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Foreword

This report is one of the last in a series of reports as a result of work that | had the
honour of leading after the 2015-2016 recession brought about a prolonged decline
in the demand for downtown office space, which negatively impacted property val-
uations and caused a significant redistribution of the tax base that these properties
had previously carried, over to other properties. After using short term solutions to
address the issue, The City created a Financial Task Force to engage a panel of citizen
members to find long term solutions that would improve The City’s financial sustain-
ability.

As the City’s Chief Financial Officer, | had the pleasure of chairing regular Financial
Task Force meetings over a nine-month period. The external panel of committed
and passionate citizen members with vast experience in policy formulation, business
strategy, property valuation, and finance, brought diverse perspectives and exper-
tise that contributed to thoughtful and robust discussions to develop recommenda-
tions. Through this highly collaborative process, Task Force members embraced the
opportunity to understand, challenge, interpret and augment information previous-
ly considered. After several iterations, the final recommendations were presented to
City Council and approved in June 2020.

While The City has since entered a period of economic recovery and expansion and
endured the effects of the COVID-19 pandemic, the pursuit of long-term solutions to
address and improve The City’s long term financial sustainability is still relevant to-
day. The City continues to experience social, economic, and environmental transfor-
mation along with demographic shifts which have caused evolving responsibilities
for the municipal government and increasing demand for City services. Economic
changes and volatility over the past few years have also intensified systemic issues
with the property tax system as the financial backbone for funding the delivery of
municipal services that meet the expectations of citizens in a maturing big city.

This body of work provides a compelling analysis of the municipal funding framework
and inherent shortcomings that have resulted in a persistent and growing fiscal gap.
Like many other large Canadian municipalities, The City of Calgary is facing signifi-
cant long-term financial challenges due to existing fiscal structures and emerging
trends which continue to place increased pressure on municipal finances. We need
to explore all the potential solutions to close the municipal fiscal gap and achieve
municipal financial sustainability. This report addresses four specific Financial Task
Force recommendations that Council asked Administration to explore further.

| am proud and grateful of the extensive research, thoughtful criteria, and compre-
hensive analysis that the Corporate Economics team, with the support of subject
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matter experts from business units across The City and external Financial Task Force
members, have encompassed and presented in this report. It provides a compelling
analysis of how changes in government responsibilities coupled with growth in the
digital economy have intensified pressures on the municipal government to deliver
services to meet the complex needs of a rapidly growing population with its heavy
reliance on the property tax to fund the delivery of services.

The information, analysis, and options included in this report are presented as po-
tential funding solutions that could help address The City’s financial challenges while
strengthening municipal financial sustainability by diversifying revenue sources to
reduce the reliance on property tax while providing a more equitable approach to
funding public services.

The tools and options contained herein are presented to Council for consideration
as we continue to transition from traditional economic activities to the new digital
economy while taking progressive steps to address intergenerational needs through
long term plans.

Carla Male
Chair of the Financial Task Force and Chief Financial Officer
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Introduction

Background

The City of Calgary, like other, especially large, municipal governments in Canada, is experiencing significant social,
economic, and environmental transformations and demographic shifts. These external changes have led to a challenge

2024-0371
chment 1

5

- spending responsibilities exceed funding opportunities. The City of Calgary seeks ways to improve service delivery
efficiency while securing sufficient funding to meet the growing obligations to Calgarians.

Calgary started to understand the gravity of the downturn that began in 2015. It led to a significant decline in the as-
sessed value of downtown office properties and associated property tax responsibility, which persisted through 2019. It

was most acute between 2015 and 2019. After using short-term solutions such as the Phased Tax Programs (PTPs) to offer

N

financial support to affected businesses, Council recognized the need to improve financial resilience. Council directed |
Administration to create a Financial Task Force (FTF) to identify and assess innovative solutions for short-term economic
mitigation, long-term economic recovery solutions, and revenue options.

The FTF was a panel of committed and passionate citizen members with vast experience in policy formulation, business
strategy, property valuation, and finance. After meeting regularly over nine months, from September 2019 through May
2020, the Task Force reported back to Council in Junc 2020 with 35 recommendations in 8 focus areas (C2020-0742).

Purpose

This report shares the outcome of Administration’s investigation into four recommendations to inform Council’s deci-

>

sion-making. The four themes for the recommendations and focus of this report are summarized below. The complete

content of these recommendations is available in Attachment 2.

Recommendation Theme

9 Working better with partners in achieving progress

13 Improving the understanding of municipal finance circumstances
21 Responding to Calgary’s cyclical economy using existing tools

22 Preparing for changes that would occur as the economy evolves

1 The Gity’s Better Value for City Assets (BVCA) program will continue the exploration of return on existing City assets.
4 The analysis excludes financing tools, such as, Public-private partnerships, in line with the revenue focus scape outlined by the FTF recommendations.

Focus of this report
(in relation to detailed recommendations)

Analyzing the impact of the digital economy on municipal
revenue-generating tools*

Assessing the impact of downloading from other orders of
government on the municipality.

Conducting a comprehensive review and gap analysis on the
use of traditional revenue sources to address the speculation
that The City is not using revenue authorities to full effect.

Assessing the extent to which The City of Calgary can
generate revenue from new sources as we transition to the
new economy.




Introduction

Plan

The underlying thread across all four recommendations in this report is a focus on
The City of Calgary’s funding framework as part of a more complex effort to enhance
financial capacity. A valuable overview of the six drivers needed to enhance finan-
cial capacity relative to the plan for this report is summarized below. The City has
the most success in two drivers — Public Financial Management Systems and Fiscal
Discipline Mechanisms — with multiple awards and a solid credit rating as proof.
There is more moderate success in three of them — Financial Instruments, Financial
Institutions, and Intergovernmental Fiscal Governance Relationships. The Funding
Framework is where the status leaves much to be desired, with robust evidence of a
persistent fiscal gap. This review focuses on the weakest link in enhancing The City’s
financial capacity. The review focuses on major (potent) funding sources rather than
those addressing shortfalis for self-supported business units (funded by revenue
generated from the sale of goods and services).

Public Financial Management

Systems The Funding Framework

Financial Instruments

Expenditure
Autonomy

Strategic
Planning

: Public-private
Budgeting Partg:l::tlips.

Financial Institutions

Donated
Resources

Administrative

Capacity

Intergovernmental Fiscal

Fiscal Discipline Mechanisms Relationships

Regional
u Relationships
Relationships (e.g. Calgary
(e.g. Green Metropolitan Region
Municipal Board)

Local Public Investment
Government Funds
Financing (e.g. Canada Fund for
Agency or Local Initiatives)
Function
(e.g. Alberta - _ -
Capital - Federal Governmaent
Financing Lending
Authority)

Municipal
Monitoring
Enforcement

Credit Rating

Fund through
Federation
of Canadian
Municipalities)

and Solvency

Provincial and
Federal Government
Relationships

(e.g. Infrastructure
Bank)

Source: Organization for Economic Cooperation and Development!
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Payoff

By enhancing the municipal funding framework, the goal is preparedness for transi-
tioning from traditional economic activities to the new (or digital) economy. This is
an exploration of municipal expenditure and revenue choices, some entirely within
Council’s authority, while the provincial and federal governments strongly influence
others. Guided by the Task Force recommendations and Council direction, this report
will tackle five questions using a thorough review of municipal finance insights and
rigorous empirical evidence and present findings in five chapters. This exploration
leverages past City insights.? Reforming the funding framework for the 21 century
will, in may cases, require legislative change where provincial or federal support is
needed and new (and brave) local approaches.

Policy and Analytical .
Chapter Questions Title of Report Chapter

Why are cities (like Calgary) ~ Causes and Severity of The Municipal Fiscal Gap
facing fiscal challenges? [Fiscal Imbalance because of a Persistent Municipal Fiscal Gap.]

Il ] The Role of Alternative Revenue Sources to Close the Ga
solutions are available? p

1l Wheramremnst;iestuming Brief Review of Emerging Developments in other Municipalities
for remedies? ging P p

v How do we know proposed Framework and Assessment of the Net Benefits of New Revenue
remedies will deliver value?  Tools
What does City Administra- - : ; .

v tion propose as next steps IF\r;;[:Tr‘:ex:reks for Achieving Progress in Securing a New Funding
from the analysis?
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1. Causes and Severity of The Municipal Fiscal Gap
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1.1 The gap is partly due to the evolving
responsibilities, spendings and revenue-
generating tools at the three levels of government

The gap is partly due to different and increasing government
responsibility

Federal and Provincial Government Responsibilities — Evolution Over Time

Canada has three orders of general government - the Federal, Provincial and Mu-
nicipal governments.* Sections 91 and 92 of the Canadian Constitution 1867, for-
merly the British North America Act 1867, established powers for the Federal and
Provincial governments (Exhibit 1.1).

According to the Act, the federal government has powers that are different from
the provincial governments, including national defences, foreign affairs, employ-
ment insurance, banking, federal taxes, the post office, fisheries, shipping, railways,
telephones and pipelines, Indigenous lands and rights, and criminal law. The prov-
inces have powers such as direct taxes, hospitals, prisons, education, marriage, and
property and civil rights. The two orders of government share the power over ag-
riculture and immigration.’

A hundred and fifty-six years later, government responsibilities in Canada have
evolved with the economy and society. Today, Canada’s federal and provincial gov-
ernments provide more services than those listed in the 1867 Constitution, adding
new obligations such as environment, natural resources, and health (Exhibit 1.2).6

The notable takeaways of the evolution from 1867 to present-day responsibilities
can be summarized as follows:

s Expanded Responsibilities: Many services and functions of governments
were added to the list over time. Examples include the environment, culture
and arts, housing and community, and parks and recreation.

m Overlapping Responsibilities: There is some overlap between the federal
and provincial lists. As such, sometimes both governments claim the authority
to deal with a matter (e.g., health care). Similarly, sometimes they both claim
the other government is responsible (e.g., Metis issues).

m Municipal Responsibilities: Municipalities are creatures of provinces. So,
provinces can establish and define municipal services if they are within the
provincial authority.

Municipal Fiscal Gap

Exhibit 1.1

Responsibilities defined in 1867 - Three Orders of Government

Responsibilities of the federal government of the Dominion of Canada

1. The public debt and
property

2. Regulation of Trade and
Commerce

3. Raising money by any
mode of tax

4. Borrowing money on the
public credit

Postal Service
Census and Statistics
Military

Fixing of salaries of
Federal employees

© ~N o W

9.

10.
n

12.
13.
14.
15.
16.
17.

18.

Beacons, Buoys, Lighthouses
and Sable Island

Navigation and Shipping

Quarantine and marine
hospitals

Sea Coast and Inland Fisheries
Ferries

Currency and Coinage
Banking and Banks

Weights and Measures

Bills of Exchange and
Promissory Notes

Interest

19.
20.
21.
22.
2.
24,
25,
26.
27.

28.

Legal Tender

Bankruptcy

Patents

Copyrights

Indians and Reserves
Naturalization and Aliens
Marriage and Divorce
Criminal Law

Penitentiaries (note these
are used when someone is
sentenced to more than 2 years)

Everything else not under
Provincial control

Responsibilities of the provincial governments of the Dominion of Canada (including New
Brunswick, Nova Scotia, Quebec, and Ontario in 1867)

1. Taxation inside the
province

2. Borrowing money on the
province's credit

3. Fixing salaries of
provincial employees

4. Management of public
lands including timber/
wood

5. Prisons in the province
(note: used when
someone is sentenced to
less than 2 years)

6.  Hospitals, asylums,
charities — other than
marine hospitals

7.

8.

Municipal Institutions in
the Province

Shop, Saloon, Tavern,
Auctioneer and other Licences
in order to the raising of
Revenue for Provindial, Local or
Municipal purposes.

Local works and undertakings
other than: ships, rail, canals,
telegraphs or anything
connecting provinces,

or anything the Federal
government declares to be
for the general advantage

of (anada or Two or more
provinces.

10.

15.

Incorporation of provincial
companies

Solemnization of marriage
Property and Civil rights in the
province

Administration of justice in the
province

Imposition of penalties for
enforcing laws made in relation
to provincial matters

Generally, all matters of
a merely local or private
nature in the Province.

Source: Canada Constitution Act, 1867, s. 91 and 92.

Content: Initial Federal and Provincial Responsibilities Defined in the 1867 Constitution



Exhibit 1.2: Responsibilities Defined in the 21st Century - Three Orders of Government

8 UE‘]‘ ] M "‘--‘j
% Finda job, training, hiring programs, work permits, Socia R

Insurance Number (SIN)

Immigration and citizenship e
2 V. i | § T )
Visit, work, study, immigrate, refugees, permanent "\/(’
residents, apply, check status TR
1L Travel and tourism co
I oL In Canada or abroad, advice, advisories, passports, visit
= : AT
v (anada, events, attractions lo_a3

Starting a business, permits, copyright, business support, '
selling to government i

;_‘;; . Benefits
Sy El, family and sickness leave, child benefit, pensions,
K 4 housing, student aid, disabilities, after a death i

Source: https://www.canada.ca/en.html, accessed January 12, 2023

Arts and culture
Funding for heritage and cultural industry projects, and informa-
tion about museums, historic sites, libraries and cultural events.

S
[

Business and economy
Energy, agriculture, forestry, culture and other key sectors, and
supports for business, trade and economic development

=

Driving and transportation
Driving and vehicles, roads, highways and bridges, and public

transportation.
=%  Education and training —
% '~ Kto 12 and post-secondary education, adult learning, career =%
T planning, and student financial assistance, records, diplomas and

transcripts.
Emergencies and public safety

Information to keep your family, your home and your community
safe. Emergency help call 911.

D

Source: https://www.alberta.ca/index.aspx. accessed January 12, 2023
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G

Health

Food, nutrition, diseases, vaccines, drugs, product safety
and recalls

Taxes

Income tax, payroll, GST/HST, contribution limits, tax
credits, charities

Environment and natural resources

Weather, dlimate, agriculture, wildlife, pollution, conser-
vation, fisheries

National security and defence
Military, transportation and cyber security, securing the
border, counter-terrorism

Culture, history and sport
Arts, media, heritage, official languages, national identity
and funding

Environment

Protecting Alberta’s environment and natural resources includes
preserving the quality of our water, air, natural lands and
wildlife.

Family and social supports
Financial assistance and services for seniors, children, people
with disabilities, and individuals and families in crisis.

Government
Alberta government organizations, legislation, priorities, taxes
and levies, and First Nations and Métis policy and services.

Health
Alberta health insurance and benefits, doctors, hospitals and
facilities, and other healthcare supports and information,

Housing and community
Alberta's municipalities, community supports, and information
for owning or renting a home in Alberta.

EC2024-0371
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Policing, justice and emergencies
Safety, justice system, prepare for emergencies, services for
victims of crime

Transport and infrastructure
Aviation, marine, road and rail, car seat and vehicle recalls

Canada and the world

Foreign policy, trade agreements, development work, global
Issues

Money and finances
Personal finance, credit reports, fraud protection, paying for
education

Science and innovation

Scientific research on health, environment and space, grants
and funding

Jobs and employment
Alberta jobs, employment standards, OHS,
and other services and supports for workers and employers.

Law and justice
Crime, law enforcement and the province's justice system, legal
representation and documents and your rights as an Albertan.

Life events

Birth and adoption, death, divorce and separation, marriage,
legal name changes, registry services, and ordering and updating
documents.

Moving to Alberta
Immigration information, jobs, health, education and more for
those planning to move or who are new to Alberta.

Parks and recreation
Parks, campgrounds, events, outdoor activities, and supports for
the recreation sector.

Municipal Fiscal Gap



Municipal Responsibilities — Evolution Over Time and Differences across Jurisdic-
tions

Canadian municipalities are in an unenviable position of having two masters: other
orders of government and citizens. Municipalities are considered creations of the
province — meaning that the provinces have the authority to require their munici-
palities to provide certain services and perform certain functions. Municipalities also
serve the local citizens who demand certain services; generally, the larger the popu-
lation, the more the types of services. Ordinarily, municipalities are assigned respon-
sibilities of a truly local nature by their provinces. They are required to support, coop-
erate, and participate in providing provincial services within municipal boundaries.

There are many cities in Canada, and each one offers a slightly different bundle of
services to citizens. For example, Vancouver and Winnipeg are two large Canadian
cities roughly half the size of Calgary.” While many service offerings are similar, there
are a few notable differences, some due to city size and others due to provincial leg-
islation.® Notable differences include:

m The City of Vancouver does not provide public transit and property assessment.
Instead, TransLink and the BC government provide these services. The City of
Calgary provides these services.

m The City of Vancouver provides a health clinic, which is not part of The City of
Calgary's services.

= The City of Winnipeg does not provide streetlighting services because Manitoba
Hydro delivers this service. The City of Calgary provides this service.

m Paramedic service is a municipal responsibility and part of The City of Winnipeg’s
Fire Department. However, in Calgary and Vancouver, Paramedic Service is pro-
vided by their provinces.

The City of Calgary surveyed selected cities in OECD countries such as the U.S., Sin-
gapore, Australia, New Zealand, the UK., and freland to gain a better understanding
of the evolution of municipal responsibilities over time.® The primary drivers of dif-
ferences across jurisdictions are:

s Expanded services due to citizen expectations in a major urben centre: As
municipalities grow, they tend to be called upon to do more and more for their
citizens. This should not be surprising as municipalities are the order of govern-
ment closest to local citizens. As a result, many municipalities have added the
following service offerings - schooling, health care, social assistance, public art,
backyard chicken licensing, disability access and air quality monitoring.

m Reduced services due to regionalization: As municipalities age, depending
upon their relationship with other orders of government, there tends to be a
regionalization of some services. Some services are taken over by provincial or
federal governments and provided regionally. However, funding may continue
to be collected locally. Typically, this would apply to police and paramedic ser-

Municipal Fiscal Gap

vices. Still, other services have been regionalized, such as planning, assessment,
public transportation, and fire/rescue services.

Municipal Responsibilities - The Alberta Legislative Framework and Implications
for Calgary

Municipalities in Alberta do what their Councils deem necessary to benefit local citi-
zens for the public good and within constitutional limits.'° The primary drivers of the
current regime of municipality responsibilities are:

m Permissive as opposed to prohibitive legislation: The overarching piece of
legislation is the Alberta Municipal Government Act (MGA). In Alberta, there are
few obligations and very few prohibitions on what services a municipality must
provide its citizens. There are obligations for how a municipality must operate,
such as a municipal council must make available its annual financial statement.
This arrangement follows the current, “permissive” style of municipal govern-
ment enabling legislation, as opposed to older acts that were written under the
"express powers doctrine’, where municipalities in Canada were limited to cer-
tain activities only.

= Natural person powers: Municipal operational decisions, as opposed to policy
decisions, are exposed to the same negligence law, duty of care and standard of
care that all other citizens and businesses face in Canada, with the exception of
any limitation of liability in accordance with the Law.

= Municipal legislative history: Like Calgary, many municipalities require that
Council decisions about a municipal service or program should be preceded
by a consideration of previous Council direction. Previous Council direction is
legislative history showing the previous authorization to engage in a municipal
activity and authorized changes over time. In addition, for Calgary, based on the
current social and economic situation, City Council could revise some authoriza-
tions at annual budget deliberation meetings.

Like other municipalities, Calgary continually adapts to the changing world and the
shifting demand from Calgarians and currently offers 61 services. Municipal oper-
ating expenditures across six services are the only ones fully funded by user fees
as self-supported services - taxi, limousine, and vehicles-for-hire; business licensing;
development approvals; stormwater management, wastewater collection and treat-
ment, and water treatment and supply. The others are partially or fully supported by
property taxes. (Exhibit 1.3).

The total cost of providing all 61 lines of services was $4.0 billion in 2021, including
operational expenses and amortized capital investment. That suggests that The City
represents a noticeable share (6.5 per cent) of total Canadian municipal government
spending (across more than 4,500 municipalities), further strengthening Calgary’s
municipal government’s vital role.

EC2024-0371
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1. Causes and Severity of The Municipal Fiscal Gap

Exhibit 1.3

Calgary’s Municipal Property Tax Spending Allocations

Bylaws and Public Safety

19.69%

Transportation

13.89%

Enabling Services
3]
6e

<2

e e
12.45% "

W

)
IT Solutions and Suppart
Facility Management
Human Resources Support
Financial Support

(ity Planning and Policy
Corporate Governance
Mayor and Council
Executive Leadership

Source: The City of Calgary Property Tax Breakdown

e

1.59%
1.88%
0.81%
0.73%
4.81%
0.37%
0.29%
0.42%

Police Services

Fire & Emergency
Response

Calgary 9-1-1

Bylaw Education and
Compliance

Fire Inspection &
Enforcement

Emergenc

& Business Continuity
Fire Safety Education

Public Transit
Streets
Sidewalks & Pathways

Specialized Transit

Taxi, Limousine &
Vehicles-for-Hire

Parking

Infrastructure and
Engineering

Corporate Security
Legal Services

Data Analytics and
Information Access
Organizational Health
Safety and Wellnass
Procurement and
Warehousing

Council and Committee

Support

City Auditor's Office
Municipal Elections
Insurance and Claims
Fleet Management

nagement

11.35%
6.19%
0.90%
031%

0.19%

0.41%
0.03%

1.20%
4.12%
1.48%
1.13%

0.00%
0.00%

0.19%
0.64%
0.29%

0.35%

0.39%

0.31%

0.10%

0.08%
0.08%
0.02%
0.00%

Contribution to Capital Investments

E_H:s( ag

8.13% W W W

Other (Pay-As-You-Go)
Lifecycle Maintenance
Green Line

Community Infrastructure
Debt Servicing

Parks, recreation and culture

S
5.12% %%

Parks & Open Spaces
Library Services

Recreation Opportunities
Arts & Culture

Social Programs and Services

55

1.81%

Building, Planning
and Business

\

1.44%

Content: The City of Calgary’s Service Lines and Property Tax Allocations (as of 2023)
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Social Programs
Affordable Housing
Neighborhood Support
Community Strategies

Economic Development &
Tourism

Appeals and Tribunals
Building Safety

Real Estate

Land Development & Sales
Business Licensing
Development Approvals

3.40%
2.60%
1.40%
1.02%
0.80%

1.92%
1.43%
0.92%
0.84%

0.32%
0.43%
0.17%
0.89%

1.24%

0.10%
0.09%
0.08%
0.01%
0.00%
0.00%

Environment Waste & Recydlin

Urhan Forestry
ﬂ (limate and Environmental
/“ ili

td

Management
City Cemeteries
Stormwater Management

Wastewater Collection &
Treatment

Water Treatment & Suppl

X

0.96%

Information and Communication

Citizen Information & Services

jfr.-; [O_EV_O] Strategic Marketing and

Communications

Citizen Engagement & Insights

Records Management, Access &
0.78% Privacy

1™y

Tax and Property Assessment
Property Assessment

@ Taxation
Animal Services
@ Pet Ownership & Licensin
9
0.12%
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0.19%
0.42%

0.82%

0.03%
0.00%

0.00%
0.00%

0.35%
0.22%
0.1%
0.11%

0.55%
0.17%

0.12%
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Municipal Responsibilities - Emerging Priorities for the 21 Century

The most notable emerging municipal priority for the 21 century is climate action.
The origin of present-day climate action is the historic 2015 Paris Agreement to lim-
it global warming to well below 2, preferably to 1.5 degrees Celsius, compared to
pre-industrial levels. Canada was one of the 195 countries that acceded to climate
action. Taking climate action requires collaboration and financial commitments. In
March 2022, the Government of Canada introduced Canada’s 2030 Emissions Reduc-
tion Plan, to achieve 40-45 per cent emission reductions below 2005 levels by 2030.
The plan included $9.1 billion in new federal investments targeting emission reduc-
tions in buildings, vehicles, industry, and agriculture. It also reflects carbon pricing
and clean fuels measures.

All Canadian cities are part of the climate action commitment the Canadian Govern-
ment made in 2015. Most major cities have declared a climate emergency, joining
the global force to fight climate change.

Exhibit 1.4
An Example of a New Municipal Government Priority

City of Calgary’s Climate Resilience Goals to Improve Energy Use and Reduce Greenhouse Gas Emissions

Mitigation Plan Themes

Zero carbon energy tran-
sition é

Support on-site and neighbor-
hood scale low carbon energy
projects

Consumption and waste

Waste reduction: reduce total

Waste diversion: increase

Clean the provincial energy
supply

waste generation in all sectors

waste diversions from landfills

® in November 2020, Vancouver City Council approved the Climate Emergency
Action Plan to put Vancouver on track to reduce its carbon footprint by 50 per
cent by 2030."

® In December 2021, Toronto City Council approved a Transform to Net Zero Strat-
egy - A Climate Action Pathway to 2030 and Beyond strategy, setting a net-zero
Greenhouse Gas (GHG) emission target for the City of Toronto as a corporation
by 2040.

m  In November 2022, the City Council of Edmonton approved its first Carbon Bud-
get and a 2023-26 Operating Budget, which collectively referenced net-zero
GHG reduction targets for 2040.2

In November 2021, Calgary City Council declared a Climate Emergency, making
accelerated climate action a strategic priority for The City. In July 2022, City Coun-
cil approved the Calgary Climate Strategy — Pathways to 2050, a roadmap on how
Calgary as a community can achieve net zero by 2050. The strategy referenced the
need for significant public and private investment, which would result in energy cost
savings'® and other economic, social and environmental benefits. The City’s climate
action goals are ambitious — to improve energy use, reduce GHG emissions, and re-
duce climate risks (Exhibit 1.4).

Reduce Climate Risk
Adaptation Plan

Enabling actions

Cross-sectoral actions to People
ensure successful imple-
mentation
Built infrastructure

Net zero homes and buildings Zero carbon neighborhoods

Retrofit existing buildings to a net Accelerate the transition to zero

Carbon removal

Manage natural infrastruc-

Natural infrastructure

zero missions standard emissions vehicles ture to maximize the GHG
sequestration potential
Build new buildings to a net zero Shift mode share to zero or low
emissions standard emissions modes - Carbon negative technol-
ogies
Support Calgarians affected by Transform land use planning to (M) Water

energy poverty prioritize low carbon city design

Source: City of Calgary Climate Strategy Pathways to 2050 (2022 version)
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The gap is partly due to differences in government spending
levels and spending growth

In addition to expanded responsibilities, there are two drivers of significant in-
creases in expenditures for municipalities: (a) population growth that increases
the number of people that need municipal goods and services; and (b) inflation
that increases the costs municipalities must incur to deliver goods and services
to citizens.

Calgary population growth exceeds provincial and national growth
increasing service demand

The pressure from population growth on big cities like Calgary is intense. It is
due to rapid urbanization - a global phenomenon with cities at the heart of the
global shift from rural to urban areas.' Specifically, cities like Calgary are grow-
ing faster than their province and country.’®

The rate of population growth from natural increase (births less deaths) follows
a similar pattern across Canada. So, the difference for cities like Calgary is farge
inflows of intra-provincial, interprovincial, and international migrants. The pace
of growth in Alberta’s big cities has been more rapid than elsewhere in Canada
because of oil and gas industry booms over the past 15 years. As a result, cit-
ies like Calgary and Edmonton have faced more demand for municipal services
than the rest of Canada, putting pressure on municipal finances.

