7604.985.7761 £604.985.9417 &info@cnv.org
141 West 14th Street, North Vancouver BC VIM1H2

July 25, 2013

To: All Lonsdale Energy Corporation Customers

Re: Lonsdale Energy Corporation (LEC)
Application for 2013 and 2014 Rate Increases
September 23, 2013 Public Meeting and Opportunity to Comment

Mesdames/Sirs:

LEC has applied to its regulator, the City of North Vancouver, for permission to increase its rates
in both the fall of 2013 and summer of 2014. While the increase is to be applied at a later date
than first anticipated, the 2013 increase is in line with the forecast that was provided to you in a
letter dated December 14, 2012. At that time we suggested that you provide for the increase in
your 2013 budget process. By including a 2014 increase in the application to the City, we aim to
provide more certainty to building owners for the purpose of preparing their 2014 budget.

LEC's rate structure includes three components:

1) The Meter Charge, which is constant from month to month and similar for each customer,
at $150 per month, per service connection.

2) The Capacity Charge, which is constant from month to month, but different for each
customer. Basically, the charge is for ensuring that LEC’s generating capacity is sufficient
to meet LEC's system capacity requirement. The monthly charge is currently set at $2.93
per kilowatt multiplied by the energy capacity nominated by a customer.

3) The Commodity Charge, which varies from month to month and is based on the amount
of energy consumed. This charge essentially covers the cost of the energy purchased by
LEC to provide heat to the buildings. The total charge is based on the amount of heat
consumed in a month and the unit cost is adjusted in line with FortisBC gas price
fluctuations.

More information with regard to these charges is available on our website at
www.LonsdaleEnergy.ca under the heading “How Rates Are Calculated” or also directly available

at http://www.cnv.org/City-Services/Lonsdale-Energy/About-LEC-Rates.

The application aims at increasing the Capacity Charge by 5% effective October 1, 2013 and 5%
effective July 1, 2014. The Meter Charge and Commaodity Charge are to remain unchanged. That
is, the charges will be as follows:

1) The Meter Charge is to remain unchanged at $150 per month, per service connection.

2) The Commodity Charge will continue to be adjusted in line with FortisBC rate fluctuations
as per the rate that was established in 2007.
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3) Based on the application, the Capacity Charge would increase from $2.93 per kilowatt to
$3.077 per kilowatt on October 1, 2013, and to $3.231 per kilowatt on July 1, 2014.

Total impact on an average customer:

As the Capacity Charge accounts for approximately 48% of an average customer
invoicing, assuming constant natural gas prices, the net increase is estimated at 2.5% of
the total amount invoiced to an average customer at each of the two above-mentioned
dafes.

While the increase exceeds the rate of inflation, the following factors should be considered:
e The Capacity Charge has remained constant since LEC started operations in 2003.

s The meter charge was reduced from $299.34 per month to $150 per month in December
2009. At that time, the supporting documentation noted that a review of the Capacity
Charge would be completed in 2010 and this review has been deferred until now.

o Due to market pricing decfease of the price of natural gas, the Commodity Charge that
was set at $0.0458/Kw.hr in 2007 is currently at $0.03832/Kw.hr; a 16.3% decrease.

e As shown in the report, LEC's average cost is currently the lowest of comparable Lower
Mainland district energy providers. It is also lower than the cost of using stand-alone in-
building boilers or electric baseboards.

The attached report provides additional information and | invite you to review it. The
recommendation contained in the report was adopted by the Council of the City of North
Vancouver at its regular Council meeting of July 22, 2013. Due to its length, attachment 5 of the
report is not enclosed, but may be forwarded upon request or viewed at:
http://www.cnv.org/attach/2013%2007%2022%20item %2017 %20attach%2005.pdf

Any member of the public may forward comments to LEC’s regulator, the City of North
Vancouver, as per the following:

1) Written submissions referring to “LEC rate increase” may be forwarded prior to the Public
Meeting attention of the City Clerk, City of North Vancouver, 141 West 14" Street, North
Vancouver, BC, V7M 1H9, fax 604.985.9417, email: kgraham@cnv.org.

2) In person, at the Public Meeting to be held at 7:00 pm on September 23, 2013 in the
Council Chamber, City Hall, 141 West 14" Street, North Vancouver, BC.

My contact information is noted at the bottom of this letter. Please do not hesitate to contact me
with any questions or requests for information. Finally, with sufficient notice, | would be happy to
meet with building Strata Councils, if deemed appropriate.

Sincerely,

Ben Themens, MBA, P.Eng. CGA
Director

Phone: 604-983-7312

Email: bthemens@LondaleEnergy.ca

c.c. City Council of the City of North Vancouver
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ltem 17 - LEC - Rate Review &
Bylaw Amendment

r T 604.983.7305 r 604.985.1573 g info@cnv.org
c ne gy 141 West 14th Street, North Vancouver BC V7M 1H9

REPORT
== e
To: Mayor Darrell Mussatto and Members of Council
From: Ben Themens, Director, LEC
SUBJECT: LONSDALE ENERGY CORP. - RATE REVIEW AND BYLAW
AMENDMENT
Date: July 16, 2013
RECOMMENDATION

PURSUANT to the report of the Director of Lonsdale Energy Corp., dated July
16, 2013 entitled “Lonsdale Energy Corp. — Rate Review and Bylaw
Amendment”:

THAT this report and proposed amendments to “City of North Vancouver
Hydronic Heat Energy Service Bylaw, 2004, No. 7575, Amendment Bylaw, 2013,
No. 8321" be forwarded to LEC customers for information and comment;

AND THAT “City of North Vancouver Hydronic Heat Energy Service Bylaw,
2004, No. 7575, Amendment Bylaw, 2013, No. 8321" be considered and referred
to a Public Meeting on September 23, 2013, to receive input from LEC customers
and the public.

ATTACHMENTS

1. City of North Vancouver Hydronic Heat Energy Service Bylaw, 2004, No. 7575,
Amendment Bylaw, 2013, No. 8321

2. Letter to LEC customers from the Director of LEC dated December 14, 2012
enlitled “LEC Potential 2013 Rate Increase and Impact of the Re-introduction of
the PST”

3. Summary of LEC revenue and expenses 2004 — 2012
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4. Report of the Deputy City Engineer and Deputy Director of Finance entitled
“Lonsdale Energy Corp. — Rate Review and Bylaw Amendment” dated January
17, 2007

5. City of North Vancouver Consolidated Hydronic Heat Energy Service Bylaw,
2004, No. 7575

PURPOSE

This report provides an overview of the rate setting work that was done in the past,
explains how LEC has managed to maintain its current rates for almost 10 years and
provides the rationale for recommending that the Capacily Charge be increased by 5%
inn fall 2013 as well as a further 5% in summer 2014. The repoit also provides a pricing
comparison with other Lower Mainland district energy providers.

BACKGROUND
The City of North Vancouver (CNV) owned district energy utility, Lonsdale Energy Corp.

(LEC), has been in operation since 2004 following the signing of an operating
agreement with Terasen Utllity Services (now known as Corix Utilities), the acquisition

of external funding from FCM, and the enactment of Bylaw 7575, creating the energy

service.

Since inception, several buildings have been connected to the LEC system and
currently LEC has over 40 customers which include approximately 2,500 households or
2.9 million sq. ft. of properties including commercial and institutional premises.

Early Customer Rates

The original (2003) rate structure was deemed too high and during the first couple of
years of operations staff and strata representatives of the early adopters formed a
customer focus group to facilitate open communication between system users and the
energy utility.

The issues raised by the customer group concerned the cost of the service, the quality
of the service, and the issue of financial equity for those ‘early adopiers’ onio the
system where the positive future financial impact- of more sysiem users was not
recognized in the current rate structure. Issues regarding the quality of service seem fo
have been resolved and the present report discusses the cost of service.

