine whether or not municipalities

forecast the debt charges relating to their present outstanding debt.

Since debt charges are known with some certainty, it would seem rea

f

sonable that if this committed expenditure is not determined that the
I

existence of a recurrent cost analysis seems unlikely. I

Question 13 expands upon Question 12 and serves as a very close
I

check on recurrent cost Question 11. The question is designed to de-

termine whether or not the anticipated future debt impact of adopting

a capital program is considered. No, yes, sometimes and other, re
i

sponses are provided. Since debt charges are a major component of re-

current costs, a negative response to this question would negate or

at least cast doubt upon a positive response to Question 11.
I
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Finally, Question 17, which is an open-ended question, allows

for response or comment on any part of the questionnaire.
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3.5 Survey Response

The survey package was mailed on Ha'rch 5, 1979 with a request
!

that it be returned in two weeks. Approximately one-third of the

sample responded within two weeks and one-half within four weeks.

Additional time was allowed for municipalities to respond because

most respondents were engaged in their budget preparations. The

follow-up letter and a copy of the original questionnaire was sent

the beginning of June with a cut-off date three weeks after. In ret-

rospect, late fall is a more appropriate t�e to survey I
Canadian urban

municipalities.
I

Of the 62 urban municipalities surveyed, 49 responded. Two of

the municipalities surveyed were determined inappropriate and 3 muni

I
cipalities returned the survey after the cut-off. Taking this into

account results in a total response of approximately 87 percent. The

City of Saskatoon, in conjunction with the College of Commerce, Univer-

sity of Saskatchewan, conducted a survey similar in format but on a dif
I

ferent topic to essentially the same municipalities and received a 47

percent response rate. That response rate was considered high by the

1
authors of the study.

1
.

i

John Turtle, A Study of Vehicle Fleet Management in Canadian

Hunicipalities, University of Saskatchewan, (unpublished 1978)
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IV REPORT OF THE FINDINGS

4.1 Introduction

This chapter and the one which follows will present the findings
I

of the survey. Chapter IV, will report the findings and Chapter V

I
will discuss the findings. Using questionnaire data, a number of

conclusions will be drawn which will answer the research questions

contained in Chapter I. Both Chapter IV and V are organized in the

same format as the research questions. I .:

Presented in this chapter are a number of frequency tables with

four columns of information. Absolute frequency, the first colunm,

is the number of responses in each of the various categories. The

I
total of 49 is the number of municipalities which responded to the

survey. The next column, relative f-requency, is the absolute fre-

quency as a percentage of total respondents. Adjusted frequency is

,

the next column which is the relative frequency adjusted for missing

Cases or responses. The last is the cumulative frequency which is

the successive addition of the adjusted frequency figures.
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4.2 Demographic Questions

The following four tables present information on the type,
I

regional location, age and population size of the responding munici-

palities.

Seven types of urban municipalities were surveyed with cities

representing over 50 percent of the respondents. The next largest

group of respondents were regions and counties and the balance was

composed of a town, a metropolitan area, two boroughs and two districts.

The respondents to the survey were principally from Ontario.

Approximately 10 percent were represented by Quebec with a similar

percentage from the three Prairie Provinces. The balance were from

British Columbia and one Atlantic province.

The relative age of the responding municipalities was measured

I
by incorporation dates. Seventeen percent of the respondents are at

least 130 years old, 38 percent at least 80 years old and 30 percent

are in the 1950 - 1980 range. The average age of the respondents was

105 years. It should be noted that 14 respondents in the 1950 - 1980

range represent mainly regions and boroughs in Ontario which have been

reorganized and subsequently incorporated since 1970. Netting this

irregularity out would result in an increase in th� average age of the

I

responding municipalities.

The average population size of municipalities which responded was

approximately 180,000. About 27 percent of the respondents were under

I
100,000 and 55 percent were under 200,000. Only 12 percent of the

respondents had populations of 500.000 and over.
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Table 4.1 Type of Responding Hunicipality

RELATIVE ADJUSTED' CUM

ABSOLVTE FREQ FREQ FREQ I
CATEGORY LABEL CODE FREQ (PCT) (PCT) (PCT)

Town L 1 2.0
I

2.0 2.0

City 2. 25 51.0 51.0 53.1

Borough 3. 2 4.1 4.1 57.1

Metropolitan Area 4. 1 2.0 2.0 59.2

District 5. 2 4.1
I
4.1 53.3

I

Region 6. 10 20.4 120.4 83.7
I

County 7. 8 16.3 16.3 ' 100.0

TOTAL 49 100.0 100.0

Table 4.2 Regional Location of Responding Municipalities

CATEGORY LABEL

RELATIVE
ABSOLUTE FREQ

CODE FREQ (PCT)

ADJUSTED
FREQ
(PCT)

CUM

FREQ
(PCT)

Atlantic Provo 1- 1 2.0 2.0 2.0

Quebec 2. 5 10.2 10.2 12.2

Ontario 3. 37 75.5 75.5 87.7
I

I

Prairie Provo 4. 4 8.2 8.2 95.9

British Columbia 5. 2 4.1 4.1 100.0

TOTAL 49 100.0 100.0
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Table 4.3 Grouped Incorporation Dates of Responding Municipalities

RELATIVE ADJUSTED CUU
ABSOLUTE FREQ FREQ FREQ

CATEGORY LABEL CODE FREQ (P�T) (PCT) (PCT)
(Year)

1800-1849 1. 8 16.3 17.0 17.0

1850-1899 2. 18 36.7 38.3 55.3

I
1900-1949 3. 7 14.3 14.9 70.2

I
1950-1979 4. 14 28.6 29.8 100.0

Hissing O. 2 4.1 Missing 100.0

TOTAL 49 100.0 100.0

Table 4.4 Grouped Population of Responding Municipalities

RELATIVE ADJUSTED CUM
ABSOLUTE FREQ FREQ FREQ

CATEGORY LABEL CODE FREQ (PCT) (PCT)

(in thousands) I
less than 100 1. 13 26.5 26.5 , 26.5

100-199 2. 14 28.6 28.6 55.1

200-299 3. 8 16.3 16.3 71.4

300-399 4. 4 8.2
I
8.2 79.5

-:. 400-499 5. 4 8.2
I
8.2 87.5

500-599 6. 4 8.2 8.2 95.9

600-699 7. 1 2.0 2.0 98.0

greater than 1000 11. 1 2.0 2.0 100.0

TOTAL 49 100.0 100.0
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4.3 Research Questions

This question, which is the main research question, was to deter-

mine the number of municipalities which analyze the recurrent costs

resulting from capital project expenditures. Of the 49 respondents

to the question, 83.3 percent of the municipalities reported analyzing

recurrent costs. Exacting 16.7 percent indicated that recurrent costs

I
are not analyzed and one municipality did not reply to the question.