Between 2007 and 2022, Calgary's population grew by 34 per cent, from 1.1 mil-
lion in 2007 to 1.4 million in 2022. Edmonton was the only large Canadian city
(with current population of 1 million or more) with a faster growth rate. Over
that period, Alberta’s population grew by 29 per cent (or 1 million), from 3.5 to
4.5 million.'® Canada’s population grew by 18 per cent (or 8 million), from 32.9
million to 38.9 million (Exhibit 1.5).

Over the past 16 years, population growth in all Canadian urban centres was sig-
nificantly faster than rural areas.” Population growth in Canadian urban centres
was 21 per cent, compared with 6 per cent for rural areas. The difference was
starker in Alberta with 35 per cent growth in urban areas compared with 5 per
cent for rural areas (Exhibit 1.6).
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Exhibit 1.5
Calgary’s Population is One of the Fastest Growing across Canadian Big Cities
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Source: Statistics Canada. Table 17-10-0142-01; Corporate Economics, The City of Calgary
Content: Population Growth in Canada’s Largest Cities: Calgary vs. Selected Cities (2007-2022)

Rapid urbanization has led to City investments in additional municipal infrastructure in-
cluding roads and public transit and higher operating costs to serve more people. As the
city’s population density increased and more people favored modes of transportation oth-
er than driving, Light Rail Transit (LRT) became favored. In Calgary, work has started on the
Green Line LRT construction - the largest single municipal capital infrastructure invest-
ment in the city’s history. Examples of additional operational services The City is responsi-
ble for include social programs like affordable housing, youth programs, and community
services for the city’s growing population.’®
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Exhibit 1.6
Calgary’s Population Growth is Fast Across the Board (for All Age Cohorts)

(=1 Allages
2 39%

=5 15-64
31%

Alberta
Urban Centres” Rural Areas™
- All ages
Tl & 2
sl o 8850 w

Calgary price growth exceeds Provincial and Federal growth for public services

Alberta had the highest population and economic growth rate of all provinces from
1990 to 2019 (excluding pandemic-related distortions). The cumulative population
growth was 71 per cent, compared with the 10-province average of 25 per cent. Sim-
ilarly, the cumulative real GDP growth was 132 per cent compared with the 10-prov-
ince average of 85 per cent.

The high-growth economic environment placed upward pressure on public infra-
structure costs. Alberta had the highest construction labour costs of all provinces
from 2001 to 2019 (28 per cent higher).

Alberta is the second most urban province, with 92 per cent of Albertans living in
census subdivisions with 5,000 or more people. The public services task of large ur-

Municipal Fiscal Gap

All ages
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Note:
* Urban centres: All census metropolitan areas
and census agglomerations
** Rural areas: Area outside census metropolitan
areas and census agglomerations

Source:
Statistics Canada. Table 17-10-0135-01 and Table 17-10-
0005-01; Corporate Economics, The City of Calgary

Content: Population Growth by Age Cohort in Canada and

65+
Alberta: Urban Centres vs. Rural Areas (2007-2022)

57%

;il

ban municipalities is significant. Examples are recreation centres and light rail transit
infrastructure. They expand the variety of public capital investment and the asso-
ciated higher service level beyond the needs of rural areas and smaller population
centres (Exhibit 1.7).

The private sector has more disproportionately fueled Alberta’s investment boom.
Alberta had the highest rate of infrastructure investments of all provinces from 1990
to 2019, with a much larger share of investments from the business sector (89 per
cent) than the 10-province average (80 per cent). One could argue that it is due to
government sector under-investment relative to the private sector. Specifically, Al-
berta had the smallest share of infrastructure investments originating from the gov-
ernment sector (11 per cent), at roughly half the share as the 10-province average
(20 per cent).
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Exhibit 1.7
Demography is elevating the importance of major urban centres like Calgary

I Urban Population Growth (2007 to 2022)
Rural Population Growth (2007 to 2022)

Canada
Albert

Calgary 34%

Sources: Statistics Canada (CANSIM Table 17-10-0142-01)
Content: Urban and Rural Population Growth over the last 15 years

Implications for the growth in municipal expenditures relative to provincial and
federal expenditures

Due to faster population growth and accelerating urbanization, municipal expendi-
tures should increase at a faster clip. However, evidence from own-source expendi-
ture growth across more than 4,500 municipalities in Canada over the 2007 to 2021
period is a 4.5 per cent compound annual growth rate. That growth rate is marginally
higher than own-source expenditure growth across all provinces and territories (4.4
per cent) and well below that for the federal government (5.7 per cent). (Exhibit 1.8)

Apart from the pace of spending growth, it is useful to consider changes in the level
of spending across the three orders of government, including changes in the level of
spending. Over the 15-year period from 2007 to 2021, the provincial and territorial
governments had the highest level of spending across the three orders of govern-
ment, followed by the federal government and municipal governments (Exhibit 1.9).

m  Provincial and Territorial Governments — own-source expenditures increased
from $271 billion in 2007 to $498 billion in 2021.
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Exhibit 1.8
Canada’s Federal Government has increased Spending the most in 15 years
(CAGR, 2007-2021)

® Federal Government
(5.7%)

@ Provincial Governments
(4.4%)

Local Governments
(4.1%)

@ Municipalities
(4.5%)

School Boards
(3.5%)

Source: Statistics Canada. Table 36-10-0450-01 and custom data Table 18

Exhibit 1.9
Total Spending by Canada’s more than 4,500 Municipalities remains Low
(Sbillion)

2021 2007

Federal Government

)

Provincial Governments $498

(13)
Municipal Governments

(>4,500 Municipalities)

Source: Statistics Canada. Table 36-10-0450-01 and custom data Table 18
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m The Federal Government - own-source expenditures increased from $169 bil-
lion in 2007 to $366 billion in 2021, or by 117 per cent.

® Canadian Municipal Governments — own-source expenditures increased from
$62 billion in 2007 to $115 billion in 2021, or by 85 per cent.

Adjusted for population, the per capita spending level is lower for the federal gov-
ernment at $9,574 in 2021(compared with $13,015 for provinces and territorial gov-
ernments). The change in the level of spending per capita (measured as the com-
pound annual growth rate) has the federal government (4.6 per cent) outstripping
the provincial and territorial governments (3.3 per cent).

Adjusted for population, the municipal governments have the lowest level of per
capita spending ($3,008 in 2021) and lowest rate of change 3.4 per cent) over the
2007 to 2021 period.

The gap is partly due to constraints associated with existing
revenue tools

The primary driver of under-funded municipalities is due to balanced budget re-
quirements for operating activities without due consideration for capital projects
combined with some revenue sources that respond poorly to economic activity. It is
exacerbated in Alberta by extraordinary economic volatility.

Municipal revenue is unresponsive to economic and income changes

Alberta’s economy has been volatile (relative to other provinces) over the past few
decades due to the energy sector’s dominant position. Driven by global commodity
market fluctuations, Alberta’s real GDP grew faster than the rest of Canada in boom
times but shrank more during recessions. Accordingly, Alberta’s tax base measured
by nominal GDP swung even more drastically, ranging from a low of 17 per cent de-
cline in 2009 to a high of 26 per cent growth in 2021. Economic volatility in Alberta
has also affected Calgary.

Almost all provinces in Canada have a balanced budget requirement for their mu-
nicipalities defined in provincial legislation. The City of Calgary has its Council Policy
(CFO004, Multi-Year Business Planning and Budgeting Policy for The City of Calgary)
requirement on a balanced operating budget which aligns with the Municipal Gov-
ernment Act legislation. However, business cycles can bring challenges to this re-
quirement, which is the case in Alberta. Specifically, the balanced budget approach
means that municipalities are inflexible to economic conditions: when recessions hit,

Municipal Fiscal Gap

they may not be able to cut property taxes to the levels that taxpayers desire; during
boom times, when taxpayers have an increased ability to pay, they cannot collect
additional revenues beyond costs.

Consequently, tax revenues are less volatile (measured using the coefficient of vari-
ation) for municipalities than for the provincial and territorial governments and the
federal and government (Exhibit 1.10).

Exhibit 1.10
Economic Volatility is more acute in Calgary and Alberta than in Canada

Calgary

Canada Alberta

Sources: Statistics Canada (CANSIM Table 36-10-0222-01) and Conference Board of Canada
Content: Average Volatility (coefficient of variation) of Real GDP (2007 to 2021)
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Historical reliance on user levies revenue growth has limits impacting future
growth

Evidence from own-source revenue growth across more than 4,500 municipalities
in Canada over the 2007 to 2021 period is a 4.0 per cent compound annual growth
rate. That growth rate is higher than own-source revenue growth across all provinces
and territories (3.6 per cent) and the federal government (3.3 per cent) (Exhibit 1.11).

Exhibit 1.11
Many Municipal Governments Acquired Tools Recently to Increase Revenue
(CAGR, 2007-2021)

@® Federal Government
(3.3%)

@ Provincial Governments
(3.6%)

Local Governments

(3.6%)
: @ Municipalities
(4.0%)
‘f‘ o "‘ School Boards
' (0.8%)

Source: Statistics Canada. Table 36-10-0450-01 and custom data Table 18

The more rapid revenue growth for municipalities is firstly due to a low revenue
starting point. Specifically, over the 15 years from 2007 to 2021, municipalities had
the most ground to cover.

m Provincial and Territorial Governments — own-source revenue increased from
$272 billion to $448 billion.

m The Federal Government — own-source revenue increased from $245 billion to
$386 billion.

m Canadian Municipal Governments — own-source revenue increased from $57
billion to $100 billion.
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By 2021, own-source revenue for the more than 4,500 municipalities in Canada was
at $100 billion — 26 per cent and 22 per cent of provincial or territorial government
revenue and federal government revenue, respectively (Exhibit 1.12). That's an im-
provement from the starting point in 2007 of 23 per cent and 20 per cent, respective-
ly. Despite the improvement, municipalities still have the lowest level of per capita
revenue in 2021 (52,611) compared with $11,712 for provincial and territorial gov-
ernments and $10,096 for the federal government.

Exhibit 1.12

Total Revenue for Canada’s more than 4,500 Municipalities remains Low
(Sbillion)

B 20217 | 2007

Federal Government

(1)

Provincial Governments $448

(13)

Municipal Governments $100]

(>4,500 Municipalities)

Source: Statistics Canada. Table 36-10-0450-01 and custom data Table 18

To achieve faster revenue growth, Canadian municipalities have relied ever increas-
ingly on a category of revenue called user levies. It is the second reason for faster
growth. User levies are the second largest source of revenue after taxes and fall into
three categories — user fees, regulatory charges, and proprietary charges. The bulk of
user levies is due to user fees. They show up in municipal financial statements usually
as revenue from the sales of goods and services. Municipalities use them to recover
some or all costs of investing and providing services such as recreation opportuni-
ties, public transit, waste disposal, business licensing, and development approvals.

Municipal sales of goods and services in Canada generated a total of $26.4 billion in
2021, up by 41 per cent from $18.7 billion in 2007. In Alberta, municipal user fee rev-
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enues totaled $3.7 billion in 2021, up by 57 per cent from $2.3 billion in 2007. After
adjusting for population growth, per capita user fee in Alberta was $825 per person
in 2021, higher than the average of $691 in Canada. The user fee growth was faster
in Alberta than in the rest of Canada, measured by both the growth rate of total user
fees and the growth rate of per capita user fees (Exhibit 1.13).

Exhibit 1.13
Increased Provincial Government Reliance on User Fees

Canada Total user fees o Per capita user fees
$26.48 (2021) ‘ 5691 (202) m. »
* $26.38 (2019 9 2019) E—
zuw-w 2010-21 : 2010-19 2010-21
$18.7B (2010 change  change 51(zo0) change change

se1
2>

Total user fees 57% Per capita user fees

Alberta -
uw 32
= $3.7B (2021) 5825 (2021) ‘
$3.3B (2019 5767 (2019) ‘
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$2.3B 201 ‘change change 2026 (2010)  change  change

Source: Statistics Canada. Table 17-10-0005-01 and custom data Table 18

Content: User fee growth trends in Alberta and Canada: before and after COVID (2010-2019 vs
2010-2021)

More generally, municipalities in Western Canada have generated more revenue from
user levies in recent years. It is attributable to reforms of regulatory charges and the
benefit of proprietary charges reflecting economic change. Two notable examples
are helpful. For reforms to regulatory charges, The City like many Alberta municipali-
ties took advantage of legislative changes to off-site levy calculations. For proprietary
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charges, The City has benefitted from using an approach to franchise fees based on
underlying price of commodities that reflect the underlying economic conditions.

The pace of growth in Calgary’s per capita user fees has slowed since 2010, indicat-
ing limited revenue-generating potential from user fee rate increases. The growth of
user fee revenues would mainly come from the increase in the number of users. From
2017 to 2021, on average, 52 per cent of The City of Calgary’s $4.0 billion annual total
operating revenues came from municipal property taxes, 31 per cent from the sales
of goods and services, and 5 per cent from intergovernmental transfers from the
provincial and federal governments. Municipalities like Calgary have had to rely on
transfers to meet the balanced budget constraint (Exhibit 1.14).

Exhibit 1.14
Primary Operating Revenue Sources for Calgary’s Municipal Government

Sale of goods of services
$1.25 billion (37%)

Government transfers
©O———— (operating)
$190.1 million (5%)

©—— Investmentincome
$127.8 million (3%)

License, permits and fees
$111.5 million 3%)

Fines and penalties
$84.0 million (2%)

Total Revenue
(Operating) (o 3

$4.05 billion o
2017-2022
Annual Average

Net taxes for municipal
purposes

$2.09 billion (52%)

Source: 2022 City of Calgary Annual Financial Report
The City of Calgary’s Revenue Sources (2017-2022)
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The new (digital) economy constrains property tax revenue growth and creates
new tax distortions™

Taxation opportunities available to municipal authorities are limited — the dominant
one is real property taxes. There are also land transfer taxes in some Canadian mu-
nicipalities. Alberta’'s municipalities are restricted to real property taxes - the main
revenue source. However, real property taxes are not without limitations.?

The digital economy, also known in the past two decades as the internet economy
or the new economy, refers to an economy that is based on information and com-
munication technology. In 2017, the Canadian digital economy produced $207.7 bil-
lion of goods and services and there were 886,114 jobs associated with it.>' Between
2011 and 2017, the cumulative growth of Canada’s digital economy’s contribution
to nominal GDP was significantly higher (40 per cent) than overall economic growth
(28 per cent).

Data for the 2018 to 2023 period, when they become available, will undoubtedly
show that the growth and level of contribution to economic activity are now higher.
Specifically, the COVID-19 pandemic and the associated response accelerated the
digital transformation in Canada and beyond. For example, remote work (working
from home or telecommuting) became a global phenomenon because of the fol-
lowing benefits:

s Employees enjoyed better work-life balance and time/cost savings from not
commuting to workplaces daily.

m Employers saved from lower costs on renting workspace for employees, iower
energy demands, reduced supply needs, and reduced costs for perks like park-
ing and coffee.

m In addition, society realized GHG emission reductions from burning fewer fossil
fuels thanks to the decrease in daily commutes.

As aresult, a new norm post-pandemic business environment has emerged with var-
ious organizations offering permanent remote work options to their employees, and
many employees taking advantage of it. A shift away from the bricks-and-mortar
business model (employees work in a building or structure to conduct work or face-
to-face customer services) to remote work and other variations related to the digital
transformation reduces the need for a larger footprint of buildings. If more and more
businesses rely on their employees working away from offices permanently, the
property assessment base, especially the office market component, will decelerate,
stagnate, and then shrink.
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For example, Calgary’s downtown office vacancy rate sky-rocketed from a low of 5.3
per cent in 2012 to an all-time high of 33 per cent in 2022. The higher vacancy rate
in the downtown office market has shifted the non-residential property tax respon-
sibility to other residential and non-residential property owners?. The increase in
Calgary’s downtown office vacancy rate was originally due to an economic slow-
down. It remained high because of another slowdown (the COVID-19 recession). The
changing pattern of work, such as remote work, could make the decline in demand
for downtown office space permanent.

The digital economy also reduces the demand for commercial and retail spaces.?
In the future, a hybrid model or a combination of the traditional brick-and-mortar
business model and e-commerce should arise.**

So far, Canadian municipalities do not have a revenue source to offset losses from
the rapid growth of e-commerce businesses without a physical presence. Business
licensing-related revenues from rideshare firms that replace taxi and limousine ser-
vices or short-term rentals that replace traditional accommodation services are a
fraction of past revenue streams. Municipalities do not have taxation powers on“dig-
ital” firms that do not have offices or warehouses within their city limits but benefit
equally from municipal services.

Deliveries of digitally enabled transactions such as Amazon orders, Uber rides, and
Airbnb stays all use municipal infrastructure (such as roads) and services (e.g., safety
regulation and bylaw enforcement).?* As a result, as municipal costs grow, there are
loopholes associated with the digital economy that would put an unfair burden on
residential and non-residential property owners to cover the costs. Solutions should
avoid incentivizing urban flight, an undesirable situation where residents of big cit-
ies relocate to smaller, less dense communities as the costs to remain in the city rise
much higher than the benefits they receive.

1.2 Theresultis a persistent municipal fiscal gap
despite strong national fiscal capacity

Strong overall fiscal capacity is skewed in favour of the federal
government

Overall fiscal capacity, across the three orders of government, including school
boards, is strong. The overall fiscal capacity was positive in nine of the 15 years be-
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tween 2007 and 2021. The revenue generated by all orders of government exceeded
the expenditures on goods and services in the country, leaving room for Canada to
contribute to international commitments as a good global citizen.

However, the federal government is the only order of government with a persistently
favourable position. Specifically, it was only in 2020, when the worst of the scourge
of COVID-19 was upon the country and the world that the federal government had
own-source expenditures exceed own-source revenue (Exhibit 1.15).

Exhibit 1.15
Fiscal Capacity - Federal and All Governments
(Sbillion, 2007-2021)
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Source: Statistics Canada. Table 36-10-0450-01 and custom data Table 18

This outcome is by design. Canada’s intergovernmental fiscal arrangement is a fiscal
federalism.?® Compared to other federal countries like the U.S., Germany, and Austra-
lia, expenditure decentralization is higher in Canada as measured by the share of to-
tal government expenditures made by subnational governments?. A decentralized
system has its advantages, including:

m tailoring government to local preferences,
s fostering intergovernmental competition, and

m  experimenting and innovating in the provision of public goods and services lo-
cally.

Municipal Fiscal Gap

On the other hand, there are disadvantages of a decentralized federal system, name-
ly:

m inefficiencies, or efficiency issues (scarce resources are not being put to their
best uses), including:

m  externalities or spillover effects,?
® inefficient tax systems, and

® [ack of economies of scale® in the provision of public goods and services
and the collection of taxes

®  inequity in the local economy (as decentralized jurisdictions have more difficul-
ty redistributing income).*

Municipalities have a type of severe fiscal gap - vertical fiscal
imbalance

Canada’s high level of expenditure decentralization means there is a need for con-
stant cooperation between different orders of government. That's because, in the
current fiscal federalism in Canada, provincial and local governments cannot cover
expenditures using the revenue they generate.

Unlike the federal government, which experienced a temporary funding shortfall in
2020 due to the Covid-19 pandemic, the provincial governments and, as legislative
creations, the municipal governments are designed to have a vertical fiscal imbal-
ance?, a fiscal gap between the government’s own-source revenues and spending
responsibilities due to the allocation of taxation powers among the three orders of
government (Exhibit 1.16). The remedy for a vertical fiscal imbalance is the re-calibra-
tion of intergovernmental transfers over time. The recent provincial-federal govern-
ment renegotiation of health transfers in 2022 was an attempt to address a vertical
fiscal gap at the provincial level.

Unlike provincial governments that have various funding tools and can run deficits
or surpluses, municipal governments like Calgary have inadequate revenue tools to
fund operating and capital operations and cannot run deficits. They rely on intergov-
ernmental transfers to close the funding gaps. However, the system of intergovern-
mental transfers, modified over time, has not worked for municipalities, and received
policy wisdom is that the remedy is reassigning revenue-raising powers3?,
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Exhibit 1.16
Fiscal Capacity - Municipal and Provincial Governments
(Sbillion, 2007-2021)
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Source: Statistics Canada. Table 36-10-0450-01 and custom data Table 18

For example, Calgarians prefer public transit as one of the main transportation modes
and municipal tax dollars contribute to the expansion of LRT lines. The City, in re-
sponse to this local preference, made the Green Line investment a top capital invest-
ment priorlty. However, the environmental benefit of the Green Line goes beyond
Calgary’s boundary, and The City does not have the fiscal capacity to fully fund the
project. As a result of the dialogue with the provincial and federal governments, The
City secured their funding commitments. The $5.5 billion total cost for Stage 1 of the
Green Line investment will be shared by all three orders of government, with $1.56
billion from The City of Calgary, $1.7 billion from the Alberta Government, $1.64 bil-
lion from the Government of Canada, plus $0.64 billion financing cost from The City
of Calgary.®
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1.3 The provincial fiscal gap has also led to
‘downloading’ on municipalities®

The pressure and channels for provinces to download
responsibilities on municipalities

Due to their own fiscal gap, it is not uncommon for provincial governments to change
the rules so that certain government services they traditionally provide are explicitly
or implicitly passed to municipalities without sufficient funding or revenue streams
attached. It can impact municipalities through the following channels:

m  New unfunded responsibility: involves an explicit transfer of service respon-
sibilities without sufficient funding or one-time funding despite the need for
ongoing resources for repairs, maintenance, and service continuity.

m Expanded role without funding: involves a transfer of service responsibilities
because the province is no longer willing to deliver the public services they tra-
ditionally provided, but local citizens still need them.

m Adverse changes to funding arrangements: involves funding cuts, reductions,
or not indexing to inflation and population growth for services best supported
by progressive taxations but provided locally. They include general and specific
purpose programs that require capital and ongoing operating costs.

m Adverse changes to arrangements to cover costs: when the cost of imple-
menting provincial government regulations and laws is initially partly or wholly
covered by the provincial government and then the cost-sharing arrangement
is subsequently reversed or rescinded.

Canadian cities in different provinces have all experienced provincial and federal
downloading in the past®.

Calgary’s experience with provincial government downloading
has increased the fiscal gap

A 2022 City of Calgary survey confirmed substantial impacts from recent provincial
downloading. Downloading has affected social housing, waste and wastewater, arts
and culture, social assistance, and transportation, among others. As some respon-
sibilities shift from the province, despite more fiscal capacity, to Calgary, Calgary is
not adequately equipped for the pressure associated with these growing responsi-
bilities.
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The estimated total downloading impact on City finances was an annual average
of $311 million in increased costs or funding shortfalls due to adverse changes to
cost-sharing or funding arrangements, expanded City roles without funds, and new
unfunded City responsibilities. These costs did not consider the potential costs The
City faced associated with future risks, such as climate change impacts and inflation-
ary pressures. Approximately 76 per cent of these costs can be attributed to cuts in
capital grants and 24 per cent in the operational grants (Exhibit 1.17).

The estimated capital grant cuts were $235 million per year for The City of Calgary,

Exhibit 1.17
Impact of Recent Provincial Downloading on Calgary

Operational
Grant Cuts

$76 Million
(24 per cent)

Capital Grant Cuts

$235 Million
(76 per cent)

Source:
Government of Alberta 2010-2022 Annual Budget Reports; The City of Calgary’s Internal survey

Content: Cost impact on The City of Calgary from Provincial Downloading
Government of Alberta 2010-2022 Annual Budget Reports; The City of Calgary’s Internal survey

mainly due to the Alberta Government cutting its capital grant to municipalities
through the reduction and extension of the Municipal Sustainability initiative (MSI)
program. The Alberta Government launched MSI in 2007, committing $1.4 billion in
annual support to help Alberta municipalities meet their growth and sustainability
needs through capital projects.?® However, by 2017, only $7.53 billion of MSI had
been granted to municipalities. The MSI ends in 2023 and will be replaced with the
Local Government Fiscal Framework (LGFF) in 2024. Over 17 years between 2007 and

Municipal Fiscal Gap

2023, Alberta municipalities were allocated $15.2 billion in MSI grants.®’” The annual
average of $894 million was lower than the initial commitment of $1.4 billion made
by the province.

For operating activities, the estimated annual impact to The City from provincial
downloading is $75.6 million a year. The main affected areas include:

®  Pensions and income support ($19.7 million per year), due to the delivery of
several income support services including: Calgary Transit Low-Income Monthly
Passes; Recreation Programs and Facility usage; No Cost Pet Spay and Neuter;
Seniors Services Home Maintenance; Property tax assistance program.

® Increased annual costs of $18.2 million for police services, due to the implemen-
tation of the new police costing model in which municipalities are required to
contribute 10 per cent of frontline policing costs under the Provincial Police Ser-
vices Agreement in the 2020-21 provincial fiscal year.

m  The City's Fire Department continued to provide life-saving interventions as a
first responder, after the emergency medical services (EMS) was uploaded to the
province in 2009.

® Increased annual costs of $11.1 million in affordable housing, due to the Grants
in Place of Taxes (GIPOT) program overall reduction by 24 per cent and 32 per
centin 2019 and 2020, respectively.

m  Increased costs of $4.8 million for parks and recreation services, due to the Com-
munity Facility Enhancement Program cut by 34.2 per cent in the 2019 budget.
The 2021 budget saw a further downward revision, marking a 41.3 per cent de-
cline overall since 2019.

B Increased costs for parking. Due to the provincial rate schedule being out of
date, the CPA estimates that dealing with scrapped and auctioned vehicles costs
the Calgary Parking Authority an annual average of $3 million.

® Increased costs of $2.6 million for waste and recycling services, due to The City
covering part of Alberta’s Paint Recycling Program costs.
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The Role of Alternative Revenue
Sources to Close the Gap

After outlining strong evidence about the unsustainable plight of municipalities, espe-
cially big cities like Calgary, in the first chapter, starting with this second chapter and for
the remainder of the report, the focus shifts to solutions. After all, this is a report about
finding solutions. The first chapter showed evidence of past responses through user lev-
ies. This chapter outlines the benefits of strengthening municipal revenue capacity. The
bulk of this chapter focuses on options available through the taxation category with lim-
ited consideration for user levies.
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2.The Role of Alternative Revenue Sources to Close the Gap

2.1 Three reform strategies related to taxation tools

The provincial and federal governments have access to many taxation tools to gen-
erate revenue because, unlike municipal governments, they have tax autonomy. The
top five sources of revenue across all three orders of government are from taxation
and represent 58 per cent (average for 2007 to 2021) of total government revenue
- personal income tax (30 per cent), corporate income tax (9 per cent), real property
tax (8 per cent), provincial general sales tax (7 per cent), and the federal goods and
services tax (5 per cent). The municipal, provincial, and federal governments bene-
fitted from these ‘anchor’ tax tools between 2007 and 2021 in Canada, as outlined in
Exhibit 2.1.

