R068: GST Rebate
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Report COUNCIL DATE: March 22, 2004
REGULAR
TO: Mayor & Council DATE: March 11,
2004
FROM: General Manager, Finance, FILE: 2000 - 02

Technology & HR

SUBJECT:  GST Rebate

RECOMMENDATION

That Council receive this report for information.

INTENT

To update Council on the proposed changes to the Goods and Service Tax (GST) rebate.

BACKGROUND

When GST was first introduced, it was determined that basic municipal services such as road maintenance, fire
and police protection would be tax exempt. Other services, more commercial in nature, such as adult swimming
lessons and general admission to recreation facilities would be non-exempt and municipalities would be required
to collect and remit 7% GST on the fees charged for these services. Municipalities were also required to pay 7%
GST on all purchased services and supplies. They were then eligible to apply for rebates on certain
expenditures. The rebate for purchases required to provide exempt services was 4/7 of 7% (57.14% of GST
paid). The rebate for purchases required to provide non-exempt services was 7%. This was also called ‘Full
Input Tax Credit' or ITC.

In order to relieve municipalities of the administrative burden of separating services into exempt and non-
exempt, they were offered as an alternative, a ‘Special Quick Method' of collecting, remitting and applying for
rebates related to GST on day-to-day operations. This method allowed municipalities to claim 57.14% of all GST
paid for operations regardless of whether the service was exempt. They were also required to submit 5.8% of
the revenues including 7% GST, collected on non-exempt services (e.g. 5.8% of $107 = $6.21). The difference
($7.00 - $6.21) was an attempt to make the two methods cash neutral. The City of Surrey chose to report GST
using the Special Quick Method.

GST paid on capital construction was treated the same for all municipalities regardless of what method was
chosen for operations. 7% GST was paid on all supplies, materials and external contract work. Facilities that
were considered to be commercial in nature (generate significant non-exempt revenue), such as a recreation
facility, were eligible for an ITC of 7%. All other construction such as roadwork, water and sewer line
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construction was eligible for the 57.14% rebate. This rebate is now proposed to increase to 100%.

DISCUSSION

On February 2nd 2004, The Federal Government announced that municipalities would be eligible for a 100%
rebate of the GST that they are required to pay in order to provide services to the public. The Department of
Finance Canada has now released a notice of ‘Ways and Means Motion' to Amend the Excise Tax Act. It is
expected that the draft legislation will come out with the budget on March 23, 2004. It will then be debated in
Parliament and the timing of this is uncertain. In the meantime, although it has been announced that the 100%
rebate is effective as of February 1, 2004, municipalities will not receive payment for more than the current rate
of 57.14% until the new legislation receives Royal Assent.

The Ways and Means Motion has provided a little more detail on the proposed changes. More clarification will be
provided once the draft legislation is published. It is proposed that the rebate percentage be increased from
57.14% to 100%. It is also proposed that those municipalities on the Special Quick Method remit 6.5% (formerly
5.8%) of the revenues, including GST collected on non-exempt services, thus virtually eliminating the previous
neutralization factor (6.5% of $107 = $6.96).

Municipalities have been instructed to continue to separately account for ITC's as they relate to non-exempt
revenue generating capital and the 7% rebate that has replaced the 57.14% of the GST paid. We have taken
steps to ensure that we can isolate the additional rebate amounts from February 1%t onward, which will need to
be held until CRA (Canada Revenue Agency) has legislative authority to pay them out.

The Minister of National Revenue will be granted the authority to disclose the amount of the incremental
municipal rebate paid to individual municipalities. This measure is intended to allow the federal government to
track the money that municipalities spend on critical priorities.

What This Means to Surrey:

Appendix A of this Report outlines the financial effect of this change. Based on the GST that Surrey collected and paid out
in 2003, the net revenue increase related to GST rebates net of the loss of the administration fee should be approximately
$3.4 Million. The following is an estimated breakdown of where the net GST was paid:

Operating

General $1.2M
Utilities $0.1M

Total Operating $1.3M
Capital

General Capital $0.5M

Water Utility $0.3M
Sewer/Drainage Utility $0.2M

DCC Program $1.1M
Total Capital $2.1M

As outlined above, $2.1 Million of the proposed increase is directly attributable to our Capital Program. These contributions
were made based on the requirement to pay GST. Therefore, it is required that the new rebate be allocated back and used to
support projects within those programs.

CONCLUSION

On February 2nd 2004, The Federal Government announced that municipalities would be eligible for a 100%
rebate of the GST that they are required to pay in order to provide services to the public. The Department of
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Finance Canada has now released a notice of ‘Ways and Means Motion' to Amend the Excise Tax Act.

It is estimated that Surrey will receive an additional $3.4 Million in rebates based on our 2003 experience. Since these
contributions were made based on the need to pay GST, it is required that the new rebate be allocated back to the programs

that were originally charged the GST.

Vivienne Wilke, CGA
General Manager, Finance, Technology & HR
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