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 The paper reports how best practices in pricing 
recreation and aquatic facilities and services suggested by the research literature 
were implemented in a city of 100,000. The process had three core elements.

First, in order to price each service at a level that was fair and equitable 

to accrue to users a price was set that covered all of its costs. The magnitude 

accrued primarily to the community (25% cost recovery), equally to users and 
the community (50%), and primarily to the users (75%).

The second element was the implementation of enterprise-like funds for all 

transfer of money from the general fund which was intended to subsidize 
economically disadvantaged users of the enterprise services. 

Prices designed to produce revenues that achieve rationally derived cost-
recovery targets and create viable enterprise funds are dependent upon there 
being reasonably accurate estimates of service costs, since revenue goals without 

and adjusting it to derive cost estimates. Full absorption costing was used that 
embraced four types of costs: citywide administration indirect costs, department 
indirect costs, division indirect costs, and direct variable costs. The resultant cost 

by other suppliers in the area.
The perceived advantages and challenges encountered in this process are 

discussed along with the managerial implications. Agencies tend to make price 

However, strategic pricing requires proactively developing a policy. This case 
study describes a proactive approach that provides strong conceptual scaffolding 
upon which to construct an effective pricing policy.
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or at least not to raise, taxes. The mantra that guided park and recreation agencies after the 
tax revolt in the last quarter of the 20th century was: Do more with less. This was pursued 
by robustly cutting costs. In most agencies, costs have now been pared to the bone. A 
complementary mantra that subsequently emerged was: Do more with more, which means 
raising prices to create more self-generated revenue so more services can be offered.  This 

This generalized scenario is consistent with the author’s experience as a multi-term 
councilman and the mayor pro tempore in a community of 100,000. There were seven 
members on the council; all were elected by the whole community (no districts); full-time 
staff numbered approximately 900; and the annual budget ranged between $250 million 
and $300 million.

This paper reports a process, led by the author, which was intended to strengthen 

that were invested in recreation and aquatic facilities and programs. The goal was to 
establish prices based on best practice suggested by the research literature. Its three center 

each service for which a price was charged, and development of a system for identifying 
the cost of delivering each service.

to keep taxes low. A primary strategy for enabling them to meet that commitment, without 

terms public, merit (or mixed) and private goods (Musgrave, 1959; Samuelson, 1954, 

same nomenclature, but was adapted to provide cost-recovery targets (Crompton 1981a, 
1981b). However, over time it became apparent that the economists’ conceptualization 

(Crompton, 2007).

subsidy and the proportion of costs that user prices should be designed to recover. Its 
purpose is to provide a target cost-recovery amount to guide the price that should be 
charged. If there is a gap between the desired and existing cost-recovery ratios, then a 
strategy for reducing costs and/or raising prices can be developed. 

This process is the foundation upon which a user price is built. It is the point of 

marketplace and The Ability to Pay Principle, which recognizes a community’s obligation 
to provide opportunities equally to all residents and directs that, as far as possible, no 
residents should be excluded from participating because they lack the funds to do so. 
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This rational approach to establishing a base price starting point contrasts with the 
approach adopted by many park and recreation agencies, which is to raise all prices by 

if incremental price increases are based on some acceptable criterion, they assume the 
original price was appropriate. However, if the initial price was arbitrarily derived, then 
subsequent incremental increases will result in a price remaining arbitrary.

fair and equitable to both participants and nonparticipants. Conceptually, the proportion of 

proportion of costs met by pricing should decrease while the proportion met by tax subsidy 
should increase.

Figure 1 is illustrative of where on the continuum a community’s leadership may 
position each service that is offered. Services perceived to provide communitywide 

Figure 1. 

-
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primarily to the community (25% cost recovery), equally to users and the community 
(50%), and primarily to the users (75%).