Four of these tools play an important role in revenue generation for Alberta. The ex-
ception is that Alberta does not have a sales tax because of the strength of revenue
generated from oil and gas royalties. The top five sources of revenue across all three
orders of government in Alberta are personal income taxes (32 per cent), corporate
income taxes (12 per cent), royalties (8 per cent), real property taxes (8 per cent), and

Exhibit 2.1
Primary Revenue Sources from Canadians (Distribution by Source)
(percentage share of accumulated revenue in 2007-2021)

Personal income tax:

Cla Corporate income tax:
federal + provincial

federal + provingial

Real property tax:
provincial + local
General sales tax: provingial
The rest of

government

m— Goods and services tax (GST):

federal

Source: Statistics Canada. Table 36-10-0450-01 and custom data Table 18

Content: Main Tax and Revenue Sources for All Three Levels of Government in Canada

Municipal Fiscal Gap

the federal goods and services tax (5 per cent). These revenue sources represented
63 per cent of all government revenues collected in Alberta between 2007 and 2021
(Exhibit 2.2).

An important takeaway is that Alberta local governments can access only one of
these ‘anchor’ tax tools - the real property tax. It leads to the fundamental problem
outlined by the OECD - Canada, like some other OECD countries, does not have true
fiscal decentralization. True fiscal decentralization requires municipalities to be fis-
cally autonomous, whereby they can decide how much revenue to raise and how to
spend the available revenues.®

Alberta legislation only affords municipalities access to real property taxes. Although
the provincial and federal governments may be reluctant to grant the same level
of diversified revenue sources, they should be willing to listen to calls for some of
the additional revenue sources. At the highest level, there are three strategies for
increasing municipal accountability through additional tax tools:

Exhibit 2.2
Primary Revenue Sources from Albertans (Distribution by Source)
(percentage share of accumulated revenue in 2007-2021)

Personal income tax:

A Corporate income tax:
federal + provincial

) federal + provincial

Royalties: provincial

' Real property taxes: provin-
The resét cial +local

eresto

government

revenues Goods and services tax (GST):

federal

Source: Statistics Canada. Table 36-10-0450-01 and custom data Table 18

Content: Main Tax and Revenue Sources for All Three Levels of Government in Alberta
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S/n Strategy Description
Alternative Tax [Affording access to new taxation tools]:
This is similar to the new taxation tools afforded to big
1 Revenue Tools s ies. ificludi |
Strategy cities in OECD countries, including Montreal, Toronto,
Ottawa and Vancouver over the past 15 years.
Reduce Property [Easing constraints or rules on the existing tax tool]:
2 Tax Constraints The principal ones are balanced operating budget
Strategy constraint on the municipal property tax.
[Redirecting tax revenue received by the province
Redirect Proper- from municipalities back to municipalities]:
3 ty Tax Revenue Alberta municipalities collect and remit provincial
Strategy property taxes that could be redirected partly or whol-

ly to municipalities.

The primary challenge comes from determining the best approach to expanding
fiscal autonomy by looking outwards to new tools (strategy 1) or looking inwards
to the existing tool (strategy 2 or 3). There are costs and benefits associated with
deploying these strategies. The societal costs are extensive (see section 2.2). There
are also economic, institutional, and political costs to consider. Two economic
costs that apply to all three strategies are - increased scope for tax evasion and
predatory tax competition. They arise because families and businesses can move
to neighbouring communities. The difference between the outward-looking
strategy (strategy 1) and the inward-looking ones (strategy 2 or 3} is institutional
and political costs. The institutional costs include: (a) setting up cost of collection
and enforcement mechanisms, (b) securing financial and human resources to ex-
ecute tax programs, and (c) the cost of expanded tax administration procedures.
The political costs are more significant when affording municipalities additional
revenue raising powers (strategy 1) that would likely lead to a preference for ad-
justments to the property tax regime (strategy 2 or 3).

Outlining the societal costs and benefits of the first strategy is very involved and
covered in chapter three. The rest of this chapter focuses on the benefits and costs
of the second and third strategies.

2.2 Result of reviewing the two property tax related
strategies

Starting with the benefits, these two strategies increase The City’s revenue from

real property taxes that have been helpful in two respects. First, real property

taxes have been one of Alberta’s most stable revenue sources (Exhibit 2.3). They
have the lowest volatility across all revenue sources available to all orders of gov-
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Exhibit 2.3
Primary Revenue Sources from Albertans (Long Term Trends)
(Sbillion, 2007-2021)

90 Goodsand

i : : Liquor trading profits: provincial f 1
w e Gmogtaing | L0y
: profits: provincial - l and drivers
70 5 licences:
: provincial
60 A .
5 Cannabis taxes:
5 ; -. — provincial
40 _ Roy? Corporate income tax: federal + provincial
S, ey [ Amusement
30 taxes: provincial
20 Personal income tax: federal + provincial
10
0

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Source: Statistics Canada. Table 36-10-0450-01
Content: Revenues by Sources of Taxes for All Three Levels of Government in Alberta

Exhibit 2.4
Alberta Municipalities have Benefitted from the Strength of Property Taxes
(index: 2007=1, 2007-2021)
L Personal income tax: federal + provincial
— Corporate income tax: federal + provincial
0 Royalties: federal + provincial
’ -~ Real property taxes: provincial + local
— Goods and services tax (GST): federal

1.0

0.5

0.0
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Source: Statistics Canada. Table 36-10-0450-01
Content: Growth of Revenues by Sources of Taxes for All Three Levels of Government in Alberta
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ernment from Albertans. This benefit is partly due to flexibility in the rate-setting
process. Second, real property taxes have had the best growth rate of all revenue
options available to the three governments from Albertans because they are not re-
sponsive to the economic conditions by design (Exhibit 2.4).

For the benefits attributable to increased reliance on real property taxes, there are
several costs or disadvantages to taxpayers and their individual circumstances that
ultimately outweigh the benefits. Five of these costs are common to both strategies
and they are - (a) liquidity; (b) volatility; (c) regressivity; (d) visibility, and (e) vulner-
ability.

Liquidity is costly when it arises because individual property owners have tax
amounts set for them as required by the property tax framework. Redistribution uses
changes in property values as a reflection of wealth without considering taxpayer
liquidity. Fluctuations in income do not affect a property owner’s obligation to pay
real property taxes, as long as the person still owns the property. As a result, taxpayer
criticism would increase, especially for property owners who experience reduced or
lost income during recessions, even when they pay less or no income taxes.

Volatility (on a property driven by relative property value basis) is costly when it
arises because of underlying volatility of the Calgary and Alberta economy. The total

Exhibit 2.5
Property Tax Policy Changes in Alberta have aligned with Economic Growth
(index: 2007=1, 2007-2021)

18

GDP at current prices Real property taxes

16
1.4
12
1.0

0.8
2007 2008 2009 2070 2011 2012 2013 2074 2015 2016 2017 2018 2019 2020 2021

Source: Statistics Canada. Table 36-10-0222-01 and Table 36-10-0450-01
Content: Growth of the Overall Tax Base and Real Property Tax Revenues in Canada
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value of property taxes is strongly correlated with economic activity as measured
by GDP (Exhibit 2.5), but that masks underlying volatility for individual taxpayers.
Following annual redistributions of tax responsibility, taxpayers can and do experi-
ence significant year-over-year shifts. For example, non-residential property owners
outside downtown Calgary experienced significant property tax increases between
2015 and 2020, that were partly mitigated by one-time relief measures. Greater reli-
ance on property tax will magnify volatility.

Regressivity (defined as taking proportionately more from those with lower in-
come) is costly because the link between the amount of property tax paid and a
property owner’s current ability to pay is indirect. If two individuals in the same tax
jurisdiction live in properties with the same values, they pay the same amount of
property tax, regardless of their incomes. Municipal expenditures generally increase
with the growth of population and inflation in big cities like Calgary, so that when
property taxes increase over time they exacerbate the costs for those individuals
with high-valued properties but low incomes, especially retired seniors.

Visibility is costly because of the process of how property tax is collected and be-
cause the annual activity of setting property tax rates draws a lot of attention from
residents. For example, income tax is automatically collected off one’s pay cheque.
GST/HST tax is relatively small when one buys arguably mostly discretionary goods
(groceries and rent are exempt from GST/HST). However, property tax is a very visible
large payment independent of receiving income or part of a larger expense. In addi-
tion, for other taxes, tax policy changes occur relatively infrequently. That's because
most of those taxes, like the personal income tax, respond automatically to the level
of overall economic activity (Exhibit 2.6). In contrast, any adjustments to property
taxes are highly visible, which is why there is significant public resistance to property
tax increases. City Councils in Alberta must have annual budget debates and make
decisions according to their understanding of the demand for municipal services
and taxpayers’ ability to pay. As a result, property owners are more aware of their
property tax bills than their income tax payments deducted from sources, which put
politically acceptable limits on raising property taxes for municipal purposes.

Vulnerability is costly for big cities because they usually exist in large metropoli-
tan urban areas where residents and businesses can move to smaller neighbour-
ing communities in the larger metropolitan area. These communities can afford to
charge slightly lower taxes while benefitting from the advantage of their proximity
to the big cities. In other words, raising property tax rates in big cities, to keep up
with spending needs, above those of adjacent regional metropolitan areas can lead
to “suburban flight,” which would reduce a municipality’s tax base and cause urban
sprawl issues. It can also lead to property taxes paying for services that benefit, even
partially, residents of other communities.
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Exhibit 2.6
Income Tax Policy Changes have aligned with Economic Growth in Canada
(but not Alberta) (index: 2007=1, 2007-2021)

22
GDP at current prices 2.

20 — Taxes on income
— Taxes on income: from households
18 — Taxes on income: from corporations

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Source: Statistics Canada. Table 36-10-0222-01 and Table 36-10-0450-01
Content: Growth of Income Tax Base and Income Tax Revenues in Canada

Exhibit 2.7
Structural Property Tax Limitations Due to Weakness in the Tax Base
(index: 2007=1, 2007-2021)
S Taxable assessment value; Total
~—— Municipal property tax value; Residential
25 —— Municipal property tax value: Non-residential
—— Municipal property tax value: Total
20 = - Taxable assessment value: Residential
= = Taxable assessment value: Non-residential

2.61

15
1.0
0.5

0.0
2007 2008 2009 2070 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Source: Assessment and Tax Business Unit, The City of Calgary
Content: The City of Calgary: Growth of Assessment Value vs. Municipal Property Taxes
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The reduce constraints strategy adds another cost - Complexity. The current ap-
proach to determining property taxes is bounded by two simple and easily under-
standable constraints - municipalities can generate revenue to meet operating
requirements and they can collect revenue from taxpayers in line with underlying
property values and the different tax rates applied to different property classes and
subclasses. Removing these constraints risks the addition of complexity that taxpay-
ers could find undesirable.

The redirect revenue strategy adds an additional cost - Concentration. Specifical-
ly, provinces in Canada often crowd out property taxes because the size of the in-
crease in provincial property taxes affects the ability of municipalities to alter their
municipal property taxes. Expanded access to real property taxes would increase the
concentration of municipal revenue in a single tax tool, which is costly because the
underlying assets (residential and non-residential properties) upon which real prop-
erty taxes are based have increased at a much slower rate (Exhibit 2.7). Increasing the
focus on real property taxes may generate negative sentiments about rate increases.

Municipal Fiscal Gap
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2.3 Overall net-benefit of strengthening municipal
revenue capacity using the three taxation strategies

The central thesis of this report is that there is an opportunity to deploy all three
strategies to achieve improved fiscal autonomy. Key to any proposed approach
would strike the right balance across strategies to ensure the highest net benefits
toward resolving vertical fiscal imbalance for The City. Specifically, there are net-ben-
efits of a significant degree of autonomy for municipalities in deciding the level and
composition of their own revenues. They are discussed in a recent OECD report and
can be summarized as follows?*:

1. Provides greater certainty about resource availability thereby facilitating better
budget preparation and reducing volatility in the execution of spending pro-
grams.

2. Promotes fiscal responsibility, which tends to be undermined by reliance on
gap-filling transfers or other bailouts by other orders of government.

3. Facilitates the alignment of tax structure and design with local preferences.

Makes more visible to electorates the cost of municipal spending, thereby in-
creasing local officials’ political accountability and incentives to spend efficiently
(provided that adequate transparency of their operations is ensured).

Municipal Fiscal Gap

2.The Role of Alternative Revenue Sources to Close the Gap

Alberta municipalities need alternative revenue sources and adjustments to real
property taxes when required. Big cities like Calgary have broad tax bases outside real
estate markets that only contribute to federal and provincial government revenues.
The City has been under increased pressure from taxpayers to limit real property tax
growth when the need for more funding for expanded expenditure responsibilities
has ticked higher. To solve municipal revenue problems, the Government of Alberta
should grant cities access to alternative tax sources, especially those that grow au-
tomatically with the economy. Access to tax sources other than real property taxes
does not necessarily mean the municipal governments should create new types of
taxes on top of existing taxes levied by the senior governments. Instead, municipal-
ities would, in most cases, share the tax bases and the benefits of economic growth
with the provincial government, creating a mix of taxes at the municipal level.

A mix of taxes would give municipalities more autonomy and flexibility to meet the
local demand for municipal services and infrastructure investment. A mix of taxes
would allow timely responses to the changing economic and demographic situa-
tions. A real property tax is unsuitable for funding income-redistributive services like
social housing and social services. Other taxes based on the ability to pay are more
appropriate.*

A mix of taxes would be more appropriate to fund tax relief programs and build au-
tomatic stabilizers into the municipal tax system.*' For example, during recent reces-
sions, Calgarians sought social assistance and tax relief from The City of Calgary. In
response, The City used one-time savings and dipped into reserves to provide tem-
porary property tax reliefs such as the Phased Tax Programs. Other revenue tools are
more appropriate to fill the gap.

A mix of taxes would also offset distortions in local tax systems. For example, increas-
es in real property taxes discourage investment in new housing units because of
lower aggregate demand for housing. On the other hand, income taxes encourage
investment in owner-occupied housing because of the capital gains exemption for
principal residences. By having a few different tax sources to rely on, the distortions
in one tax would counteract the distortions in other taxes.
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2.4 The implementation pathway for closing the gap Revenue-sharing arrangements between municipalities and their provincial govern-
i A : ments are rare in Canada. However, there are long-standing precedents in Saskatch-
and fixing vertical fiscal imbalance cvan and ORtario®.
As previously outlined, one remedy to address vertical fiscal imbalance involves ex- m In Saskatchewan, the provincial government shares three-quarters of one point
panding revenue raising powers (rather than changes to intergovernmental trans- of its provincial sales tax with municipalities.* The shared revenue is equivalent
fers). Managing new municipal revenue tools involves institutional costs for the gov- to 12.5 per cent of Saskatchewan’s total provincial sales tax revenue. For urban
ernment with autonomy over the tool to determine the tax base, set the tax rate, cities and towns, the funds are allocated on a per capita basis, with towns receiv-
and collect tax revenue, There are three channels to administer new municipal tax ing slightly more per capita. The allocation for rural municipalities is based on
revenues, and each one of them balances institutional cost efficiency and municipal the size of the municipality’s road network as well as its population.

autonomy (Exhibit 2.8).

A revenue-sharing agreement affords no munic-
ipal autonomy. Through this channel or mech-
anism, municipalities piggyback onto the fed-
eral or provincial tax collection system using
a uniform rate of tax. The federal or provincial
government decides on the tax base and tax
rate, not the municipalities. The uniform tax
rate reflects a share of the federal or provincial
government’s revenue to municipalities.

In essence, revenue-sharing is a type of inter-
governmental transfer. It may be earmarked
for a specific purpose or given to municipal-
ities unconditionally. Many of the potential
new taxation options for municipalities have
equivalents at the provincial level. A reve-
nue-sharing agreement could be possible for
any provincial tax. All Alberta provincial taxes
- personal income tax, corporate income tax,
vehicle registration tax, accommodation tax,
fuel tax, tobacco tax, alcohol tax, cannabis tax,
and insurance premium tax — are potential can-
didates.

There are no direct revenue-sharing programs
between municipalities and the Government
of Canada, as the cities are creatures of their
provinces, and the Constitution gives the prov-
inces exclusive control over municipalities*2.
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Exhibit 2.8
Three Channels for Administering New Municipal Revenue Sources

No Municipal Autonomy

Revenue-sharing

The Partial Municipal Autonomy _ Municipal
- C_ Governments
Provincial Provincial-municipal agreement P
Government .
Province

Full Municipal Autonomy

Municipal-run tax system ' >

Source: Corporate Economics, The City of Calgary
Content: Three Channels of Administering New Municipal Revenue Sources
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= In Ontario, the provincial government shares 2 cents per litre from its provincial
gas tax with municipalities. The funds are earmarked to be used for capital and
operating expenses of municipal transit systems.*

By having the provincial government collect taxes through existing mechanisms
and share them with municipalities, maximum administrative efficiencies could be
achieved. However, municipal accountability to taxpayers would be diminished, es-
pecially if control over tax rates remained with the provincial government.

Compared to discretionary transfers, revenue-sharing is an improvement as it is en-
forceable and more predictable. However, the province can unilaterally change the
amount of taxes it collects and the amount it shares with the municipalities without
their consent, like any other intergovernmental transfers.

Under a revenue-sharing agreement, negative impacts on economic neutrality and
economic growth would be lessened since tax competition between municipalities
would be eliminated.

While revenue-sharing agreements would not give a municipality more autonomy
over its revenue sources, they could provide more certainty for intergovernmen-
tal transfers. A provincial government may also be more likely to agree to a reve-
nue-sharing system than grant additional revenue-generating powers to its cities.

A provincial-municipal agreement affords partial municipal autonomy. Through this
channel or mechanism, municipalities piggyback onto the federal or provincial tax
collection system using tax rates set locally by municipalities. The federal or provincial
government decides the tax bases, collect the municipal portion of taxes on behalf
of municipalities. Municipalities, on the other hand, choose their own tax rates based
on their understanding of the local demand for municipal services and the taxpayers’
ability to pay. The municipal portion of tax revenues is given to municipalities based
on the calculation of tax base measurements multiplied by the municipally set tax
rate where the tax was collected.

Provincial-municipal agreements give municipal governments partial autonomy
over their revenue sources, providing more certainty in municipal planning and bud-
geting. Municipalities would be directly accountable to their taxpayers when setting
up the tax rates. The cost is potential tax competition among cities - if people move
out of a city because of the relatively higher local tax rates. However, tax competi-
tion could create an environment where cities become more efficient in the use of
resources and more accountable to their citizens.

Municipal Fiscal Gap

A municipally run tax system affords full municipal autonomy. New taxes could be
municipally governed and collected independently of the federal or provincial gov-
ernment tax system. It means that municipalities collect their taxes, determine the
tax bases, and set the tax rates. It also means recognizing that there is only one tax-
payer and exercising care in applying new revenue tools. By doing so, municipalities
have the flexibility to meet their specific economic and social contexts. Municipali-
ties would be directly accountable to their taxpayers.

However, the biggest drawback of this system is the high institutional costs associat-
ed with the lack of economies of scale in tax collection at the municipal level. There
would also be unavoidable tax competition among cities. In the end, the high ad-
ministration costs may outweigh the potential benefits of increased revenues from
new municipal revenue sources.
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2.5 The case for big cities - drivers of change,
underlying trends, and potent response

In recent years, three drivers of radical change are impacting large municipalities (so-
called big cities). The first is rapid demographic change. There is a robust urbanization
process in Canada. Over the last few decades, Canada has gone from mainly rural to
very much urban. Calgary’s been at the forefront.

The second is heightened economic clustering.
Many years ago, there was a notion that the in-
troduction of the internet would have everyone
running their companies from their docking sta-
tions. That never happened. It didn't stay that
way even when many thought it was happening
during the pandemic. After the initial euphoria
about remote work, people realized the impor-
tance of synergies and creativity from human
interaction. So, from an economic perspective,
large cities in Canada and the rest of the world
are approaching city-state status. The locus of
economic activity is becoming less at the provin-
cial level (probably) and national level (definite-
ly) than it was in the past.

Exhibit 2.9
Underlying trends impacting all cities

<)

The third is expanded policy responsibilities..
Large urban areas have often taken on mare pol-
icy responsibilities by default. Cities now need to
make new policy contributions. It has been more
of a creep than a dramatic change. From day to
day, the policy domain of large municipalities
has expanded into additional elements.

These changes have led to three overarching
trends — a greater sense of community, more com-
petition, and higher expectations of the contribu-
tion of city policies (Exhibit 2.9).

in the future, even if Calgarians’ economic and
social life were to continue in roughly the fash-
ion of the past, The City of Calgary needs to ad-
dress the imbalance between spending respon-
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sibilities and funding opportunities urgently. The City needs to do so in a fashion that
respects the increasing association residents feel with their city government - that
sense of community. It also means that independence and accountability must be
paramount.

However, Calgarians’economic and social life will not likely continue along the status
quo but more likely to face significant transformation. Attempts to transition to net
zero emissions, here and around much of the globe, will dramatically impact the
natural resource sector Calgary is so aligned with. There could be a “happy ending,’

Sense of
i Community in Cities
i T
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where the net zero transformation creates new jobs.* But such a transformation re-
quires heroic change with all the associated risks. Considerations include: Will there
be leaders and leadership? Will the leaders take the risks? Will they get financing and
funding? The need for leadership has led to the creation of Canada’s Net-Zero Lead-
erboard, adding a new layer of competition between cities because that has typically
spurred progress.

Ultimately, even a “happy ending” will undoubtedly involve bumps along the road
and extended periods of economic challenge. Note, for example, that the depression
of Winnipeg housing prices during the 1990s adversely impacted local government
funding through property taxes. The likely future challenges suggest an urgency to
the task of reforming The City’s funding framework. And as part of that reform, there
is a need to build more than the usual buffers and reserves for a smooth pathway
through the possible bumps and challenging times. The necessary funding reforms
are long overdue. But better to start now, late, than never.

Beyond speed, there is a need for thoughtful solutions. Through the Toronto City
Charter, Toronto gained access to new revenue tools that are helpful but generate
limited funding (e.g., hotel taxes). Cities need more potent revenue sources allowing
genuine policy contributions to challenges, including housing, addressing poverty
and economic development. Ordinarily, cities should have no income re-distribu-
tion responsibilities (i.e., no de jure responsibility). However, cities increasingly have
policy responsibilities that require re-distributing income (i.e., substantial de facto
responsibility). Unfortunately, cities do not have sustainable funding tools for re-dis-
tribution in their toolkit. A tax point transfer as Calgary and Edmonton have effec-
tively in the gasoline excise tax is potent but still leaves the municipality beholden
to the provincial government because they could change the nature of it. As part of
a revenue-sharing arrangement, a tax point transfer is a good starting point - cities
like Calgary need other revenue sources. Cities have demonstrated spending and
policy maturity - they ought to be rewarded with funding maturing too.
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3.1 Canadian municipalities are turning increasingly to
user levies (which has limits)

The received policy wisdom from economic analysis is that governments shouid
raise revenue using funding tools that minimize distortions (i.e, minimize negative
impacts on the normal functioning of market forces} and maximize fairness.”’

Charging user levies for municipal services sends price signals to the users, help-
ing municipalities to achieve economic efficiency in allocating resources and avoid
waste from oversupply. Calgary’s municipa!l finance policies ensure that Calgarians
and visitors to the city can enjoy the benefits of the services provided by The City.
Taxes fully fund some services (e.g., roads). In contrast, others (e.g., recreational facil-
ities) are funded through user fees (a category of user levies). Whether to charge full
or partial user levies is determined by assessing the individual and community bene-
fits. Services that benefit both the individual and society are partially tax-supported.
While user fees fully fund those with only private (individual) benefits.

Brief Review of Emerging Developments in
other Municipalities

Over the last 25 years (from 1998 to 2023), the need for more revenue has motivated
most Canadian municipal governments to look toward user levy funding tools be-
cause of limited success securing expanded taxation powers. Specifically, reliance on
user levies across the more than 4,500 municipal governments in Canada increased
from about 22 per cent of revenue in 1998 to about 37 per cent in 2021 (Exhibit 3.1).
While user levies are excellent funding tools because they minimize distortions and
maximize fairness, there are limits to the reliance on them as a funding tool.

The limits show up because most user levies focus on cost recovery. They are con-
strained as revenue sources by legal limitations for user fees and regulatory charges.
The limits also show up in the declining reliance on user levies by the provincial and
federal governments. It has moved in the opposite direction for Canada’s ten pro-
vincial and territorial governments. They have reduced their reliance on user levies
from 29 per cent in 1998 to 23 per cent in 2021. Although the federal government
increased reliance on user levies as a revenue source from 12 per cent (1998) to 15
per cent (2021), the level of dependence is due to automatic adjustments because of
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Exhibit 3.1
Canadian Municipalities have turned Increasingly to User Levies to Fill Gap
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Source: Statistics Canada. Table 36-10-0222-01 and Table 36-10-0450-01

Canada’s municipal governments are raising more money from
user levies. Provincial governments and the federal govern-
ment have shifted to other own-source revenue tools.

demographic and economic change - two out of every three dollars of federal gov-
ernment revenue from user levies is from employment insurance and Canada Pen-
sion Plan premiums. Unlike municipalities, the provincial and federal governments
are increasingly turning their attention to other sources of revenue beyond taxation
and user levies.

3.2 The user levy focus is strongest in western Canada

Reliance on user levies is most substantial in the resource-rich western provinces of
Alberta, Saskatchewan, and British Columbia. That’s because most of the revenue is
attributable to the regulation and sale of resources. For example, municipalities in
Saskatchewan and British Columbia benefitted from regulating and selling natural
resources. They had the highest reliance on user levies in 2016 at 58 per cent and 45
per cent, respectively (Exhibit 3.2).

Municipal Fiscal Gap

One reason for the significant reliance on user levies in Alberta is the introduction of
substantial reforms to off-site levies, a regulatory charge. Provincial legislation has
become more accommodating of the infrastructure funded by off-site levies. As a re-
sult, The City of Calgary recently introduced significant changes to off-site levies that
boosted revenue. A second reason is the differences in the extent to which different
jurisdictions use proprietary charges. They generate more revenue for municipalities
in Western Canada, like Calgary that emphasize franchise fee revenue using dynamic
market prices that lead to higher revenue flows during commodity market booms.
In short, Calgary has relied heavily on user levies, and the time may be suitable to
broaden the revenue considerations.

For those municipalities in non-resource-rich provinces, higher user levy revenue
has been attributable to other types of proprietary charges (e.g., rents from social
housing and proceeds from the sale of liquor) and regulatory charges (e.g., worker
safety and compensation regime charges and the administration of different kinds
of licensing)*®
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3.3 The key economic differences across categories of Proprietary charges favour the four qualities listed below but are insufficient because
revenue they can only get you so far.

e EconomicExcess: they act as a funding tool that allows exceeding cost recovery
A common practice across municipalities worldwide, frequently captured in OECD levels as market forces would allow.
analysis about the fiscal capacity of subnational governments, is the goal of securing
a robust and diverse funding framework with revenue opportunities across three
categories — taxation, user levies, and other revenue. That’s because all three revenue

m Economic Effectiveness: they allow the application of the revenue to any gov-
ernment spending activity to meet needs without restrictions.

categories have different strengths and weaknesses (Exhibit 3.3). s EconomicEquity: they act as a funding tool for all beneficiaries of services with-
out exceptions or exemptions.

Taxes raise revenue without requiring a connection between the activity charged s EconomicEfficiency: they act as a pricing mechanism to moderate overuse and

and the uses to which the funds would be applied. There must be a connection for make it less likely for service demand to exceed supply.

all three types of user levies - user fees, regulatory charges, and proprietary charges.