In 2007 Council adopted bylaw 7843 that reduced customer costs. The new rates were

applied retroactively to when each developer-built building transferred control to the
building's strata corporation. Consequently, the rates adopted in 2007 can be
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considered as the cost that has been charged to LEC's customers since LEC's started
operations in 2004. Those rates are provided in the following table:

Original Bylaw 7575 Bylaws 7843 Increase

e Daseription adopted in 2004 adopted in 2007  (Oecrease)

Monthly charge for each Senice Conneclion

Meter Charge sening the Premises 5491 00 / month 5299 34 / month -39 0%
Monthly charge per kilowatt multiphed by the B 13 "
Elpachy Shas energy capacity of the Premises in kilowatts AN Hiw L 2%
i / y
Commadiychiage TR pet Riowa hour of Hydeonic Excrry SO0430 /Kwhr  SO0458/Kwhe®  65%

provided to the Premises

* The commodity charge is adjusted to follow Fortis BC gas pricing fluctuation

With the exception of pricing adjustments to follow Fortis BC gas prices, the capacity
and commodity charge have remained unchanged since the adoption of bylaw 7843.
The meter charge was further reduced in December 2009 (bylaw 8059) to $150 / month.
The decrease aimed at enhancing LEC's competitiveness to connect smaller buildings
to its network.

Developers’ Cost/ Service Connection Installation Fee

Initially, the amount charged to developers for a service connection fee was set at only
$500. At the outset, the development community viewed LEC or its concept with either
reluctance or apprehension. LEC came through an initial implementation period with a
track record of meeting builder's needs for service and the service connection fee was
soon deemed insufficient compared against the financial, operational, and marketing
advantages that the LEC system offers to the development community.

Furthermore, LEC's early customers believed thal the developers were not paying their
fair share of the service and that too much of the initial capital -cost was recovered from
them through monthly charges. Some customers mentioned that when purchasing a
new high-end apartment, it would be reasonable to expect that at least some of the
hydronic heating capital cost was included in the purchase price set by the developer as
it would be the case if the building came equipped with an in-building stand-alone
hydronic heating system.

Bylaw 7843 significantly increased the service connection fee to $20,000 per service
connection plus $30/Kw of required capacity. Subsequent bylaws adjusted this rate to
$60/Kw of required capacily. The abolishment of the fix cost component was to further
encourage developers to build energy efficient buildings and to reduce the impact on
smaller buildings connecting to the LEC. A 50% reduction is also available to building
areas that are set aside for rental purposes or that have had a certificate of occupancy
for more than 5 years.
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This translate into a service connection fee of $50,000 to $100,000 per residential high-
rise multi-unit building of 100 suites or more, but in most cases, it still translates into
savings io the developers who do not have to spend in excess of $100,000 for a full-
service boiler room in new buildings.

DISCUSSION
Rationale for the proposed raie increase

The January 17, 2007 reporl that recommended the above-mentioned rate adjustment
also stipulated that LEC would continue fo monitor the financial and operating
performance of its system in order lo determine needed rate modifications in the future.
Il also stated that the 2007 financial model considered that the applicable rates would
increase with inflation. ‘

Fortunately, LEC has been able to delay rate increases until now. Gooed and efficient
management and operation practices have kept costs under control. For instance, LEC
constantly monitors and adjusts the performance of its system. In 2007, using the
information available from 2 years of dala, LEC was able to determine that buildings
could be heated with less LLEC equipment than originally presumed. This knowledge
provided savings to LEC customers. Since then, LEG has confinued to monitor system
performance and has been able to defer some of its capital purchases by further
reducing its estimate of the amount of equipment required to heat buildings. In addition
to this, LEC has taken advantage of the fact that mini-plants are inter-connected and
serviced by distinct gas meters. LEC can arrange to purchase gas from different
sources at each of the mini-plants and use in priority the sources that provide the best
pricing opportunity. Finally, LEC has reduced the use of third party project management
and financing in the Central Lonsdale and Marine Drive service areas, which has also
provided some savings.

Part of the savings was passed to customers under the form of a reduction of the
monthly Meter Charge. The charge was reduced from $299.34 to $150 as of December
2009. Based on the fact that $55,400 was collected under the Meter Charge in 2012
and that the charge was reduced by 50%, the fotal saving provided by this reduction in
2012 was $55,400. While no increase of the Capacity Charge was recommended at the
time of the Meter Charge decrease, the December 2008 report suggested that the
possibility of increasing the Capacily Charge be reviewed in mid-2010. Such an
increase has yet to occur,

By now, it is becoming evident that those opportunities have been exploiled as much as
possible. Equipment to meet increasing demand now needs to be added to the system.
In 2012, it also became obvious that LEC's staffing needs could no longer be satisfied
by assigning CNV staff on a part-time basis to LEC. Given the volume of its operation
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and the opportunities that were increasingly being identified to incorporate renewable
energy to its system, LEC hired two full-time staff members in 2012, LEC anticipates
hiring a third staff member in the coming months. This being said, the cost of these
hiring is somewhat offset by decreasing the amounts paid in consulting fees and various
external service providers.

While LEC is still profitable, the 2012 year-end return was lower than 2011. Several
reasons expiain this decrease:

1) As it is the case in every other sector, capital costs of equipment and
construction have increased over the past 10 years while LEC's rates have
remained constant.

2) As mentioned previously, LEC has hired permanent staff, the cost of which will
be somewhat offset by reducing the need to hire external service providers. As
some of the services are provided under long-term contracts that are in place
until 2013, part of the offset will be available only in 2014.

3) LEC has started operating in a third, less dense, service area (Marine Drive/Fell
Avenue) where several future development projects have been identified and
which will, by its location, facilitate the access to energy at the future Metro
Vancouver North Shore waste water treatment plant. The depreciation of the
distribution system is over a period of 40 years and the expense is reasonable.
However, some of the anticipated density will take a few years to be completed
and revenue at this location may be lagging for a few years.

4) LEC is increasingly diversifying its energy sources to include environmentally-
friendly alternative energy. For instance, LEC is now using a geo-exchange
system at the new School District office building. LEC has also been using solar
energy since 2009 in its system. Those sources are more expensive to use than
conventional natural gas boiler technology.

5) LEC has used several senior governmeni grants and contributions to fund some
of its equipment and network. Those sources are currently unavailable. LEC will
continue to apply for funding whenever it identifies an opportunity to access such
funding, particularly to fund alternative technologies. In the meantime, LEC is
fully funding the cost of its distribution network and energy generation equipment.

In recognition of the fact that some of the above issues are deemed to be temporary,
LEC is not suggesting to recover the full cost of the above increases through an
immediate rate increase. However, LEC recommends that only the Capacily Charge be
increased al this time by 5% to $3.077 per kilowati of capacity nominated by each
building. The Meter Charge and Commodity Charge adequately cover the cost
associated with energy metering and gas purchases. Furthermore, an increase of the
Meter Charge which is a fix monthly fee per building would adversely affect smaller
pbuildings. It should be noted that the Capacity Charge represents slightly less than 50%
of the fotal amount invoiced 1o customers and that consequently, while LEC recognizes
that part of the customer charge may also fluctuate with the price of natural gas, this
increase still translates info a 2.5% increase of the total amount invoiced to customers.
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In term of net amount, the increase being recommended translates in approximately
$40,350 per year based on the fact that $807,000 was invoiced under the Capacity
Charge for the year ending December 31, 2012. This is still less than the saving of
$55,400 provided by the 2009 reduction of the Meter Charge discussed above.