The following was developed as the council’s pricing policy for services where 

While a primary mission of government is to satisfy community needs, many 

Council that the public at large should not subsidize activities of such a private 
interest through general tax revenues. Therefore, the City has established user 
fees at a level that ensures those who use such a proprietary service pay for that 
service. With few exceptions, such as those services provided for low-income 
residents, fees have been set to enable the City to recover the full cost of providing 
those services.
It could legitimately be argued that all of the services listed as providing communitywide 

Hence, they should more appropriately be positioned in one of the other four categories. 

than those who do not. However, urban parks are likely to be used by a larger proportion 
of residents than any other facility an agency operates; probably offer more community 

enclose them to restrict access and to charge admission would likely arouse contempt and 
outrage. These factors have resulted in urban parks almost universally being positioned as 
communitywide assets.

Sometimes services assigned to the zero-cost-recovery category are there by default. 

community, so the service should be assigned to one of the other four categories. However, 
it is impractical, too costly, or tradition is too strong to charge users. Even though a 

resistance to paying it may become the overriding consideration. 
For example, in Figure 1, skateboard parks were assigned to the zero-cost-recovery 

category in my community, even though almost all stakeholders engaged in the positioning 

the goal. However, a state law relating to skateboard parks mandated that the city had 
only nominal liability exposure if it was an open-access, free facility. However, if it 
was programmed, access restricted, or a price charged, then the city had a full “duty of 
care” obligation and no protection from liability. The cost of insurance in that case was 

recovery strategy was the least-cost option for the city.

cost recovery) recognizes it is practical to levy a user price for them, but users should be 

too high, then individuals may choose to make less use of the service than is considered 
desirable by the community. If the price is too low, there will be a consumer surplus and an 
unnecessarily high level of tax support. 

but also in measuring their magnitude, which is a subjective task. Since perspectives and 
values differ both among and within communities, it is inevitable that a given service will 
be positioned differently on the continuum by different communities and by the same 
community at different points in time. For example, a tennis facility in a high-income 

target is 100%, while an identical tennis facility in a low-income, high-crime neighborhood 

and so is fully subsidized. The subjectivity of positioning services suggests the process 



86

should periodically be reviewed, (say) every three years. During this period, changes in 
political leadership and philosophy and/or changes in economic conditions may result in a 
desire to adjust some of the programs’ positions on the continuum.

Implementing Enterprise Funds

general fund and ideally they receive no tax support. They can be viewed as businesses 
engaged in by a jurisdiction that closely mirror how private companies would operate, or 
as subsidiary companies of a parent company, that is, the governmental entity. 

which was intended to subsidize economically disadvantaged users of the enterprise 
services. 

In most government entities, appropriated dollars from the general fund are the 

require self-generated revenues to be deposited there. The result is a “disconnect” between 
money spent and money earned making both the concepts of revenue maximization and 

between suppliers and users of services.
An enterprise fund provides a “closed-loop” mechanism, whereby those paying 

with prospect theory (Kahneman & Tvorsky 1979), because fees that are directed to a 
jurisdiction’s general fund are likely to be perceived by users as a total loss, since there is 
no direct nexus between their payments and provision of the service. In contrast, if their 
resources are directed to an enterprise-type fund, then they are likely to perceive a direct 
gain from their payments. 

It has been long been recognized that “Consumers are more likely to support user fees 
when such fees are used to maintain and improve the resource at which they are collected” 
(McCarville & Crompton, 1987, p.288). A substantial body of empirical research supports 
this conclusion (Fedler & Miles, 1988; Leuschner, Cook, Roggenbuck, & Oderwald, 1987; 
McCarville, Reiling & White, 1996; Reiling, McCarville & White, 1998; Ostergen, Solop 
& Hagen, 2005; Steele, 1989; Winter, Paluki & Burkhart, 1999) 

Council Rationale for Enterprise Funds
The council believed the enterprise fund approach provided an economic incentive for 

not to man entrance stations to collect the fees. This would be a logical decision from 

operating budget, the park would not receive any of the revenue. Consider the following 
case:

Many of the federal National Wildlife Refuges had established special recreation 
fee accounts which enabled them to retain revenues collected from such activities 
as wildlife tours conducted by staff, hunting blind rentals, camps along trails, 
and primitive cabins. When Congress ruled those fees could no longer stay in 
the refuges and had to be conveyed to a central fund for support of all activities 

was implemented, one-third of those refuges quit collecting fees, since they 
lacked the economic incentive to do so. Second, many of the services were 

retain the funds and reinvest them in the refuges (Baldacchino, 1984).
Financing “small-scale” facility renovations was a challenge. In the case of athletic 

bleachers, windscreens, goals, bases and drinking fountains. The effective life span of 
such items is likely to be much shorter than 20 or 25 years, so it is inappropriate to fund 
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them with long-term bonds because future taxpayers would be paying for assets that no 
longer existed. At the same time, their cumulative cost is likely to be too great for them 

have deteriorated as a result of their use, and for any improvements in the existing standard 
of facilities the participants would like to have.