User fees fund the provision of specific municipal goods or services, e.g., public tran- " . . "

sit. Regulatory charges are payments for a right or privilege granted by a municipal- 3.4 Emerglng alternative revenue sources for cities in

ity, e.g., off-site levies, fines, inspections, environmental protection, and licenses for Canada, the u.s., and other OECD countries

pets or businesses. Proprietary charges represent a municipal government’s ability

to exercise proprietary rights over its public property, e.g., revenue from leasing gov- Many large Canadian cities face similar funding challenges and, like Calgary, are in-

ernment property and franchise fees. Proprietary charges are desirable because they vestigating options. For example, Toronto City Council approved a motion in Febru-

have all four desirable economic qualities for revenue sources. ary 2023 to have an updated review completed of revenue-generating options for

the City of Toronto by no later than the third quarter of 2023:#
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3. Brief Review of Emerging Developments in Municipalities across the World

Exhibit 3.3

Key Economic Differences Across Categories of Municipal Revenue

Contemporary Economic
View of Major Munidpal
Revenue Categories

1. Taxes

2a. User Levies
[a. User Fees]

2b. User Levies
[ b. Regulatory Charges

2¢. UserLevies
[¢. Proprietary Charges]

3. Other Revenue

Economic “Excess”
Acts as a tool that affords the
opportunity to exceed cost
recovery levels as market forces
Examples would allow
Property Tax,
Land Transfer Tax

Public Transit Fares,

Recreation Fees Low (i.e., disallowed)

Off-site Levies,
Fines, Pet Licenses

Low (i.e., disallowed)

Leasing Government Property,
Franchise Fees

Investment Income,
Proceeds from asset sale

Economic“Effectiveness”

Allows application to
any type of government
spending activity to meet
needs without restrictions

Low (i.e., not for general
revenue tool or cross-
subsidizing other services)

Low (i.e., not for general
revenue tool or cross-
subsidizing other services)

Economic“Equity”
Acts as tool that can be
applied to all beneficiaries of
services without exceptions or
exemptions

Low — Exemptions for
orders of government,
universities, etc.

, Moderate - _
Some groups are excluded
for affordability reasons

V_Mod‘erate -
Some groups are excduded
for affordability reasons

High -
All groups are required to
pay these charges

Moderate -

Sometimes not associated-
with services

Economic“Efficiency”

Acts as pricing mechanism to
moderate overuse and make it less
likely for service demand to exceed

supply

Low — These tools do not
typically have behavioral
implications

= In 114 of 150 central U.S. cities, local general sales taxes contribute 21 per

1. Some Canadian provinces have recently allowed cities alternative revenue
sources outside real property taxes

® Quebec introduced a share of 10 per cent of the growth of the provincial
sales tax for all cities.

m  Toronto, Montreal, and Halifax now have fully functioning municipal land
transfer taxes.

s Montreal has a commercial parking levy.

2. Inthe U.S., many states allow cities to levy local general sales tax or local income
taxes without restrictions on tax rates, revenue growth, or spending.

Municipal Fiscal Gap

cent of total tax revenues.

m 23 US. cities levy local income taxes, and, on average, they contribute 29
per cent of tax revenues.

3. About 42 per cent of OECD countries permit local governments to levy income
taxes as a source of revenue

m (ities in the five Nordic countries were recently assigned healthcare, social
services, welfare support and K-12 education tasks. It led to an expansion of
reliance on local income taxes (>80 per cent of revenue).
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There is a body of evidence suggesting a higher level of ineffectiveness, inefficiency,
and lack of accountability when the order of government responsible for spending
funding is different from the government responsible and accountable for raising
revenue. For example, a transit project run by a city but funded by the provincial
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Framework and Assessment of the Net
Benefit of New Revenue Tools

or federal government is more likely to have cost overruns if the provincial or fed-
eral government covers the excesses than if the municipal had to go to taxpayers
or voters themselves. It is the most powerful justification put forward in economic
analysis.%
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4, Framework and Assessment of the Net Benefit of New Revenue Tools

4.1 Framework for assessing net benefits of alternative
revenue tools uses 12 criteria
In response to the economic justification, economic analysis has also identified a set

of criteria to inform the selection of new revenue tools, given the plethora current-
ly available in North America.®' This chapter reviews The City’s findings on the most

Potent

The primary purpose is to coliect revenues to
address the municipal fiscal gap. New revenue
tools should be potent.

Adaptability
P
O-A

It is desirable to build adaptability to the municipal
revenue system by adding - (a) revenue diversity

and (b) revenue options that respond quickly and
countercyclically to economic conditions.®

Municipal Fiscal Gap

=
Ll

Fairness means that the distribution of revenue
responsibility is socially desirable. Describing

a revenue option as fair is perception based.
Measuring fairness relies on assessing equity.

Efficiency

O]

The addition of new revenue generation should
not unduly impede or reduce the economy’s
productive capacity.

desirable revenue tools — the assessment assumes equal weighting across criteria.
However, in practice, the choice of tools should reflect the specific situation. For cit-
ies like Calgary that are interested in potent revenue sources that can help address
many funding needs, the potency criteria, the first of the 12 criteria summarized be-
low, will have a weight higher than the other criteria. Here's a summary of the 12
criteria.

Reliability

| (A

The revenue options should have appropriate
levels of predictability, stability, and reliability to
enable the government and citizens to determine
the timing and amount of revenues for collection.

Neutrality

Neutrality means that the revenue options
should not unduly influence citizens’ decisions.
Their decisions should reflect the economic
merits of the associated activity.
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4, Framework and Assessment of the Net Benefit of New Revenue Tools

Reinforcement

23

TN

Governments sometimes wish to promote
certain behaviours and discourage others, and
revenue collections may support or impede this.

Transparency

Hiol

Transparency means the revenue information is
highly visible and not hidden. Transparency helps
to achieve accountability to citizens.
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Inexpensive

>

The operating costs for assessing and collecting
revenue should be minimized.

| Accountability

Accessibility and visibility of the information on
revenue collection laws and their development,
modification, and purpose are necessary for
citizens to hold governments accountable for
their money.

Simplicity

&=
4=

Simplicity means that the revenue collection
amounts should be known in advance, the rules
should be simple and easy to understand, and
the amount owing should be easy to pay and
easy to enforce.

Protection

i

Revenue collection administration must protect
private information from all forms of unintended
and improper information disclosure.
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4. Framework and Assessment of the Net Benefit of New Revenue Tools

4.2 Tools related to property taxes, user fees and City assets

Overview and evidence from other jurisdictions

The content of the Financial Task Force recommendations called for the examination of
some tools that are related to property taxes, user fees and City assets. Some of the tools
were recently examined for applicability to The City as an individual tool and discussed
below for comprehensiveness (per FTF recommendations); other tools, such as the Local
Improvement Tax and Special Tax, were not included in this discussion due to the scope of
the study. Nevertheless, we recognize the importance of them in funding gaps associated
with new development. The following tools are evaluated using the 12 criteria discussed

in Section 4.1:

Exhibit 4.1

Tools related to property taxes, user fees and City assets suggested by the FTF

Revenue Tool
Z;L\‘j.\ i . . —
1. 2545 Surtaxon High-value Residential Properties
) Non-resident Speculation Tax (NRST) and

Property Speculation and Vacancy Tax (SVT)*
Differential User Fees by Residency

&?
4 ¢=] Differential Permit Fees using Application
" U ProcessingTime
.

Extension of Home Occupation and Non-resident
Business Permits to Online Firms

m

Differentiate Fines using Ability to Pay
% c ENMAX Dividends

8 | §-—-) ‘ Revenue from Calgary Parking Authority Assets

Note: *Tools 1 and 2 need legislative changes in Alberta.

Revenue
(Category

Taxation

Taxation

User Levies

User Levies

User Levies

User Levies
Other
Revenue

Other
Revenue

Tools 3 to 8 can be implemented within The City’s Authority.

Municipal Fiscal Gap

Fundamental Changes
Required for Implementation

Easing property tax constraints

Easing property tax constraints

Pricing changes for different
levies, fees, or fines

Pricing changes for different
levies, fees, or fines

Pricing changes for different
levies, fees, or fines

Pricing changes for different
levies, fees, or fines

Policy changes to increase
revenue flow from assets

Policy changes to increase
revenue flow from assets

%—a;

1. Surtax on high-value residential properties

A surtax on property in specific value brackets is one step towards a more pro-
gressive property tax system. For example, a 0.2 per cent surtax could be set
on dwellings valued above $1 million, rising to 0.5 per cent on values above $2
million, and 1 per cent on properties above $3 million. A surtax of this nature
implies an additional annual tax of up to $2,000 on homes valued between one
and two million dollars. Dwellings valued between $2 million and $3 million
will be required to pay a surtax of up to $7,000. According to data collected
by The City of Calgary in 2022, the number of residential properties valued at
$1 million or more in Calgary stood at 17,101, and the average price on these
homes was $2.2 million. The potential revenue from a surtax to The City is esti-
mated to be $51 million.

Many global cities have explored making their property tax systems more pro-
gressive, relieving the burden on lower-income families while providing a rev-
enue boost.

m Differential property tax rates by assessed value remain popular in Eu-
rope. Germany has a two-class progressive rate structure for single-family
properties (in particular, a 0.26 per cent rate for properties valued at up to
€38,347,and 0.35% above). Serbia has a progressive rate structure, ranging
between 0.4 per cent and 2.0 per cent. Belgium has a property tax system
in place that assesses second homes at 140 per cent of cadastral incomes.*
Finland has differential property tax rates on residential buildings, ranging
between 0.32 per cent and 0.75 per cent.>

®  Recognizing that the value of individual properties might not correlate
with an owner’s income, relief measures have also been put in place in
most of these progressive structures to ease the burden on property own-
ers. For example, properties up to 2.6 million Danish crowns in Denmark
are subject to a 1 per cent tax (and 3 per cent for values above). However,
fower rates apply to persons who owned their homes before 1998 and are
older than 67 years. Portugal has also implemented a progressive property
tax system that provides 4-to-8-year exemptions for low-income owners
of high-value properties. Low-income owners of properties valued at less
than €708 can be exempted entirely>. These adjustments ensure the tax-
able pool comprises “income-rich and property-rich” owners.

A few Canadian cities have explored this tool as an additional revenue source
for municipalities to finance their service responsibilities. In addition to reve-
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4. Framework and Assessment of the Net Benefit of New Revenue Tools

nue generation, other benefits are discouraging speculative buyers on the market
and dampening housing price escalations. The proposal could also raise the cost
of vacant dwellings, increase supply on the market and provide more moderately
priced dwellings. Recent experiences in Canada are:

m In 1993, the province of British Columbia (BC) withdrew a tax change proposal
that included a more progressive property tax system, targeting “high-valued
single residential dwellings!” The withdrawal resulted from concern about po-
tential harm to senior citizens who lived in high-value properties but on fixed
incomes.

m In 2018, the BC government reintroduced the idea of progressive property taxes
or tax rates increasing with property values. Again, this received opposition due
to concerns about “property-rich” lower-income individuals. However, in 2018,
BC changed the provincial “school tax” to include two new property tax brack-
ets — (a) properties valued between $3 million and $4 million pay a 0.2% surtax,
and (b) properties valued above $4 million pay an additional 0.4% surtax on the
value above $4 million.

To tackle the impact on “property-rich but cash-poor” owners such as senior citizens,
these groups can defer this tax until the property is sold. In this way, the reform does
not affect low-income homeowners with low-value properties, while low-income
people owning high-value properties are exempted through the surtax deferral pro-
grams.

Alberta municipalities have limited tools to levy differential property taxes on prop-
erties beyond separate rates for residential, non-residential and farmland proper-
ties. Notably, in Alberta, cities can only impose a property tax rate on the total value
of the property, which means a progressive tax structure similar to the income tax
structure is not allowed. So even if differential residential rates were implemented
through a sub-class, a higher tax rate based on property value would apply to the full
value of a property, not just the amount above a set policy threshold.

If the Alberta Government were to expand municipalities’ taxing powers, a proper-
ty-based surtax more similar to what is in place in Europe and BC could be possible.
It is important to note that unless Council opted to increase required tax revenue by
a certain amount, no additional fiscal capacity results from a sub-class as described
above, and a sub-class otherwise results in a lower tax responsibility for the base
residential class.

One factor to consider is the impact of significant changes in property assessments
for a subset of property types. Calgary has recently experienced and continues to
experience substantial changes across property types. Adopting the surtax for only
residential dwellings may lead to (politically) unbearable changes in tax responsibil-
ity for individual taxpayers.
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2. Non-resident Speculation Tax (NRST) and Property
Speculation and Vacancy Tax (SVT)

In 2017, the government of Ontario imposed the Non-Resident Speculation Tax
{NRST), or Foreign Buyers Tax, a 15 per cent tax on specific foreign buyers of real es-
tate. The NRST applies to all affected purchases that closed on or after April 21, 2017.
The implementation of the NRST was in response to concerns about the over-heated
housing market and rapidly rising prices. Effective October 25, 2022, the Non-Resi-
dent Speculation Tax (NRST) rate increased to 25 per cent.

British Columbia and Ontario governments have implemented Speculation and Va-
cancy Taxes (SVT) that targeted speculators and quickly helped turn thousands of
empty units into homes for people, making housing more affordable for residents. In
British Columbia, the speculation tax and the 2 per cent tax rate for foreign owners
and satellite families are believed to have encouraged the return of about 20,000
condo units to the long-term rental market in Metro Vancouvers,

Besides NRST and SVT, Vancouver and Toronto also levy city level empty (vacant)
home taxes:

® First launched in 2017, Vancouver’s Empty Homes Tax is currently set at 3 per-
cent of a home's assessed value and is intended to return empty or under-uti-
lized properties to the long-term rental market. This program is credited with a
20 percent reduction in vacant properties between 2020 to 2021.57

& Toronto’s new Vacant Home Tax was implemented in 2023, set at 1 percent of a
vacant home's assessed value*®

Although NRST and SVT are successful in Ontario and British Columbia, especially in
big cities with housing supply shortages and escalating prices, these tools are not
available in Alberta based on the current MGA.

3. Differential user fees by residency

Many non-residents of Calgary, including residents of neighbouring municipalities,
do not pay the total cost of some municipal services received through user fees.
That's because most services are partly or wholly funded using property taxes. it
makes sense to consider introducing a differential user fee by residency system to
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4, Framework and Assessment of the Net Benefit of New Revenue Tools

improve fairness to Calgarians. For example, suppose the per capita cost of subsidiz-
ing a transit trip using property taxes is $5.00, and a transit ticket is $3.60 per ride.
In that case, the actual cost is $8.60 for residents versus $3.60 for non-residents. The
same idea applies to recreational facilities such as municipal parks, gyms, and art
centres. Evidence from recent surveys of Calgarians indicates that many believe that
visitors should pay higher user fees because of the property tax subsidy.

Several North American cities have explored using this approach motivated by the
expected revenue increases:

® Greensboro (North Carolina) began a comprehensive differential user fee study
in 2003 to achieve a fairer distribution of costs associated with services that ben-
efited residents and visitors. The study identified three areas (parks and recre-
ation, libraries, and cemeteries) where differential fees for use could be applied.
Data gathered from this study showed nearly 39 per cent of Greensboro Public
Libraries (GPL) users were non-residents of Greensboro. The GPL considered is-
suing cards to its users and charging non-residents $35 to $50 a year.

m The city of Tallahassee and Leon County (Florida) had a partnership in place that
allowed Leon County to pay for recreational services offered to its residents by
Tallahassee’s Park Recreational Department. Following the cancellation of the
partnership, Tallahassee implemented a 50 per cent differential fee for non-resi-
dents of Tallahassee using utility billing codes and photo identification to estab-
lish proof of residency.

m  Brantford (Ontario) released a 2020 report on non-resident user fees. The expect-
ed revenue impact reflected the percentage of non-residents using city services.

The explorations also identified potential negative implications of deploying resi-
dency-based user fee pricing:

m  Greensboro determined that differential user fees for library services could lead
North Carolina to reclassify the municipal libraries (meaning Greensboro loses
state aid through valuable grants and resources) and reduced patronage (pro-
jected 33 per cent decline in the cardholders).

4, Differential permit fees using application processing
time

The City of Calgary requires permits and licenses for construction and business ac-
tivities within the municipality. City staff review various development and business

Municipal Fiscal Gap

applications, ensuring they comply with the Alberta building code and City bylaw
requirements, and the costs of development approval and business licensing are ful-
ly supported by permit and licence charges. The charges reflect a small share of the
market value.>®

The City of Calgary received 21,000 building permit applications in 2021. In Calgary,
permits for minor improvements are issued within 21 days, provided all necessary
documents and information are submitted with the applications. This process may
take as long as 56 days or more for larger projects, depending on the amount of
information included with applications and the type of building project. Calgary’s
processing times are about average relative to other big cities:

m  On average, receiving a building permit in Toronto takes 5 to 20 days. The aver-
age processing time for complex building projects is about 30 days.

B Edmonton processing times for building permits also range from a week (for
detached houses) to 21 days (for commercial buildings).

m In Vancouver, simple building permits sometimes require eight (8) weeks or
more. Complex building permits could take up to eight (8) months.

Exhibit 4.2
Benefits of the Expedited Development and Building Option

Benefits To The City of Calgary Benefits To Applicants/Citizens

= Affordable housing because of fewer
costs associated with lengthy review

= | ower expenses for The City due to
faster processes and lower operational

costs processes being passed on to home-
® Decreased incidents of illegal construc- OMIETS/PeEmEers

tion = Higher time predictability in projects
m Higher future property tax revenues = Better accountability

due to faster project starts = Reduced time cost to developers

®»  Reduced climate and environmental
risks

® Higher license and permit revenues
due to third price discrimination based
on ability to pay

Source: Corporate Economics, The City of Calgary
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Several cities in the U.S., including Los Angeles, Tacoma, Sacramento, and Fort Worth,
have differentiated user fee models that reflect an expedited permit option in their
service models.®® The City of Calgary could also explore differential user fees based
on processing time options. If applied, the expedited permit option could benefit
both The City and the applicants, as illustrated in Exhibit 4.2.

5. Extension of Home Occupation and Non-Resident
Business Permits to online firms

In today’s digital economy, many firms and businesses operate in cities without a
captured presence in non-residential property taxes. Ensuring all businesses are fair-
ly priced for their uses of city infrastructure and services regardless of the method
of operation is essential. Many cities have explored a ‘catch-all’ general licence cat-
egory.S! For example, the city of Edmonton found that the enforcement of ‘general’
licences is quite challenging. Most home businesses are already regulated under
specific professional agencies (i.e., accountants, lawyers, consultants), often affect-
ing the rationale for City licences.®?

In Calgary, there are currently two business licence categories for home businesses.
Still, many home-based businesses are not included in business licensing if regu-
lated by another government-approved agency (e.g., accountants, lawyers). Home
Occupation Class 1 businesses currently have no charge in applying for a permit. A
Home Occupation Class 2 business permit costs $457 in 2022, representing a drop
from 2021 (5481).53

In North America, fines are imposed based on the severity of the offence without
consideration of the ability-to-pay of offenders. Low-income offenders have incurred
large debts due to an inability to pay, often leading to jail time and stiffer fines - a
vicious cycle. In contrast, day-fines systems (or fine systems based on the income of
offenders) are popular in Europe, including Finland, Germany, Sweden, and Austria.®*
There are strong economic arguments in support.®®

6. Differential fines using ability to pay
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Fines for municipal bylaw offences could be set at a high level by defauit, and guilty
persons could opt to prove their income to qualify for a discount. Extending this to
traffic offences would require provincial involvement. Between 2016 and 2020, The
City of Calgary collected an annual average of $89 million in fine revenue (2.3 per
cent of revenue). Assuming a day-fine system, and an average increase of 5, 10, or
20 per cent, the increased revenue assuming no behaviour change is $4 million, $9
million, and $ 18 million, respectively.

7. ENMAX Dividends

ENMAX's annual dividend to The City dates back to the late 1990s. Before the estab-
lishment of ENMAY, its forebearer, the City of Calgary Electric System (CCES) contrib-
uted to The City’s general revenues through a Tax on Utility Revenue and a dividend.
Today, ENMAX pays only annual dividends to The City of at least 30 per cent of its
net earnings or $30 million, whichever is higher under the current dividend practice.

Over the 23 years from 1999 to 2021, The City of Calgary received a cumulative sum
of $1.1 billion in dividends from ENMAX?®, Between 2009 and 2021, the annual divi-
dend to The City ranged from $40 million to $67.5 million despite faster population
growth and local inflation in Calgary. Good governance practices require policy re-
view and adjustment every three to five years. Policy reviews and adjustments are
more relevant now that ENMAX has changed size, business models, asset bases,
operations, and risk exposure over the past 23 years. One of the most notable re-
cent changes for ENMAX was its 2020 acquisition of Versant Power (formerly Emera
Maine).

Following the original Financial Task Force recommendations in 2020 and before
this mid-2023 update, significant work has occurred to review City assets including
broader governance reviews of ENMAX. There are positive early signs, with the 2022
dividend coming in at $82 million. Studies show that more work is needed.5”
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P)

8. Revenue from Calgary Parking Authority Assets

The Calgary Parking Authority (CPA) operates municipally owned on-street and off-
street parking facilities throughout Calgary. it had a different reporting structure be-
fore becoming a City division on December 19, 2022.

The financial return policies implemented in 2011 required the CPA to transfer to The
City: (a) 100 per cent of net revenues from enforcement, and (b) the greater of 65 per
cent, or $11 million, of net CPA revenues. The CPA met or exceeded the minimum
requirement every year between 2011 and 2021. However, in recent years, revenue
from parking and sales other than fines and penalties have struggled. It declined
from $61.3 million in 2017 to $60.7 million in 2018 in the recovery phase after the
2015-16 recession, dropping further to $36.1 million in 2020 and $32.7 million in
2021 due to the pandemic.®

Faced with these revenue challenges, the CPA made concerted efforts to reduce op-
erating costs. Its total expense declined from $63 million (2016) to $54 million (2018)
and further to $48 million (2021). Integrating the CPA into The City is estimated to
provide further savings of about $20 million over the next ten years.

The new (digital) economy has disrupted the business model. The upswing in digital-
ly enabled ride-sharing services (e.g., uber), food delivery services (skip the dishes),
remote work, and other manifestations of the new economy have changed people’s
behaviour. The overall demand for parking has declined (potentially permanent-
ly). However, Calgary continues to boast some of North America’s most expensive
downtown parking, just behind New York and San Francisco (in February 2023). The
CPA also manages The City’s land in downtown, Kensington, Beltline, and Inglewood
areas, around LRT stations and near schools. A review of the best use of those lands
may yield opportunities.

Municipal Fiscal Gap

Assessed using the evaluation criteria

Broadly speaking, six of the eight tools generate similar net benefits and are good
candidates for consideration. Two of them - differential user fee by residency and
differential fines by the ability to pay - are an order of magnitude lower (Exhibit 4.3).

Two tools depend on the ability to ease property tax constraints

A surtax on higher-value residential properties and the Non-Resident Speculation
Tax (NRST) or Speculation and Vacancy Tax (SVT) are the two tools that rely on eas-
ing constraints related to property taxes. While surtax can help cities move towards
a more progressive property tax system with the objective of sustainable revenue
generation, the NRST or SVT aims to address housing supply and affordability by
changing property owners’ behaviours with a short- to medium-term revenue-gen-
erating benefit.® With respect to examples, the City of Vancouver has a surtax in
place. The NRST or SVT is in place in Ontario and BC.

As of today, Alberta does not have these tools in place. Given the recent surge in
affordability challenges in Calgary (and elsewhere in Alberta), there may be a future
need for these tools, especially when considering immigration and housing avail-
ability projections for the next few years. The analysis conducted here then becomes
a valuable starting point for further costs and benefits assessment and potential tool
deployment.

Four tools depend on pricing changes for different levies, fees, and fines

Four tools were considered, namely: (a) differential user fees by residency, (b) dif-
ferential permit fees by permit processing time, (c) extension of home occupation
and non-resident business permits, and (d) differential fines by the ability to pay.
Executing pricing changes will need to rely on the identification of the appropriate
differential pricing strategy:

m  Pricing based on location could apply to differential user fees by residency.

m Charging different prices according to demand volumes could apply for differ-
ential permit fees.

m  Amenity-based pricing could apply to the extension of home occupation per-
mits.

m  Pricing based on customer class could apply to differential fines.

There is diversity in the areas where these tools are most beneficial (Exhibit 4.4). For
example, the extension of home business licensing promotes fairness and equity,
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Exhibit 4.3
Tools related to property taxes, user fees and City assets do not fare well on the evaluation criteria

Scoring Guide:
. Strongly Aligned Partially Aligned Weakly Aligned
5 W 'a\.\\d &
& o & W
1 E Surtax on High-value Residential ‘ |
' 227 Properties* :
. Non-resident Speculation Tax (NRST) | ' “
2, M : m and Property Speculation and Vacancy '
! Tax (SVT)* e | !
3. c." Differential User Fees by Residency ‘ - . -
4 7=| Differential Permit Fees using
) 8= Application Processing Time
Extension of Home Occupation and
5. Non-resident Business Permits to Online
. Firms
6. Differentiate Fines using Ability to Pay - | }‘ |
LT | [ [
8 [ s Revenue from Calgary Parking Authority
’ \_fJ Assets )

Note: *Tools 1 and 2 need legislative changes in Alberta.
Tools 3 to 8 can be implemented within The City’s Authority.

Source: Corporate Economics, The City of Calgary

44 |

,
©

%
()

%

N
\69 Q\&

Municipal Fiscal Gap

EC2024-0371
Attachment 1



4, Framework and Assessment of the Net Benefit of New Revenue Tools

while differential fines by the ability to pay fosters accountability. One assessment
element common to both is the significant administrative burden from implemen-
tation - a lot of work would need to go into ensuring that the terms and scope are
clearly defined and understood by those making the payments. There are also effi-
ciency considerations — these tools might incentivize businesses to relocate or im-
pede the competitiveness of small/start-up businesses.

Two tools suggestd by the FTF require policy changes to increase revenue flow
from assets

The ENMAX group of companies is 100 per cent owned by the City of Calgary. Like
any prudent investor with 100 per cent voting rights, it is up to the City of Calgary
to influence ENMAX's strategic direction and objectives to support returns. Over the
last ten years, ENMAX has generated the lowest return on equity across all regulated
utilities in Alberta. Achieving better returns would benefit The City.

The Calgary Parking Authority is now a part of The City of Calgary’s Transportation
Department. Integration into The City's reporting structure allows a more inclusive,
system-wide approach to parking in Calgary and the deployment of assets, including
prime lands, in a manner that generates optimal returns for The City.