The following sub-question, which is in response to the first re-

search sub-question, identifies the type of costs included or considered
I

in the recurrent cost analysis. Six major recurring costs were iden-
f

tified: debt charges, maintenance costs, operating costs, current

revenue contributions, opportunity costs, and negative costs or revenues

Provision was also made for respondents to identify other costs.

Table 4.5 Respondents Which Analyze Recurrent Costs I

CATEGORY LABEL
ABSOLUTE

CODE FREQ

RELATIVE

FREQ
(PCT)

ADJUSTED
'FREQ
(PCT)

Yes 1. 40 81. 6 83.3 83.3

No 2. 8 16.3 16.7 100.0
I

No Reply O. 1 2.0 Missing 100.0

TOTAL 49 100.0. 100.0

CUM

FREQ
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Table 4.6 Type of Costs Included in Recurrent Cost Analysis

a) Analyzes the Recurrent Cost of Debt Charges
RELATIVE ADJUSTED CUM

ABSOLUTE FREQ FREQ FREQ
CATEGORY LABEL CODE FREQ (PCT) (PCT). (PCT)

Yes 1. 40 81.6 100.0 100.0

No Reply O. 9 18.4 Missing 100.0

TOTAL 49 100.0 100.0

b) Analyzes the Recurrent Cost of Maintenance Costs

Yes 1. 25 51.0 62.5 ' 62.5

No 2. 15 30.6 137•5 100.0

No Reply O. 9 18.4 Missing • 100.0

I
TOTAL 49 100.0 100.0

c) ,Analyzes the Recurrent Cost of Operating Costs

I
Yes 1. 26 53.1 (5.0 65.0

100.0No 2. 14 28.6 35.0

No Reply O. 9 18.4 �lissing
, 100.0 I

TOTAL 49 100.0 100.0

d) Analyzes the Recurrent Cost of Current Revenue Contributions

I
Yes 1. 23 46.9 57.5 57.5

No 2. 17 34.7 42.5 100.0

No Reply O. 9 18.4 Missing 100.0

TOTAL 49 100.0 100.0
I
1
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e) Analyzes the Recurrent Cost of Opportunity Costs
RELATIVE ADJUSTED CUM··.

ABSOLUTE FREQ FREQ FREQ
CATEGORY LABEL CODE FREQ (PCT) (PCT) (PCT) ,

Yes 1. 2 4.1 I 5.0 5.0

No 2. 38 71.6 95.0 100.0

No Reply O. 9 18.4 Missing 100�0

TOTAL 49 100.0 100 .. 0

f) Analyzes the Recurrent Cost of Revenue Resulting from Capital Projects
I
I

Yes 1- 23 46.9 57.5 57.5

No 2. 17 34.7 .42.5 100.0

No Reply O. 9 18.4 Missing 100.0

TOTAL 49 100.0 100.0

g) Analyzes the Recurrent Cost of Other Costs I,
I
I

Yes 1. 1 2.0 2.5 2.5

NQ 2. 39 79.6 97.5 100.0
i

No Reply O. 9 18.4 Missing 100.0

TOTAL 49 100.0 100.0

I

I
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Table 4.6 (a) represents the number of municipalities which in-

clude debt charges in their recurrent cost analysis. The broad

definition of debt charges was used which includes; interest, princi-
,

I
pal repayments, sinking fund repayments, and repayments to internal

sources of funding.

Of the 40 respondents who analyze recurrent costs, all 40 repor•

. ted including debt charges in their recurrent cost analysis. The 9

"no reply" or "missing cases" represent those respondingmunicipali
I

ties which reported not analyzing recurrent costs.

!
Table 4.6 (b) represents the number of municipalities which in-

clude maintenance costs in their recurrent cost analysis. Maintenance

cost is separated from operating cost for the purpose of this question.
I

Maintenance costs refers to costs of keeping a capital facility in. nor-

mal working order and include such things as repairs, regular mainten
I

ance or servicing, janitorial services, etc.. I

Exactly 62.5 percent of the respondents who analyze! recurrent

costs indicated that maintenance costs are included in their analysis
I

with 37.5 percent reported not including maintenance costs.

Table 4.6 (c) represents the number of responding municipalities

which include operating costs in their recurrent cost analysis. Opera
I

ting costs were to include utilities, materials, supplies, direct

labour and any other cost required to operate a capital facility.
I

Exactly 65 percent of the respondents reported.including opera";'

ting costs in their recurrent cost analYSis with 35 percent reported

not including this cost.

I

I

f
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Table 4.6 (d) represents the number of responding municipali-

ties which include in their recurrent cost analysis, contributions

I
from current revenue to capital projects. This cost is not a true

I
recurring cost because it can only occur in the first year. Never-

theless, it is an important cost and one which should be considered

in any recurrent cost analysis.

E:x;actly 57.5 percent of the responding municipalities which ana-

lyze recurrent costs reported including contributions from current

revenue with 42.5 percent reported not including this cost.

Table 4.6 (e) represents the number of responding municipali-

ties which include opportunity costs in their recurrent cost analysis.

Opportunity cost is the cost of a project in terms of opportunities

I
that are forsaken or given up in order to carry out that I project.

Therefore, the opportunity cost of building a park is the foregone

property tax which would have been collected had the land been commer-

cially developed.