To establish the appropriate fee, a 10-year schedule was prepared that projected the 

of implementing the 10-year program were calculated, with allowances made for likely 
future cost increases, and divided into equal annual amounts. This is a rolling schedule 

exclusively for renovating or improving that complex.
Representatives from the athletic groups are involved in both setting the fee and in 

funds to pay for the renovations, then the athletic groups have to accept responsibility for 
the deteriorated facilities since they failed to make adequate provision to retain the desired 
standard.

 Table 1 illustrates the city’s 10 year rolling projection of small item replacement costs 

those for soccer are estimated at almost $187,000. Based on projections of the number of 

costs could be met by a surcharge of $5 per player on every team. There was widespread 
acceptance and no resistance to this surcharge. 

In addition to this potential for strengthening staff’s commitment to generating 
revenue and producing relevant high quality services, the enterprise vehicle has three other 
advantages. First if, for example, golf courses are removed from the general fund to an 
enterprise fund, then it undercuts lobbying efforts by golfers to resist price increases and 
retain subsidies; or to upgrade the quality of facilities or to build additional amenities with 
taxpayers’ money rather than with golfers’ money. Absent an enterprise fund, they may be 
abetted in these lobbying efforts by an agency’s golf course staff who may perceive they 
have a vested interest in supporting such efforts to enhance “their empire.” In contrast, a 
true enterprise fund is subject to real budget constraints that are not malleable. It is the only 
source of funds for operations, maintenance and capital renovations, so if prices are set too 
low then facilities will deteriorate. 

The second advantage is that the “closed-loop” mechanism provides incentives to 
both participants and managers. For participants it means those paying for a service can 

to price increases. 
For managers, the “closed-loop” means they are directly responsible for covering their 

costs with revenues, so they will tend to add services that cover costs and eliminate those 
that do not. In contrast, when services are mostly funded by taxes, such economic realities 
can be ignored. When managers are asked to generate revenues that go to the general fund, 

money even though its revenues exceeded its costs, because the revenues went elsewhere 
while the costs came out of their budget. 

A third advantage is that revenues retained in an enterprise fund can be carried forward 

programs and services. 
 Two potential downsides to enterprise funds were recognized. First, is the danger that 

the emphasis on revenue generation and the imperative to attain full-cost recovery results 
in a reduced focus on an agency’s core mission. If this occurs, then the original purpose 
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Second, the advantages of using an enterprise fund will dissipate if surplus revenues 
that exceed the target cost-recovery ratio are either returned to the general fund, or if tax 
support for the following year is reduced by the surplus amount. There is no escaping 

be disheartening to managers and discourage them from committing to robust revenue 
generation.

Identifying Costs
Prices designed to produce revenues that achieve rationally derived cost-recovery 

targets and create viable enterprise funds are dependent upon there being reasonably 
accurate estimates of service costs. If a pricing decision is based on a goal of 50% cost 

goals are meaningless. Prices intended to avoid subsidy for services delivering exclusively 

established if costs are known. Many agencies unintentionally subsidize services because 

costs and magnitude of subsidies involved, they often decide some of the subsidy levels 
are inappropriate. 

In previous eras, there was no imperative to have such information. Prices were 
relatively nominal; tax-supported budgets were expanding so prioritizing resource allocation 

not a common practice. This has changed. Knowledge of costs has emerged as central to 
decisions in multiple contexts. While pricing decisions are the most compelling reason 
for having cost information, it has become salient in at least three other decision contexts. 
First, it is usually central in debates as to whether or not routine, unskilled labor tasks such 
as mowing and garbage collection in parks should be undertaken by department employees 
or outsourced. 