Municipal Fiscal Gap

4.3 Additional tools beyond Calgary’s authority

Overview and evidence from other jurisdictions

The content of the Financial Task Force recommendations called for the examination
of seven categories of tools that are beyond The City’s existing legislative authority.
The tools are:

Exhibit 4.4
Additional tools that will need legislative change

Revenue Category Revenue Tool

9, Personal Income Tax
10. Corporate Income Tax

Taxation — Taxes on
Income

11. Real Property Tax: Discontinuation of Provincial Property Tax Collection
12. Occupational Privilege Tax

13. Road Pricing

14. Advertising Tax

15. Telecommunications Franchise Fees

Taxation — Taxes on
Production

21. Amusement Tax
22. Land Transfer Tax
23. Alcohol Tax
24. Cannabis Tax
25. Gaming Revenue

16. Municipal General Sales Tax
17. Accommodation Tax

18. Parking Tax

19, FuelTax

20. Tobacco Tax

Taxation — Taxes on
Products

Taxation — Current Trans- ~ 26. Vehicle Registration Tax

=

fers from Households 27. Insurance Premium Tax
Taxation — Taxes on 28. Royalty Revenue
Non-renewable Resources  29. Carbon Tax
30. Cloud Computing Tax
31. Digital Sales Tax
. 32. Ridesharing Tax
vi. Iﬁzaﬁg’x Ecle:]):)e:‘related L) Digital Amusement Tax
y 34. Online Marketplace Accommodation Tax
35. Taxon Shared Mobility Services
36. Autonomous Vehicle Registration Tax
User Levies — Levies 37. Monetization of City Data as an Asset
VIl related to the New 38. Investing in Digital Connectivity Infrastructure
Economy 39. Regulatory Charges for 5G Infrastructure
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Taxation - Taxes on Income

9, Personal Income Tax

Tool Description and Calgary Context

Personal income taxes in Canada are currently levied as a percentage of personal
incomes by the provincial and federal governments and based on the place of resi-
dence. Revenues from personal income taxes in 2021 were $183 billion for the Cana-
dian Government and $128 billion for all provinces, accounting for 47 per cent and
23 per cent of total revenues for the two orders of government in Canada, respec-
tively. Although some Canadian municipalities (excluding Calgary) levied income
taxes before World War I, they have not been allowed to do so since 1941.7°

Precedents in Other Jurisdictions

The U.S. has many examples of municipal income taxes, with over 3,800 municipali-
ties levying income taxes of different varieties in 17 states, particularly in the north-
eastern part of the country.”!
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Philadelphia (Pennsylvania) has the longest-standing and highest local income tax
in the U.S,, taxing residents and non-residents for wages earned. Residents pay taxes
regardless of where they earn wages. Non-residents only pay tax on wages earned
in Philadelphia. Philadelphia has a tax rate of 3.8 per cent on earned income for resi-
dents and 3.4 per cent for non-residents. Income taxes made up 33 per cent of Phila-
delphia’s total revenues in 2020.72

There are other variations: Detroit (Michigan) taxes residents and non-residents at
different rates. Municipalities in Kansas apply local income taxes only on interest and
dividend income. Beyond North America, municipal income taxes are also promi-
nent in many European countries.

Analysis emphasizing notable elements of evaluation criteria

The assumption of a 10 per cent surcharge on provincial income taxes can be used to
estimate the potential revenue that a municipal personal income tax could generate.
Using the city’s population share and personal income tax revenue for the provincial
government, the municipal income tax generated would have been $420 million in
2021.

A municipal income tax would have a large tax base relative to other types of taxes.
It would grow at the same rate as the real economy plus inflation. Between 2007
and 2021, Alberta’s nominal GDP grew by 43 per cent, and personal income taxes
increased by 51 per cent. Personal income taxes are typically progressive, and those
more able to pay contribute more. However, income tax revenues would fluctuate
with business cycles. As a result, it 1s less predictable than real property taxes.

The tax base for a personal income tax in Canada uses an individual’s place of resi-
dence, which is challenging to change in the short term. As a result, a new municipal
income tax would likely have minimal distortionary effects in the short term. In the
long run, employees could look for work in other cities without municipal income
taxes, negatively affecting the local economy. Another net-benefit is that taxing
higher-income individuals at higher rates is progressive and fair.

Taking tax points from the provincial and federal government system or adding
a surcharge to their design, and working alongside the Canada Revenue Agency,
would make implementation inexpensive and straightforward relative to setting up
an independent municipal tax system. According to a study conducted for the City
of Toronto, administration costs for a municipal income tax could be in the range of
1.5 per cent of total revenues collected.”

Municipal Fiscal Gap
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Taxation - Taxes on Income

10. Corporate Income Tax

Tool Description and Calgary Context

Corporate income taxes are applied as a percentage of the taxable income of busi-
nesses. Canada’s federal and provincial governments (and no municipalities, includ-
ing Calgary) levy corporate income taxes based on the location of businesses. Total
corporate tax revenues in 2021 were $70 billion for the Government of Canada and
$47 billion for all provincial governments in Canada. For both the federal and provin-
cial governments, revenues from corporate income taxes accounted about 37 to 38
per cent of their total tax revenues from personal and corporate incomes combined
in 2021.

Precedents in other jurisdictions

Municipal corporate income taxes are a revenue source in some U.S. cities. Howev-
er, they are rarer than municipal personal income taxes. There are three noteworthy
examples:

Municipal Fiscal Gap

4. Framework and Assessment of the Net Benefit of New Revenue Tools

m  Detroit (Michigan) imposes a 2 per cent income tax on corporations.’

= Philadelphia (Pennsylvania) levies a tax on corporate income and receipts tax,
collecting $1.414 per $1,000 on gross receipts as well as 5.99 per cent on taxable
net income.’

= New York City (New York) imposes taxes vary according to the type of business,
ranging from 4.425 per cent for certain manufacturing corporations to 9 per
cent for financial corporations.’

Income taxes (including personal and corporate income taxes) make up over 80 per
cent of all local tax revenue (excluding non-tax revenues) in Denmark, Iceland, Fin-
land, Luxembourg, Norway, and Sweden.”” Indeed, 97.5% of local tax revenues in
Sweden came from income taxes in 2016.

Analysis emphasizing notable elements of evaluation criteria

A municipal corporate income tax could be a relatively large revenue source for The
City. A rough estimate of potential corporate income tax revenues for The City of Cal-
gary can be constructed from the total corporate income tax revenue collected by
the province.” In 2021, if The City had imposed a corporate income tax rate of 1 per
cent, it would have generated estimated revenues of $170 million. Given Calgary’s
high concentration of corporate headquarters, the potential revenues could be even
higher than this rough estimate.

Corporate income tax revenue would be very volatile. Not only is the corporate
income tax base unstable, but it is also mobile. Businesses could use accounting
maneuvers to shift the location of corporate profits without significantly altering
physical business operations. A municipal corporate tax could also reduce business
investment in Calgary, which would have significant adverse effects on the local
economy.

The corporate income tax would satisfy fairness from the ability to pay perspective
since the largest and most profitable businesses would pay the most tax.

A municipal corporate income tax could face some complexities concerning the defi-
nition of taxable income and would create administrative costs if administered by
municipalities. Tax credits or deductions could be used to support behaviour-modi-
fying incentives but would further increase administrative complexities. Like the per-
sonal income tax, piggybacking on the provincial or federal corporate income taxes
could be a way to reduce administrative costs.
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Taxation - Taxes on Production

11. Real Property Tax: Discontinuation of Provincial Property Tax
Collection

Tool Description and Calgary Context

Canadian municipal governments levy real property taxes as a percentage of the
assessed property value for the municipal and (typically) provincial governments.
The City of Calgary collects real property taxes for municipal purposes and on behalf
of the Government of Alberta to cover some education costs. In 2022, The City of
Calgary collected over $772 miillion in real property tax revenue for the province. It
was 27 per cent of property taxes from residential and non-residential properties in
Calgary. The Government of Alberta uses its share to fund the kindergarten to Grade
12 education system.

While municipal fiscal imbalance leaves The City of Calgary with a funding gap lead-
ing to a reliance on provincial government transfers, at the same time, the province
is crowding out the property tax capacity, the primary source of revenue for The City
(and only taxation tool). As the provincial property tax represents a substantial com-
ponent of the total property tax bill, removing some or part of it would allow The City
to step in without changing taxpayer responsibility.
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Precedents in other jurisdictions

The province of Newfoundland and Labrador does not collect provincial property
taxes. In that province, general provincial revenues continue to fund education after
the removal of the business property tax and individual poll tax for education in
1992.7°

The province of Manitoba is currently in the process of phasing out provincial edu-
cation property taxes. While locally set and collected school property taxes currently
contribute to funding education in Manitoba, the provincial government is explor-
ing a new model where kindergarten to Grade 12 education gets fully funded from
provincial general revenues. While school property taxes are still in place today, the
Government of Manitoba offered property owners a 37.5 per cent rebate on educa-
tion property taxes in 2022, with a more significant rebate of 50 per cent expected
for 2023.%°

Analysis emphasizing notable elements of evaluation criteria

Discontinuation of provincial property tax collection, or municipalities’ full access to
the real property tax, would provide The City of Calgary with the increased ability
to cover the increasing cost of providing municipal services using property taxes.
Given the need for fiscal autonomy, it is reasonable because Council can set the total
tax rate based on the cost of municipal services and economic conditions. It would
significantly improve government accountability. The City would be the only one
to set the total tax rate for residential and non-residential properties. It would also
increase transparency to taxpayers as there would be direct links between property
taxes paid and municipal services received from The City. Many taxpayers believe
they only pay real property taxes to The City of Calgary despite various efforts to
clarify that the municipality and province receive the revenue.

The drawback of relying more on property tax is that there are better sources to fund
income redistributive programs. Property tax does not directly relate to a person’s
current ability to pay like income tax. The City already has an efficient assessment
and taxation department to assess the tax base and years of experience setting real
property tax rates.
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Taxation - Taxes on Production

12. Occupational Privilege Tax

Tool Description and Calgary Context

An occupational privilege tax is a special case of a payroll tax. Rather than being cal-
culated as a percentage of earned income, a fixed amount per employee is required
to be paid by employers each month. However, exemptions for low-income employ-
ees may be applied.

Payroll taxes in Canada are levied by the provincial level of government in some
provinces (Ontario and recently BC) but not in Alberta. Revenue from payroll taxes
totalled $18 billion in 2021 for all provinces. That's about 14 per cent of taxes on
personal incomes at the provincial level governments in Canada. A municipal level
occupational privilege tax for The City of Calgary would be difficult to implement as
the province does not have the tax collection system.

Municipal Fiscal Gap

4. Framework and Assessment of the Net Benefit of New Revenue Tools

Precedents in other jurisdictions

In the U.S., some municipalities in Colorado, Pennsylvania, and West Virginia gener-
ate revenue from occupational privilege taxes.

In Denver, Colorado, employers and employees are subject to occupational privilege
taxes. A tax of $5.75 is withheld per month for each employee working in Denver. At
the same time, businesses must also pay $4.00 per month per taxable employee.*
The tax only applies to workers earning at least $500 in monthly compensation.

A City Service Fee of $5.00 per week is imposed in Huntington, West Virginia, so that
an employee may be taxed up to $260 per year.’2 Most Pennsylvania municipalities
with an occupational privilege tax (known as a local services tax) collect only $52 per
employee annually.

Analysis emphasizing notable elements of evaluation criteria

The City of Calgary could have realized potential revenue of $70 million in 2021 if it
charged an occupational privilege tax rate of $10 per employee per month. This cal-
culation excludes self-employed workers from paying the tax and does not account
for any low-income exemptions.

While an occupational privilege tax would fluctuate with economic conditions, its
simplicity would allow revenue predictability with a forecast of employment in the
City. Revenue from the tax would grow in the long term along with employment,
though adjustments to account for inflation would be needed over time.

Because this tax is a fixed value per employee rather than a percentage of income,
it would have a weaker connection to the taxpayer’s ability to pay - making it some-
what regressive (even with exemptions for low-income workers). The tax base, linked
to the place of work, would be relatively immobile. Still, if the tax is too high (includ-
ing relative to neighbouring jurisdictions), it could drive some employment out of
Calgary and have a negative economic impact.

An occupational privilege tax has the benefit of being simple and transparent for
taxpayers. It would also be more straightforward to administer than an income tax.
The biggest drawback is that the Government of Alberta does not have occupational
privilege taxes, which would make tax administration at the municipal level relative-
ly expensive and resource heavy.
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Taxation — Taxes on Production

13. Road Pricing

Tool Description and Calgary Context

There are three main types of road pricing schemes: (a) tolls applied to a specific road
or highway; (b) a cordon (or congestion) charge - a fee applied whenever a vehicle
enters a specified zone, such as the city centre; and (c) a charge applied to all vehicles
entering municipal boundaries. Additional variations reflect the source and nature
of congestion. For example, charges could depend on the time spent in the affected
zone; the fee may only apply at peak times, and certain types of vehicles may be in-
cluded or excluded. Technology (e.g., a transponder device or camera technology) to
administer and enforce the toll can make it inexpensive to implement.

There may be cases in which a toll or cordon charge could be legally considered a
user fee, as it is a fee paid in return for the service of road access.? The drawback is
that user fee revenue cannot be used for general purposes, or the charge would be
considered a tax.
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Precedents in other jurisdictions

Toll highways and bridges exist in Ontario, Quebec, Nova Scotia, and Prince Edward
Island. However, none are collected by municipalities. For example, the MacKay
Bridge in Halifax has a toll rate of $1 for personal vehicles, collected by a Nova Scotia
crown corporation.”” In London, U.K,, a congestion charge is applied to the central
area, Drivers that enter the zone must pay a £15 daily charge (some exemptions ap-
ply).® London also has an Ultra-low Emissions Zone (ULEZ) covering a larger area
than the congestion zone, in which high-polluting vehicles are subject to a fee. Cor-
don charges exist in Stockholm (Sweden), Milan (ltaly) and Singapore.®

Analysis emphasizing notable elements of evaluation criteria

The revenue collected from a toll or cordon charge depends on the geographical
extent, timing, and rates. Consider a cordon charge applied to Calgary’s downtown
for revenue estimation purposes. In 2019, The City’s Central Business District cordon
count reported that 179,828 vehicles entered the downtown on an average week-
day over 24 hours. During the morning rush (7:00 AM to 9:00 AM), 38,439 vehicles
entered the downtown. A $1 all-day charge for 250 days of the year would have
generated $45.0 million, while a morning-rush-only charge would have generated
$9.6 million. These estimates do not account for a likely decrease in traffic due to
the charge. Assuming the total number of people entering the area each day would
decrease, it would negatively impact businesses in the area.

While revenues fluctuation may occur due to economic conditions, the long-term
outlook is stable. There was little change in the number of vehicles entering down-
town Calgary in 2019 from 2012. Fairness is assured since the charges would be paid
by the users of the road system. It would also reinforce desired behaviours like car-
pooling.

Defining the boundaries of the toll area and other parameters or exclusions could
be complex and difficult to understand but would be transparent. A direct connec-
tion of the charges to the costs of building and maintaining roads would support
accountability. Implementation and administration costs of a road pricing system
would be large. Evidence from other cities shows that operating costs for a cordon
charge may range from 29 per cent to 47 per cent of revenues, not including upfront
implementation costs.®

Municipal Fiscal Gap
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14. Advertising Tax®?

Tool Description and Calgary Context

An advertising tax or sign tax imposes an annual charge on billboards or electron-
ic signs displayed in the city for the purposes of advertising, charged to either the
operator of the sign or the owner of the property. Signs that are small, mobile, or
for the purposes of identifying a business at its location are typically excluded from
the tax. The tax could also be restricted to third-party advertising signs, which direct
attention to a business located at a different site than the sign. The size of the tax is
typically related to the dimensions of the sign, with a higher charge for larger signs. A
sign tax could also be designed with differential rates depending on location or type.

In Calgary, the use of billboards and signs is governed by the Land Use Bylaw. Before
putting up an advertising sign, the owner is required to obtain a development per-
mit, with associated fees. However, these fees differ from a tax as they are a one-time
charge used to cover the cost of the permitting service, not as a support to general
revenues.

Municipal Fiscal Gap
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Precedents in other jurisdictions

The City of Winnipeg imposes an advertising tax, at a rate of $29 per square foot for
digital signs and $3.30 per square foot for physical signs.* Signs such as identification
and mobile signs are not subject to the tax. The City of Toronto has a third-party sign
tax. The tax applies to signs placed in a different location than the business which the
sign is advertising. Annual rates for the tax correspond to six size categories. Rates
range from $1,360 per year for the smallest signs to $45,083 per year for the largest.*
Sign taxes in the U.S. sometimes take the form of an excise tax. For example, Philadel-
phia levies a tax of 7 per cent for outdoor advertising.®!

Analysis emphasizing notable elements of evaluation criteria

Between 2011 and 2017, the City of Toronto received stable revenues of over $11
million each year from its third-party sign tax.?> Assuming Toronto-level returns and
adjusting for population size, Calgary could generate $5 million annually from a sim-
ilar advertising tax on third-party advertising signs. Revenue would be stable since
the limited premium physical space for advertisements will typically be used even
in economic downturns. Rates set as a dollar amount per sign would need to be
adjusted over time for inflation but would otherwise have a stable growth potential.

Differential rates for signs of different sizes and types would contribute to fairness, as
large or electronic signs are more likely to generate greater benefits to their owners.
Businesses are unlikely to move outside of the city to avoid the tax, so that a sign tax
with reasonable rates would not have significant impacts on economic growth.

An advertising tax with a detailed scheme of rates dependent on size and other fea-
tures is not simple. Restricting the application of the tax to third-party advertising
signs would reduce the burden on small businesses and reduce administrative com-
plexity and revenue. Efficiencies in administration could be found by building off the
existing process to obtain a development permit to construct a new sign. Through
the development permitting process, The City already gathers information about the
characteristics and locations of signs.
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Taxation - Taxes on Production

15. Telecommunications Franchise Fees*?

Tool Description and Calgary Context

The City of Calgary collects franchise fees (local access fees or municipal consent and
access agreements in other jurisdictions) from energy distribution utilities providing
natural gas and electricity. Telecommunications providers have access to municipal
rights-of-way through negotiated agreements, known as municipal consent and ac-
cess agreements, which outline the fees. However, unlike franchise fees, these fees
are designed with cost recavery in mind, not as a source of general revenue. There
are legal barriers, given recent court rulings that place telecommunications under
federal jurisdiction. There are operational barriers because wireless service usage is
anywhere in Canada, not restricted by a municipality.

Precedents in other jurisdictions

While other municipalities in Canada also collect cost-recovery fees from telecom-
munications providers through access agreements, none collect franchise fees for
general revenue. In the U.S,, local franchise fees for cable television services are com-
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mon, though a few limitations still apply. For example, U.S. federal law permits mu-
nicipalities to charge a franchise fee to cable companies at a rate of no greater than
5 per cent of gross revenues.*

Analysis emphasizing notable elements of evaluation criteria

Potential revenues from franchise fees for telecommunications can be estimated us-
ing the data on the total operating income of telecommunications providers in West-
ern Canada. Assuming all of the income could be subject to a franchise fee, and using
Calgary's population share in Western Canada, The City would have generated $23
million in 2019 from a 1 per cent franchise fee on telecommunications. Of course,
this would likely require the CRTC consent, which may or may not be granted.

Franchise fees from telecommunications could be a stable and predictable revenue
source. They would exhibit less volatility than existing franchise fees on electricity
and natural gas, as prices for telecommunications services do not fluctuate like ener-
gy prices. The long-term growth potential for telecommunications revenue is strong,
particularly for wireless services.

Since power and gas distribution companies in Calgary pay franchise fees, extending
the same requirement to telecommunications companies could be considered fair
as they benefit from access to municipal rights-of-way. Again, it would likely have to
be approved by the CRTC. However, if the costs of the franchise fee were passed onto
consumers, the effects may be more impactful on lower-income residents. Access to
information can now be considered an essential service, taking up a larger share of
total spending for lower-income households.

The uniqueness and essential nature of telecommunication services would limit the
effects of additional fees on the use of the services in Calgary. However, even a tiny
impact on telecommunications usage would deter investment in telecommunica-
tions and potentially put Calgary behind in transitioning to the new, information and
communication-driven economy.

Only a few telecommunications providers would be subject to the franchise fee.
In addition, agreements already exist with these companies that govern access to
rights-of-way. Thus, if they could be permitted, adding franchise fees for telecom-
munications would come with relatively small administrative costs for The City. For
non-wireless telecommunications services, the fee would also be simple and trans-
parent for consumers. For wireless plans with coverage broader than the municipal
boundaries, the fee calculation would be more complex.
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16. Municipal General Sales/ Value-added Tax

Tool Description and Calgary Context

A municipal sales tax is applied as a percentage of the price of purchased goods and
services. The tax is paid by both residents and non-residents who shop in the juris-
diction where the tax is collected. There are two main types:

1. A retail sales tax (RST) is a non-refundable sales tax applied to the sale of spe-
cific products. They are paid by final consumers and businesses purchasing the
products as inputs.

2. Avalue-added tax (VAT) is assessed incrementally through the stages of produc-
tion and distribution. If it is applied to the price of a product, but the consumer
is a business purchasing inputs, it will be refunded.

No municipalities in Canada currently have the authority to implement a sales tax.
The federal Goods & Services Tax (GST) is a VAT. A Harmonized Sales Tax (HST) is col-
lected in some provinces, adding a provincial portion to the GST collected by the
federal government and remitted to the participating provinces. Other provinces
use provincial sales taxes (PST), administered independently of the federal govern-
ment. Except for Quebec, these provincial taxes follow the RST structure.

Municipal Fiscal Gap

4. Framework and Assessment of the Net Benefit of New Revenue Tools

Precedents in other jurisdictions

The government of British Columbia held a referendum in municipalities in the Great
Vancouver area in 2015 to test implementing a regional sales tax of 0.5 per cent to
fund the regional transit authority, TransLink. The referendum was defeated, with
62 per cent of Metro Vancouver residents voting against the proposed sales tax.”®
Sales taxes at the municipal level are common in the U.S. and can be found across 38
different states.? Across the U.S. overall, 7 per cent of all general revenues for local
governments come from sales taxes.”

Analysis emphasizing notable elements of evaluation criteria

Alberta is the only province in Canada that doesn't have a provincial GST or HST,
so the only low-cost possibility for a municipal sales tax for The City is to look into
the idea of piggybacking on the federal GST system, which is the “penny tax” idea
proposed by business leaders in 2011.8 To estimate potential sales tax revenue for
The City of Calgary, a simple population share of 30.7 per cent is applied to the total
federal GST of $5.8 billion collected in Alberta. Under a 1 per cent municipal sales tax,
the City of Calgary would have received an estimated $356 million in 2021.

A general sales tax would have a broad tax base. Revenues would face some volatil-
ity in response to economic conditions but grow at the same rate as the economy
without needing rate adjustments. One potential benefit of a sales tax is that resi-
dents and non-residents who shop within municipal boundaries and benefit from
City services would contribute through the tax. !t would also capture the new (dig-
ital) economy transactions. However, sales taxes are generally regressive because
high-income earners do not get a higher rate.

The tax base for a sales tax has some mobility. If a neighbouring municipality had no
sales tax or taxed at a lower rate, consumers would be motivated to shop just outside
City limits, negatively impacting the local economy. Complex inclusions and exclu-
sions of goods and services from the tax could create challenges. The City would
incur substantial costs to establish and maintain an independent municipal sales tax.
A penny tax piggyback on the federal GST system wouid need multi-government ap-
proval and collaboration. A municipal sales tax would be more feasible if the Alberta
government explored it. The City could advocate for a municipal portion of the tax
with estimated higher RST revenue (1.3 times the VAT revenue) using data from BC,
Saskatchewan, and Manitoba RST systems.
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Taxation - Taxes on Products

17. Accommodation Tax®®

Tool Description and Calgary Context

An accommodation tax (hotel tax or tourism levy) is a tax on the price of short-term
accommodations such as hotels, motels, and bed and breakfasts.'® Some munici-
palities also have a mandatory destination marketing fee (DMF) in addition to the
tax. These could fund tourism marketing initiatives or support general revenues in
Calgary if available.

The Government of Alberta collects a 4 per cent tourism levy on the purchase price
of accommodation for residential short-term rentals through online marketplaces
and traditional hotels and motels. An additional 3 per cent on the purchase price
generates a destination marketing fee (DMF) the Calgary Hotel Association collects
voluntarily).’”®" DMF funds from 58 hotels (70 per cent of Calgary hotel rooms) are the
primary funding source for Tourism Calgary (Calgary’s tourism marketing and devel-
opment organization).'? Tourism Calgary received $5.7 million in 2021.%3
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Precedents in other jurisdictions

In Ontario and Manitoba, municipalities control accommodation taxes. Winnipeg
collects a 5 per cent tax, while Ottawa and Toronto collect at a rate of 4 per cent.
In British Columbia, the province administers a Municipal and Regional District Tax
(MRDT) of up to 3 per cent on accommodations for interested municipalities with re-
strictions on the use of funds by municipalities. Vancouver has an additional 2.5 per
cent MRDT charge from February 1, 2023, to January 31, 2030, to cover costs to host
the 2026 FIFA World Cup.'™ Local accommodation taxes are also seen in many cities
and counties throughout the United States.

Analysis emphasizing notable elements of evaluation criteria

An accommodation tax would be a small, targeted revenue source and very suscep-
tible to economic swings.

Before the COVID-19 pandemic, Calgary hotels generated about $16 million yearly
for the provincial tourism levy.'® Thus, if The City imposed its own 3 per cent tax on
hotel rooms, it would have generated about $12 million. Revenues from an accom-
modation tax would be unstable and difficult to predict, subject to the volatility of
the hospitality industry. In the long-term, revenues would grow as tourism in Calgary
increases.

An accommodation tax is fair since visitors to Calgary benefit from City services such
as infrastructure and protective services but do not pay property taxes. An accom-
modation tax could deter tourists from visiting Calgary if the cost of accommoda-
tions rose too much from the tax, which would negatively affect the hotel industry
and the overall economy.

Since the provincial government already collects a tourism levy and a local DMF is
already collected by many hotels in Calgary, adding a municipal tax or reallocating
the existing provincial tax to municipalities would be simple. The City would either
piggyback onto a concurrent provincial tax or need to collect the tax independently.
Although the administrative burden would be reasonable even if The City adminis-
tered the tax, having the province collect it on behalf of municipalities would reduce
administrative costs.

Municipal Fiscal Gap

EC2024-0371
Attachment 1



Taxation - Taxes on Products

18. Parking Tax

Tool Description and Calgary Context

A parking ‘tax’ is implemented either as a type of sales tax on paid commercial park-
ing or as an annual levy based on the area of a non-residential parking lot and is
not available in Calgary. It is distinct from existing ‘parking charges’ in Calgary that
some consider high. An annual tax levy may apply to all types of parking or only paid
parking. It may be specific to a geographical area within the municipality, such as
the city centre.

Precedents in other jurisdictions

Montreal applies an annual tax to all non-residential parking spaces in some of the
city’s downtown. The tax value is a specific rate on the taxable area of the parking
spaces. Montreal’s 2022 budget outlines rates from $6.05 to $48.65 per square me-
ter, depending on the location of the parking lot and whether it is interior or exteri-
or.'% The 2022 budget also projects $22.0 million in revenues from the parking tax.

Municipal Fiscal Gap

4. Framework and Assessment of the Net Benefit of New Revenue Tools

TransLink, the regional transit authority in the Vancouver metropolitan area, collects
a parking tax. The tax is for commercial parking in the Vancouver area at 24 per cent
of the purchase price.'” TransLink’s parking tax is expected to generate $62.7 million
in revenue in 2022.'%®

In the U.S,, sales taxes on commercial parking lots generate revenue for several mu-
nicipalities in various states. Pittsburgh (Pennsylvania) has the highest rate, with a
37.5 per cent tax on parking lot fees. Pittsburgh's parking tax brought in $37 million
in revenue in 2021, or 5.2 per cent of Pittsburgh'’s total tax-supported revenues.'”

