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REGULAR COUNCIL 
 
TO: Mayor & Council DATE: December 12, 2013 
 
FROM: General Manager, Engineering 

General Manager, Finance & Technology 
PROJECT FILE: 5511-104 

 
SUBJECT: District Energy System Utility (Surrey City Energy) – Policy on Utility Rate 

Setting and Regulation 
 

 
RECOMMENDATION 
 
The Engineering Department recommends that Council:  
 

1. Receive this report as information; and  
 

2. Approve, for use in setting the rates and the rate structure for Surrey City Energy (SCE), 
the policy attached to this report as Appendix B, which is titled “District Energy (DE) 
Rate-setting Policy” (the “Policy”); 
 

3. Authorize staff to proceed with a public Request for Expressions of Interest for the 
purpose of establishing the Expert External Rate-Review Panel (the “Panel”) as generally 
described in this report; and 
 

4. Approve the Terms of Reference that are attached to this report as Schedule 1 of Appendix 
B in relation to the Panel and its function. 

 
INTENT 
 
The purpose of this report is to obtain approval of the principles and a related methodology that 
are proposed as the means to regulate the rates and the rate structure that will be used by SCE, 
the City’s City Centre District Energy utility, in relation to its business operations. 
 
BACKGROUND 
 
At its Regular meeting on January 24, 2011 Council adopted the recommendations of Corporate 
Report No. R013;2011, that authorized staff to establish a DE Utility for the purpose of designing, 
constructing and operating a DE system in Surrey City Centre.  As part of that report, staff 
committed to forward further reports to Council, complete with recommendations regarding the 
design, financial strategy, operating strategy, tendering process, construction and other matters 
related to the implementation of the DE system in the City Centre area. 
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At its Regular meeting on May 3, 2011, Council adopted the recommendations of Corporate Report 
No. R069;2012, that authorized staff to establish a District Energy Utility under the brand name of 
Surrey City Energy(SCE) operating as a business unit within the Engineering Department. 
 
At its Regular meeting on June 7, 2012, Council adopted the recommendations of Corporate 
Report No. R123;2012 that resulted in the adoption of the District Energy System By-law, 2012, No. 
17667.   This By-law established the DE requirements for new development in each of two distinct 
areas within Surrey City Centre, being Service Area A and Service Area B, respectively.  A copy of 
this report is attached this report as Appendix A. 
 
The boundary of Service Area A encompasses those lands within the City Centre that are 
designated for high density development with a Floor Area Ratio (FAR) greater than 3.5.  Each 
new development within Service Area A with a build-out FAR equal to or greater than 1.0 is 
required to incorporate in its design domestic hot water, make-up air units, and in-suite hydronic 
heating that is connectable to the DE system prior to occupancy of the development. 
 
Service Area B primarily includes land designated for low to medium density development at an 
FAR less than 3.5.  Each new development in Service Area B with a build-out FAR greater than 1.0 
and less than 2.5 will be required to incorporate in its design domestic hot water and make-up air 
units that are connectable to a DE system.  Each development in this area with a build FAR equal 
to or greater than 2.5 will be required to install a hydronic heating system in addition to domestic 
hot water and make-up air units in such a manner as to be fully compatible for connection to the 
DE system when it is available. 
 
Staff has been working with a committee (the “Committee”) comprised of representatives of the 
Urban Development Institute and representatives of developers who have active development 
applications in each Service Area within the Surrey City Centre area.  The Committee is 
identifying and addressing concerns related to the implementation of the City’s DE system in the 
City Centre. 
 
The following graph is a timeline of activities that have taken place, are taking place or are 
planned in relation to the implementation of the DE system in City Centre. 
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DISCUSSION 
 
The meetings of the Committee have been a valuable opportunity to exchange information 
regarding the implementation of the DE system in City Centre and to work collaboratively to 
address concerns.  One of the primary concerns expressed by the Committee relates to how the 
rates and rate structure will be established and regulated.  This report relates to this specific 
concern. 
 