Second, decisions relating to prioritizing resource allocations or determining which 
services should be terminated in response to requests to provide new services or budget 
reductions require ratios, such as subsidy per user, that need accurate cost information. 

Related to this is a third imperative, which is to enhance transparency and accountability 

of services to demonstrate accountability for all tax expenditures they authorize. This 

that two cost-based performance ratios be disseminated. First, cost per unit of output (e.g., 

become apparent. The second ratio is cost per resident of the communitywide services, so 
residents can form an opinion as to whether a service is good value for their tax money.

Understanding and identifying costs is probably the most challenging aspect 
of pricing. Traditionally, government accounting systems were designed to focus on 

regulations. They were not designed to meet managers’ information needs and, hence, did 
not provide cost information.

costs appropriately are beyond the scope of this paper. The intent here is limited to 
describing broad principles that were adopted.

How detailed the development of a system for identifying costs needs to be is 

and magnitude of resources allocated to services. There are two approaches. The most 
ambitious is cost accounting. It involves extensive detailed cost-tracking, often using 
relatively complex formulas, so costs are meticulously assigned and accurately distributed 
among all the services delivered. This is the “deluxe” model, but operationalizing it is 
likely to be tedious, cumbersome, frustrating and time consuming. Further, complexity is 
no assurance of accuracy. If the agency lacks the resources to meet the input requirements 
of a model then the result will be a malfunctioning and misleading system.
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Table 1
Illustration of 10 Year Rolling C

ost Estim
ates for Renovations in an Athletic Field Enterprise Fun
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Given that the resources allocated to this task should be proportionate to the likely 

the purposes for which the information will be used? The objective is not to arrive at an 
absolutely correct allocation of costs, but to assign to each service an approximate “fair 
share” of the agency’s overheads. The council concluded cost accounting was a less viable 

formal method of cost determination or estimation undertaken on a periodic basis. There 
will be no formal accounting entries during the year to record costs incurred in delivering 

recasting and adjusting it to derive the cost data or estimate needed.
This approach takes advantage of Pareto’s Principle. That is, it is likely to provide 

are likely to remain reasonably accurate for a period of time. 

Types of Costs
Often, when agencies claim to be adopting a policy of full-cost recovery in providing 

a service, further analysis reveals that this is not so because some elements of costs are 

the full cost of delivering a service. These elements differ in one respect from those that 
would be included by private sector organizations in that they would have to incorporate 

on the owner’s investment. However, in the public sector, capital expenditures for land 

Facilities and equipment 
depreciation costs

Organization-wide 
administration indirect costs

Departmental indirect 
costs

Division indirect 
costs

Direct 
variable

costs

Figure 2. Elements Constituting Total Absorption Cost

Proportion of Total 
Absorption Cost

High

Low
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First, most park and recreation facilities are funded with general obligation bonds, 
which have to be approved by voters at a referendum. Since voters are aware the borrowed 
money will be redeemed with taxes, there is ipso facto recognition that such facilities 

local taxpayers. 
Second, capital expenditures are sunk costs, (i.e., they cannot be recovered once 

they have been incurred). A facility cannot be “unbuilt,” and there is little likelihood of 
public recreation facilities being sold for another purpose to recover their costs because 
in most cases another public referendum would be required to approve this action. Hence, 
irrespective of how much some voters may regret the investment or what use is made of 
the facilities, these are historical costs and the money has gone. The only costs that can be 
controlled are those associated with operation of the facility. 

While the original capital costs should usually be excluded from price structures, 
the use of a facility or major equipment will result in the asset deteriorating. Periodic 
renovation of facilities and replacement of equipment is inevitable. It has been argued in a 
private sector context that depreciation should also be regarded as a sunk cost:

and other planning decisions. Unfortunately, they are often lumped in with 

Depreciation costs should be separated from other period expenses for the 
purpose of pricing (Monroe, 2003, p. 266).