Exactly 5 percent of the responding municipalities reported in-

eluding opportunity costs in their recurrent cost analysis with 95

percent reported not including this cost.

Table 4.6 (f) represents the number of municipalities which con-

sider revenue reSUlting from capital projects. Just as some capital

projects have recurring costs some projects have recurring revenues.

Exactly 57.5 percent of the responding municipalities reported that

revenue is considered and 42.5 percent do not consider revenue re-

sulting from capital projects.
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Table 4.6 (g) represents the number of responding municipali
I

ties which included other costs in their recurrent cost analysis.

Only one municipality reported that other costs were considered.

� I

I
I .
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Table 4.7 Grouped Recurrent Cost Figures

RELATIVE ADJUSTED CtJM

ABSOLUTE FREQ FREQ FREQ
CATEGORY LABEL CODE FREQ (PCT) (PCT) (PCT)

0-5¢ 1- 4 8.2 ·16.0 16.0

5-l0¢ 2. 7 14.3 28.0 44.0

10-15¢ 3. 8 16.3 32.0 76.0

l5-20¢ 4. 5 10.2 20.0 96.0

25+¢ 6. 1 2.0 4.0 100.0

. Missing O. 24 49.0 Missing 100.0

TOTAL 49 100.0 100.0

This table presents the results of survey question 14, which was

designed to determine the dollar impact of recurrent costs resulting

from capital expenditures, thereby answering the second research sub-

question. Respondents were asked to estimate the amount current ex-

penditures increased for every one dollar of capital expenditures.

For example, a municipality reported that for every dollar capital

expenditure, current expenditures increased by 10 cents. Therefore,

if the municipality had a $ 20,000,000 capital budget, the current or

operating budget would increase by $ 2,000,000.

The results of this question were categorized into groups of 5

cent increments' from zero to 25 cents and over. One-half of the muni-

cipalities did not respond to this question, indicating that the re-

current cost figure varied significantly and they were not prepared

to venture an estimate.
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About 16 percent of the respondents reported recurrent costs

in the range of 0 - S¢, 28 percent in the 5 - 10¢ range, 32 percent

in the 10 - 15¢ range and 20 percent in the 15 - 20¢ range. Only

one respondent reported a recurrent cost in the 25¢ and over range.

The average recurrent cost figure reported was approximately 10¢.

',
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Table 4.8 Percentage of Decision-Making GrouEs Presented With
Recurrent Cost Information

RELATIVE ADJUSTED CUM
ABSOLUTE FREQ FREQ FREQ

CATEGORY LABEL CODE FREQ (PCT) (PCT) (PCT)

Yes 1. 36 73.5 76.6 76.6

No 2. 11 22.4 23.4 100.0

No Reply O. 2 4.1 Missing 100.0

TOTAL 49 . 100.0 100.0

This table presents the results of survey question 15, and is

directed at the third research sub-question. It is designed to deter-

mine the extent to which recurrent cost information is presented to

decision-making groups •. The first table shows the number of munici-

pa1ities which present recurrent cost information to decision-making

groups.

Exactly 76.6 percent of the respondents indicated that recurrent

costs are presented to decision-making groups and 23.4 percent re-

ported not presenting the information. Two respondents did not reply

to this question.
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Table 4.8 shows the type of decision-making groups which are

presented with recurrent cost information.

Table 4.8 (a) show$ that only 15.8 percent of the respondents

present recurrent cost information to senior governments. The maj

ority, 84.2 percent, do not present this information. No municipali

ties reported presenting recurrent cost information to citizens or

burgesses as shown in Tables 4.8 (b) and (c).

Table 4.8 (d) indicates that 78.9 percent of the respondents

present the recurrent cost information to council. Table 4.8 (e)

reports that 57.9 percent present the information to committees of

council. One-half of the respondents present the information to

city administration and 10.S percent to other decision-making groups

as shown in Tables 4.8 (f) and (g).
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Table 4.8 Decision-Making Groups Presented With Recurrent Cost
Information

a) Recurrent Costs Presented to Senior Governments
RELATIVE ADJUSTED CUM

ABSOLUTE FREQ FREQ FREQ
CATEGORY LABEL CODE FREQ (PCT) (PCT) (PCT)

Yes L 6 12.2 15.8 15.8

No 2. 32 65.3 84.2
.

100.0

No Reply O. 11 22.4 Missing 100.0

TOTAL 49 100.0 100.0

b) Recurrent Costs Presented to Citizens

No 2. 38 77.6 100.0 100.0

No Reply o. 11 22.4 Missing 100.0

TOTAL 49 100.0 100.0

(c) Recurrent Costs Presented to Burgesses

No 2. 38 77.6 100.0 100.0

No Reply o. 11 22.4 Missing 100.0

TOTAL 49 100.0 100.0

(d) Recurrent Costs Presented to Council

Yes 1. 30 61.2 78.9 78.9

No 2. 8 16.3 21.1 100.0

No Reply O. 11 22.4 Missing 100.0

TOTAL 49 100.0 100.0
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e) Recurrent Costs Presented to Committees ·of Council
RELATIVE ADJUSTED CUM

ABSOLUTE FREQ FREQ FREQ
CATEGORY LABEL CODE FREQ (PCT) (PCT) (PCT)

Yes 1- 22 44.9 57.9 57.9

No 2. 16 32.7 42.1 100.0

No Reply O. 11 22.4 Missing 100.0

TOTAL 49 100.0 100.0

f) Recurrent Costs Presented to City Administration

Yes 1. 19 38.8 50.0 50.0

No 2. 19 38.8 50.0 100.0

No Reply O. 11 22.4 Missing.: 100.0

TOTAL 49 100.0 100.0

g) Recurrent Costs Presented to Other Groups

Yes 1. 4 8.2 10.5 10.5

No 2. 34 69.4 89.5 100.0

No Reply O. 11 22.4 Missing 100.0

TOTAL 49 100.0 100·rO
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V DISCUSSION OF THE FINDINGS

5.1 Main Research Question

The principal purpose of this study was to determine the number

of municipalities which analyze the recurrent costs resulting from

capital projects. The survey results rep�rt that 83.3 percent, or

the majority, of the responding municipalities analyze recurrent

costs. Table 5.1, which shows the results of survey question 8,

indicates that approximately 94 percent of the responding municipali

ties produce capital programs, supporting the results of the recurrent

cost question. It would seem unlikely that a municipality which does

not have a capital budget would analyze the recurrent costs resulting

from capital expenditures. The results of both these questions sug

gest that urban m1.ttlicipalities-ana1yze the recurrent costs of capital

expenditures. When the component costs identified by the respondents

are considered th� statement becomes less conclusive.