With a view to providing the development community and future customers with an 
understanding of how the rates will be established and charged, staff has developed a draft policy 
titled “District Energy Rate-Setting Policy”, a copy of which is attached as Appendix B to this 
report.  The following sections of this report discuss the substantive elements of the proposed 
Policy. 
 

1. Cost Recovery 
 
The cost-of-service model is a well-accepted accounting structure for energy utilities operating in 
a regulated environment.  Rates charged to customers of SCE will be calculated such that all 
costs-of-service associated with financing, operating, and administering the delivery of thermal 
energy by way of SCE are fully recovered. 
 
A 30-year financial pro-forma has been developed for the purpose of rate setting.  The pro-forma 
projects out over a 30-year period the forecasted revenue requirements necessary to fund the 
costs of the system.  The pro-forma will be updated on an annual basis to reflect actual conditions 
in each year of operation. 
 

2. Rate Stability 
 
Although capital intensive, DE systems allow for a variety of fuel sources to be used in the delivery 
of energy and offer long-term price stability that is not available to customers of single source 
conventional heating systems.  There is expected to be much less variability in the year-to-year 
SCE rates in comparison to conventional systems. 
 
In the short term, as the DE system is maturing, SCE rates will not necessarily fully cover the debt 
servicing and operating costs of the system; however, the rate structure will allow for the 
recapturing of the early years deficits while remaining competitive with the costs that customers 
would incur if they were using other thermal energy options that are available in the market, such 
as electricity and natural gas.   
 
This rate-setting approach is commonly used by privately-owned utilities regulated by the British 
Columbia Utilities Commission (BCUC), including FortisBC.  This approach has also been applied 
to the SFU UniverCity District Energy system and River District Energy located in southeast 
Vancouver as well as the City of Vancouver’s DE utility that services Southeast False Creek.  This 
approach ensures that the DE infrastructure financing costs are more equitably distributed 
between the initial customers of the system and those that connect in later years.  
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3. Accountability/Transparency 
 
BCUC is a regulatory agency that was established by the Province for the purpose of 
administering the Utilities Commission Act (the “Act").  BCUC’s mandate includes regulation of 
the sale of energy by BC “public utilities”.  Two examples of “public utilities” that are regulated by 
BCUC are FortisBC and BC Hydro.  The Act explicitly states that a “public utility” does not 
include a municipality or regional district in respect of services provided by the municipality or 
regional district within its own boundaries. 
 
SCE has been established as a municipally-owned utility and, as such, is exempt from the 
regulatory oversight of BCUC.  Similar to the City’s water, sewer, drainage and solid waste 
utilities, Council is tasked with the responsibility of regulating the sale of energy services by SCE 
and ensuring that the public interest is served. 
 
While the City is exempt from the regulatory oversight of BCUC, there is merit in establishing an 
external rate review panel to assist Council in the oversight of SCE’s rates.  The City of Vancouver 
has established such a panel as part of the DE utility that services development in the Southeast 
False Creek community.  The formation and operation of such a panel is discussed in more detail 
in the following section. 
 
Expert External Rate-Review Panel 
 
It is proposed that the Panel be made up of 4 members appointed by Council, with one member 
being appointed as the Chair.  The Panel members would have expertise in the context of the 
Panel’s responsibilities.  The Panel would be tasked with providing objective, expert advice to the 
City regarding the rates that should be charged by SCE in relation to a set of Council-approved 
rate-setting principles for SCE.  A draft Terms of Reference for the Panel is attached to this report 
as Schedule 1 of Appendix B.  
 

4. Low-Carbon/Renewable Energy Targets 
 
One of the fundamental benefits of a DE system lies in its ability to reduce emissions of GHG’s by 
replacing consumption of fossil fuels with renewable, low-carbon fuel sources on a neighborhood-
scale.  Upfront infrastructure costs of DE systems are high and a significant customer demand is 
required to support the related necessary investments.  The typical approach to implementing DE 
systems is to commence the development of the system using low-cost conventional natural gas 
combustion equipment until a sufficient level of customer demand has been achieved to support 
the large scale investment that is needed to introduce alternative renewable energy sources. 
 