To be clear, the proposed rate structure, would translate in the following:

Charge Description Current Rates Proposed Bylaw ‘g;:;i:i:,
Meter Charge 2::\:::‘9"2::2?:“:?;;3(:]1 e 5150 / month 5150 / manth 0 d‘l'n
oy crage Moy oot mgled e g0, sori o
Commodity Charge grr::gsdpfg :::I:g.:;;::::;anydrcmc Facry 5003832/ Kwhr*  S003832/ Kw hr* 00%
* Commadity Charge as of July 1st. 2013 is adjusted to follow Fortis BC gas pncing fluctuation

Cost of Service

The following table provides a comparison of the cost of service of other Lower
Mainland district energy providers as well as the equivalent cosl of natural gas or
electricity used for heating purposes. In 2012, LEC has delivered 23,945,719 kWh of
heat and invoiced $1,681,470.14. This translates in an average energy cost of $70.22 /
MW.hr.

Table - Comparison of LEC rate with other providers

Energy Provider Type of Service Y?::eor s ,T:x. hr) ?;:Erfgée
LEC Hot Water 2012 $70.22
BC Hydro Electricity 2013 $90.51 29%
Fortis BC Stand-alone NG Boiler 2012 $84 20%
River District Energy (East Fraserlands) Hot Water 2013 $98 37%
South East False Creek (SEFC) Hot Water 2012 94 34%
SFU UniverCity Energy Hot Water 2013 5146 108%

Notes

LEC cost based on 2012 revenue and heat delivenes

BC Hydro cost basad on purchase of 0% residential slep 1 and 0% residential step 2 electricity price as of April 1, 2013
and a 5% rale nder

Costof Fortis BC. River District Energy. SECF and SFU UniverCity taken from CoV report dated November 19 2012
Central Heat Distribution Ltd has been omilted due to the fact that the system is steam based
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As per the table, LEC is the most competitive, hot waler based, district energy provider
in the Lower Mainland., For users, LEC rates are more economical than using
baseboard electric heat. The bylaw and recommendation accompanying this report
aims al providing an immediate 5% increase of the Capacity Charge and further
recommends that a second similar increase be implemented mid-2014. Assuming a fix
natural gas cost, the proposed net increases of 2.5% would translate into an average
energy cost of $71.98 as of October 2013 and $73.75 as of July 2014. Both amounts
are still much lower than the cost of other alternatives.

in 2003, when LEC was first created, it was envisioned that the utility would aim at
providing heat at a rate that would not exceed the cost of eleciricity by more than 156%.
Electric baseboard heating is one of the cheapest alternatives in terms of construction
costs and is often preferred by developers. The cosl of electricity being estimated at
$90.21 / MW.hr, a 15% target would translate in rates averaging $104 / MW.hr for LEC.

White LEC is certainly not contemplating to raise its rates by such an exient, the amount
is significant and demonstrates that LEC has some latitude to provide a return to CNV
or to finance and implement carbon neufral technologies. |LEC endeavor to have rates
that are fair to both, LEC users as well as City residents as CNV invested in LEC and is
funding some of the initial system costs. LEC is also constantly reviewing the
implementation of greener technologies and is targeting diversifying its heat sources in
a way that will provide reasonable rate increases 1o its customers.

Impact on Cusfomers

In a letter dated December 14, 2012 (attachmeni 2), LEC informed its customers that il
would apply to its regulator, CNV, for a rate increase to the amount recommended in
this report. Property managers were invited fo include a provision for the increase in
their 2013 budget. Considering that the letter forecasted for the increase to be in place
as early as April 1%, 2013 and that the curreni request would see the increase
implemented only in October 2013, building owners are expecled to have budgeted an
amount to cover the increase. Furthermore, the inclusion of the 2014 increase in the
bylaw will provide building owners with additional certainty when preparing their 2014
budgets.

Financial Modeling

The 2007 rate adjustment was based on a 20-year financial model. The model covered
the Lower Lonsdale service area only. Considering the fact that the model was based
on information and knowledge accumulated during only the first two years of operation,
il has proven to be extremely accurate and reliable for the planning of LEC. The model
provided sufficient information to support the decision to expand in Central Lonsdale.
While the expansion and developmenl significantly differed from the original
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assumptions, the model and rate structure proved to be sufficiently robust to provide fair
and predictable rates to LEC customers.

At this time, given the uncertainty concerning the future rate of real estate development
in the city as well as the rate of implementation and cost of aliernative energy
generation technology, staff consider that it would be futile to try to generale a 20-year
model. The current rate structure seems sufficiently fair, reasonable and accurate fo
support increasing the Capacity Charge assuming that LEC continues providing heating
service predominantly using natural gas boiler technology.

The recommendation fo increase the capacily charge is based on past performance, a
decrease of LEC's net income as well as the fact that the current rate structure is
significantly lower than any other alternatives. LEC needs {o generate more revenue to
reimburse ouistanding amounts to CNV and/or to implement aliernative energy sources.

In the immediate, staff suggest that planning and decision-making be based on
comparing alternatives and opportunilies with the business-as-usual scenario that
considers heat generation using natural gas boiler technology.

In 2014, LEC will undertake a review of its system and potential aliernative energy
options. LEC will be reporting on alternative energy source opportunities and assess
their impact on the financial planning of the organization. The need and benefit of
building a long-term financial mode} will be assessed at that time.

British Columbia Utility Commission

During the last municipal election, some residents and consultanis have suggesied that
LEC submit itself to the review of the British Columbia Utility Commission (BCUC). At
the time, LEC raised the issue that such a review would be costly for all LEC's
customers, as the LEC would need to hire staffing and/or consuliants to prepare a
submission to the BCUC. Furthermore, LEC could be required to compensale the
BCUC for the review. :

The BC Uillities Commission Act stipulates that the following is not included in the
definition of a public ufility: "a municipality or regional district in respect of services
provided by the municipality or regional district within its own boundaries”. As such, to
date, CNV has been the regulator of LEC and siaff recommends that it continues to act
as such,

As a matter of fact, a request for BCUC to be the regulator of LEC would go against
BCUC's attempt to reduce regulations with regard to Thermal Energy Systems. On
December 27, 2013, BCUC issued its Repoti on the Inquiry into the Offering of Products
and Services in Alternalive Energy Solutions and Other New Initiatives (AES Report)
available in the Orders and Decisions listing on the BCUC website. In thai report the
Commission found that Thermal Energy Sysiems (TES) are regulated under the Utilities
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Commission Act but that the market conditions and monopoly characteristics of some of
these systems warrant "light-handed" forms of regulation such as exemptions,
regulation by complaint or market-based pricing.

In fact, the AES Report went as far as stipuléting that the least amount of regulation to
protect the ratepayer should be used for Thermal Energy Systems (TES). Specifically
the Commission stated:

“The Commission Panel has serious reservations about the applicahility of the
regulated cost of service model across the entire regulated TES market and
reiterates the comments of the Commission in the Delta School District Decision
that full cost of service regulation is the “method of last resort”...The presence of
market-based pricing or the protection of consumer interests fhrough the
execution of long-term contracts may resulf in a betier alignment{ and balance of
risks and incentives between ratepayers and the thermal provider. Reguiation by
complaint may also provide the appropriate level of consumer protection."(AES
Report, page 77)

The AES Report went on to task BCUC staff with conducting consultation on a "scaled
regulatory framework”, which is to establish the form of regulation required for TES.
LEC staff has been invited to collaborate in the review of the BCUC proposal aimed at
initiating stakeholder consultation for the form of regulation required for TES.

Other adjusiments

The current bylaw does not provide a rate for cases where LEC provides monthly meter
reading/invoicing services for meters that are paid in full and maintained by customers.
The proposed bylaw includes a monthly fee of $25 per meter to cover the cost of the
service.