However, in the public sector, this assumes funds will be forthcoming from tax sources to 
replace these assets when they wear out. That is a precarious and optimistic assumption, so 
a depreciation cost to cover these eventualities should be included. Unfortunately, this is 
not required in most U.S. governmental accounting systems. 

incurred by a service, but are necessary for the functioning of the agency. They should 
be apportioned among all the park and recreation services offered to cover the costs of 

program participation or facility usage. 
Figure 2 shows three levels of indirect costs: Organization-wide administration, 

departmental, and division. In my city, the organization-wide administration supported 
park and recreation programs by providing human resource, payroll, legal and internal 
audit assistance. The costs apportioned at department level included the agency’s support 

of the department’s water bill and 10% of its phone charges were associated with adult 
softball, then these amounts were part of adult softball’s cost structure.

At the division level, the superintendent of athletics, for example, his secretary, and 

attributed to the softball program. 

expenses associated with operating a given program. They vary according to the number 
of people using a service. For example, direct variable costs in an adult softball program 

minor equipment and other expenses which can be directly attributed to the operation of 
the program. These costs will increase with increases in the number of participants.

asset or indirect cost center increases, then costs per service or participant decrease because 
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they are spread among more services or participants. This is illustrated in the next section 

$564 to $477. 

Figure 3. Fixed costs, Variable Costs, Total Costs and the Potential Contribution of 
Discounts to Cost Recovery. Note: Hatched area is the price range, at which revenue 

termed “absorption costing.” This is the preferred approach. If costing comprises only an 
estimate of variable costs and a “fudged guesstimate” of (say) 30% for overhead, then a 
price set to recover a given percentage of costs does not, rendering the process meaningless. 
Purposeful pricing that is policy driven requires that absorption costing be adopted. 

Managerial Implications
Table 2 shows the city’s annual budget for recreation and aquatic programs. The 

council elected not to incorporate depreciation costs into its pricing structure, but it does 
include the other four sources of costs shown in Figure 2. Indirect costs in Table 2 include 
apportioning 42% of the department’s central administration costs including personnel 
to these activities, and 100% of all the recreation division’s overhead costs including 

item. The “G&A” stands for general and accounting charges, which are the costs associated 
with the central functions of the city (i.e., payroll, human resources, budget, purchasing, 

to allocate these central costs was to charge them as 7% of the direct costs of each program.
The data in Table 2 can be used to illustrate the consequences of using different 

$135,042, a recovery rate of 55.76%, and a per-participant subsidy of $24.14. However, 
if only direct costs are used a very different and misleading picture emerges since the 
recovery and subsidy rates then become 92.6% and $2.43, respectively.
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Table 2
C

ity Budget – Recreation Program
s
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For example, in terms of equity, the per person subsidies raised two questions: Are large 

participants receive much larger subsidies than those in other activities? For example, those 
in youth basketball programs received a subsidy of $34 each, while the per-participant 
taxpayer support for those in youth volleyball and youth football was $73 and $195, 

Could the $54,498 and the $24,499 used to fund the 80 participants in “challenger sports” 

The data also illustrate the importance of reviewing per person, rather than absolute, 
subsidies. For example, in aquatics “Adamson Lagoon’s” annual subsidy is $232,000 
which is substantially higher than the subsidies at “SWPool” or “Thomas Pool.” If budget 
reductions are needed, this may cause decision-makers to reduce its operating hours rather 
than those at the other two pools. However ,this would be a mistake because the per person 
subsidies at the Thomas and SW Pools are 130% and 25$ higher, respectively, than at 

Pool.

Methods of Establishing a Price Based on Cost Recovery
The proportion of costs intended to be recovered by a price varies according to where 

to accrue exclusively to individual users, then the goal is full-cost recovery. If there are 

of only direct variable costs.

in Table 3 (a).
Table 3 (b) shows how a price was determined that was intended to recover partial 

overhead costs. A price was established that met all direct variable costs and some 

intended to recover represents the tax subsidy for the particular service. The amount of 

increased (Figure 1).
It is important to note the anticipated per-person subsidy was built into the formula. 