Debt charges are included as a recurring cost by all municipali

ties conducting a recurrent cost analysis. Because debt charges are

such an important recurrent cost, three check questions on debt char-

ges were asked. Tables 5.2A and B, indicate 40 of the 49 respondents

forecast debt charges with 34.8 percent forecasting five years and

30.4 percent for twenty years or to maturity. The balance of the

responses varied between 3 years and maturity. Table 5.3, determined

the number of municipalities which analyze the debt impact of the

capital budget. Approximately 89 percent of the respondents responded

"yes", 8.5 percent responded "no", and 2.1 percent responded "sometimes".
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Table 5.1 Respondents Which Produce Capital Budgets

RELATIVE ADJUSTED CUM
ABSOLUTE FREQ FREQ FREQ

CATEGORY LABEL CODE FREQ (PCT) (PCT) (PCT)

Yes 1. 46 93.9 93.9 93.9

No 2. 3 6.1 6.1 100.0

TOTAL 49 100.0 100.0

Table 5.2 (a) Respondents Which Forecast Debt Charges

18.4

81.6

18.4

81.6

2.

40

9

81.6Yes 1.

No 100.0

TOTAL 49 100.0 100.0

Table 5.2 (b) Length of Debt Charge Forecast

3. 2 4.3 5.3' 5.3

5. 16 34.8 42.1 47.4
\

10. 4 8.7 10.5 57.9

15. 1 2.2 2.6 60.5·

19. 1 2.2 2.6 63.2

20. 14 30.4 36.8 100.0

O. 8 17.4 Missing 100.0

TOTAL 46 100.0 100.0
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Table 5.3 ResEondents Which Analyze the Debt Impact of the CaEital
Budget

RELATIVE ADJUSTED CUM

ABSOLUTE FREQ FREQ
.

FREQ
CATEGORY LABEL CODE FREQ (PCT) (PCT) (PCT)

Yes 1- 12 80.0 85.7 85.7

No 2. 1 6.7 7.1 92.9

Sometimes 3. 1 6.7 7.1 100.0

Missing. O. 1 6.7 Missing 100.0

TOTAL 15 100.0 100.0
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The results of these questions strongly indicate that the res

pondents analyze the recurrent cost of debt charges. The remaining

component costs are not considered as frequently in the recurrent

cost. analysis as debt charges are by municipalities. Approximately

37 percent of the respondents do not include maintenance costs and

35 percent do not include operating costs in their recurrent cost

analysis. The exclusion of maintenance and operating from a recurrent

cost analysis negates much of such an analysis. Excluding maintenance

and operating costs can be a greater mistake than excluding debt char

ges from a recurrent cost analysis. Not all capital expenditures

involve debenture borrowing but all capital expenditures create some

recurring maintenance and ope.rating commitments.

Approximately 42 percent of the respondents do not consider cur

rent revenue contributions which occur in the year of the capital

expenditure. While not technically a recurring cost, it is an impor

tant cost which should be included in such an analysis. Most muni

cipal jurisdictions are required by law to make a current revenue

contribution when debenturing for capital projects.

Only two responding 'municipalities include opportunity costs in

their recurrent analysis. This result is not SUrprising when consid

ering the Federal Government has only begun examining opportunity

costs in a formal budget process. Nevertheless, the fact that oppor

tunity costs are not considered, �ould suggest a high level of soph

istication does not exist with the recurrent cost analysiS conducted

by the responding municipalities.
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Exactly 42.5 percent of the respondents do not include the gen

eration of recurring revenue resulting from the construction of a

capital facility. Finally, only 2.5 percent of the respondents con

sider other recurrent costs in their analysis.

In Summary, the answer to the main research question indicates

that the majority of urban municipalities in Canada analyze recurrent

costs. The answer to the first research sub-question sheds light on

the main research question. While all municipalities which analyze

recurrent costs include debt charges, only a little more than one-half

include maintenance costs, operating costs, current revenue contri

butions and increases in revenues or negative costs; and only a small

number include opportunity costs or other costs in their recurrent

cost analysis. Although many municipalities exclude important recur

rent costs in their analysis, approximately one-half of the munici

palities which analyze recurrent costs, include in their analysis the

major recurring costs. These results indicate that only a minority

of the respondents effectively determine the recurring costs of capi

tal expenditures.
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5.2 Second Research Sub-Question

The answer to the second research sub-question, which was to

I
determine :the financial impact of recurrent costs, is found in the

results o� survey question 14. An average recurrent cost of ten

cents per IcaPital dollar expended was reported by the responding

municipalities. Although a recurrent cost figure of ten cents might
I

seem reasonable, confidence in this figure is reduced because 24 of

the 49 respondents did not reply. Approximately one-third of the

missing rJspondents indicated in the comment section of the survey
I

that the recurrent cost figure varied substantially. The other mis-

sing respondents left the question blank.

Two conclusions might be drawn from this: 1) the question was

I
not understood by two-thirds of the missing respondents; or 2) the

I
respondents could not venture an estimate because they had not ana-

lyzed recurrent costs.

More confidence can be placed on the recurrent costs identified

by the respondents when compared to three recurrent cost studies iden-

tified in the first chapter of this study.

Peter Heller identified recurrent cost coefficients for capital

expenditures in developing Third World countries.l For example, if

a school costs $ 1,000,000 to construct and equip, and it costs on

average $ 170,000 in each subsequent year to pay the teaching staff,

to operate and maintain the building, then the recurrent cost coef-

ficient would be 0.17. Table 1 in Appendix B, presents a number 0 f

1
Peter Heller, "Public Investment in LCD's With Recurrent Cost

Constraint:
.