Future Work

The rate increase contained in this report is based on a review of the revenue and
expenses contained in LEC’s income statements including depreciation. Depreciation is
deemed to be representing fairly the use of capital assets over fime. As such, the review
is considered to be done on an accrual-basis rather than a cash-basis form of
accounting. That is, this information does not consider when cash disbursements occur.
Further work is required in the coming weeks/months to evaluate the cash flow
requirements of the organization and evaluate various financing scenarios. Once more
information is available in this regard, the rate structure may be re-evaluated to confirm
its appropriateness.
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SUMMARY
As mentioned in the 2007 report:

“LEC is owned by the City and ultimately the City benefits from profits made by
LEC. However LEC’'s main objective is nol (o generale excessive or
extraordinary profits, but rather to ensure that the community heating system
achieves an appropriate balance of environmental, social, and economically
sustainable benefits to the City.”

LEC has always conveyed the message that it aimed to be cost neutral to both system
users and city residents. Since the start of its operations, LEC has tried to compare its
rates with those of BC Hydro to ensure that the amount paid by its customers would not
exceed the cost of using electric baseboard by more than 15%. Similarly, one could
consider that if rates were significantly lower than the cost of using electric baseboards,
LEC customers would be benefiting at the expense of the community. The income
generated by LEC should be used to provide CNV with a return on investment or to
further diversify LEC's heating sources to include alternative energy which will benefit
the whole community.

On that basis, LEC staff consider that the proposed rate increase is fair and reasonable
to both LEC customers and CNV residents.

FINANCIAL IMPLICATIONS

The financial implications are addressed throughout the report.

STRATEGIC PLAN IMPLICATIONS

The community energy system implemented by LEC is consistent with the goals of the
City Strategic Plan concerning the enhancement of the natural and built environment.

Y Z
P Dy~ s

Ben Themens, MBA, P.Eng., CGA
Director, LEC

RESPECTFULLY SUBMITTED BY:

" AK. Tollstam, B.Comm, CA
?_fo.f‘ President, LEC

REVIEWED BY:
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ltem 17 - Attachment 1

THE CORPORATION OF THE CITY OF NORTH VANCOUVER
BYLAW NGOG. 8321

A bylaw to amend the City of Nerth Vancouver Hydronic
Energy Service Bylaw, 2004, No. 7575

WHEREAS the Communify Charter empowers the municipality fo provide any service
that the Council considers necessary or desirable.

WHEREAS the City of North Vancouver {“City™) established a service for Lhe purpose
of providing hydronic heat energy for space heating and domestic hot water (“Heating Service”)
and the service of providing hydronic cooling energy for space cooling (“Cooling Service™) to
properties with multi-family residential, commercial, institutional and industrial buildings
thereon and adopted in respeet of such service the City of North Vancouver Hydranic Energy
Service Bylaw 2004, No.7575 and amendinents thereto (“Bylaw 75757).

NOW THEREFORE the Council of The Corporation Of The City Of North Vancouver
in open meeting assembled, enacts as follows:

1.

This bylaw may be cited as the “City of North Vancouver Hydronic Energy Service Bylaw,
2004, No. 7575, Amendment Bylaw, 2013, No. 8321,

Effective October 1%, 2013, the “Standard Fees and Charges Schedule” attached to Bylaw
7575 is amended by adding the following paragraph:

“Meter Reading and Invoicing Fee $25 per month

In cases where the Sexrvice Provider reads and invoices a Customer on the basis of
more than one meter on the Premises; and provided that the secondary meter or
Meter Set has been fully paid and maintained by the Cuslomer, the Customer shall
be invoiced a Meter Reading and Invoicing Fec for cach secondary meter or Meter
Set.”

Effective October 1%, 2013, the “Capacity Charge” for the Provision of Healing to Premises
in the Fees, Rates and Charges Schedule included in Schedule “C” is amended by deleting
“$2.93" and replacing it by “$3.077” in both the Residential Service and Commercial Service
sections of the Schedule.

Effcetive July 1%, 2014, the “Capacily Charge” for the Provision of Heating to Premises in
the Fees, Rates and Charges Schedule included in Schedule “C” is amended by deleting
“$3.077" and replacing it by “$3.231” in both the Residential Service and Commercial
Service seclions of the Scheduie. :

READ a first time by the Councif on the
day of , 2013,

READ a second time by the Council on the
day of , 2013,
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READ a third time and passed by the
Council on the day of , 2013,

RECONSIDERED and finally adopted by
the Council, signed by the Mayor and City

Clerk and sealed with the Corporate Seal on
the day of , 2013.

MAYOR

CITY CLERK
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Attachment No. 2

December 14, 2012
To: all Lonsdale Energy Corporation Customers

Subject: Lonsdale Energy Corporation (LEC)
Potential 2013 Rate Increase and
Impact of the Re-introduction of the PST

Mesdames/Sirs:

This lelter follows our letter of November 6, 2012 that provided information concerning LEC's
energy pricing for 2013. The original letter followed the request by some building owners who
wished to receive updated information for 2013 budgeting purposes. Our previous letter
suggested that you provide for a Capacity Charge increase of 5% and thal you forecast the
Commaodily Charge price fluctuation to be in line with forecasted natural gas price fluctuations.

The review of the new Provincial legislation regarding the re-introduiction of the Provincial Sales
Tax (PST) (ref. Bill 54 — 2012 Provinclal Sales Tax Act) leads us to believe that our earlier
forecast, which did not consider the impact of the PST, could be misleading. Considering that this
Is a complex subject, this letter will discuss the potential 2013 LEC rate increase in ils entirely
rather lhan add to the information of our previous letter. Consequently, you may want to disregard
our previous letter on this subject and consider the following.

LEC’s rate structure is made up of three componenls:

1) The Meler Charge, which is constant from month to month and similar for each customer,
at $150 per month, per service connection.

2) The Capacily Charge, which is constant from month o month but differenl for each
customer. Basically, the charge is for ensuring that LEC's generating capacity is sufficient
lo meet LEC's system capacily requirement. The monthly charge is currently sel al $2.93
per kilowatt multiplied by the energy capacily nominaled by a customer.

3) The Commodity Charge, which varies from month to month and is based on the amount
of energy consumed. This charge essenlially covers the cost of the energy purchased by
LEC to provide heal lo the buildings. The lotal charge is based on the amount of heat
consumed in a month and lhe unit cost is adjusted in line with ForlisBC gas price
fluctuations.

More information with regard fto these charges is available on our websile al
www.LonsdaleEnergy.ca under the heading "How LEC Rales Are Calculated” and also directly
available al hilp://www.cnv.oral/server.aspx?c=28i=249,

Considering the above pricing slruclure, for 2013 budgeling purposes, LEC is suggesting that the
following information be taken into consideralion:
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i} The Meter Charge is expecled to remain unchanged al $150 per month, per service
connection.

2} LEG is planning to apply to ils regulator the City of North Vancouver, in early 2013, for a
Capacity Charge Increase. For budgeting purposes, LEC is recommending thal an
increase of 5% be Included in your forecasls. More informafion regarding the application
for an increase and an opportunity to provide comments to the regufator will be forwarded
to youl in the coming weeks/months. Note that this is 1he first time that LEC is suggesting
increasing this charge since 2003, For forecasting purposes, we recommend lhat you
take the amount under the heading Capacily Charge on your Involce and add 5% while
also considering that lhis monthly charge is constant over a period of 12 months, The
capacity charge Is subjeci {o taxes but may be eligible for the BC Energy Credit in some
situations, Howsver, there is uncerlainty wilth regard fo howfif such a credit will be
available following the re-introcluction of the PST.