This is a very different approach to the frequent practice of assigning, (say) a 20% overhead 

arbitrary process does not indicate the extent to which individuals are subsidized. 
If variable cost-recovery pricing is used, the established price is equal to the average 

variable cost of providing a service. In this context, variable costs are direct operating and 

3 (c) shows how a price that was intended to recover direct variable costs was derived. 
Because direct variable expenses can be relatively easily documented basing price 

decisions on them is tempting. This is a popular approach with many agency personnel, 

client support constituency is likely to emerge.
When participants pay for a service, their receipt should itemize the costs involved in 

delivering it. If that is impractical, then this information should be prominently displayed 
at the entrance to a facility. In addition to demonstrating transparency, lack of awareness of 
the magnitude of costs, subsidies, and cost-recovery ratios is a primary reason why price 
increases are resisted. Controversy is invariably reduced when users are provided with 
service delivery information (Kyle, Kerstetter, & Guadagnolo, 1999; McCarville, 1991; 
McCarville, Crompton, & Sell, 1993; Reiling, Criner, & Oltmann, 1988).
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Table 3(a) 
Setting a Base Price to Recover Full Cost 
 

Full cost recovery = Average fixed cost + Average variable cost 

Where:  Average fixed cost =   

Average variable cost =  
If:   Total fixed costs = $3000 

Total variable costs = $1000 
Projected number of users = 100 

Then:  Price =    
Thus: Price = $40 

 
Table 3(b) 
Setting Base a Price to Recover Partial Overhead Costs 
 

Partial overhead recovery price = Average fixed cost + Average variable cost – Average subsidy 
Where:  Average subsidy represents the amount to which each user is subsidized out of 

tax funds 
If:  Average fixed cost = $8 
  Average variable cost = $4 
  Average subsidy = $3 
Then:   Partial overhead recovery price = $8 + $4 - $3 
Thus:  Program price = $9 

 
Table 3(c) 
Setting a Base Price to Recover Direct Variable Costs 
 

Direct cost recovery price =  
If:  Total variable cost = $2000 
  Projected number of participants = 200 
Then:  Variable cost recovery price = $10 

When only partial direct variable costs are to be recovered, then a tax subsidy amount is subtracted 
from the full variable cost recovery price. 

What About Marginal Cost Pricing?
It is an established tenet of economics that price should be set to recover the marginal 

cost of delivering a service, rather than the average cost which is used in Table 3, because 

cost of provision. Marginal cost is the cost of servicing “one more” participant, class, or 
team (i.e., the incremental cost of the next unit of service). Each participant then pays the 

constant, marginal cost is the direct variable cost of serving the next participant.
The data in Table 4 illustrate the concept of marginal cost pricing. The table lists the 

The goal is for it to be self-sustaining. It will be funded by annual memberships and is 
projected to attract 500 members. Fixed costs are estimated at $260,000 and variable costs 
at $22,000.

Setting a Base Price to Recover Partial Overhead Costs
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To achieve full-cost recovery, the price of an annual membership would be $564 
($282,000/500). If only 400 were attracted, then the break-even price would rise to $694, 
while if 600 members joined, it would fall to $477. However, if 600 were attracted, the 
marginal cost of servicing the additional 100 people would be only $44 per person. The 

members is the variable cost.
Despite its advocacy by economists, marginal cost pricing is not a viable option for 

public park and recreation agencies because it would not be viewed as being equitable. If 

enroll would pay $564, while the last 100 participants would be charged only $44. This 

would support it. The probable outcome is that the average cost price of $477 for 600 
members would be adopted. 

The Contribution of Discounts to Cost Recovery
There are situations in which it is advantageous for leisure managers to offer discounts 

as part of their strategy for meeting a given cost-recovery goal. Those include encouraging 
access to economically disadvantaged groups, non-peak time users, and promotional prices 
intended to incentivize non-users to participate. In these cases the discounted price serves 
not only to operationalize the Ability to Pay Principle but also is intended to generate 
additional revenue by expanding the client base (Crompton, 2015). 

Table 4
Annual Operating Costs of a New Fitness Center (Assuming 500 Members)
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For this strategy to work, the discounts must attract only people who were previously 
nonparticipants, and not permit existing users to switch from the more costly regular price 

paying a discounted price, then provided the price exceeds variable costs, it makes a 

net revenue will mean the number of participants paying the regular price to reach the cost-
recovery goal will be lower than it would otherwise be. This can be illustrated by using 
the data in Table 4, where with 500 members, the annual full-cost-recovery price would 
be $564. If an additional 100 residents who were economically disadvantaged should be 
enticed to join by discounting the price to $240 (i.e., $20/month instead of $47/month), 
then it would yield $19,600 [ $24,000 ($240 x 100) minus variable costs of $4,400] which 
would reduce the annual fee to the 500 regular users from $564 to $525.