Privately-owned utilities regulated by BCUC are allowed a set rate of return on their investment 
equity, which is commensurate with the level of assessed risk associated with the related 
investment.  For DE utilities in BC this is typically in the range of 9% to 10% of the equity portion 
of the total financing. 
 
The SCE rate structure will seek to include a similar level of return on investment, which will 
allow for some reserves to be established over time for equipment replacement and unexpected 
occurrences.  These reserves will also be used to fund low-carbon, renewable energy generation 
capacity.  In this way, SCE will be re-investing energy expenditures into the local economy while 
reducing GHG emissions. The rate of return on the City’s investment in the DE system will be no 
less than the City’s cost of borrowing to finance the development of the DE system and no more 
than the rate of return that is established for the private utilities that are regulated by the BCUC. 
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5. Rate Competitiveness 
 
The BC Hydro electricity rate for residential electricity service (i.e., based on 50% of the energy 
being drawn at the step 1 electricity rate and 50% at the step 2 rate) is considered to be a suitable 
benchmark against which SCE rates should be compared.  This statement is based on the 
observation that most high-rise residential dwelling units not serviced by DE are generally 
provided with heating service by electricity.  SCE’s objective will be for its rates to not exceed this 
benchmark.  To provide certainty for the utility and its initial customers it is recommended that 
SCE rates be set to this benchmark for the first three years of operations.  This is also consistent 
with a number of private utilities that are regulated by BCUC which have set their initial energy 
rates for service based on this benchmark.  It is also recommended that the Panel regularly review 
opportunities to continue this rate assurance. 
 
SCE energy rates over time will likely become less than the BC Hydro benchmark, as the 
efficiencies of the DE system are realized.  These efficiencies primarily relate to economies of scale 
and, in the longer term, the flexibility that DE systems have in relation to changing energy 
sources over time.  This divergence will depend on a number of factors including, among others, 
the rate at which buildings connect to the DE system and the rate of increase for the BC Hydro 
benchmark. 
 
While the BC Hydro rate is a suitable benchmark based on equivalence of service and customer 
understanding, rate comparisons will not be limited to BC Hydro.  SCE rates will also be 
compared against the long-term capital and operating costs of natural gas as well as other lower 
mainland DE systems. 
 

6. Fairness 
 
SCE rates will be structured such that the rates charged to different types of users (i.e., residential, 
retail commercial, office, institutional, etc.) are fair and equitable.  All customers of the utility 
should be subject to rates that reflect the cost of the level of service that is provided to the user 
type and at no point should rates charged to one user type act to subsidize the rates of another 
user type. 
 
Next steps 
 
Subject to adoption of the recommendations of this report, a Request for Expressions of Interest 
will be structured and advertised for the purpose of selecting suitable candidates to serve on the 
Panel.  This REOI will be based on the attached draft Terms of Reference.  Staff will undertake a 
process to evaluate the responses including appropriate interviews and in due course will 
recommend to Council individuals who are considered appropriate to appoint to the Panel.  This 
process should be completed by the spring of 2014. 
 
Following the appointment of the Panel, staff will present information to the Panel with a view to 
the Panel overseeing the establishment of the initial utility rate structure for SCE.  This will 
ultimately result in a further report to Council on the results of the Panel’s work. 
 
Legal Services Review 
 
This report and the proposed Policy, which is attached as Appendix B, have been reviewed by 
Legal Services. 
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SUSTAINABILITY CONSIDERATIONS 
 
The implementation of a DE system in the City Centre supports the Economic and 
Environmental Pillars of the City’s Sustainability Charter under the following specific action 
items: 
 

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

• EN1: Energy efficiency by incorporating alternative energy systems such as geo-exchange 
and solar heating systems as potential heat sources; and 

• EN10: 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 DE system. 