3) The Commodity Charge will confinue {o be adjusied in line with ForlisBG rate fluctuations
and the tax treatment that LEC's nalural gas and eleclricity purchases receive. Please
visit our website for more defails on the cormmodily charge adjusiment and a complele
history of the rales. LEC recommends that you forecast the Commuodity Charge price
fluctuation in fine with forecasted natural gas price fluclualions. LEC further recommends
thal you allow for a 7% increase of the Commaodity Charge following the re-intraduction of
the PST set for April 1, 2013.

Total Impact on an average customer.

For simplicity, the forecasted Increase of the amount expected to be invoiced to an
avarage customer for the year 2013, is estimated at approximately 4.4% of the total amount
paid in 2012, This amount excludes the impact of natural gas prices fluctuations.

This eslimate is for a typical building and Is based on the following assumptions. Properly
Managers should consider If their bulldings fall culside the following paramelers.

The average LEC customer is invoiced at the lollowing pro-rata on an annual basis:

3% Meter Charge, 47% Capacity Charge and 50% Commodily Charge.

Based on fhis assumption, lhe impact of the Increases may be estimaled at 47% x 5% increase +
50% x 7% increase = 5.85%. Since the increases are expecied {o be in place only on Aprit 1%,
2013, only 75% of this increase or approximately 4.4% should be budgeted for 2013.

This increase does nol provide for natural gas prices fluciuations. Since 50% of an average LEC
cusfomer invoice is for lhe Commaodity Charge which is direclly relaied o the cost of nalural gas,
we recommend that you budget a 6.5% increase of the tolal LEC invoice for each 1% increase in
the cost of natural gas that you include in the budgel of the other properlies of yowr management
porifolio.

This information is provided for budgeling purposes only. LEC is currently reviewing s pricing
madel and the allocation of the increase may vary. We will forward more information with regard
lo LEC's application to modify its rate structure when il becomes available,

A report to the Council of the Cly of North Vancouver dated December 5, 2012 and entitled
*Relurn to the PST is allached to this letter. The reporl provides additional Information on the
impact of the PST and discusses the efforls that are being made lo bring forward these issues fo
the attention of the provinclal government. White the report mentions an increase of 5% of LEC's
rates due fo PST, this Is a long-term forecast and in the shorl-term, the impact is expecled o be
roughly 7% of the Commaodily Charge or 3.5% of the {olal Invoice of an average customer.

My contact information is al the bollom. Please do nol hesitate lo contacl me with any gueslions
or requests for informalion. | am also available o provide assistance if you would fike lo voice
your concerns fo the provincial governmen! regarding the re-inbroduction of the PST. Finally, with
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sufficient notice, | would be happy to meel with your building strata Council, if you deem it
appropriate.

Sincerely,

o — =
/..r'__i -y Mj—~) —

" Ben Themens, MBA, P.Eng. CGA
Director
Phone: 604-983-7312
Email: bthemens@LondaleEnergy.ca
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141 Wast 14th Bureel, Horth Varcouver BC VTM THE

REPORT
To: Mayor Darrell Mussatto and Members of Council
From: Ben Themens, Director, LEC
SUBJECT: RETURN TO THE PST
Date: December 5, 2012
e

RECOMMENDATION:

PURSUANT to the report of the Director of Lonsdale Energy Corp.; dated December 5,
2012, entitled, "Return to the PST":

WHEREAS the Cily of North Vancouver, through ils wholly-owned dislrict energy
corporation, Lonsdale Energy Corp. (LEC), has been providing heat o various
buildings located in its municipalily since 2003;

WHEREAS when the former Brilish Columbia Social Service Tax (PST) was in
place, the City and LEC made representations to various Brilish Columbia
minislers to requesl that the Social Service Tax Acl be amended lo provide a
level playing field to energy providers throughout British Columbia;

WHEREAS the implementalion of the Harmonized Sales Tax (HST) provided for
an equitable taxation of energy that allowed energy providers to compete and be
evalualed on the basis of their technical merils;

WHEREAS [he province is sel to relurn lo a PST syslem on April 1, 2013;

AND WHEREAS lhe new PST could increase LEC's rales by 5% which would
negalively impacl exisling customers as well as reduce LEC's cosl advantage to
incite exisling, less energy efficient, buildings to connect lo ils syslem;
THEREFORE BE IT RESOLVED THAT the Cily of Norlh Vancouver requesls
thal the PST be implemenlted in a way thal will ensure thal all energy providers

REPORT: RETURN OF THE PST PAGE 1 0F 6
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are lrealed equitably so thal they may compele on the basis of their respeclive
syslem efficiencies, lechnical merit and carbon emissions;

THAT this goal be achieved by including provisions in the future PST that will:

1) Provide for the exemption or the reimbursement of PST charges on
energy (gas, electricily) purchased for the purpose of generating energy
for resale;

2) Make available the former exemption on Production Machinery and
Equipment to equipment purchased by dislrict energy systems; and

3) Maintain, as per the former PST regulation, the PST exemption on the
sale of Heal to residential dislrict energy cuslomers;

AND THAT copy of this resolution and reporl be forwarded to the Premier of the
province of British Columbia; the Minisler of Finance and House Leader of the
province of British Columbia; the Members of the Legislalive Assembly of North
and Wesl Vancouver; all UBCM municipalities; and LEC customers.

ATTACHMENTS:
1. Summary of Pasl Aclivities — Application of the PST on LEC
PURPOSE:

This reporl provides a review of the impact of the proposed PST on the rates and
compelitiveness of Lonsdale Energy Corp. (LEC). LEC believes that il is not the
intention of the governmenl lo introduce a taxation system that will influence the
compeliliveness of energy systems thal might otherwise contribute to reaching the
province sustainabilily objeclives. It proposes that a resolution be sent to government
represenialives requesting that they re-examine the issues concerning the application of
the PST on energy processing ulilities. '

BACKGROUND:

The BC government has introduced legislation on May 14, 2012, 1o meet the
government’s commitment to relurn to the Provincial Sales Tax on April 1, 2013. As
committed during the referendum leading to this decision, the PST is being re-
implemented with all its former permanent exemptlions.

The former PST was prejudicial lo District Energy (DE) systems and the implementation
of the HST did provide an opporlunily lo level the playing field of DE sysiems vis-a-vis
other energy providers.

This report provides some background regarding the application of the PST and

recommends thal the PST be amended lo ensure thal il is equitable lo all energy
providers. The issues surrounding the application of the PST have been of concern lo

REPORT: RETURN OF THE PST PAGE 2 OF 6
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LEC since il firsl slarled lo produce heal. Altachmenl 1 provides a shorl summary of the
efforls and results thal have been achieved regarding lhese issues.

DISCUSSION:

It is now widely recognized that DE systems conlribule (o the economic, social and
environmenlal suslainabilily of British Columbia.

Originally, the City of North Vancouver created LEC in large part lo reduce the Cily's
demand for hydro-eleclricily as a space healing energy source. At thal lime, the Cily's
view was, and still is, thal the Province's hydro-electric resource is of extraordinary high
value, especially in an e-commerce age, bul continues (o be consumed in very low
grade applications such as space healing in our developing and densifying urban
centres. LEC has successfully met this initial goal of ensuring that hydro-electricity is nol
used as a direct heating source in North Vancouver's real eslaie developmenls.

Since then, LEC has connected more than 2.4 million square feet of properties to ils
nelwork and the Cily and LEC have expended LEC’s role and goal toward ensuring that
the most appropriate source of energy is used whenever available. Furthermore, LEC is
nol only connecling new projecls, as il has successfully integrated existing building for
the purpose of enhancing their heating system performance and efficiency.

