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TO: Mayor & Council DATE: February 12, 2013
FROM: General Manager, Engineering FILE: 5500-15

General Manager, Finance & Technology

SUBJECT:  Impacts to District Energy Systems Related to the Reintroduction of the

Provincial Sales Tax

RECOMMENDATION

The Engineering Department and the Finance & Technology Department recommend that
Council:

Receive this report as information;

Endorse the requests being made of the Province related to the reintroduction of the PST
and its applicability to district energy systems as contained in the Lonsdale Energy
Corporation report titled “Return the PST”, a copy of which is attached to this report as
Appendix [;

Authorize staff to forward a copy of this report and the related Council resolution to the
Premier, the Minister of Finance, the House Leader, the Surrey Members of the Legislative
Assembly and the Union of BC Municipalities; and

Authorize staff to continue to work with other district energy system operators and
Provincial officials toward implementing the referenced changes to the Provincial Sales
Tax legislation so as to support the continued implementation and expansion of district
energy systems in the Province.

INTENT

The purpose of this report is to provide information about the impact that the reintroduction of
the Provincial Sales Tax (PST) system will have on the competitiveness of district energy systems
in the Province and to advise of actions that are being taken in relation to this matter.



BACKGROUND

The former PST system had an unfavourable impact on the viability of district energy systems,
making district energy less competitive in comparison to conventional residential heating systems
that use oil, natural gas or electricity. This related firstly to the fact that PST was payable on
energy acquired by district energy system operators to create heat to sell to residential customers,
while energy supplied directly to residential customers to create heat was not subject to PST.
Secondly, the purchase of production machinery and equipment by energy providers was PST
exempt while equipment purchased for municipally-owned district energy systems was subject to
PST.

This unfavourable tax circumstance was alleviated with the introduction of the Harmonized Sales
Tax (HST). Prior to the introduction of the HST, the Lonsdale Energy Corporation, which is a
wholly-owned district energy system of the City of North Vancouver and which has been
operating since 2004, had been working with Provincial officials on possible amendments to PST
legislation to minimize the impact of the PST on district energy system operations.

Reintroduction of PST

The Provincial Sales Tax Act (the “Act”) to reintroduce the PST takes effect on April 1, 2013. Based
on the current wording of the Act, the unfavourable conditions related to district energy systems
that existed under the former PST legislation will once again come into effect under the new Act.

Staff has met with representatives of other district energy utilities in the lower mainland to
discuss the impacts of the Act on district energy systems and possible actions to mitigate such
impacts. The City of North Vancouver has made significant efforts to have this issue addressed
through amendments to the legislation. Their efforts are detailed in a report titled “Return to the
PST”, a copy of which is attached as Appendix I to this report. That report estimates that the
reintroduction of the PST will result in district energy rate increases of between 4.5% and 5.0%.
The Council of the City of North Vancouver has requested that the Province consider the
following in relation to the reintroduction of the PST:

1. Provide for an exemption from or the reimbursement of PST on energy (gas, electricity)
purchased for the purpose of generating energy for resale through a district energy system;

2. Make available to community (district) energy systems an exemption from PST on the
purchase of energy production machinery and equipment; and

3. Maintain, in accordance with the former PST regulations, the PST exemption on the sale
of district energy heat to residential customers.

City staff concurs with the above-listed requests that the City of North Vancouver has forwarded
to the Province. Surrey’s district energy system, known as Surrey City Energy, the first phase of
which is currently under construction in City Centre, will be significantly hampered from a
financial perspective by the reintroduction of the PST as currently proposed.

It is clear that district energy systems are an environmentally-responsible approach to providing
heat energy to high-density residential development. The Province should be doing all it can to
encourage the introduction of and expansion of district energy systems across the Province in
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support of its Climate Action Charter for BC. The reintroduction of the PST as currently proposed
is contrary to the Provincial Charter objectives.

SUSTAINABILITY CONSIDERATIONS

The successful implementation of a district energy system in the Surrey City Centre supports the
objectives of the City’s Sustainability Charter; more particularly the following action items:

e EC8: Energy security by promoting the use of low-impact, renewable energy sources and
promoting community energy solutions;

e ENi: Energy efficiency by incorporating alternative energy systems such as geo-exchange
and solar heating systems as potential heat sources; and

e ENio: Integrated Community Energy Master Plans by developing an Integrated
Community Energy Master Plan for the City Centre and by working with property
owners to promote and increase building energy efficiency through implementation
of a district energy system.

CONCLUSION
Based on the above discussion, it is recommended that Council:

¢ Endorse the requests being made of the Province related to the reintroduction of the PST
and its applicability to district energy systems as contained in the Lonsdale Energy
Corporation report titled “Return the PST”, a copy of which is attached to this report as
Appendix [;

e Authorize staff to forward a copy of this report and the related Council resolution to the
Premier, the Minister of Finance, the House Leader, the Surrey Members of the Legislative
Assembly and the Union of BC Municipalities; and

e Authorize staff to continue to work with other district energy system operators and
Provincial officials toward implementing the referenced changes to the Provincial Sales
Tax legislation so as to support the continued implementation and expansion of district
energy systems in the Province.

Vivienne Wilke, CGA Vincent Lalonde, P.Eng.
General Manager, General Manager,
Finance & Technology Engineering
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Appendix I: Lonsdale Energy Corporation report dated December 5, 2012 and titled “Return to
the PST”
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