 
CONCLUSION 
 
Based on the above discussion, the Engineering Department recommends that Council: 
 

1. Approve, for use in setting the rates and the rate structure for Surrey City Energy (SCE), 
the policy attached to this report as Appendix B, which is titled “District Energy (DE) 
Rate-setting Policy” (the “Policy”); 
 

2. Authorize staff to proceed with a public Request for Expressions of Interest for the 
purpose of establishing the Expert External Rate-Review Panel (the “Panel”) as generally 
described in this report; and 
 

3. Approve the Terms of Reference that are attached to this report as Schedule 1 of Appendix 
B in relation to the Panel and its function. 

 
 
 
 
 
Vivienne Wilke, CGA Vincent Lalonde, P.Eng. 
General Manager, General Manager, Engineering 
Finance & Technology   
 
JA/JO/brb 
 
Appendix A -  Corporate Report R123;2012 
Appendix B - Draft District Energy Rate Setting Policy 
 
g:\wp-docs\2013\admin\cr\12041045jo (md)3.docx 
R 12/12/13 3:12 PM 
 
 

 































































































 

 

APPENDIX B 

 
 

 

CITY POLICY                                  No. 

 
REFERENCE: 
 
REGULAR COUNCIL MINUTES 
 
 

 
APPROVED BY: CITY COUNCIL 
 
DATE:  
 
HISTORY:  

 
TITLE: District Energy (DE) Rate-Setting Policy 
 
Utility rates for thermal energy provided by the City of Surrey (the “City”) are regulated under the 
District Energy System By-law, 2012, No. 17667, as amended.  This policy forms the basis for the 
establishment and adjustment of the City’s thermal energy utility rates. 
 
EXPERT EXTERNAL RATE REVIEW PANEL 
 
The City will establish an Expert External Rate Review Panel (the “Panel”) in accordance with the 
Terms of Reference attached as Schedule 1 to this policy.  Information on the District Energy 
Utility (the “Utility”) rates and rate structure is to be reviewed by the Panel who will provide 
objective, expert advice to the City to ensure that the rates and rate structure are consistent with 
the following principles. 
 
RATE STRUCTURE AND RATE-SETTING PRINCIPLES: 
 
1. COST RECOVERY  
 
The cost-of-service model is the accounting structure that will be used to establish the rates and 
rate structure for the Utility and will take into account all costs associated with financing, 
operating, and administering the utility. 
 
2. RATE COMPETITIVENESS 
 
Rates will be established and maintained such that they are competitive with the costs that Utility 
customers would incur if they were using other thermal energy options that are available in the 
market, such as electricity and natural gas. 
 
3. RETURN ON INVESTMENT 
 
The rates over time will be set to include a rate of return on investment.  In this regard, the rate of 
return on the City’s investment over time will be no less than the City’s cost of borrowing to 
finance the development of the Utility and no more than the rate of return established for private 
utilities regulated by the British Columbia Utilities Commission. 
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4. SHORTFALL RECOVERY 
 
If by virtue of the rates and rate structure that emanates from this policy, the Utility incurs a 
shortfall in any year including debt servicing, operations, administration and capital replacement, 
such a shortfall will be recognized as debt against the Utility and will be taken into account in 
relation to future rate adjustments. 
 
5. LOW-CARBON / RENEWABLE ENERGY SOURCES 
 
The Utility will seek to maximize the proportion of low-carbon, renewable heat sources within its 
energy supply mix as early as possible while ensuring that the other rate-setting principles are 
respected. 
 
6. FAIRNESS 
 
Utility rates will be structured such that the rates charged to different user types are fair and 
equitable.  The Utility will not charge one user type a higher rate as a means to charge a different 
user type a lower rate that is not commensurate with the cost of providing utility service to that 
user type (i.e., cross-subsidization will not occur across user types). 
 