Weaknesses of Cost-Based Pricing
Establishing a price derived from a desired level of recovery of costs yields a base 

there are four potential limitations inherent in a cost-based price that need to be addressed, 
making it likely changes to this base price will be made.

First, prices based on recovery of costs ignore the Ability to Pay Principle, market 
conditions, and competitive suppliers. They assume client groups are willing and able to 
pay the proposed prices, whereas it would be purely fortuitous if this was the case. The 
more likely probability is that the cost-based price will be perceived by users as being too 
high or it will underestimate their willingness to pay and be too low. It is participants not 
agencies who determine price. The sequence of actions in cost based pricing is:

In contrast, rather than pricing “forward” from a cost-recovery ratio, the sequence for 
establishing a price that is grounded in the context of local market conditions moves 
“backwards” in the opposite direction starting with participants:

This recognizes the desired cost-recovery ratio will likely have to be compromised to 

For example, if the partial overhead recovery price of $9 derived in Table 3(b) was for 
admission to an aquatic facility at which the existing price was $5, and there was a similar 
quality pool in a neighboring jurisdiction that also charged that price, it is likely many 
users would not pay the new cost-based $9 price. For some, the inconsistency of the new 
price with their reference price would cause them to resist; some simply could not afford 
the new price; and others would consider it poor value for money and likely travel to the 
neighboring pool. 

A second weakness relates to accurately projecting the number of service users. The 
price will only recover the level of anticipated costs if the estimated number of service 
users is accurate. This number may be relatively easy to estimate if historical records show 
a consistent pattern of participation in a given program over a period of years. However, 
for a new service there may be considerable error in the participation projection. If the 
projection is too high, then the agency will receive less revenue that it had anticipated.

center described in Table 4 was $564, which was predicated on 500 people joining. If only 

Select desired cost 
recovery ratio

Establish a 
cost-based price

Present it
to participants

Participants’
willingness and
ability to pay

Cost-based
price adjusted

Adjusted cost-
recovery ratio
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400 enroll at that price, then instead of breaking even the facility would lose $56,400. 
Again, this illustrates the importance of the starting focus being on participants’ willingness 
and ability to pay, rather than on costs to be recovered with the accompanying hope the 
requisite numbers needed to meet the goal will actually participate.

management, since the costs would be directly passed on to client groups in the form of 
higher prices. Client groups have no interest in costs per se, only in price. The price they 
are willing to pay determines the costs that can be invested in a service. Using increases in 
costs to justify increases in price most of the time is unlikely to resonate, unless the costs 
are outside the control of the agency (Thaler, 1981). Failing to make what are frequently 

hallucinatory. 
The implications of this can be illustrated with the example in Table 3(a) where three-

that are spread across all athletic programs. If participants resisted $40, but would accept 
$30, then an option may be to consider terminating one of these managers if this would 
reduce the overhead apportionment by one-third from $3,000 to $2,000.

A fourth weakness is that cost-based pricing may encourage an irrational price 
structure and exacerbate a peaking problem. Consider the implications of the structure 
adopted by a year-round camp:

the cost of operating the camp was about the same all year round. The prices 
charged were $200 per three-day weekend in the winter months and $100 per 

higher occupancy rate at the camp in the summer months, which enabled the 

effect of persuading more people to come in the summer than in the winter. 
Hence, there were long waiting lists for the summer, but the camp had very low 
winter occupancy rates.

The parameters that govern price are shown in Figure 4. The price ceiling is the 

price is that which delivers the minimally acceptable cost-recovery ratio. If the ratio was 
lower, then the opportunity cost to the agency would be considered too high, so the service 
would be terminated and its resources either reallocated to another service that could 

charged is the result of interaction of counterbalancing forces. Downward pressure from 
the price ceiling emanates from concerns about ability to pay and being undercut by other 

political imperatives to reduce subsidies and taxes, and avoid unfair competition with the 
private sector.