The Kenyan Case", Quarterly Journal of Economics, 1978,
pp. - 252-277.
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re�urrent cost coefficients for investment expenditures across dev-

elopment sectors.

Another study conducted by Peter Hansen of the World Bank iden-

tified recurrent costs of development expenditures for the Country of

1
Malawi. His approach shows not only the recurrent cost coefficient

in the year of the capital investment but also introduces a time com-

ponent. The recurrent cost coefficient is adjusted each year to re-

flect wage creep in the labour component and inflationary forces in

the operating cost component. Table 2 in Appendix B, presents selec-:-

ted recurrent cost coefficients and Table 3, provides a more detailed

break-down of the wage and operating components.

Anderson and Pinfold in their study of recurrent expenditures

and review of the literature,. found estimates for recurrent cost coef-

ficients varying from 0.075 to 0.33. The best guess range was from

0.075 to 0.20 with their best guesstimate concurring with Heller's

estimat'e of 0.15 as the average recurrent cost coefficient.

If one accepts the premise that no material differences exist

between Third World capital investments .and Canadian municipal capi-

tal investments, or at least between the recurrent cost requirements,

then. the reported recurrent cost figure of responding municipalities

of 0.10 is low compared to the 0.15 average just presented. The fact

that Canadian municipalities currently borrow at rates above 12 per-

cent, suggests that the recurrent cost figure of 0.10 might be under-·

estimated. This, combined with the fact that many municipalities do

1978.

1
Peter Hansen, Malawi Recurrent Expenditure Study, World Bank,
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not analyze all relevant recurrent costs, supports the conclusion.

that the reported recurrent cost figure is under-estimated and should

most likely approach the 0.15 level. There is of course no evidence

to suggest that the recurrent cost coefficient of Canadian municipali

ties is greater than 0.15.

This conclusion is of course under the assumption that no mater

ial differences exist between municipalities and developing countries.

Differences might exist in the composition or mix of the capital in

vestment package and the nature of the capital investment. Govern

ments with a national perspective provide more comprehensive serVices

than governments responding to local demands. Extensive health and

welfare, multi-level educational facilities, transportation and agri

cultural development projects represent common capital expenditures

for national governments.

Capital expenditures in developing countries are also, for the

most part, new expenditures which generate new recurrent costs. Capi

tal expenditures for urban municipalities can represent some renewal

and upgrading of existing capital facilities. Such renewal would not

incur new recurring costs and in some cases reduce the current level

of recurring expenditures. However, the impact of this argument is

reduced when recognizing the trend of urban municipalities in becoming

more functionally comprehensive. Demands for new levels of service

will result in more "softH services which traditionally have a higher

labour and therefore recurrent cost component.

Although there is no strong evidence not to accept the average
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0.10 recurrent cost figure� caution must be exercised. The wide

range of reported recurrent cost coefficients is too large to render

any average coefficient useful except for considerations at a macro

level.
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5.3 Third Research Sub-Question

The answer to the third research sub-question is found in the

results of survey question 15. It is designed to determine the ex

tent to which recurrent cost information is presented to decision-i",

making groups. The purpose of analyzing recurrent costs resulting

from capital expenditures is diminished if the information is not

used or at least presented to decision-making groups •

.

Of the 40 respondents which reported analyzing recurrent costs,

36 present the information to decision-making groups. The conclusion

to this question seems obvious until the decision-making groups are

identified. The most surprising result is that none of the respondents

present recurrent cost information to citizen or burgess groups., These

groups are particularly important because they make decisions on money

bylaws which authorize major capital works construction.

Senior Governments and Other, are decision-making groups which

are seldom presented with recurrent cost information. Although senior

governments are not the most important group, they should find the

information useful. It is important for senior governments to appre

ciate the recurrent impact of capital expenditures. Approval for many

capital construction projects and operating grants are made at that

level.
.

City council is the decision-making group most often presented

with recurrent cost information. Committees of council and city admin

istration receive this information from 57.9 and 50 percent of the

responding municipalities, respectively. Although 78.� of the respon

dents report recurrent cost information to counCils, a substantially
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lesser number of respondents present this information to committees

of councilor administration. These decision-making groups are often

in a better position to take advantage of such information.

in summary, the majority of responding municipalities present

recurrent cost information to council, but a number of important

decision-making groups are excluded. In particular, citizens and

burgesses are ignored by all responding municipalities. Although

there is no evidence to suggest the mere presentation of recurrent

cost information will improve capital investment decisions, one would

expect some benefits.
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5.4 Fourth Research Sub-Question

The final research sub-question was intended to determine dif-

ferences between those urban municipalities which consider recur-

rent costs resulting from capital expenditures and those which do

not. This question cannot be answered in total because only 8 of the

49 respondents indicated that recurrent costs are not analyzed. At

.

the outset of this study it was hoped two distinct groups would

emerge so as to allow a meaningful comparison. Since this did not

occur, the question and answer will be redirected slightly_ The 8

respondents which do not analyze recurrent costs will be examined and

the 40 respondents which analyze recurrent costs will be examined to

determine the differences between municipalities based upon the type

of recurrent costs considered.

The eight municipalities which do not analyze recurrent costs

were, for the most part, counties. Two of the respondents were small

cities and one was a medium sized region. With the exception of the ,-

region, the average value of capital budgets of these muniCipalities

was $ 2.5 million as compared to the average of between $ 15 and $ 20

million for all respondents. In fact, one-half of the 8 respondents

do not produce a formal capital budget. These muniCipalities also

have an average population of 80,000 excluding the region. The av�

erage population of all respondents is 180,000.

In summary, the difference between those municipalities which

analyze recurrent costs and the 8 'tYhich do not seem to relate to the

following: 1) the small size of the 8 municipalities 2) the small

value of the capital budget 3) the type of municipality; and 4) the
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fact that one-half of the municipalities do not have a capital budget.

In fact, there may be little advantage for many of the 8 municipali-,

ties in analyzing recurrent expenditures.