However, to achieve such a goal, il is imporlant that all energy providers be compared
on the basis of energy efficiency rather than the incenlives or tax treatment that they
receive. Failure to do so is seriously delrimental lo the long-term viability of LEC and
olher alternative energy providers. In addition, it will frustrate federal and provincial
green house gas reduclion objeclives, national and provincial energy efficiency
objectives, and the development of a community energy industry in the Province of BC.

The recommendation included in this report aims at fostering a business environment
that will encourage the development and implementation of various energy generation
lechnologies in British Columbia., More specifically with regard to DE syslems, the
purpose is to place LEC energy consumers on lhe same cost level as non-LEC
consumers of energy, and to ensure that LEC's energy is available lo potential new
customers on the same terms as other energy providers,

LEC’s Approach to DE System Implementation

LEC believes thal the issues lhal are being brought lo the attention of the government
are of greal importance for Brilish Columbians. LEC is playing an important role in
reducing lhe environmental foolprint associaled with space and domestic hol water
healing. Presently, LEC provides heal to nearly 2,200 residential unils as well as
various commercial and institutional premises. New cuslomers are constanily being
added to the system.

The Cily ol North Vancouver through LEC has successfully ensured thal these

residential suiles are nol healed using eleclric baseboard heating. To date, LEC has
used natural gas lo generale energy. However, LEC's system of high efficiency

REPORT: RETURN OF THE PST PAGE 3 OF G
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inlerconnected boilers has proven lo be al leasl 15% more energy efficient than
slandard stand-alone boilers installed in each building. Far more imporlant, LEC’s
current gas boilers are being supplemented and replaced with alternative lechnology
energy sources as they become available. For instance, heat from 120 solar panels is
used in priorily in LEC’s syslem when available. LEC has also compleled lhe
conslruction of a geo-exchange and heal pump system that can produce heating and
cooling simultaneously which enhances the overall efficiency of lhis energy source. In
this case while one institutional building requires cooling, the heat generaled during the
process is provided fo the residential buildings of the neighbourhood. LEC is also
conslanlly investigaling olher energy sources such as the use of biomass and ocean-
source energy generation.

The strategy LEC has followed is to get the district healing system up and running with
available technology, and then bring renewable sources of energy as fast as possible,
so thal each building constructed, may be immediately supplied by the DE syslem. A
high-rise building constructed today, using electric baseboard healing, will be drawing
electricity from the grid for the next 50 years. Dislrict heating must be a viable
alternalive now to avoid that fulure.

Impact of the former PST on DE Sysiems

LEC has been a supporter of the new Harmonized Sales Tax (HST). The previous PST
was prejudicial to DE systems in lwo ways, first, by forcing DE suppliers to pay PST on
energy acquired to creale heal for residential customers, when residential customers
who acquired energy direclly and crealed their own heal did not pay PST, and secondly,
by providing an exemplion on the purchase of produclion machinery or equipment to
energy providers bul denying il to LEC due lo the facl that it is municipally owned. By
prevenling such inequities, the implementation of the HST provided an opportunily lo
level the playing field of DE syslems vis-a-vis other energy providers.

Issues surrounding the application of the PST were a concern for the City of North
Vancouver and LEC since il firsl slarted ils operalions in 2004, As summarized in
altachmenlt 1, the Cily and LEC spenl significant resources lo meel with government
representalives, prepare briefing noles and suggesl amendments lo the legislalion for
the purpose of minimizing the impact of the PST on DE system providers. At the time of
the HST implementation, the lwo sources of inequily mentioned in the preceding
paragraph were slill pending and being reviewed by the BC governmenl.

Based on informalion found on the BC governmenl websile, il seems lhal the
regulations are slill being prepared. However, Bill 54 “Provincial Sales Tax Acl” has
received third reading on May 31, 2012 and the terms. of this legislation will clearly be
prejudicial to DE syslem providers.

The legislalion defines heal, electricity and nalural gas as being langible personal
property. Subsection 141(1) of the legislation stipulates thal tangible personal properly
lhat is used for the purpose of being processed, labricaled or manufactured into other
tangible personal properly for the purpose of relail sale is exempl from lax. However,
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subseclion 141(3) specifies thal if the tangible personal properly is used lo produce
energy or is used as a source of energy, the exemption does not apply.

LEGC has requested to be contacted by a government representative to obfain more
delails but has yel to receive a reply. However, based on the information received to
dale, il seems thal the issues identified in the former PST legislation are included in the
new PST legislation.

Recommencdations

LEC mainlains its contention that the legislation should ensure that all energy providers
are compared on the basis of energy efficiency, carbon emissions and technical merit
rather than the lax trealmentl thal they receive. Consequentlly, this report recommends
three specific provisions thal should be considered while reintroducing the PST.

1) Provide for the exemption or the reimbursement of PST on energy (gas, electricity)
. purchased for the purpose of generating energy for resale.

Under the former PST, LEC had to pay PST on its natural gas purchases. When natural
gas was direcily purchased by a residential customer, no PST was paid. While LEC is
using high-efficiency boilers, the PST charge would put the DE system at a compelitive
disadvantage. This created an incentive for cuslomers lo use sland-alone systems with
polentially less efficient technologies. The same incentive exisled for commercial users
since in their case; LEC had nol only lo pay PST on its nalural gas purchases bul had to
also charge PST on the heal purchased by commercial users, resulting in a double
taxation of commercial users. Nole thal LEC pays the carbon tax on ils gas purchases
which is then passed on to its customers.

2) Make available the former exemplion on Production Machinery and Equipment to
equipment purchased by community energy systems.

Under the former PST regulations, BC Hydro, Terasen Gas (now Forlis Gas) and
several other privately owned companies were provided a PST exemplion on the
purchase of their production machinery or equipment. LEC being municipally owned
was not allowed this exemption.

3) Maintain, as per the former PST regulation, the PST exemption on the sale of Heat
to residential DE customers.

Unlil 2006, heal sold to residenlial customers was subject o PST while other lypes of
energy such as natural gas and elecliicily were exempl. The new legislation should
maintain this exemption implemented in 2006 to include all types of energy.

Conclusion

These measures would ensure thal all energy providers are compared on the basis of
energy efficiency and technical meril rather than the lax treatmenl thal they receive. For
instance, LEC generales some ol the energy lhal il dislributes from high-efficiency
boilers and solar panels. Under the currenl scenario, this energy with lower carbon
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conlenl would end up including a PST charge, while the heal provided by polentially
less efficienl sland-alone in-building gas furnaces would be lax exempl. Such a
scenario would defeal the purpose of the Carbon Tax by providing an incentive for
owners to implement their own sland-alone system. Overall, providing the same
provincial rebale (as well as applying the same Carbon Tax) on the energy provided by
DE syslems will contribule lo the success of the BC Energy Plan.

The rate structure of LEC is such thal a PST/HST reduclion/fexemplion translates into a
direct reduction of the rates charged io LEC's customers. An important consequence of
the HST implementation was thal a level playing field further enhanced the
altractiveness for existing older buildings that may be equipped with heating systems of
poor efficiency, to connecl to LEC as well as to other DE systems. Under the proposed
PST it seems thal LEC's compeliliveness in this regard will be greally reduced.

FINANCIAL IMPLICATIONS:

LEC has altempted to quantify the impact of the PST on ils compelitiveness. LEC
eslimates that the application of the PST on its energy as well as machinery and
equipment purchases has an impact of approximately 5% on the amount invoiced fo its
cuslomers. Gas purchases currenlly accounts for approximaltely 50% of the amount
invoiced by LEC lo its customers. A 7% tax on gas purchases implies that customers
will be impacted by an amount of approximately 3.5% on their lolal invoices. Current
natural gas prices being extremely low and considering that LEC's invoicing is adjusted
to follow gas pricing increases, this impact could easily increase to 4% if gas prices
were lo increase in the future.