Analysis emphasizing notable elements of evaluation criteria

Taking the revenues generated from parking taxes in Montreal and the Vancouver
metropolitan area and adjusting them to Calgary’s population gives a rough esti-
mate of the revenue potential for a parking tax. A tax modelled after Montreal’s an-
nual levy on non-residential parking lots could generate an estimated $15 million
annually. A sales tax on paid parking at the 24 per cent rate used in Vancouver could
generate $30 million per year for The City of Calgary.

A parking tax set as an annual levy would be more stable than a sales tax on paid
parking. Both tax-setting approaches are fair since payments (directly or indirectly)
reflect users of the municipal road system. The revenues can then fund transporta-
tion services in the areas where the tax applies.

An increase in the price of paid parking would result in a small reduction in demand
for parking by consumers. Under an annual levy approach, there may be a small ef-
fect on the supply of free parking, which may be converted to other uses or less likely
to be added to new developments. Increases in parking costs could deter people
from visiting areas with paid or limited parking, to the detriment of businesses in
those areas. For example, Calgary’s downtown is currently in need of revitalization. A
parking tax that deters downtown activity would counter The City's downtown strat-
egy initiatives. On the other hand, this would also result in a reduction in congestion
and pollution from vehicles.

A sales tax approach taxing parking revenues would generally set a single tax rate
and be reasonably simple and transparent. An annual levy based on parking lot area
would require a definition of the taxable area, which could add complexity. Since the
tax would be administered municipally, with no option to piggyback on a provincial
tax, The City would incur administrative costs.
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4. Framework and Assessment of the Net Benefit of New Revenue Tools

Taxation - Taxes on Products

19. Fuel Tax

Tool Description and Calgary Context

Afuel tax is an excise tax on gasoline and diesel. It is typically a fixed value per litre for
the federal (10 cents per litre for gasoline and 4 cents per litre for diesel) and provin-
cial governments. In 1936, Alberta initiated a 2 per cent sales tax on various goods.
The general sales tax was short-lived, but the part applied to fuel stayed. Today the
Alberta government collects 13 cents per litre for gasoline and diesel. The Federal
Gas Tax Fund (now Canada Community-Building Fund) was conceptually set up to
fund grants for municipalities but used general revenue.

Precedents in other jurisdictions

In British Columbia, the provincial government collects fuel taxes. The province col-
lects an additional amount for the regional transit authorities in the Vancouver and
Victoria areas. The dedicated rates are 18.5 cents per litre (Vancouver) and 5.5 cents
per litre (Victoria). The provincial governments in Ontario and Quebec have specific
programs that share revenues from fuel taxes with municipalities. In Ontario, 2 cents
per litre of the provincial fuel tax is funds municipal transit systems.''® The Montreal
municipal fuel tax is three cents per litre. Municipalities (often counties) in 13 U.S.
states charge local fuel taxes at a fixed price per gallon or have local sales taxes that
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apply to gasoline.'"

Analysis emphasizing notable elements of evaluation criteria

To estimate fuel tax revenues, suppose the Alberta government shared 10 per cent
of its fuel tax revenues with the municipalities distributed per capita; The City would
have received an estimated $32 million in 2021. The same estimate would arise from
an independent City of Calgary fuel tax at 1.3 cents per litre, assuming no market
distortions. It is a low-end estimate, given higher rates in other jurisdictions.

A fuel tax would have limited volatility because it uses fuel consumption and is inde-
pendent of prices. However, continued advancements in fuel efficiency and electric
vehicle adoption mean revenue would decline over time.

Earmarking fuel tax revenue for road infrastructure would make it fair as the taxpay-
ers are the users of the road system. Fuel tax funds are also often used to support
local transit systems, which reduce congestion. Among drivers, the tax will account
for a higher share of income for low-income earners than high income-earners, mak-
ing it less equitable. The offset is the availability of public transit as an alternative for
lower-income households.

While fuel consumption is relatively unresponsive to changes in fuel prices in the
short term, a fuel tax would incentivize reduced fuel usage and a shift to electric ve-
hicles or other modes of transportation over the long term. While the tax would have
a negative economic impact on fuel retailers in Calgary, a reduction in fuel use would
be positive reinforcement for the Climate Strategy, resulting in fewer greenhouse
gas emissions. A less desirable result would be if neighbouring jurisdictions without
a fuel tax attracted motorists to purchase fuel outside Calgary. A regional agreement
to set equal rates across municipalities could alleviate these market distortions.

A fixed tax per litre of fuel is simple and already exists at the federal and provin-
cial levels. They lack transparency because they are embedded in the posted price.
Reliance on the provincial system would ease administration, but implementing an
independent municipal fuel tax would not. The fact that this tax is applied on a cent
per litre basis instead of a per cent basis means that the purchasing power of money
collected through this tax is eroded over time.

Municipal Fiscal Gap
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Taxation - Taxes on Products

20. Tobacco Tax

Tool Description and Calgary Context

A tobacco tax is an excise tax applied to cigarettes and other tobacco products. The
tax is typically a fixed amount per unit or gram. Alternatively, it could be a percent-
age of the purchase price. The items covered by the tax could include e-cigarettes
and vaping products. The Government of Alberta has a tax of 27.5 cents per cigarette
on top of the federal 14.5 cent tax.''? The Government of Alberta also taxes smoke-
less tobacco products and loose tobacco on a per gram basis. There are no municipal
tobacco taxes in Alberta.

Precedents in other jurisdictions

No municipalities in Canada collect tobacco taxes. Municipalities in several U.S.
states, including New York, illinois, Alaska, Colorado, and Pennsylvania, are permied
to charge local cigarette taxes. In total, more than 645 local jurisdictions have a local
tobacco tax in the U.S."" In some Colorado municipalities, the local tax is as high as
20 cents per cigarette.

Municipal Fiscal Gap

4. Framework and Assessment of the Net Benefit of New Revenue Tools

Analysis emphasizing notable elements of evaluation criteria

To estimate potential tobacco tax revenues, the assumption that is used is that the
Government of Alberta shares 10 per cent of its tobacco tax revenue with the mu-
nicipalities, distributed on a per capita basis. Under this assumption, The City could
have received $20 million from a tobacco tax in 2021. Similarly, The City of Calgary
could have generated the same revenue assuming an independent municipal to-
bacco tax system at the same 10 per cent rate for purchasing tobacco products. This
estimate assumes no market distortions from taxation.

Revenues from a tobacco tax would be relatively stable and predictable but lack
long-term growth potential if tobacco use decreases. However, deterring tobacco
use would be a positive reinforcement for public health efforts underway to reduce
tobacco use and could incentivize earlier achievement of desired goals.

A municipal tobacco tax does not strongly align with the desire for fairness. It is the
same tax charge for anyone who purchases tobacco - it does not reflect differences
in the ability to pay. While the tax revenue would help fund public services, the ser-
vices offered by The City of Calgary have a weak connection to tobacco use.

An increase in the price of tobacco would create a mild decrease in demand. More
importantly, if neighbouring municipalities offered lower tobacco prices than Cal-
gary, customers may purchase tobacco outside Calgary to avoid the tax. An increase
in black market tobacco or smuggling from lower-tax jurisdictions could also occur.

The tobacco tax would be straightforward if the rules were similar to those that ap-
ply to the existing provincial tobacco tax. Despite the simplicity, tobacco taxes are
typically included in the purchase price of tobacco products, making the tax less
transparent. Piggybacking on the existing provincial tobacco tax would reduce ad-
ministrative costs. Retaining control of the tax rate in the hands of The City would
support accountability more than a tax-sharing scheme controlled by the province.
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4. Framework and Assessment of the Net Benefit of New Revenue Tools

Taxation - Taxes on Products

21. Amusement Tax

Tool Description and Calgary Context

An amusement tax (or entertainment tax) is a selective sales tax as a percentage of
the admission price for entertainment facilities (and, in some cases, also for facility
rentals). Venues subject to the tax may vary, including or excluding large entertain-
ment venues. The tax may apply to live performances, sports events, amusement
parks, commercial cinemas, recreational facilities, bowling alleys, nightclubs, etc.

Sometimes, a “retailers’ discount” may be applied, which returns a small portion of
the tax collected back to the businesses paying the tax to help cover compliance
costs. This type of tax does not exist in Calgary.

Precedents in other jurisdictions

Winnipeg has a Simplified Entertainment Funding Tax."" It applies only to admission
to large venues with at least 5,000 seats and commercial cinemas. The tax is 10 per
cent of the admission price. The City of Winnipeg raised $2.1 million in 2019 and $0.4
million in 2020 (due to the pandemic).””® The revenue supports arts and culture in
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Winnipeg. Regina’s Amusement Tax that applies only to commercial cinemas. The tax
is set at 10 per cent of the ticket price.''®

Amusement taxes are found in many U.S. municipalities. In some cities, the amuse-
ment tax applies more broadly to all types of amusement activities, not just large
venues. For example, the City of Chicago’s amusement tax applies to live perfor-
mances and presentations, participatory recreational activities, and paid television
programming. The rates vary from 0.5 to 10 per cent. The tax is applied to gross
receipts from amusement activities, not just admissions. Pittsburgh (Pennsylvania)
charges 5 per cent of admission fees and received US$15.6 million in 2019 (2.6 per
cent of total general fund revenues)."’ It declined to US$7.5 million in 2021 (1.3 per
cent of total revenues) because of the pandemic.'®

Analysis emphasizing notable elements of evaluation criteria

Amusement taxes in Canada fluctuated in a narrow band between 2007 and 2021,
ranging from a low of $290 million in 2014 to a high of $371 million in 2018. Using
the Winnipeg model as a baseline for estimation, a 10 per cent amusement tax in
Calgary could generate $4 million annually.

An amusement tax applied to large event venues would have a narrow tax base,
unpredictable revenues, and volatility through economic cycles. Defining a broad-
er amusement tax could create complexities and potential for loopholes without
increasing growth potential. Since amusement spending is discretionary, it may be
sensitive to changes in price brought on by a new tax. To the extent that the tax
reduces event attendance or shifts demand to nearby municipalities, it would nega-
tively impact economic growth.

The tax would be visible as a percentage of the admission price for designated types
of amusements. Earmarking amusement tax revenues to support arts and culture
would increase accountability. It is also a way to receive tax revenue from non-resi-
dents who spend money on amusements in Calgary and benefit from City services.

The City would have to administer the tax with no provincial equivalent. Limiting the
scope to a few select venues would reduce potential revenue but also reduce the
administrative burden for tax collection.

Municipal Fiscal Gap
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Taxation - Taxes on Products

22, Land Transfer Tax

Tool Description and Calgary Context

A land transfer tax is a percentage of the purchase price on the sale of a property. The
tax rate may be a flat rate or a sliding scale mechanism with increasing marginal tax
rates on the property’s value. The buyer of the property usually pays the tax. Alberta
has no land transfer tax, collecting only a small land transfer registration fee.

Precedents in other jurisdictions

Many provinces in Canada collect a land transfer tax. Toronto has had a municipal
land transfer tax since 2008, in addition to the Ontario provincial land transfer tax. It
is a percentage of the purchase price of a property, starting at 0.5 per cent for prop-
erties $55,000 or under and ending at 2.5 per cent for properties exceeding $2 mil-
lion."® 12 First-time home buyers may be eligible for a full or partial tax rebate. Mon-
treal and other Quebec municipalities collect land transfer taxes — property transfer
duties — with increasing marginal tax rates, like Toronto.'* Halifax has a land transfer
tax at a single fixed rate of 1.5 per cent.'?

Municipal Fiscal Gap

4, Framework and Assessment of the Net Benefit of New Revenue Tools

Many municipalities use municipal land transfer taxes in the U.S. Pittsburgh’s munic-
ipal portion of the land transfer tax (called the deed transfer tax) is 3 per cent of the
selling price. Land transfer taxes accounted for 12.7 per cent of Pittsburgh’s general
governmental revenues in 2021.'2 In Chicago, the municipal government collects a
real property transfer tax of 0.75 per cent, with an additional 0.3 per cent going to
the local transit authority. The buyer and seller split tax responsibility.'*

Analysis emphasizing notable elements of evaluation criteria

Land transfer taxes in Canada generated $9.2 billion in 2021 for the provincial and
municipal governments that levy the tax. The tax revenue grew dramatically be-
tween 2007 and 2021, by 281 per cent.

The residential resale portion of potential land transfer tax revenues can be estimat-
ed using the number of sales in the resale market and the average price of homes in
Calgary in 2021. If the City of Calgary imposed a 1 per cent land transfer tax in 2021,
it would have received an estimated $140 million. This conservative estimate does
not account for potential revenue from new construction homes or transactions in
the non-residential market.

A land transfer tax could be a significant source of revenue for The City. However, it
would be volatile in line with local real estate market conditions. Revenue growth
would reflect increases in real estate prices and housing inventory growth in the city.
The burden of a land transfer tax would be borne most heavily by households that
move more frequently. However, those who can afford to purchase more expensive
homes would pay more, as the tax is tied to the value of the purchased property.

While empirical evidence is mixed, it is expected that a land transfer tax would re-
duce the number of real estate transactions.'® ' |t may be beneficial in overheated
real estate markets in Toronto and Vancouver, but not Calgary. A single flat tax would
be simple and transparent. Some administrative costs would come along with im-
plementation.
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4. Framework and Assessment of the Net Benefit of New Revenue Tools

Taxation - Taxes on Products

23. Alcohol Tax

Tool Description and Calgary Context

An alcohol tax is an excise tax on alcoholic beverages. The tax is typically a fixed
amount per litre but can also be a percentage of the sale price. The tax can apply to
alcohol sold in retail stores and licensed establishments such as restaurants, bars,
and nightclubs.

In Alberta, rather than being administered as a liquor gallonage tax, Alberta Gaming,
Liquor & Cannabis (AGLC) collects revenue on behalf of the provincial government
from liquor trading profits by applying a markup to the liquor it sells to licensees.
Depending on the type of liquor, the alcohol content, and the type of manufacturer,
these markups range from $0.10 to $18.33 per litre.'?

Precedents in other jurisdictions

No municipalities in Canada collect alcohol taxes. Municipalities in 19 U.S. states are
permitted to collect alcohol taxes.’?® Chicago (lllinois) and Washington D.C. collect
alcohol taxes on a per unit volume basis, with different rates for different types of
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alcoholic beverages. In Philadelphia (Pennsylvania), the local alcohol tax is designed
as a 10 per cent sales tax — revenue from the tax support the school district of Phil-
adelphla.

Analysis emphasizing notable elements of evaluation criteria

If Alberta shared 10 per cent of its liquor revenues through AGLC with the municipal-
ities, distributed on a per capita basis, Calgary would have received an estimated $28
million in the year ending March 31, 2021. This could also represent revenue for The
City of Calgary from an independent tax with rates of 10 per cent of the provincial
markups.

An alcohol tax could be a stable and slow-growing revenue source for The City but
with a narrow tax base. If set as a fixed price per litre, tax rates need adjustments over
time to account for inflation.

Under a per unit volume tax, more expensive alcoholic beverages are taxed the same
as less expensive beverages of the same type. Thus, the tax will only partly reflect
taxpayers’ ability to pay to the extent that higher-income earners purchase more
alcohol. While retail sales of alcohol would mostly come from residents, some tax
revenue from licensed establishments may come from visiting non-residents who
benefit from City services.

The tax could discourage alcohol consumption, adversely affecting the economic
fortunes of local alcohol retailers, restaurants, and bars. On the other hand, reduc-
ing alcohol consumption would positively reinforce public health preferences and
reduce drunk driving, saving health care and policing costs. A more economically
undesirable result would be a shift of alcohol purchases to neighbouring municipal-
ities that may not have an alcohol tax.

Due to the many types of alcoholic beverages, a moderately complex scheme of dif-
fering rates is required for a per unit volume tax. A tax set as a percentage of the sale
price would be a simpler alternative from the customer’s point of view. Since the
province generates revenue from alcohol through markups to sales through AGLC,
a revenue-sharing agreement would be an option to reduce administrative costs.

Municipal Fiscal Gap
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Taxation - Taxes on Products

24, Cannabis Tax

Tool Description and Calgary Context

A cannabis (or marijuana) tax is an excise tax applied as a percentage of the sale price
or as a fixed amount per gram. The Government of Alberta has a cannabis tax, which
the federal government collects on the province’s behalf. The Government of Alberta
receives the greater of 75 cents per gram or 7.5 per cent of the producer price, plus
the revenue from an additional tax of 10 per cent of the retail price.'®

Precedents in other jurisdictions

No municipalities in Canada currently collect cannabis taxes. In some U.S. states
where cannabis is legalized and taxed, municipalities can add their own excise tax,
such as in Colorado and Massachusetts. In Denver, Colorado, retail marijuana prod-
ucts are subject to a tax of 5.5 per cent of the sale price, in addition to Denver’s gen-
eral sales tax rate of 4.31 per cent.'*® Medical marijuana is only subject to the general
sales tax.

Municipal Fiscal Gap

4. Framework and Assessment of the Net Benefit of New Revenue Tools

In Massachusetts, however, some municipalities have repealed their newly instituted
marijuana taxes. When cannabis was legalized in the state in 2018, municipalities
were given the option to collect a 3 per cent local tax on marijuana. In early 2022,
the cities of Cambridge and Northampton repealed their local marijuana taxes to
support the fledgling industry.''

Analysis emphasizing notable elements of evaluation criteria

Assuming the Government of Alberta shared 10 per cent of its cannabis tax reve-
nues with the municipalities, distributed on a per capita basis, Calgary would have
received an estimated $5 million in 2021. A cannabis tax would currently have a very
small tax base, but there is potential for growth in the future. Revenues may face
some volatility in response to economic conditions.

The rationale behind a cannabis tax would be similar to the reasons for a tobacco or
alcohol tax. Like most sales taxes, the link to the ability to pay is weak. In addition,
payment of the tax would not be associated with benefits received from City ser-
vices.

Taxing cannabis could lead to a reduction in consumption. If Calgary’s neighbouring
municipalities have lower rates or no tax, many consumers could avoid the tax by
travelling outside the city to purchase cannabis products. High tax rates may also
encourage growth in the black market for cannabis, which would offset one of the
primary purposes of legalizing cannabis, which is to deter illegal activities in relation
to cannabis. However, in discouraging cannabis use, the tax may also reduce health
risks associated with cannabis use.

The tax would be relatively simple, especially if integrated with the federal tax col-
lection system. If included in the price of cannabis, the tax would be less transpar-
ent. Piggybacking on the provincial tax base would be the most straightforward
approach to tax administration. Creating an independent municipal cannabis tax
would create high administrative costs.
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Taxation - Taxes on Products

25, Gaming Revenues

Tool Description and Calgary Context

The gaming (gambling) industry can be a valuable source of government revenues.
Rather than using an excise tax, provincial governments typically extract revenue by
retaining profits from government-run gaming facilities or licensing gaming activi-
ties.

In Alberta, the provincial agency Alberta Gaming, Liquor & Cannabis (AGLC) collects
revenues from licensing gaming activities such as casinos, bingo halls, and horse
racing. Alberta uses a charitable gaming model, so proceeds from all gaming activi-
ties in the province go towards charitable programs or are used to fund government
services. As such, a revenue-sharing scheme with the provincial government would
be more realistic than a municipal tax or municipally administered gaming activities.
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Precedents in other jurisdictions

No municipalities in Canada directly tax or extract revenue from gaming activities.
The Government of British Columbia shares 10 per cent of net revenues from com-
munity gambling centres and casinos with the municipalities where the facilities ex-
ist. In the 2016 to 2017 fiscal year, it distributed $96.8 million to all municipalities in
the province.’® A similar revenue-sharing system is in place in Ontario.

There is also evidence of gaming revenues in U.S. municipalities. For example, mu-
nicipalities in lllinois receive a share of revenues collected by the state from video
gambling machines in their jurisdictions.'®

Analysis emphasizing notable elements of evaluation criteria

Assuming the Government of Alberta shared 10 per cent of its gaming profits with
the Alberta municipalities, distributed on a per capita basis, The City of Calgary
would have received $32 million in 2021. However, its potency as a revenue tool is
declining over time. For example, in Alberta, the provincial government’s gaming
profits revenue has steadily declined, from $1.8 billion in 2007 to $1.3 billion in 2019
and $1.1 billion in 2021.

A revenue-sharing agreement that extends provincial gaming revenues to Alberta
municipalities would provide a new revenue source to The City that is moderately
sensitive to economic conditions. However, many governments are not interested in
positive reinforcements for gaming activity because there is evidence that gambling
can become addictive and can lead to bankruptcy, poor mental health, and other
social costs.

Municipal Fiscal Gap
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Taxation - Current Transfers from Households

26. Vehicle Registration Tax™*

Tool Description and Calgary Context

A vehicle registration tax is an annual charge that the owner of a motor vehicle must
pay. Although some jurisdictions use a vehicle registration fee so that revenue only
covers costs, that is not the intention here. In Alberta, the provincial government li-
censes personal and business vehicles, and an annual fee is required. A municipal tax
could be applied to personal, business, commercial (via a stop in designated com-
mercial loading zones) or all vehicles.

Precedents in other jurisdictions

The province of Quebec collects a $30 fee as part of its annual provincial personal
vehicle registration fee to fund local public transit projects on behalf of municipali-
ties.'?s Montreal collects an additional annual $45 tax on passenger vehicle registra-
tion on top of the $30 provincial add-on. Vancouver requires commercial vehicles to
display a city-issued decal to stop in commercial loading zones. Charges for the decal
are according to the vehicle’s weight, varying from about $26 to $42 annually.’*¢ A
similar program exists in the City of Victoria - the annual charges are higher, ranging
from $100 to $300."* Toronto enacted a “Personal Vehicle Tax” in 2008, which gen-
erated about $55 million annually until repealed in 2011. Recent attempts to revive
Toronto's vehicle registration tax were defeated.'®®

Municipal Fiscal Gap

4. Framework and Assessment of the Net Benefit of New Revenue Tools

Vehicle registration fees at the local level are also common in the U.S., especially by
county governments. The state government usually collects the county vehicle reg-
istration fees on behalf of the local government.

Analysis emphasizing notable elements of evaluation criteria

Alberta registration fees vary by the type of vehicle, with progressively higher fees
for larger commercial vehicles. Assuming The City of Calgary receives $8 for each
vehicle registration (10 per cent of the $80 provincial government fee for passenger
vehicles, even though this example applies to all vehicles), The City would have re-
ceived $8 million in 2021 with 1 million vehicles registered in Calgary.'*® Using a $45
flat fee like The City of Montreal would have yielded even more revenue ($45 million
in 2021) as well as higher fees for commercial vehicles.

A vehicle registration tax would be a stable revenue source. The tax base is the num-
ber of vehicles in The City, which grows with the population of The City. Rates will
need adjusting over time to keep up with inflation. A vehicle registration tax is fair
because payments are by vehicle owners who drive on City-provided roads. Funds
generated can support the construction and maintenance of the transportation sys-
tem. A scheme with higher rates for larger or more valuable vehicles would be fairest
at the risk of increasing complexity and administrative costs. Leveraging the provin-
cial collection system would make it administratively simple for The City.

The tax could discourage vehicle ownership in the city, negatively impacting the
economic fortune of the vehicle-related industries. A vehicle registration tax would
positively reinforce efforts to reduce greenhouse gas emissions and traffic and park-
ing congestion. These positive and negative effects would be small because of the
small size of the tax.
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Taxation - Current Transfers from Households

27. Insurance Premium Tax

Tool Description and Calgary Context

Provincial governments in Canada collect an insurance premium tax on various
types of insurance, such as life, health, auto, home, or other property insurance. It is
typically levied as a percentage of insurance premiums paid.

Precedents in other jurisdictions

No municipalities in Canada collect insurance premium taxes. The province of Al-
berta has a 3 per cent tax on life, sickness, and accident insurance. For other types of
insurance, the rate is 4 per cent.'®

Local premium taxes exist in 5 U.S. states. For example, in Kentucky, nearly all mu-
nicipalities collect insurance premium taxes. The rates applied to different types of
insurance vary between municipalities. Some municipalities in Kentucky tax all types
of insurance at rates as high as 16 per cent, though municipalities more commonly
set rates ranging from 5 to 12 per cent.'' Health and life insurance taxes are often
exempt in Kentucky municipalities or may be taxed at a lower rate.
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Analysis emphasizing notable elements of evaluation criteria

If the Alberta government shared 10 per cent of its insurance tax revenues with the
municipalities, distributed on a per capita basis, Calgary would have received $23
million in the year ending March 31, 2022. This estimate could also represent reve-
nues for The City of Calgary resulting from an independent tax with rates set at 10
per cent of the provincial rates.

An insurance premium tax would provide stable and predictable revenue despite a
narrow tax base. Residents with more expensive homes and automobiles to insure
would pay more for property insurance, giving some alignment with the ability to

pay.

Additional taxes on insurance could reduce the demand for insurance coverage with
a different level of impact across the various types of insurance. The demand for au-
tomobile insurance, which is required to use a vehicle on public roads, would only
see a slight decrease in response to an increase in price due to taxation.” The de-
mand for life insurance, however, would be significantly reduced in the face of a tax
increase.'* These distortions in the demand for insurance could create inefficiencies
and expose residents to an undesirable level of risk.

Tax rates that vary according to the type of insurance may be less clear than a uni-
form tax rate, but the taxes would be simple in structure. However, the tax amount
would be hidden in the total insurance premium payments, making it less transpar-
ent to most residents. Piggybacking on the provincial insurance tax would reduce
the administrative costs of a municipal insurance premium tax and reduce complex-
ities for insurance providers that remit the tax.

Municipal Fiscal Gap
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28. Royalty Revenues

Tool Description and Calgary Context

The government of Alberta collects royalties on oil and gas resources extracted in
the province. As a percentage of the revenue derived from the sale of natural re-
sources, government royalties fluctuate both with the quantity of production and
the market price. While a major component of total provincial government revenues,
revenue from resource royalties is very volatile: it was only $3.1 billion in 2020-2021
but is expected to be $28.1 billion in 2022-2023 due to a dramatic rebound in oil and
gas prices.'#

Many oil and gas companies have their headquarters in Calgary. Municipal services
are the foundation of a viable living environment for employees and a desirable en-
vironment to house those headquarters, which indirectly contribute to the success
of the oil and gas industry. Suggesting a revenue-sharing scheme for provincial re-
source revenues with municipalities is not without reason. Especially with the royal-

Municipal Fiscal Gap

4. Framework and Assessment of the Net Benefit of New Revenue Tools

ties from non-renewable resources, sharing with municipalities would help the local
communities to build the future and diversify their economies in preparation for a
time when such revenues are no longer available.

Precedents in other jurisdictions

The province of Quebec shares resource royalty revenues with municipalities that
contain natural resource extraction sites.'*

In Mexico resource revenues are shared more generally rather than just to munic-
ipalities where resources are extracted.'¢ 20 per cent of Mexico’s federal resource
revenue and tax revenue is transferred to state governments. In turn, the states are
required to pass on 20 per cent of their transfers received through this mechanism
to their municipalities. An additional 1 per cent of federal resource and tax revenues
is transferred to municipalities through a separate municipal development fund.
Funds are allocated among municipalities according to a formula based on variables
such as population or property tax collection.’