Most municipalities reported analyzins recurrent costs in some

form, but the costs included in the recurrent analysis differed sig

nificantly including the recurrent cost coefficients estimated by the

respondents. An attempt was made to identify differences which are

reflected in the reported recurrent cost coefficients.

The various values of the recurrent cost coefficients were co�

pared to the various recurrent costs used, population, age of the

municipality and the regional location. The results of the analysis

showed no distinguishable effects. The recurrent cost coefficients

of the respective municipalities are not distinguishable in terms of

the costs analyzed, the regional location of the municipalitY, age

or population.

These results indicate that the differences in the reported

recurrent cost coefficients cannot be explained by the number or type'

of recurrent costs included in the ,recurrent cost analysis. There

is reason to believe that the more costs included in a recurrent cost

analysis the higher the reported recurrent cost coefficient should be.

This reasoning was not borne out by the analysis.

There is also evidence which suggests differences in recurrent

costs attributed to regional location, population size and municipal

age. The analysis did not identify any differences. The conclusion

which might be drawn from this is that population size, regional
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location, municipal age and costs included in the recurrent analysis

do not affect the estimate of the recurrent cost coefficients. Un

fortunately, because of the unreliability of the reported recurrent

cost coefficients, such a conclusion cannot be made.
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VI CONCLUSION AND RECOMMENDATIONS FOR FUTURE RESEARCH

6.1 Conclusion

The main 'research of this paper was directed at determining the

number of Canadian urban municipalities which analyze recurrent costs

which result from capital expenditures. The literature on this topic

suggested that recurrent cost analysis is seldom used by urban munici

palities and that great benefits would accrue as a result of such

analysis. A review of some of the major demographic and financial

factors confronting municipalities suggests that financial planning

tools must be developed if urban Canada is to meet the challenges of

the future.

The results of the main research question and the first sub

question indicate that although the majority of municipalities repor

ted analyzing recurrent costs, very few consider all of the critical

costs. Several critical recurrent costs are ignored by more than

one-half of those municipalities which analyze recurrent costs. This

study would conclude that although the majority of municipalities

consider recurrent costs, the analysis as measured by the type of

costs included, is inadequate and requires substantial improvements.

The second research sub-question was intended to guage the dollar

impact of the recurrent costs of Canadian urban municipalities. While

this question had the potential of determining most important infor

mation, it was the question which was subject to the most uncertainty.

Although an average recurrent cost coefficient of 0.10 was received
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and corresponded with coefficients in other sectors, the wide range

of recurrent cost estimates renders the average coefficient almost

useless for any further detailed analysis. Any use of this estimate,

other than of a general nature, should be cautioned against.

The third research sub-question indicates that·the use of re

current cost information by decision-making groups is questionable.

Although this conclusion is dependent upon the decision-making pro

cess of· the respective municipalities, the results of the survey indi

cate that major decision-making groups are ignored. One would expect

that a more intense use of recurrent cost information would improve

the decision-making process. Recurrent costs provide the link between

the operating and capital budgets and show the decision-maker the

recurrent impact of capital expenditures and should therefore improve

the decision-making.

The last research sub-question was in·tended to identify differ

ences between those municipalities which analyze recurrent costs and

those which do not. The small number of municipalities which do not

analyze recurrent costs are mostly counties with small populations

and low capital expenditures often combined with no capital budget.

In an attempt to gain a greater understanding of recurrent costs,

an analysis was conducted to determine if differences exist between

municipalities based upon regional location, age, population or re

current costs analyzed as reflected in the recurrent cost coefficient

reported. It was determined that municipalities are not distinguish

able in terms of the reported recurrent cost coefficients. The results
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of this analysis must also be qualified. The unreliability of the

recurrent cost coefficients provided by the responding municipalities

add uncertainty to the results of the analysis.

As indicated in other sections of this paper, a number of limi

tations exist with the results. Although the majority of municipali

ties reported analyzing recurrent costs, the costs included suggest

the analysis needs much improvement. The reported recurrent cost

coefficient estimate remains very soft. As such, the use ·of this

estimate must be cautioned against. A number of the study limitations

could have been avoided had the ques tLonnad.re been restructured.· Muni

cipalities should have been asked to identify recurrent estimates for

different types of capital expenditures. This would have resulted in

information from which important study conclusions might have been

developed. It would also have increased the reliability of the reported

recurrent cost coefficients. Other questions of a more general financial

nature would have allowed for better inter-city comparisons and would

have resulted in a greater number of important conclusions.
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6.2 Recommendations for Future Research

This study has answered a number of very important questions.

Although recurrent costs are considered by the majority of munici

palities, substantial improvements must be made in order to fully

analyze the impact of recurrent costs. It is very important at this

stage in the development of urban Canada to expand the role of finan

cial planning in order to meet the fiscal realities of the future.

The analysis of recurrent costs represent only one, but yet a

critical financial planning tool. Much research remains to be done

to develop procedures and methods of recurrent cost analysis. This

pioneering work has been initiated in Third World developing countries,

and requires further refinement and modification for use in urban fi-

nance.

Future research could be directed at examining various strategies

related to recurrent costs. When faced with an over-expansion pro-,

gram, how can the composition of the capital expenditure program be

altered at the program selection level in order to reduce the recurrent

impact? The effects of program mix alterations on the overall goals

and objectives of the organization would require extensive research.

Another strategy is to increase the initial capital cost of a project

in order to realize lower recurrent expenditures. For example, con

crete could be substituted for asphalt in road construction. Another

strategy requiring research is determining the sensitivity of capital

projects to under-financing of recurrent expenditures. Postponing

park watering will have a more immediate impact than crack filling

streets.
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The financial planner of the future will be required to wrestle

�ith recurrent financing at both the micro (project) and aggregate

levels. The benefits of a given mix of capital projects can no lon

ger be assessed without an analysis of the future budgetary capacity

of a municipality to finance, through the operating budget, the re

current costs resulting from that mix of capital projects. The pro

vision of recurrent costs are critical to realizing many of the bene

fits used in the selection of the capital projects.