The tax on Production Machinery and Equipment applies to equipment only and
coniractual services are exempt. Without an exemption, PST applies to the purchase of
boilers, distribution pipes, heal exchangers, etc. LEC is slill a capilal intensive
organization as it continues expanding its distribution system and heal generation
inslallations. LEC estimales lhal the nel impacl of lhe lax on machinery and equipment
will impact its customers by approximately 1%.

A LEC rate increase of 4.5% to 5% has significant implications for LEC. While such an
increase is significant for LEC's exisling customers, il also reduces LEC's cosit
advantage lo incite exisling less energy efficient buildings lo connecl to its system.

Ben Themens, MBA, P.Eng., CGA
Director, LEC

RESPECTFULLY SUBMITTED BY:

/

7

774
REVIEWED BY: . ,:.2/ L z, {22

AK. Tollslam, B.Comm, CA
President, LEC
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Attachment 1

Summary of Past Activities — Application of the PST on LEC

The issues surrounding the application of the PST have been of concern lo Lonsdale
Energy Corp. (LEC) since il first starled to produce heat. The following provides a short
summary of the efforls and results regarding this issue.

July 2004

Seplember 2005:

October 2005:

February 2006:

Oclober 2006:

LEC requests a ruling from the Ministry of Provincial Revenue on
the application of the PST on ils sales and purchases.

Meeling with the Honourable Rick Thorpe, Minister of Provincial
Revenue to discuss the drafl rulings received from the ministry and
the impaclt of lhe draft ruling on district energy systems
competitiveness.

LEC receives lhe official ruling of the Ministry of Provincial
Revenue. The ruling stipulates that LEC must charge PST on the
sale of its heal and pay PST on the purchase of its energy (gas and
eleclricily) resulling in a double taxation to LEC customers. When
compared to the option of inslalling stand-alone boilers in each
building, the decision resulls in increasing lhe cost of heat by twice
the amount of the PST for residential premises and once for
commercial locations. While PST is exempt an gas and electricity
directly purchased by residenlial premises, the PST must be paid
by LEC on ils gas and eleclricily purchases and LEC musi also
charge PST on the heal that il delivers. For commercial users,

“while they are not PST exempt on their gas and electricity

purchases, they are now paying the PST lwice via the tax paid by
LEC on its purchases and the tax charged to them on heatl.

The Provincial Budgel clarifies the definilion of tangible personal
properly to include Heal. The Budgel also introduces an exemption
from the PST for heal purchased for residential use. This
exemplion may be applied relroactively to February 21, 2000. The
result of this amendmenl to the Social Service Tax Acl is thal the
differential belween lhe sland-alone boiler and districl energy
option is reduced, since PST is only paid once on LEC’s purchases
of gas and eleclricily.

Meeling with the Honourable Carole Taylor, Minister of Finance lo

requesl thal the Social Service Tax Acl and Regulations be

amended to:

1) remove the PST charges on gas purchased for the purpose of
generating energy for resale;

2) allow the exemplion on Production Machinery and Equipment
an equipmenlt purchased by Lonsdale Energy Corp. by including
Lonsdale Energy Corp. in lhe list of companies exempled from

e . e ———
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Seplember 2007:

March 2008:

July 2009:

Seplember 2009:

the exclusion under Section 13.10 (e) of the regulations. The lisl
already included Lhe Brilish Columbia Hydro and Power
Authorily as well as the Columbia Power Corporation. The
exemption was also available to privately owned energy
providers and this slep was required (o provide a level playing
field to LEC.

Meeting with the Honourable Richard P. Neufeld, Minister of
Energy, Mines and Petroleumn Resources lo ask his suppori to
amend the Social Service Tax Acl lo remove PST charges on gas
purchased for the purpose of generaling energy for resale and
allow the exemption on Producltion Machinery and Equipment on
equipment purchased by community energy systems.

Meeting with Mr. Chris Trumpy, Deputy Minister, Ministry of
Finance to discuss the issues brought forward to the Minister of
Finance in Oclober 2006. :

BC governmenl announces that it will combine the PST with the
federal Goods and Services Tax (GST) in a single HST.

BC Minister of Finance announces in the provincial budgel a new
HST exemption consisting in "a provincially administered point-of-
sale rebate for residential energy — similar to the existing PST
exemption”. The Minister added thal "Thal means the HST will nol
increase consumers’ cosis for oil, electricity, natural gas, or
propane used lo heal or power homes.”
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The Corporation of THE CITY OF NORTH VANCOUVER
ENGINEERING, PARKS & ENVIRONMENT / FINANCE
REPORT

To: Mayor Darrell Mussatte and Members of the Council

From: William J Susak, Deputy City Engineer
Ben Themens, Deputy Director of Finance

SUBJECT: LONSDALE ENERGY CORP. - RATE REVIEW AND BYLAW

AMENDMENT
File: 1600-01
Date: January 17, 2007
RECOMMENDATION

PURSUANT to the reporst of the Depuly City Engineer and Deputy Director of Finance,
dated January 17, 2007 entitled “LONSDALE ENERGY CORP. — RATE REVIEW AND
BYLAW AMENDMENT":

THAT “City of North Vancouver Hydronic Heat Energy Service Bylaw, 2004, No.
7575, Amendment Bylaw, 2007, No. 7843" be brought forward for consideration
by Council;

AND THAT the revised rate structure be applied retroactively so that rebates
dating back to when each developer-buili building transferred control to the
building's strala corporation be provided,;

AND THAT the late payment charge be applied refroactively from the due date of
any outstanding amount not paid by March 1, 2007, '
ATTACHMENTS
1. City of North Vancouver Hydronic Heat Energy Service Bylaw, 2004, No, 7575,

Amendment Bylaw, 2007, No. 7843
2. City of North Vancouver Hydronic Heat Energy Service Bylaw, 2004, No. 7575
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PURPOSE & BACKGROUND

Lonsdale Energy Corp. {LEC), the City's district energy utility, has been in operation
since early 2004 with the signing of an operating agreement with Terasen Utility
Services {now known as Corix Utilities), the acquisition of external funding from FCM,
and the enactment of Bylaw 7575 (Attachment 2}, creating the energy service.

Since inception, several building customers have connected to the LEC system and
several more are expected during 2007 with the completion of developments on the
north side of Esplanade and further building developments on the wesi side of the
Lower Lonsdale service atea.

Staff and strata representatives of current customer buildings formed a customer focus
group last year in order to facilitate open communication between system users and the
energy ulility. From the meetings several issues for resolution came to the forefront that
required efforts during the past year by both the customer group and the energy utility.

The issues raised by the customer group are the cost of the service, the quality of the
service, and the issue of financial equity for those 'early adopiers’ onto the system
where the positive future financial impact of more system users is not recognized in the
current rate structure.

This report proposes bylaw changes that will reduce customer costs commencing in
2007. Furthermore, rebates for initial buildings will be processed dating back to when
each developer-built building transferred control to the building's strata corporation.

DISCUSSION
Cost of Service

Currently, an “average” suite pays $50 to $65 per month for space heating and
domestic hot water healing services provided by LEC, although there is a building with
an average suite cost above this range. The new proposed 2007 tariff will bring the
average suite LEC cost generally down to the $45 to $55 range. It is important to note
that this is for LEC service only, Suites are often equipped with other heat appliances
such as eleclric or gas fireplaces which generate their own usage costs.