Analysis emphasizing notable elements of evaluation criteria

If Alberta shared 10 per cent of its resource revenues with the municipalities, dis-
tributed on a per capita basis, Calgary would have received $496 million in the year
ending March 31, 2022. This amount equals 13 per cent of The City’s total expendi-
ture in 2021.

Provincial resource revenue-sharing with municipalities would provide The City
with a significant revenue source. Although resource revenues are very volatile and
with an unpredictable long-term future, the revenue for The City today would help
it invest for the future. Especially without the flexibility of deficit financing, The City
could save some of the royalty revenues in its reserve funds to smooth the negative
impacts of recessions.

Benefitting from resource royalties can be considered fair because natural resources
are collective assets of Alberta’s residents. Revenues from these royalties would be
appropriate for economic diversification and climate action initiatives. As The City
and province work on these efforts, it would be suitable for the province to share
royalty revenues with The City. Such a revenue-sharing agreement would also be
simple and not create administrative costs.
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Taxation - Taxes on Non-Renewable Resources

29. Carbon tax (Carbon Pollution Pricing)'*®

Tool Description and Calgary Context

A carbon tax is a tax on activities that result in the emission of greenhouse gases,
primarily the burning of fossil fuels. The tax is typically quantified as a price per tonne
of CO2 equivalent. The federal carbon levy applies in the province of Alberta and
increased to $50 per tonne of CO2 equivalent in April 2023. In addition, Alberta’s
output-based carbon pricing system for large industrial emitters, first implemented
in 2007, remains in place.

Precedents in other jurisdictions

Several Canadian provinces administer their carbon taxation system, while those
that do not are subject to the federal carbon pricing backstop. Unlike some U.S. mu-
nicipalities, no Canadian municipality currently administer a carbon tax. Boulder,
Colorado, has collected a carbon tax on electrical bills since 2006. Boulder residents
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have a sole electricity provider under a franchise agreement with the city of Boulder.
A Climate Action Plan tax is applied to each electrical bill based on the amount of
electricity used, at a rate of 0.49 cents per kWh for residential users.'*

Analysis emphasizing notable elements of evaluation criteria

The revenue from the fuel charge component of the federal carbon tax and Calgary’s
population share help estimate potential revenue. If The City collected a similar fuel
charge at $4 per tonne of CO2 equivalent (or 10 per cent of the federal carbon price
in 2021), The City would have received estimated revenues of $45 million in the year
ending March 31, 2022. Municipalities could rely on a tax-sharing agreement with
the federal government where 10 per cent of carbon tax revenues get distributed to
municipalities. Carbon tax revenue could grow if the price of carbon increased over
time, like the federal carbon pricing scheme.

A carbon tax could be a revenue source with only mild volatility since it is determined
based on consumption rather than volatile prices. However, revenues would dimin-
ish in the long term if consumption of carbon-emitting fuels decreases, as would be
the intended effect of the tax. The tax would have a tax base broader than a fuel tax
on gasoline or diesel, extending to all fuel types and with rates varying based on the
carbon emissions associated with each fuel type.

Carbon taxes are often regressive, with lower-income households spending more on
energy and fuel. Additional measures may be needed to address equity concerns.

A carbon tax would reinforce the goal of reducing greenhouse gas emissions, there-
by aligning with The City's Climate Strategy and complementing other efforts to re-
duce city-wide emissions. However, the federal government also has a carbon tax.
An additional municipal carbon tax may result in a larger carbon tax than necessary
to reach defined emissions targets and lead to substantially negative economic con-
sequences.

With specific rates required for each fuel type subject to the carbon tax, the tax cal-
culation may sometimes be unclear and poorly understood. Substantial administra-
tive costs would be associated with implementing and administering a carbon tax
scheme, with specific rates applied to the various sources of emissions.
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Taxation - Taxes related to the New Economy

30. Cloud Computing Tax

Tool Description and Calgary Context

A cloud computing tax is a selective sales tax applied to nonpossessory computer
leases, also known as cloud computing services. It would apply to cloud services
accessed within a jurisdiction, even if the computer hardware being used is located
elsewhere.

Precedents in Other Jurisdictions

In 2016, the City of Chicago modified its Personal Property Lease Transaction Tax to
apply to cloud services accessed from Chicago.’*® The tax applies to all transactions
that make use of a provider’s computer when the customer is located in Chicago,
even if the computer being used is not in Chicago. The tax had previously applied to
property rentals such as cars and business equipment. Chicago raised the tax rate to
9 per cent in 2021.

Municipal Fiscal Gap
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Analysis emphasizing notable elements of evaluation criteria

In 2021, 45 per cent of businesses in Canada purchased cloud computing services.'
Businesses that used cloud computing spent an average of $43,000, though large
businesses spent as much as $558,000 on average. Using the reported business
counts for Calgary in 2021 to calculate an estimate, businesses in Calgary spent
about $550 million on cloud computing services in 2021. If a 1 per cent cloud com-
puting tax were applied, this would translate into $6 million in revenues for The City.

Revenues from a cloud computing tax would grow as the use of cloud computing
increases in Calgary.

A tax on cloud computing would favour businesses that use their own hardware
rather than cloud services. Smaller businesses would be more likely to require cloud
services and be unable to afford their dedicated computer hardware, so the tax
could be considered unfair to small businesses and start-ups. The tax may discour-
age Calgary’s growing tech industry and impede long-term economic diversification
and innovation.

There is no link between cloud computing and municipal services, making it chal-
lenging to justify the tax and define the purpose of revenues.

Since the tax would be applied mainly to businesses outside of Calgary, it may have
significant administration costs relative to the tax revenue. There is also ho provinclal
parallel to a cloud computing tax, so there is currently no opportunity to piggyback
on a provincial collection system.

A cloud computing tax would have future growth potential as the use of cloud com-
puting technology becomes more prevalent. However, the tax would not be related
to municipal services. It would discourage economic diversification and the growth
of tech companies in Calgary.
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4, Framework and Assessment of the Net Benefit of New Revenue Tools

Taxation - Taxes related to the New Economy

31. Extension of Sales Tax to the Digital Economy'*?

Tool Description and Calgary Context

Under this tax option, sales taxes would apply to digital economy goods and services
purchased by residents of Calgary, which may not have been typically subject to
sales taxes in Canada. It may be administered as part of an existing sales tax system,
such as a retail sales tax or value-added tax. Under this modified sales tax, a physical
presence in the country is not required for a vendor to be subject to the payment of
the sales tax. For example, the sales taxes would apply to non-resident vendors of
digital products, which may not be required to remit a traditional sales tax. The tax
may also cover non-resident distribution platform operators who sell goods from
local fulfillment warehouses.

Precedents in Other Jurisdictions

In 2021, the government of Canada extended the GST/HST program to apply to
e-commerce revenue. The extension was designed to help level the playing field
for Canadian and foreign-based businesses. Following the extension, businesses re-
quired to remit GST to the federal government included:

m Foreign-based vendors with no physical presence in Canada selling digital prod-
ucts or services in Canada

m Foreign-based vendors that sell goods located in Canadian fulfilment ware-
houses.
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m Digital platforms for short-term accommodation

Canadian provinces such as Quebec, Manitoba, Saskatchewan, and British Colum-
bia that collect provincial sales taxes also recently expanded their respective sales
taxes to apply to more digital economy businesses. Many states in the U.S. have also
changed their sales taxes to include more digital products and services.'*?

Analysis emphasizing notable elements of evaluation criteria

In its Fall 2020 Economic Statement, the federal government projected that includ-
ing additional digital economy transactions to the GST would generate $3.2 billion
over five years. The federal estimate can be scaled down to provide an estimate for a
similar sales tax extension for The City of Calgary, adding foreign-based vendors and
digital accommodation platforms to a municipal sales tax. If The City established a
similar extension to a traditional municipal general sales tax, the additional annual
revenue is estimated to be $5 million for a 1 per cent tax.

Extending a municipal sales tax to all kinds of digital economy activities, including
those from foreign vendors, would slightly increase the revenue collected by the
sales tax. Like general sales tax revenues, some fluctuations would result from eco-
nomic cycles. The digital economy component of sales tax revenues should increase
over the next several years. Collecting sales taxes from foreign vendors on digital
platforms when a general sales tax is already in place for local vendors ensures a level
playing field. However, sales taxes are typically proportional or regressive rather than
progressive, as high-income earners do not pay a higher rate.

Taxes from online purchases would be less susceptible to avoidance. Since purchas-
es would typically be attached to the customer’s address, customers would not face
incentives to shop in neighbouring municipalities. Extending sales tax collection to
digital economy services would increase administrative costs, primarily because of
collections from foreign-based businesses. For residents, creating more uniform tax
rules across different kinds of purchases would not increase the complexity of the
tax.

Extending a municipal sales tax to digital economy services, including those from
foreign-based vendors, would increase revenue and create a level playing field for
local businesses. Administrative costs associated with tax collection would increase,
but the tax would not be more complex for residents, nor would it harm the |ocal
economy
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Taxation - Taxes related to the New Economy

32. Ridesharing Tax'>*

Tool Description and Calgary Context

Ridesharing services offered through Transportation Network Companies (TNC) such
as Uber and Lyft have dramatically increased in popularity over the last several years.

The City of Calgary already requires operators of ridesharing services to pay regu-
latory charges that cover the cost of regulating the industry in Calgary. A TNC may
choose from two payment methods: one consisting of only annual licence fees or
one including a yearly administration fee and a $0.20 per trip fee.** The City would
require legislative authority to expand this regulatory charge into a tax providing
general revenue. Potential ride-sharing taxes may take the form of a charge per ride
or a sales tax on the fare price. Rates may differ for rides beginning or ending in des-
ignated areas to deter congestion. Rates may also be lower for shared rides, where
multiple passengers share the rides.

Precedents in Other Jurisdictions

In Canada, it is common for municipalities to require ridesharing service operators to

Municipal Fiscal Gap

4, Framework and Assessment of the Net Benefit of New Revenue Tools

pay regulatory charges to receive a license. Aside from charges to cover the cost of
regulating the ridesharing industry, no municipalities levy specific taxes on rideshar-
ing services. However, general sales taxes such as the federal GST do apply.

General sales taxes also commonly apply to ridesharing in the U.S. However, some
cities and states in the U.S. levy specific taxes on ridesharing services. The City of Chi-
cago's Ground Transportation Tax levies a base per trip charge on rides provided by a
TNC of US$0.53. Higher rates apply for trips to and from congestion-prone areas, but
lower rates apply for shared rides.’*® Traditional taxi services are also taxed, but on a
fixed monthly or daily basis.

In Washington D.C,, ridesharing services are taxed 6 per cent of the fare price, with
funds used to support local public transit.'¥” In Massachusetts, 20 cents per trip are
collected from ridesharing operators.'*® Of the revenues collected, 5 cents are des-
ignated to support the taxi industry, 5 cents go to the State, and 10 cents go to mu-
nicipalities.

Analysis emphasizing notable elements of evaluation criteria

In 2019, before the COVID-19 pandemic, there were 11.8 million trips via TNCs in
Calgary. If an additional $0.30 per trip were charged as a tax on top of existing regu-
latory charges, a ridesharing tax would have generated over $3 million for The City’s
general revenues. A ridesharing tax would have reasonable revenue growth poten-
tial. The tax base would be narrow and potential revenues would be much smaller
than general revenue sources. Revenue would also be subject to some volatility in
response to economic conditions.

The use of ridesharing services relies on the City’s transportation system and con-
tributes to congestion, so a ridesharing tax could be considered fair. However, a high
tax may not support a level playing field between ridesharing operators and other
transportation providers such as taxis. The tax would discourage ridesharing services
instead of personal vehicle use, taxi services, public transit, or other transportation
options. An overall reduction in vehicle use would alleviate traffic congestion. Tax
competition with neighbouring municipalities would not be a concern, as key des-
tinations are located in Calgary. There would be minimal administrative costs and
no complexity to add the tax to existing regulatory charges. The potential revenues
from a ridesharing tax would be relatively small compared to revenue sources with
more general tax bases.
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4. Framework and Assessment of the Net Benefit of New Revenue Tools

Taxation - Taxes related to the New Economy

33. Digital Amusement Tax

Tool Description and Calgary Context

A digital amusement tax extends an amusement tax to include electronically deliv-
ered amusements, such as paid audio and video streaming services. This selective
sales tax is more specific than the digital sales tax (i.e, tool #23).

Precedents in Other Jurisdictions

In 2015, the City of Chicago modified its amusement tax so that digital entertain-
ment services, such as paid video streaming services, would be subject to the 9 per
cent sales tax."® The amendment is commonly referred to as the “Netflix tax” since it
brought digital video streaming services into the scope of the amusement tax. While
streaming services are taxable under the amendment, the tax does not apply to per-
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manent downloads of videos, music, or games.

Analysis emphasizing notable elements of evaluation criteria

In the year ending June 30, 2021, the City of Chicago collected US$31 million from its
9 per cent tax on digital entertainment services.'® Assuming that The City of Calgary
could generate a similar amount of revenue per capita as Chicago, an identical 9 per
cent tax could generate roughly US$15 million (CAD$19 million) in Calgary. Ata 1 per
cent rate, The City could collect around CAD$2.1 million per year.

A digital amusement tax would have a narrow tax base, with potentially volatile and
unpredictable revenues, since it is related to discretionary spending on entertain-
ment. However, revenue would be expected to grow over time.

It is fair to tax digital amusements similar to other types of entertainment. However,
digital amusements are not linked to City services like live events at large venues,
offering a challenge to the fairness argument. Since digital amusements are discre-
tionary spending, those with a higher ability to pay will likely pay more.

The narrow application of this tax to streaming services, omitting digitally download-
ed products, makes it less efficient than a sales tax applied to all goods and services
sold digitally since substitutes to the taxed product exist. However, large businesses
located outside of Calgary would primarily feel the economic impacts, and the local
economy would be minimally affected.

Enforcing and collecting the tax may be very administratively challenging since it
would be collected from many businesses outside Calgary. It may also be unclear
how to determine whether a digital purchase occurs within municipal boundaries.

A digital amusement tax would not have a link to municipal services, affecting its jus-
tification. Administrative costs would be high since many foreign-based businesses
will pay the tax. It may also be challenging to determine whether the purchase or use
of a subscription to digital services takes place within the city.
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—— - Precedents in Other Jurisdictions

In 2021, Alberta modified its 4 per cent tourism levy to include short-term rentals
booked through online marketplaces.

Municipal accommodation taxes in cities such as Toronto and Ottawa apply to ac-
commodations booked through online platforms. In 2018, the British Columbia pro-
vincial government agreed to extend the Municipal and Regional District Tax it col-
lects on behalf of municipalities to include bookings through online marketplaces.

The City of Winnipeg's Accommodation Tax does not apply to short-term rentals
booked through online marketplaces.

Analysis emphasizing notable elements of evaluation criteria

Under a 3 per cent accommodation tax, The City would receive an estimated $1.7
million attributable to short-term rentals from online marketplaces. This would rep-
resent approximately 14 per cent of total accommodation tax revenues.

Including short-term accommodations based on online marketplaces in an accom-
modation tax would augment revenues from the tax. Creating a level playing field
for all types of short-term accommodations would also be fair.

Following the modification of Alberta’s tourism levy to include short-term rentals
through online marketplaces, it would be simple to design a municipal accommoda-
tion tax in the same way.

34. Online Marketplace Accommodation Tax

Tool Description and Calgary Context

While the short-term accommodations market was traditionally made up of hotels,
motels, and bed and breakfasts, the landscape has changed in recent years with the
addition of online marketplaces such as Airbnb and Vrbo. These online marketplaces
allow private individuals to rent out all or part of their property for short-term stays,
competing with the traditional hotel industry.

Traditional short-term accommodations at hotels are often subject to accommoda-
tion taxes, set at a percentage of the sale price. An existing accommodation tax can
easily be extended to apply to all short-term accommodations, including those pro-
vided through online marketplaces.
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Taxation - Taxes related to the New Economy

35.Tax on Shared Mobility Services'®’

Tool Description and Calgary Context

Advances in digital technology have led to a rise in what is known as the “sharing
economy!’The sharing economy is a broad concept that refers to using shared goods
and services instead of individual ownership. App-based shared mobility services
that have recently arrived in Calgary include e-scooter or e-bike rentals (micro-mo-
bility) and carsharing (such as Communauto, an app-based service offering short-
term one-way and round-trip car rentals).

The City currently requires the operators of these services to be licensed and pay var-
jous fees. For example, micro-mobility operators must pay a set of initial permit fees
and a 15-cent per trip fee. The City has a three-tier fee structure governing annual
fees per vehicle in the operator’s fleet for carsharing services. Carsharing services
that park vehicles in the priced parking areas downtown must pay more than a ser-
vice operating outside downtown or only in unpriced areas.

All these fees are currently collected to cover the costs of administering the licensing
programs. Increasing the fees to turn them into a source of general revenue would
make the fees a tax and require additional legislative authority.
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Precedents in Other Jurisdictions

E-scooter programs are now common in many cities in North America. However, a
review of permit fees in midsize cities in the U.S. demonstrated that they are typically
cost recovery in nature, not a tax for general revenue.'®

Carsharing programs are commonly found in North American cities, and operators
pay licensing fees to municipal governments. Some cities, such as Boston, Denver,
San Francisco, and Vancouver, offer designated parking spaces at different rates de-
pending on the density of the parking location.s

Analysis emphasizing notable elements of evaluation criteria

The City of Calgary currently receives annual revenues of $100,000 to $200,000 each
from micro-mobility licensing fees and carsharing parking fees, for a total of under
$400,000. Even if these programs expanded in the future, they would remain a rela-
tively small revenue source for The City. The revenues from these programs are cur-
rently used only to cover the costs of administering the programs.

If The City gained authority to charge above cost recovery levels and support general
revenues with fees from micro-mobility and carsharing, a doubling of current fee
levels with half of the fee considered a tax would result in under $400,000 in general
revenue from the tax portion.

Licensing or tax revenue from micro-mobility and carsharing stems from a narrow
tax base. Revenue would fluctuate with changes in the economy but would grow as
these alternative modes of transportation grow in prevalence. Increased fees may
discourage using shared mobility and further innovation in this space. Also, resi-
dents may substitute for active transportation or public transit modes if they are
more affordable.

Current licensing schemes for micro-mobility and carsharing are fair because they
recover the cost of administering the programs. Increasing the fees to support the
costs of The City’s road network could be justifiable if The City receives the legislative
authority to collect these fees as a tax. Increasing fees under the current framework
would avoid creating new administrative costs.
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Taxation - Taxes related to the New Economy

36. Autonomous Vehicle Registration Tax'é*

Tool Description and Calgary Context

While autonomous (driverless) car technology is in development, it is not yet close
to being ready for deployment on Calgary roads. Since autonomous vehicles rely on
cameras to identify lane markings and obstacles, Calgary’s winter snow conditions
create difficulty for autonomous vehicles. It will likely be many years before Calgary
sees autonomous vehicle technology ready for public roads, even after many loca-
tions in warmer climates embrace it.

The City of Calgary did run an autonomous shuttle pilot for 22 days in September
2018. This shuttle operated on a short, closed route at slow speeds. The successful
pilot showed that the technology needed further development before using auton-
omous vehicles in mixed traffic and weather conditions.

A general vehicle registration tax could also cover autonomous vehicles. Applying
the tax to only autonomous vehicles or using a different rate would be an alternative
way to structure the tax.

Regulating vehicle safety on public roads is a provincial responsibility, and munic-
ipalities are unlikely to receive responsibility for regulating autonomous vehicles.
Thus, for The City, an annual charge for ownership of an autonomous vehicle could
be better characterized as a tax than a permitting charge.

Municipal Fiscal Gap

4. Framework and Assessment of the Net Benefit of New Revenue Tools

Precedents in Other Jurisdictions

Autonomous vehicle technology moved beyond the testing phase in other munici-
palities. There are municipalities in the U.S. where for-hire robotaxi services are now
up and running 24/7. As warmer climates without the challenges of snowfall will be
able to utilize autonomous vehicle technology before Calgary, some precedents will
likely exist before The City begins seeing autonomous vehicles on its roads.

Analysis emphasizing notable elements of evaluation criteria

Autonomous vehicle licensing can only become a revenue source once the technol-
ogy is developed. However, general vehicle registration fees have the potential to be
a revenue source of $45 million, with a flat fee of $45 for all vehicles (assuming no
behaviour changes). In the long term, if autonomous vehicle technology becomes
available and widespread in Calgary, registration of autonomous vehicles could be-
come a similar revenue source.

Autonomous vehicle technology is not developed enough to become a revenue
source. In the very long term, autonomous vehicles could be a source of stable reve-
nues through a specific or general vehicle registration tax.

A registration tax for individually owned autonomous vehicles should be the same
as for driver-operated vehicles to be fair. If autonomous vehicles are part of a carshar-
ing fleet, separate rules and fees related to the parking of shared vehicles may be
appropriate. Higher taxes or fees for autonomous vehicles compared to traditional
vehicles may slow the adoption of autonomous vehicles.

Piggybacking on a provincial registration fee system would be the administratively
most straightforward approach. Independently administering a municipal autono-
mous vehicle registration fee program would create high administration costs for
collection and enforcement.

Autonomous vehicles will not arrive on Calgary’s roads for many years. However, the
technology will likely be deployed and become widespread in the long term. A reg-
istration tax for individually owned vehicles and shared fleets could become a small
but stable revenue source for The City.
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4, Framework and Assessment of the Net Benefit of New Revenue Tools

User Levies - Levies related to the New Economy

37. Monetization of City Data as an Asset'*

Tool Description and Calgary Context

The City of Calgary has sold licenses for its proprietary data since the 1990s. Data
available for licensing from The City includes detailed engineering drawings, digital
aerial survey maps and utility location maps. As part of a SAVE business case, The
City recently adjusted its pricing for data licenses to reflect market rates and increase
revenue.

The City also shares many datasets for free public use under an open data license.
Datasets on The City's open data portal include assessment and building permit
data, crime and traffic incidents, and civic census data.

Despite the opportunities to generate revenue through data licensing, there is an
ongoing trend among governments in many countries to release more free, open
data. The benefits of open data policies include government transparency, improved
public service, and societal and economic opportunities.’® Rather than treating data
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as only a revenue source, The City may be able to provide value to the community by
continuing to openly share data to support innovation, collaboration, and economic
growth.

Precedents in Other Jurisdictions

Open data programs have been growing in many North American municipalities in
recent years. The 2020 Open Cities Index, a benchmarking study for open data ini-
tiatives, noted a maturity in municipal open data programs in North America since
2015."% The City of Edmonton’s open data program received the top place in the
index, followed by The City of Ottawa and The City of Winnipeg. The City of Calgary
received the fourth highest ranking. Despite the trend towards open data, most cit-
ies in Canada still offer some types of data for purchase, such as geospatial maps.

Analysis emphasizing notable elements of evaluation criteria

In 2021, The City received about $3.7 million in revenue from data licensing. Rates
for property information reports were increased in July 2021 to reflect market rates,
so revenue should be higher in 2022. Beyond 2022, revenue from data licensing will
likely remain a small revenue source.

Rates for data licensing currently reflect market values, so The City has already cap-
tured most of the revenue growth potential. Revenues are relatively stable in re-
sponse to economic conditions. Fees for data use are fair since they reflect the mar-
ket value, and businesses that benefit from the use of data contribute to the cost of
making the data available.

Making unique data available promotes economic growth as the data gets used for
innovation and improved decision-making. Charging rates too high may reduce the
number of users of the data and eliminate productive applications of City data. Open
data initiatives promote economic growth by removing barriers to accessing gov-
ernment data.

Prices for many types of City data licenses are simple and visible on The City’s web-
site. Other custom licenses may require specific license agreements, which are less
visible. Selling licenses for the use of existing City data is not administratively bur-
densome. The value of transparency, innovation, and economic efficiencies that re-
sult from open data may outweigh the value of including more of The City’s data in
a paid licensing model.
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User Levies - Levies related to the New Economy
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38. Investing in Digital Connectivity Infrastructure'®

Tool Description and Calgary Context

The City of Calgary currently owns a network of 650 kilometers of fibre optic cable,
connecting over 900 City facilities and assets.'® This network is critical support for
various business units that require reliable high-speed connectivity to deliver ser-
vices such as controlling traffic lights and trains, managing a clean water supply, and
providing emergency services throughout Calgary. As more business units adopt
digital technologies, network usage is increasing.

The City avoids estimated costs of $8 million each year by using its own fibre network
instead of purchasing third-party connectivity services. in addition, The City has ex-
cess fibre optic capacity (dark fibre) on its network, which it leases to other organiza-
tions and businesses. Annual revenues from leasing fibre capacity have followed an
increasing trend over the last several years, reaching $1.2 million in 2021.

Municipal Fiscal Gap
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Another type of municipal fibre infrastructure would be a “fibre-to-premise” system
that connects to individual residences and businesses on a broad scale to deliver
broadband internet connectivity. Such systems are sometimes built by municipally
owned electric utilities in cities where residents may have previously lacked access to
a high-speed broadband network. In Calgary, however, TELUS is currently expanding
its private fibre optic network to connect more than 90 per cent of Calgary homes
and businesses by 2024.° For The City of Calgary, there would be little benefit in
building a fibre-to-premises municipal broadband network as the private sector is
already providing this service.

Precedents in Other Jurisdictions

The Town of Olds helped finance the construction of a locally owned fibre network
in Olds known as O-NET beginning in 2011. While the network achieved its goal of
connecting residents and businesses to high-speed internet, the Town incurred $14
million in debt as well as a $4 million line of credit during the construction of the
network.'”!

In the US., over 500 municipalities have created municipal broadband networks.
Chattanooga (Tennessee) was one of the first municipalities to build a municipal
broadband network through its municipally owned electric utility. Chattanooga’s
network started providing high-speed internet in 2009 and spurred economic de-
velopment.'”

Analysis emphasizing notable elements of evaluation criteria

The City of Calgary received over $1.2 million in revenue through the leasing of its
fibre assets in 2021, as well as avoiding an estimated $8 miillion in costs.'”* The City’s
fibre optic network provides leasing revenue and helps avoid high costs for connec-
tivity needs. Revenue should increase modestly over the next several years.

The fees are fair because businesses that benefit from The City’s fibre optic network
pay and contribute to its further development. Since leasing City fibre is a fee for a
unique service, it does not distort business decisions. Access to City fibre promotes
innovation, enhanced efficiencies, and economic growth. There are simple, public-
ly available rates for access to City fibre. However, complex applications may need
customized rates. The administration costs are reasonable, with set-up costs for new
customers recovered through non-recurring fees.
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4, Framework and Assessment of the Net Benefit of New Revenue Tools

User Levies - Levies related to the New Economy

39. Regulatory Charges (Fran-
chise Fees) for 5G Infrastruc-
ture'*

Tool Description and Calgary Context

s )

5G wireless infrastructure includes
small cell antennas that can be at-
tached to street poles to provide broad
5G coverage. The City has a Wireless
Infrastructure Deployment Program
that guides its collaboration with wire-
less providers to enable the buildout
of 5G wireless technology in Calgary.
In 2021, master license agreements
were finalized with two major wire-
less service providers.'”® These agree-
ments govern annual license fees for
using City assets, representing a new
revenue source for The City. However,
unlike a franchise fee calculated as a
percentage of value, the fees received
from the wireless providers will be rel-
atively small, fixed, annual payments.