 
This policy is subject to any specific provisions of the Local Government Act and other relevant legislation and by-laws and Union 
collective agreements. 



 

 

SCHEDULE 1 
 

Terms of Reference 
District Energy Utility Expert External Rate Review Panel 

DRAFT 
 
BACKGROUND 
 
Surrey City Energy (SCE) is a municipally-owned utility and, as such, is exempt from the 
regulatory oversight of the British Columbia Utilities Commission (BCUC).  Similar to the City’s 
water, sewer, drainage and solid waste utilities, Council is tasked with the responsibility of 
regulating the pricing of services being delivered under the utility and ensuring that the public 
interest is served. 
 
Where SCE differs from the City’s other utilities is that it is a new utility providing a new service 
in the City, it is relatively complex and there are private utility operators who offer similar service 
under the regulation of BCUC. 
 
While the City is exempt from the regulatory oversight of BCUC, an external rate review panel is 
being established to assist Council in the oversight of SCE’s rates and rate structure. 
 
Expert Rate-Review Panel Structure 
 
The Panel will be comprised of 4 members that are appointed by Council.  Council will appoint 
one member as the Chair.  The Panel will provide objective, expert advice to the City regarding 
SCE utility rate structure and rates consistent with the rate-setting principles articulated in this 
policy. 
 
SCOPE OF WORK 
 
Staff proposes that a full rate review would be conducted once every 3 years or more frequently if 
the Panel deems such a more frequent review as being necessary.  The rate review process will 
include: 
 

1. The updating by City staff of the financial model for SCE including proposed rates, rate 
escalation factor and any other changes to the financial structure of SCE considered 
necessary by staff; 

2. The Panel will review the updated financial model and the proposed rates and rate 
structure; 

3. The Panel will prepare a report that either approves the revised rates and rate structure as 
proposed in the updated financial model or recommend revisions to the model and/or 
rates and/or the rate structure; and 

4. With the Panel’s report as background staff will prepare a report to Council 
recommending the financial model for SCE including any proposed rate or rate structure 
changes. 

 
Through this process, SCE will be held to a high level of accountability in its stewardship of the 
utility and related reporting.  The approval of the SCE rates and rate structure will be conducted 
in a fully transparent manner. 
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The Panel’s review will include consideration of the following factors: 
 

a) Long-term forecasted cost of inputs, including forecasted fuel costs and the utility’s cost of 
capital, including debt charges and return on equity premiums; 

b) Revenue forecasts; 
c) Rate stabilization reserve requirements; and 
d) Comparisons of the rates and rate structure to other energy benchmarks. 

 
PANEL EXPERTISE 
 
The Panel should have within its membership a variety of expertise to ensure a balanced review 
process.  Expertise in the following areas is considered desirable: 
 

1. Utility Pricing and Regulation: Demonstrated expertise and experience in the area of 
utility finance/pricing, ideally with past experience working for or reporting to British 
Columbia Utilities Commission or another similar regulatory body; 

2. Finance: A professional understanding with demonstrated expertise and experience 
in finance and financial modelling, ideally in the field of utility finance and pricing; 
and 

3. Renewable, Low-Carbon Energy: Demonstrated expertise in the area of renewable 
energy production and demand management. 

 
Each Panel member should be able to carry out the work objectively, have the demonstrated 
ability to make complex decisions that equitably balance the interests of various 
stakeholders, and be perceived as a credible, objective expert by SCE stakeholders. 
 
In the interest of avoiding any conflicts of interest, Panel members should not be: 
 

a) an employee of the City of Surrey; 
b) an elected official for the City of Surrey; 
c) a customer of SCE; 
d) an employee or major shareholder of a competing energy utility; or 
e) in any position or role that would be perceived as being in a conflict of interest in 

relation to the responsibilities described in these Terms of Reference. 
 
 
 
g:\wp-docs\2013\admin\cr\12041045jo.docx 
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