It is the financial planning at the aggregate level which may

prove most useful for municipalities in the future and as such're

quires considerable research. Determining the amount of overexpansion

implicit in a capital works program would greatly benefit a munici

pality. Identifying the proper size and mix of a capital program so

as to· ensure the resulting recurrent expenditures can be accomodated

under various revenue growth scenarios will become very important. This

information would enable municipalities facing overexpansion problems to

implement various strategies so as to avoid major underfinancing and

productivity loss of its capital investments.

Research should be directed at determining recurrent costs at

the project level. This study only addressed the recurrent costques

tion at the aggregate level. Recurrent cost information relating to

roads, schools, recreation facilities, water and sewage projects would

be very useful for a financial planner. This type of information is

available for Third World countries and should be avaiiab1e at the

local government level.
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These recommendations for future research only point out how

little is presently known regarding recurrent costs. Many advance

ments and refining must take place if municipalities are to develop

the financial planning tools necessary to meet the fiscal challenges

of the future. It is hoped this paper has initiated some interest,

enough to encourage others to continue research in this area.
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Y OF P.O. BOX '7110 • REGINA. SASK. • s�p .sca

March 5, 1979

Mr. E. M.
Chief Administrative Officer
County of .

169 William Street
.'

" "

, Ontario
KBA lN7

Dear Mr. . '"

I

The City of Regina is currently conducting a study to determine
the debt carrying capacity of the Cit.y; Recent economic factors, a

widening of the expenditure-revenue gap and increased pressures to expand'
services have underscored the necessity for the Ci ty of Regina to en-gage in
more sophisticated .f inanctal planning.

As part of our debt capacity study, we would like to determine
I some aspects of current practice in major urban municipalities in Canada.

We feel that this type of survey wiTl provide us with invaluable informa-
. tion.

.'

".
I am asking for the participation of your Ci ty in our study.

Attached to this letter is a questionnaire which we would like.completed by
your budget or financial officer; and if possible, returned within two
weeks. Pl ease rest assured tha t any information you provide us will be
kept in the strictest confidence. Sun111aries of our findings will be made

I available on request. I would like to thank you in advance for your
cooperati.on in contributing to the success of our study.

.

Yours sincerely,

y.//{j'__l--r-!Ii/I.;;:(.)j;Jltllo '

.

'.

A. Bruce Smi thO
.
Ci ty Manager

Attachment
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, March 5, 1979

CITY ,OF REGINA'

DEBT CAPACITY STUDY.QUESTIONNAIRE

DIRECTIONS

1. Ptea.6e aMwe-t a.U qUe,,�.ti.oM
.

.tn .the �pac.e plLov.ided.

"

...

2. 16 .the c:in-�LCJelt .to c1Ylfj que-�.tLon mi.ght be .inc.o�ted!fJ
..i..n.telLp,teted OIL doru no.t 6u.tty de.� ClUbe :the
�Uuc:t.ti.on 06 fjOUlt munJ..c...<..pa.LLty, p.e.etL� e pltov.tde a.lt

exp.ec:tntLtton .w .the .6pac.e. be.tow· eac.h- qUe.6.tLon., 16
a.dcl).,t,i.onat· .6pac.e � }te.qc.U-ted ptea4e a..tta.c.h a.

.6 epa/tMe ,�·hee.t 06 papelt •
. .

'

3. P!we eS1do�e any o:thvr. .tnaOILma..t<:on on YOUlt 6bUtnc..La.e
. p.e.a.mung (.e e. .6:tu.d1..e.6, ma.nu'a,f.6, ltepo!LU I etc..) .t.ha.t.
you 6eel tl)ocdd be. 06 u.6 e .to' oun: �.tu.dy �

4. Ptea.6e ,tetu..'tn :th,i.4 que.6.ti.onna.iJLe .in .the a.-tta.ched
envdope ,1JLth..<..n Z weehA 06 .the da.te ltecuved.

5. ! 6 you ha.ve a.ny pJtabte.m& .in c.amp!e.t&tg .thL6 quruUanna..ur.e. .

pteMe .tetephone cou.ec..t:'

Mlt.. Ga.-'tYle.t GaJtven

306-569-7624
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CITY OF REGINA
DEBT CAPACIT)!, STUDY - 91 -

QUESTIONNAIRE'
'.;.-.

1. Name ana job title of person completing this

questionnaire·�I · I

2. Name of municipality.

3. 'Type of munic1pality.

Town

City
. Borough

Metropolitan Area

District

Region
County'
Other 1 specify

o
o
o
o
o
o
o
o

4. Year of municipal incorporation. ·

...1
__.....

5. 1978 municipal population.

If the population shown above is not as of 1978, indicate
the year. I I

. 6. What percentage of your total 1978 operating expenditures
were debt charges? (debt charges. are to include long and
short-term interest, principal payments, sinking fun$i
payments, foreign exchange payments and internal loan
repayments.)

,

Debt charges were c::J% of our 1978 operating expenditures.



If yes, for what lenqth of time?

2 years

3 years
5 years

Other; specify

o
o
o
o

Sample 3 con't.
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7. What was the face value of your outstanding debt as

of December 31, 1978?

8. Does your municipality produce a capital program or budget?

Yes 0 No 0

. If yes, what length of time does the program or budget
cover?

1 year

5 ye'7rs
10 years

Other; please specify.

·0
o
o
o

9. What was the total value of your 1978 9apital budget?
The totai value is defined as the total construction value '

an.d is independent of the source of financing.

10. Does your municipality forecas't operating e·xpendi tures
and revenues for a period qreater than one year?

Yes 0 NO 0



o
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11. For the purposes of this questionnaire, we have defined
"recurrent costs" as those costs that occur annually as

a result of capital projects. Does your municipality
analyze "recurrent costs" that result from capital.
expenditures?

Yes 0 No 0
If yes, indicate which of the following you include.in
your recurrent cost analysis.

(a) debt charges
�nterest, principal, sinking fund
repayments, repayments to internal
sources of funding.)

(b) maintenance costs (the costs to

keep the capital facility in normal
working order, e.g., repairs,
janitorial services, etc.)