-
|

Imposing a franchise fee for 5G wireless infrastructure would not be possible since
telecommunications fall under federal jurisdiction. The federal agency Innovation,
Science and Economic Development Canada (ISED) is the approving authority for
radiocommunication in Canada, limiting The City's ability to impose regulations on
wireless infrastructure.

Precedents in Other Jurisdictions

No Canadian municipalities collect franchise fees from telecommunications compa-
nies, including for wireless 5G infrastructure. In the U.S.,, the Federal Communications
Commission (FCC) laid out rules in 2018 that restricted the ability of municipalities
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to generate revenue from small wireless (5G) infrastructure.’”® The fees charged by
municipalities to wireless providers for 5G infrastructure must be cost-based, not in-
tended to generate additional revenue. To enforce this rule, the FCC set out specific
fee levels that would be permitted to comply with the new standard. Municipalities
in the U.S. must approve or deny permits for small cell 5G infrastructure within 60 or
90 days of an application.

Analysis emphasizing notable elements of evaluation criteria

Revenue for The City from the deployment of 5G wireless technology in Calgary will
come from annual site licenses. The rates of these fees are determined by the master
license agreements signed with the wireless service providers. Fees for using indi-
vidual poles would be very small but high in volume. Fees for using the rooftops of
municipal buildings would be higher, but there would be fewer potential locations.
The City will also benefit from cost avoidance, as wireless providers may install new
poles that support their 5G infrastructure, reducing lifecycle costs for The City. Rev-
enue from site licenses could be a few million dollars per year once 5G deployment
nears completion.

If franchise fees were collectable, revenues from wireless 5G traffic would grow as the
technology is deployed and adopted. Revenue from site licences for 5G installations
will increase until the 5G network deployment is complete. Under current legislation,
The City can collect fees from annual site licensing of poles and buildings for install-
ing small 5G wireless infrastructure. A franchise fee approach could lead to more
significant revenues but is not legislatively feasible.

Cost-recovery-based fees for 5G site licenses are fair. High fees for installing 5G wire-
less infrastructure could reduce the extent to which the technology gets deployed
throughout Calgary, making Calgary less attractive to technology investment and re-
ducing economic growth. Fee structures, as contained in master licence agreements
with telecommunications companies, are not overly complex. Since only a few differ-
ent telecommunications companies directly pay the fees to The City, administration
costs are relatively small.

Municipal Fiscal Gap
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Assessed using the evaluation criteria

Most of the 31 tools considered perform very well on some of the 12 criteria, so
the selection process for identifying tools depends on decision-maker preferences
across the 12 criteria that put a higher weight on some criteria. A few notable distinc-
tions across the tools are highlighted in Exhibit 4.5 and summarized below:

= The ten (10) tools related to the new (digital) economy can only materialize in
the long-term or very long term. There are several implementation hurdles to
overcome for many of them.

m The two (2) tax tools related to current household transfers can be swiftly im-
plemented. They are the ones that require the least amount of implementation
time should speed to implementation become a critical factor.

m The ten (10) tools that are taxes on products are most commonly deployed in
other jurisdictions. There are several instances of them in Canadian and U.S. cit-
ies. While they may need a bit more implementation time, deploying them will
not take much longer than the taxation tools related to current transfers from
households.

m The five (5) tools that are taxes on production require intricate administrative
work to ensure that their deployment would not lead to distortions or create
reputational concerns.

m  The two (2) tools that are taxes on income, alongside the two (2) tools that are
taxes on non-renewable resources, are the most potent. They have the most sig-
nificant capacity to help address funding gaps.
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4. Framework and Assessment of the Net Benefit of New Revenue Tools

Exhibit 4.5 (a)
Additional tools that require Legislative Change fare well on the evaluation criteria

Scoring Guide:

. Strongly Aligned Weakly Aligned

Partially Aligned

Taxation -
Taxes on Income

9. Personal Income Tax

10. Corporate Income Tax

Il. Taxation- 11. Real Property Tax (Discontinuation of ' w
Taxes on Produc- Provincial Property Tax Collection) o =
ton 12. Occupational privilege tax

13. Road pricing
14. Advertising Tax
15. Telecommunications Franchise Fees
Hl. Taxation- 16. Municipal General Sales/ Value-added Tax
Taxes on Products

17. Accommodation Tax
18. Parking Tax

19. Fuel Tax

20. Tobacco Tax

21. Amusement Tax

22. Land Transfer Tax
23. Alcohol Tax

24, Cannabis Tax

25. Gaming Revenue

Source: Corporate Economics, The City of Calgary
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4. Framework and Assessment of the Net Benefit of New Revenue Tools Attachment 1

Exhibit 4.5 (b)
Additional tools that require Legislative Change fare well on the evaluation criteria

Scoring Guide:

. Strongly Aligned Partially Aligned = Weakly Aligned & &

S A N
S & & XN & N &
N » ét. &P O R & \z&

& o ¢

32. Ridesharing Tax

N o
v“‘q & & &F & ¢ ¢
M. Tamion: 26 VlideRegstatonTo &l -- [ ) -
Current Transfers
o, 2. e H = B =B 4=
O -T2 Ry EE R
on Non-Renewable
toours 2. CoonTa ------------
W Taaton-Tates 3, Coud Camputng T NN
related to the New
ovony 3. Digel SolsTx O e T
3. it Amsement T N EET T
s oeatepcesconmosnorta [ [ L I O .
35.Taton Shard bty S C e | [ | |
wnmmosnicergsions | NN AN N
VII.  UserLevies-Levies 37 Monetization of City Data as an Asset ------ -----
related to the New - ‘ -
o — | BN | | | [
Semeweetll D BN | e
Source: Corporate Economics, The City of Calgary

Municipal Fiscal Gap | 79



EC2024-0371
Attachment 1

Approaches for Achieving Progress in Securing
a New Funding Framework

» . —~—p—

5.1 Targeting tools that best align with the 12
evaluation criteria

Using the 12 evaluation criteria and equally weighting the importance of each
criterion, it is possible to identify a shortlist of new funding tools that can serve
The City of Calgary well. Many of these tools are beyond The City’s authority. For
example, the following seven tools perform strongly — a municipal fuel tax, a ve-
hicle registration tax, a municipal personal income tax, higher real property tax
following discontinuation of the provincial property tax collection, municipal ac-
commodation tax, sharing of royalty revenue, and a municipal general sales tax.
The City of Calgary can share the findings of this investigation with other orders
of government and secure support from other Alberta municipalities for success.

There are two valuable considerations when targeting these tools. The first is
timing. Many of these tools require significant time to secure and deploy. One
tool — a municipal sales tax — will take a very long term, given the need to rely
on the province to have a sales tax in place and the historical preference not to
have a sales tax in Alberta, partly because of the availability of royalty revenue
as an offset for sales tax revenue. Two tools — a municipal fuel tax and a vehicle
registration tax ~ can be secured and deployed relatively quickly. That’s not only
because the administrative mechanisms for tax administration are at the highest
level of maturity but also because the funding levels attributable to these tools
are not substantial. The other tools - a municipal personal income tax, higher real
property tax following discontinuation of the provincial property tax collection,
municipal accommodation tax, and sharing of royalty revenue - will need some
time to secure support from other interested parties (Exhibit 5.1).

The second reason for targeting these tools is diversity. Calgary has endured fi-
nancial challenges from over-reliance on specific economic activities. The oil and
gas industry volatility and the knock-on impact on the demand and supply for
downtown office towers are still fresh in everyone’s mind. The City can measure,
track and report on revenue diversity annually.”” The more comprehensive the
range of tools, the stronger the ability to alter the reliance across them as eco-
nomic conditions and public sentiments change.



5. Approaches for Achieving Progress in Securing a New Funding Framework

Exhibit 5.1

Shortlist of Potential Revenue Sources for The City of Calgary that best align with the 12 evaluation criteria

Net Initial Share of The
Estimated City's total
Assumptionfor  Revenuein2021 expenditurein
Source of Revenue Initial Estimates (S millions) 2021
- 10% of provincial
Municipal Fuel Tax fil trates 32 1%
Vehicle Registration Tax $8 or $45 per vehicle 8or45 0.2% or 1.2%
10% surcharge on
Municipal Personal Income Tax provincial income 420 1%
tax collections
Real Property Tax: Discontinuation m 20%
of Provincial Property Tax Collection .
Municipal Accommodation Tax 3% tax rate 12 0.3%
10% of provincial
. . revenues distributed
Sharing of Royalties Revenues to municipalities by 496 13%
population share
Municipal General Sales Tax 1% tax rate 356 9%

Growth Drivers

Growth of vehicles in

Administration Channels

Piggyback to the federal tax system

Targeted

Implementation

Time

Fastest Possible

the ity
Piggyback to the provincial registration :
system Fastest Possible
Overall growth in the Piggyback to the federal tax system Medium Term
local economy, 99y &
Set by ity Coundil City of Calgary's system Medium Term
Population growth Piggyback to the provincial tax system Medium Term
vaa"rt]z i;a/:':)eirt?rls o Piggyback to the provincial tax system Medium Term
Population growth Piggyback to the federal tax system Long Term

Source: Corporate Economics, The City of Calgary

5.2 Targeting tools that best align with current funding
needs

The City of Calgary's operating activities (as distinct from capital investments) that
are fully funded by user levies could adjust their charges to match costs. Those op-
erating activities partly or wholly supported by property taxes are affected by the
legislated balanced operating budget approach, which pressures Alberta municipal-
ities to adjust property tax increases in line with population growth and municipal

Municipal Fiscal Gap

cost inflation as well as service changes approved by Council. However, it is hard to
predict the sudden swings in inflation in Alberta, and inaccuracies may arise. Also,
increasing expenditures during a high inflation and a high-population growth en-
vironment may be politically untenable unless the local economy is firing on all cyl-
inders. The City will benefit from procyclical tools to support operating activities for
those situations. Examples of tools that fit the bill are amusement and land transfer
taxes.
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5. Approaches for Achieving Progress in Securing a New Funding Framework

The situation for capital investments is somewhat different. Ordinarily, the level of
public capital investments should respond to the size and demands of a province's
economy. However, Alberta’s provincial and municipal governments’ capital invest-
ments as a percent of GDP over the long term, using the 30 years between 1990
and 2019 (i.e,, excluding pandemic-related distortions} is below average - Alberta’s
provincial and municipal capital investments (2.6 per cent) were below the average
across Canadian provinces (3.0 per cent).

It has led to a significant increase in Calgary’s infrastructure funding gap. The lat-
est estimates from Calgary’s 2022 Corporate Asset Management Plan indicate a 10-
year infrastructure funding gap of $7.2 billion. Like with operating activities, utility
rate-funded capital investments can adjust their rates to match costs. The shortfall is
attributable to eight asset categories - (a) affordable housing; (b) buildings; (c) fire
and emergency response; (d) golf and athletic park recreation opportunities; (e) IT
solutions and support; (f) parks, pathways, trails and parks infrastructure; (g) roads,
bridges, and tunnels; and (h) transit infrastructure and fleet. Not all of the 31 funding
tools beyond The City’s authority or the eight funding options within The City’s de-
cision-making authority (as it relates to tax base determination and tax rate setting)
apply to each asset category. An essential next step for executing this approach in-
volves targeting tools aligned with top funding priorities.

5.3 Targeting tools that are best suited for a wide
variety of funding needs
There is a significant difference in the size of the capital funding shortfall attributable

to the eight asset categories for City-owned capital assets. The category-specific 10-
year funding gap for the capital assets is:

1. Affordable housing ($173 million).

2. Buildings ($1,973 million).

3. Fire and emergency response ($306 million).

4. Golf and athletic park recreation opportunities (201 million).
5. [T solutions and support ($15 million).

6. Parks, pathways, trails and parks infrastructure ($793 million).
7. Roads, bridges, and tunnels ($1,833 million).

8. Transit infrastructure and fleet ($1,973 million).
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While securing tools that best align with present-day capital funding priorities may
be compelling, it may be more prudent to broaden diversity for the long term in pre-
paredness for all categories of operating and capital funding challenges.

While the strong evidence of a municipal vertical fiscal imbalance favours own
source tax revenue over shared taxes, expanding both types would be beneficial. For
own-source taxes, Calgary would have the leeway over rates and bases. However,
this ability may be regulated and restricted, reducing taxing power (e.g., by impos-
ing caps, exemptions, etc.). Many municipalities in other jurisdictions benefit from
a great diversity of direct and indirect local taxes in addition to the typical “autono-
mous” tax - the property tax.

Under this approach, the goal for Calgary is to ensure that the widest variety of
needs are covered — both operating and capital. As a result, many municipalities in
some countries favour a local personal income tax because it applies to all municipal
services. In other cases, multiple tools are secured across the range of needs - motor
vehicle tax (for transit and transportation-related needs), gambling tax (to promote
local entertainment initiatives), tourist and hotel taxes (to support local arts and cul-
ture), and environmental tax (to support climate change initiatives).

Calgary can extend the tax sharing success through Alberta’s recent Local Govern-
ment Fiscal Framework (LGFF). As the LGFF takes off, and to the extent that it proves
reliable, Calgary can secure other shared tax options where provincial (or federal)
taxes get shared with municipalities, such that they are redistributed as tax revenues
and not as grants.
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Vammalle, C. and |. Bambalaite (2021), “Funding and financing of local government

public investment: A framework and application to five OECD Countries’, OECD

Working Papers on Fiscal Federalism, No. 34, OECD Publishing, Paris, https://doi.

org/10.1787/162d8285-en.

Two examples are: (1) The City of Calgary (May 2006) “Alberta’s competitive advantage:

empowering municipalities with new municipal revenue sources,” prepared for the

Minister’s Council on Municipal Sustainability. (2) The City of Calgary (November 4,

2010) “A case of fiscal imbalance: The Calgary Experience,” prepared for Council and

later presented to the Fiscal Issues Session of the Canadian Economic Association (CEA)

2011 Conference.

Technical Appendix 1 on the municipal fiscal gap and other technical appendices are

available upon request for those interested in deeper exploration.

in addition to First Nation, Inuit and Metis governments.

An Introduction to How Canada’s Parliament Works: The Division of Powers

Source: https://www.canada.ca/en.html and https://www.alberta.ca/index.aspx,

accessed Jan 12, 2023

Based on the 2021 Census of Population conducted by Statistics Canada, the

population was 662,248 in the city of Vancouver and 749,607 in the city of Winnipeg,

compared to 1,306,784 in the city of Calgary.

Multiple sources on services offering:

- https://www.winnipeag.ca/interhom/ accessed Dec 7, 2021;

- https://www.hydro.mb.ca/articles/2021/02/led street light update/accessed Dec7,
2021;

- https://vancouver.ca/ accessed Dec 6,2021; and

« https://www.vpl.ca/ accessed Dec 6, 2021.

The full results of that survey are available in Technical Appendix 2.

Details on municipal purposes, natural person powers, and powers to pass bylaws in

Alberta are covered in Technical Appendix 3.

City of Vancouver Climate Emergency Action Plan

City of Edmonton Carbon Budget 2023-2026

See Technical Appendix 4 for details.

Urbanization is a complex process in which a country’s population centres tend to
become larger, more specialized and more interdependent over time.

Using 2001 and 2021 federal census results, cumulative population growth in Calgary
(49 per cent) was faster than in Alberta (43 per cent) and Canada (23 per cent).

Alberta has the fastest population growth, followed by the population growth in British
Columbia (+24%) and Ontario (+18%) over the period of 2002 and 2022.

Urban centres are all census metropolitan areas and census agglomerations. Rural areas
are areas outside census metropolitan areas and census agglomerations.

https://www.calgary.ca/home.html
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This section is in response to the FTF Recommendation #9: Develop research and
analysis that document the extent of the decline in bricks and mortar and the
transition to new models of delivering goods and services. Use it to demonstrate that
municipalities’ traditional real estate tax revenues cannot capture the transition to
e-commerce transactions. Use the findings to advocate for the reform of municipal
finances and the revenue-generating tools available to municipalities.

A summiary of the well-known limitations, such as they are not directly related to

the ability to pay, nor do they grow at the same rate as the economy, is available in
Technical Appendix 5.

Amanda Sinclair (May 3, 2019) "Measuring digital economic activities in Canada: Initial
estimates’, the National Economic Accounts Division, Statistics Canada.

Calgary’s municipal property tax share for residential property owners increased from
48% in 2015 to 52% by 2021. The share of non-residential property taxes attributable to
other non-residential property types also increased.

The Financial Task Force recommended a detailed review of the consequences of

the transition to the digital economy on the property tax base. Specifically, FTF
Recommendation #9: Develop research and analysis that document the extent of the
decline in bricks and mortar and the transition to new models of delivering goods and
services. Use it to demonstrate that municipalities’ traditional real estate tax revenues
cannot capture the transition to e-commerce transactions.

More details are available in Technical Appendix 6.
https://www.calgary.ca/business-economy/csps/abs/short-term-rentals-and-lodaing-
houses.htm!

Federalism is a system of government in which sovereignty is constitutionally divided
between a central governing authority and constituent political units (like states or
provinces).

A federal system is characterized as being more centralized (or less decentralized)
than another when more of its decision-making powers are in the hands of authorities
with a larger jurisdiction. A common measure of the extent to which a system is
decentralized is the expenditure decentralization ratio, defined as the share of total
government expenditures made by subnational governments, exclusive of grants
received from the central government.

An externality is a cost or benefit of an economic activity experienced by an unrelated
third party, but is not reflected in the final cost or benefit of a good or service.
Economies of scale (or scale economies) occur when more units of a good or service
can be produced with fewer input costs due to the large scale of an enterprise.

Equity, or economic equality, is the concept or idea of fairness in economics,
particularly in regard to taxation or welfare economics.

Municipal Fiscal Gap



Endnotes

31

32

33
34

35

36

37

38

39

40

41

42

43
44
45

Vertical fiscal imbalance refers to a gap between a government’s own-source revenues
and spending responsibilities due to the allocation of taxation powers. In Canada, both
the provincial and municipal governments have vertical fiscal imbalances. Transfer
payments for health under the Canada Health Transfer and transfers for post-secondary
education and various social services under the Canada Social Transfer help address the
provincial fiscal imbalance.

A thorough analysis of vertical fiscal imbalance facing municipalities is available in
Technlcal Appendix 1.

This sectlon is in response to the FTF Recommendation #13: (a) Collaborate W|th the
province to authorize access to tools that address services that arise from provincial
government direction or changes; (b) Identify services that may have been directed to
The City explicitly or inadvertently; (c) The inadvertent transfer of responsibility occurs
when third parties are no longer able or willing to deliver the services, but The City
steps in for continuity as the last resort government service provider; (d) These services
have value for those who access them. Ensuring continuity, as well as adequate funding
for those services, is vital; (e) Use the results from the review to engage in a dialogue
with the province. Collaborate to determine and agree on the fiscal tools necessary to
allow effective delivery of those services by the municipality.

A review of downloading experienced by three big cities — Calgary, Vancouver, and
Toronto - is available in Technical Appendix 7.

Alberta Government: Budget 2007 highlights.

Alberta Government Municipal Affairs arant programs: Municipal Sustainability
Initiative, accessed on Mar 1,2023

This is covered in multiple reports including Dougherty, S. and K. Forman (2021),
“Evaluating fiscal equalisation: Finding the right balance’, OECD Working Papers on
Fiscal Federalism, No. 36, OECD Publishing, Paris, https://doi.org/10.1787/253da2b8-en.
Kim, J. and S. Dougherty (eds.) (2020), Local Public Finance and Capacity Building in
Asia: Issues and Challenges, OECD Fiscal Federalism Studies, OECD Publishing, Paris,
https://doi.org/10.1787/a944b17e-en.

Kim, J. and S. Dougherty (eds.) (2020), Local Public Finance and Capacity Building in
Asia: Issues and Challenges, OECD Fiscal Federalism Studies, OECD Publishing, Paris,
https://doi.org/10.1787/a944b17e-en.

Automatic stabilizers are countercyclical fiscal policy tools that respond immediately

to economic conditions without the need for policy adjustments. They have the
advantage of speed. A good example of an automatic stabilizer on the revenue side is
the income tax. Employment Insurance (El) is another example on the expenditure side.
https://www.toronto.ca/ext/digital comm/inquiry/inguiry_site/cd/gg/add pdf/77/
Governance/Electronic_Documents/Other CDN Jurisdictions/Powers of Canadian

A more recent precedent from Quebec is covered in section 3.4.
Saskatchewan municipal revenue shari

Ontario dedicated gas tax funds for public transportation progr;

Ontario community infrastructure fund

review and the
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From Pledge to Practice: Navigating Canada’s Net-zero Policy Landscape in 2023,
Delphi, February 13, 2023.

Richard M. Bird and Enid Slack, Local Taxes and Local Expenditures: Strengthening the
Wicksellian Connection, international Centre for Public Policy Working Paper no. 13-23
(Atlanta: Georgia State University, Andrew Young School of Policy Studies, October
2013).

Lindsay M. Tedds, 2019, Non-Tax Revenue for Funding Municipal Governments: User
Levies - Adoption, Constraints and Emerging Opportunities, in Funding the Canadian
city, edited by Enid Slack, Lisa Philipps, Lindsay M. Tedds, and Heather L. Evans.
Additional information about the notice of motion (2023.MM3.5) is available here.
Plenary remarks delivered by Don Drummond at The City of Calgary’s 2022 Trends
Event. Don Drummond is the Stauffer-Dunning Fellow and Adjunct Professor at the
School of Policy Studies at Queen’s University. Mr. Drummond is currently Chair,
Canadian Centre for the Study of Living Standards; Fellow-in-Residence, C.D. Howe
Institute and; member of the Expert Advisory Group to the Canadian Institute for
Climate Choices.

See Technical Appendix 8 for details.

These taxes are called automatic stabilizers. Examples include income tax and sales tax.
Cadastral income is used as the basis for collecting property tax and determining

the property income taxed in personal income tax. Cadastral income is not an actual
income, but a notional income corresponding to the average normal net income that
the property provides its owner in a year.

A list of European countries with progressive property rate structures is available in
Technical Appendix 9.

Source: The Global Urban Economic Dialogue Series; Property Tax Regimes In Europe.
Source: Government of British Columbia, Ministry of Finance.

https://vancouver. ca[home-grogerty development/why-an- emgty-homes -tax.aspx

The total market value across all permits was $5.7 billion in 2022.

Details are available in Technical Appendix 10.

The City of Calgary has been criticized for having too many licence categories in the
past The City is currently working to simplify and reduce the number of business
licence categories, to reduce red tape.

There are currently two types of business licence categories, but many home-based
businesses are not included in City business licensing if they are regulated under
another agency. (e.g., accountants, lawyers).

A home occupation is any business that operates out of a dwelling and is allowed
under Calgary's Land Use Bylaw provided it meets all bylaw requirements. Class 1 home
businesses do not involve any client or customer visits to the dwelling. Class 1 home
businesses do.

Details are available in Technical Appendix 11.

For example, Gillette and Hopkin (1987) and Nallathiga (2009), and Kitchen (2021).
https://www.enmax.com/AboutUsSite/Documents/our-companies/ENMAX-Overview.
pdf
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67 For example, Technical Appendix 12 includes a review of a study that found that EEC 91 s:/ ila.gov/services nts-assistance-taxe -taxes/outdoor-
has previously underpriced its services. advertising-tax/

68 References: (a) AC2022-1251 “Calgary Parking Authority Financial Statements, 92 https://www.toronto.ca/leadocs/mmis/2017/pa/bgrd/backaroundfile-103950.pdf
December 31, 2021"; (b) TT2021-1258 “Calgary Parking Authority Report to SPC on 93 This revenue idea relates to item (e) of Financial Task Force recommendation #21:
Transportation and Transit, September 1, 2021"; and (c) AC2019-0630 “Calgary Parking Explore the use of regulatory charges, like franchise fees’ or ‘local access fees’ for
Authority Financial Statements, December 31, 2018/ services provided in the City of Calgary which do not otherwise pay property tax (e.g.

69 For example, revenue from Vancouver’s Empty Home Tax dropped 38% from 2018 to telecommunications infrastructure)

2021 (https://vancouver.ca/files/cov/vancouver-2021-empty-homes-tax-annual-report. 94 The Cable Franchising Authority of State and Local Governments and the

pdf). If the policy is successful, jurisdictions should end up collecting minimal revenue Communications Act, Section 622 of Title VI.

using this tool over the long term. Revenue collected from vacancy taxes is generally 95 httos://www.cbc.ca/news/canada/british-columbia/transit-referendum-voters-say-
earmarked for investment in affordable housing. to-new-metro-vancouver-tax-transit-improvements-1.3134857

70 Slack, Enid. (2005). Easing the Fiscal Restraints: New Revenue Tools in the City of 96 Janelle Cammenga (February 2022) “State and Local Sales Tax Rates, 2022", the Tax
Toronto Act. Foundation.

71 Jared Walczak (July 2019) “Local Income Taxes in 2019", The Tax Foundation 97 Jeffrey L. Barnett, Cindy L. Sheckells, Scott Peterson, and Elizabeth M. Tydings,

72 City of Philadelphia, Annual Financial Report Fiscal Year Ended June 30, 2020. https:// December 2014, 2012 Census of Governments: Finance— State and Local Government
www.phila.gov/media/20210108144752/annual-financial-report-FY2020.pdf Summary Report, Available at: http://www2.census.gov/govs/local/summary_report.

73 KPMG LLP (201 6), City of Toronto Revenue Options Study pdf.

74 98 https://www. news/canada roposed-penny-t Id-pay-for-
treasu CO! income-tax-information infrastructure-1.1111682

75 httgs:/[www,ghila.ggv/serviceszQayments-assistance-tgxe;jbusiness-taxe;[bu;lness- 99 This relates to item (m) of recommendation 21: Develop and implement taxes that
income-receipts-tax-birt/ would focus on tourists and visitors that use City services.

76 https://www.nyc.gov/site/finance/taxes/business-corporation-tax.page 100 Short-term accommodations listed on online marketplaces such as Airbnb and Vrbo are

77 Kitchen, H., McMillan, M., & Shah, A. (2019). Local Public Finance and Economics: An discussed separately.

International Perspective. Springer Nature. 101 httpsy//www.calgaryhotelassociation.com/industry

78 Adjustments are made to reflect Calgary’s share of the provincial working-age 102 https://www.calgaryhotelassociation.com/industry
population (defined here as people aged 15 to 64) for the estimation. 103 In 2018, as the provincial government was in the process of creating the City of Calgary

79 https://www.gov.nl.ca/education/fil lications_archives schoolfeesreport. Charter, it considered giving The City greater control over Calgary’s DMF. The changes

80 https://www. edupropertytax/index.htmi could have permitted the DMF to become mandatory for all hotels. However, following

81 https://www.denvergov.org/Government/Agencies-Departments-Offices/Agencies- opposition from the hotel industry, The City of Calgary was not granted greater
Departments-Offices-Directory/Department-of-Finance/Our-Divisions/Treasury/ authority over the DMF as part of the City Charter.

Business-Tax-Information# 104 https: tinationvancouver.com/meeting/plan/helpful-ti urces/
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Note: Financial task force reports to Council are available in the Technical Appendix 13.
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