Adjusting the cost-based prices so they were consistent with what users were willing 
to pay was done by surveying the prices charged by other public and private suppliers of 
the service. The survey provided information on three of the elements in Figure 4: The 
highest price participants were likely to be willing to pay; and competitors’ prices which 
reduced the risk both of being undercut by others and of engaging in unfair competition. 

The survey established the range of prices that were likely to be acceptable to users. 
However, rarely were “apples being compared to apples.” That is, services offered by other 
recreation suppliers and their target markets were likely to differ in format and quality, so 
the data needed to be interpreted and allowances made for the differences. Despite these 
nuances, there were substantial similarities so the results were valuable when addressing 
the three parameters of interest in Figure 4.
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A further advantage of the survey was that the going-rate price range could be viewed 

jurisdictions. For this reason, the council believed a price within the range would avoid 
controversy and be regarded by most stakeholders as fair.

Some may challenge the value of undertaking the considerable effort entailed in 

with each service, and calculating a cost-based price, if after all that investment of effort 
the base price is then amended so it is consistent with the prices of other suppliers. Why 
not skip the cost-based price and simply adopt a “ballpark price” somewhere in the range 

There are three responses. First, the going rate survey revealed that prices charged 
by others varied. Without a cost-recovery goal there was no guidance as to whether the 
agency’s program should be priced at the high or low end of the range. Second, the going-
rate often bears little relation to the cost of a program. Knowledge of costs provided 

either taxpayers concerned that subsidies are too generous, or users opining that prices 
are too high. Third, if knowledge of the magnitude of subsidy was unknown, then the 
agency would be incapable of purposefully trading-off the opportunity cost of one service 
compared to another.

Concluding Comments
Invariably, in public sector pricing debates there is tension between the desire 

to generate revenue in order to reduce tax subsidies and an agency’s primary mission. 
The central conundrum is how to reconcile pricing’s two guiding concepts optimally: 

Principle (Crompton, 2016). Consistent with anecdotal reports from elsewhere, elected 

and proclaim their intention to keep taxes low. The primary strategy enabling them to meet 
that obligation without reducing the quality of services is to ensure users pay for them 

However, there is a danger that the ongoing pressure to increase revenues and 
decrease tax subsidies may result in abrogating the Ability to Pay Principle if revenue 
streams dictate and drive the mission instead of contributing to it. This may be manifested 
by subsidized services being reduced, ignored or terminated, while those which are self-

Figure 4.The Parameters that Govern Price
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agency’s primary mission.
The council was sensitive to this issue and responded in two ways. First, resources 

were allocated from the general fund to the enterprise funds to meet the costs of subsidies 
given to the economically disadvantaged. Second, by ensuring that managers’ performance 
evaluations included metrics beyond subsidy reductions that held them accountable for 
serving less responsive clienteles.

by myriad ideological, political, economic and professional arguments. Managers and 

accompanying this diversity of perspectives should be focused on sound principles if they 

when only relatively nominal prices were charged, the underlying rationale of a price 
structure was not as likely to be challenged. That has changed as prices have become more 
substantive and demands for greater transparency in government have grown. 

Agencies tend to make major price changes reactively in response to an emergent 

developing a policy
 This case study describes a proactive approach that provides strong conceptual 

scaffolding upon which to construct an effective pricing policy. It embraces core elements 
from the impressive body of knowledge related to pricing that has emerged in the past three 
decades.  

Unfortunately, this body of knowledge remains untapped by many park and recreation 

Too often, their decisions are based on “the squeaky wheel” syndrome, or “the way we’ve 
always done it.” Perhaps the most widespread approach is to raise (or not) prices by an 
arbitrary amount or percentage each year. This had been the traditional modus operandi of 
my council. Such incremental price increases imply the original price was appropriate. In 
this case this was a false assumption. Current prices were the cumulative result of arbitrary 
ad hoc decisions made from time to time over many years. Because the initial prices were 
arbitrarily derived, subsequent incremental increases led to the contemporary arbitrary 
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