(c) operating costs (the costs to

operate the capital facility, e.g•.

utilities, materials, supplies,
salaries of persons employed at the
facility, etc.)

o

o

. (d) contributions from current revenue to

capital projects (this will only
occur in the first year)·

'.

Ce) opportunity costs. (i.e. lost interest
earnings or tax revenues)

(f) increase in revenues which result
from capital projects.

(g) other; please speeify

o

o

o

o
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12. Does your ·municipality produce forecasts of the debt
charges on your present outstanding debt?

Yes 0 No 0
If yes, for what length of time?

____I years
13. Does your municipality determine the anticipated future

debt impact (annual debt charges) of adopting its
capital program or budget?

No

Yes

Sometimes

Other; please specify

o
o
o
_0

14. For every dollar in yo� capital program or budget,
estimate in cents the amount of recurrent cost.

Every $1.00 of capital expenditure creates an annual

I l¢ increase in current expenditures.

IS. Al:'e the recurrent costs you identified in Question 11,
presented to any decision-making groups?

Yes 0 No 0
If yes, indicate which one(s)

Senior Governments

Citizens

Burgesses
Council

committees of Council

City Administration

Other; specify

o
o
o
o
o
·0
o
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ratios or rules of thumb

financial model

other 1 please specify

o
o
o
o
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16. What methods does your municipality use to determine
the amount of debt it can afford?

Please provide a description of the methods you use •.
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17. Is there anything else about your capital budgeting
process that you feel would be of use to us?

"_

,

Thank you for your time and effort. Please return this'
questionnaire in the attached envelope. The results
of this survey will be available upon request.



- 97 -

OF P.O. BOX 1790 • .. REGINA. SASK. • S4P 3c:a

May 28, 1979

Mr. H.
Chief Administrative Officer
City of .

City Hall
Church & James Streets

Ontario L2R 7C2

Dear Mr.

As you are aware, the City of Regina is conducting a study to

determine the debt carrying capacity of 'the City. As part of our study,
we are surveying several Canadian urban municipalities to determine
their current financial practices. To date we have received a very
good response from across Canada and are convinced that this survey.
will be of great benefi t.

.

Our records indicate that a questionnaire was sent to your
municipality on March 5, 1979, but to date we have received no reply.
I am concerned that perhaps the questionnaire did not· reach your
municipalitY and have. taken liberty of enclosing another copy of
the questionnaire.

In order that your municipality will be included in this survey,
I would ask you to complete and return the questionnaire as soon as

possible.

Yours truly,

i1If!- I,I/Jjk�1fJ
A. Bruce sridth .

City Manager

Enclosed
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TABLE 1

SELECTED RECURRENT COST COEFFICIENTS

SECTOR RECURRENT COST COEFFIClIntT

Agriculture
Fisheries
Forestry
General Agriculture
Livestock
Rural Development
Veterinary Services

0.08
0.04
0.10
0.08 --0.43
0.07

Buildings 0.01

Education

Agricultural Colleges
Polytechnic Schools
Primary Schools
Secondary S-chools
"Universities

0.17
0.17
0.06 7.0
0.08 - 0.72
0.02 - 0.22

Health

District Hospitals
General Hospitals
Medical Training School
Nurses College
Nutrition Rehabilitation Unit
Rural Realth Centers
Urban Health Centers

0.11 - O. 3() _.

0.183
0.14
0.20
0.34
0.27 - 0.71
0.17

Housing

Manufacturing, Commerce, and
Construction

0.03

0.01

Roads

Feeder Roads
Paved Roads

0.06 - 0.14
0.03 - 0.07

Social and Rural Development 0.04

Tourism 0.05

Source: Peter Heller, liThe Underfinancing of Recurrent Development
Costs", Finance and Development, March 1979, p. - 39.
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TULE 2-

RECURRENT COST COEFFICIENTS FOR MALAWI

Sector
Year of
Investment,

Year of
Investment
Plus 5

Year of
Investment
Plus 10

Agriculture 0.099

Major Projects 0.144

General Agriculture 0.100

Forestry 0.042

Fisheries 0.077

Veterinary Services 0.074

Surveys 0.110

Road Construction 0.026

Education 0.085

Health 0.247

Water 0.010

, Buildings 0.005

0.111 O�l25 '

0.027 0.028 .

0.094 0.105

0.264 0.284

O.Ou -,.0.013

0�008 0.025

Source: Peter Hansen, Malawi Recurrent Exeenditure Studz, World Bank,
Aug. 22, 1979.



TABLE 3

MALAWI

GROWTH OF· RECURRENT EXPENDITURE COEFFICIENTS

OVER TIME
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!ABL§ 3- (conttd).

Year of /a
Investment lv+l Iv+2 Iv+3 Iv+4 Iv+5 Iv+6 Iv+7 Iv+8 Iv+9 Iv+10

---�-_...._--------

HEALTH:
-

EmpiricalCoefficient .ua
WageComponent (28%) .069 .072 .075 .078 .082 .086 .089 .093 .097 .102 .106

OperatingCosts Component (72%) .178 ..:.ill .178·· .178· .178 ':'!z!.d?§_.':"!z! .178 � �
AdjustedCoefficient -:247 .250 .253 .256 .260 .264 .267 .271 .275 .280 .284

WATER: ,;

EmpiricalCoefficient .010.-,

WageComponent (58%) :006 .006 .007 .007 .007 .007 .008 .008 .008 .009 .009 H
0'

OperatingCosts Component (42%) .004 .004 .004 .004 .004 .004 .004 .004 .004 .004 .004 I-'

- .---.... - __...,_.- ---------- t

AdjustedCoefficient .010 .010 .011 .011 .011 .011 .012 .012 .012 .013 .013

BUILDINGS:
-

EmpiricalCoefficient /b .0050 .0050 .!.QQiQ. .0050 .0075 .0075 .0125 .0125 .0125 .0125 .0250

MEMOITEM:

W�geCreepIndex (4.4% p�a.) 1.00 1.044 1.090 1.138 1.188 1.240 1.295 1.352 1.411 1.473 1.538
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