Cost of service is dependent on capacity needs (i.e.. how much capacity of LEC's
syslem is required for a building) and quartity of energy consumed. Cost of service is
also dependeni on the cost structure of natural gas {(more on this later) which is LEC's
curtent prime fuel, and the electricily to run utility system pumps.
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An individual building's capacity requirements and building energy consumption
paiterns, which directly translate into building energy costs, are highly dependent on
any given building’s design, construction, commissioning, and operating characieristics.
Normally, a utifity agency delivers a service to a property line and an owner distributes
the service from that point. A utility generally does not participate in the in-building
works {engineering design, construction, commissioning. .. performed by private
consultants and contractors) necessary to internally distribule a service. Reviews of
initial buildings’ performance, both operationally and cost-wise, led LEC to publish in-
building design guidelines over a year ago that are assisting with more operationally
and financially efficient building performance. '

Cosl is also dependent on the actual operaling performance of the utility system. The
actual efficiency of LEC's system has been reviewed by the system engineers.
Observed system performance over the past 2 years indicates that buildings can be
heated with less LEC equipment than originally presumed. This knowledge and ongoing
review directly translates info cost savings for system users. Simply put, if more
buildings can be heated with the same amount of equipment, then unit costs will
decrease as more buildings come on line. This cosi saving is being passed on fo
current customers and future engineering reviews of systern efficiency may lead to even
further cost reductions.

Costs are also dependent on applicable taxes. While LEC earlier in 2006 won a part of
the 'PST battle’ with the Province over unexpected application of PST charges on LEC
invoices, PST is still applied on LEC commodity inputs. When LEC buys natural gas, the
Province siill imposes a PST charge that would otherwise not apply if a residential
building were buying the natural gas directly from Terasen Gas. This exira tax on LEC's
cost structure must be passed on to the customers, and this has a negative impact on
LEC's competitive position with respect to a comparative stand-alone boiler heating
system. Staff will be continuing their efforts in this matter to completely level the playing
field for LEC customers,

Based on this premise, the adoption of proposed bylaw 7843 (Attachment 1) would
madify LEC's rates as per the following:

- Existing Bylaw  Proposed Bylaw Increase
Cl
Narge Description 7576 7843 (Decrease)
Mater Charge Morthiy charge for sach Service Connaction §49100/ month  $299.34 /month  -39.0%
serving the Premisas.

. Monthly charge per kilowatl multiplisd by the \ . an
Capacity Charge energy capacily of {he Premises in kilowatts 339201 Kw 32930 Kyr -25.3%
Comnodily Charge Cha{ge per kiioyall hpﬂr of Hydronic Energy SO G430 1 Kw by SDO4SB /Ky 6.5%

provided 1o the Premises
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Guality of Service

Customers have expressed concerns that insufficient or no heal service somsetimes
ocecurs. Investigation by LEC indicates that specified system delivery lemperatures have
been maintained by LEC since inception. Problems have arisen from time to time with
in-building distribution systems that have exhibited less than optimal performance
characteristics. The most recent example occurred during a very cold period in {ate
November where one building reported no heat service. Upon notification LEC's own
system operator, Chapman Burner and Heating, quickly diagnosed and remedied the
problem, a failed building-side hydronic heat distribulion pump. LEC will be looking into
how to educate and serve customer concerns that are 'building side’ distribution issues
as opposed to utility service delivery issues. From LEC's perspective, it is important that
we offer assistance to remedy any interruption or degradation of service,
notwithstanding whether an issue is a building-side problem that normally falls 1o the
responsibility of a strata management company.

Retroactive Application of Proposed Charges

Bylaw 7843 reduces significantly some of the rates that have been charged to date to
LEC’s customers. This is largely due to knowledge and expertise acquired since the
start of LEC's operations. The rates included in bylaw 7575 were established more than
two and a half years ago and were based on conceptual knowledge at the time. Since
then, LEC's management has been able io compile a significant amount of data that
has been used in the preparation of the lalest company’s forecasts and proposed rate
structure.

While a privately owned company would likely keep all or part of the extra revenue
generated in the past to compensate for risk associated with launching a new
product/pracess, LEC is recommending that the proposed rate be applied retroactively.
Rebates for initial buildings will be processed dating back to when each developer-built
building transferred control to the building’s strata corporation. The strata corporation
will be refunded in full the difference belween the current rate and the proposed rate as
if the proposed rate had been in place since inception of operations.

LEC recognizes that a significant portion of the risk associated with the start of
operations was borne by the early customers. Furthermore, LEC wishes to recognize
the support of its customers as wel as their patience while a very complex rale review
process was underway. Finally, LEC is owned by the City and ultimately the City
benefils from profits made by LEC. However LEC’s main objective is not to generale
excessive or exiraordinary profits, bl rather to ensure that the communily heating
system achieves an appropriate balance of environmental, social, and economically
sustainable benefits to the City,

Future Commodity Charge Adjustments
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The existing bylaw 7575 does nol provide LEC sufficient flexibility to adjust the
commodily charge in line with gas prices fluctuations. The current commodity charge
which has remained constant since LEC's inception is based on early 2004 gas prices.
Gas prices have fluctuated greatly over the past three years.

The proposed bylaw 7843 will allow for adjusiments to be made to the Commodity
charge so that il follows the market pricing fluctuations. The proposed Commodily
charge is based on a direct recovery of Terasen Gas charges in force in July, 20086. It is
being proposed that in the future, LEC adjusts the Commadity charge at the pro-rata of
Terasen Gas fees fluctuations. As LEC commodity charge is a blended rate that
includes Terasen Gas monthly fee, delivery charge and cost of gas as well as system
efficiency, LEC's Board intends to base the adjustment on the price equivalent of buying
1,000 GJ/month under Terasen Gas rate schedule 3. The adjustment criteria may be
adjusted by LEC's Board in the future if it is determined that another quantity and rate
schedule is more in {ine with LEC’s purchase price.

Service Connection Installation Fee

The amount currently charged to developers for a service connection fee is sef at only
$500. At the oulsei, the development community viewed LLEC or its concept with either
reluctance or apprehension. LEC has come through an initial implementation period
with a track record of meeting builder’s needs for service and the service connection fee
is deemed insufficient compared against the financial, operational, and marketing
advantages that the LEC system offers to the development communily.

Bylaw 7843 proposes 1o significantly increase the service connection fee to $20,000 per
sevice connection plus $30/Kw of required capacily. This would translate into a service
connection fee of $41,000 to $71,000 per building but it still translates into significant
savings to the developers who do not have to spend in excess of $100,000 for a full-
service boiler room in new buildings.

An appropriate connection fee will assist customer costs in the long run as well as
motivate developers to design and construct more energy efficient buildings on the LEC
system. There are no intentions of applying this revised service connection fee
retroactively to developments which have already received a building permit.
Furthermore, to minimize the entry cost o existing buildings wishing to convert/connect
to LEC’s system, LEC’s Board may at its discretion waive partly or totally such service
conneclion fees to potential customers if deemed appropriate,

Other adjustments

The initial bylaw includes in section 17.1 of the General Terms and Conditions a
provision for late payment charges. The section mentions that the amount is to be
based on 'the late payment charge specified in the Standard Fees and Charges
Schedule”. Unforiunately, due o an oversight, bylaw 7575 did not include any amount
for thal purpose in the said schedule. Bylaw 7843 corrects this situation by specifying
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that the late payment charge will be based on the Scotiabank Prime Rate in effect at the
time of invoicing of the charge plus 2%. Furthermore, as one of the developers has not
been responding to several requests concerning an outstanding amount, Council
resolution is to provide LEC with the authority to invoice a late paymeni charge
retroactively based on the due date of each invoice if payment is not received by March
1, 2007.

Bylaw 7843 also amends Schedule A which provides the location of Class One
properties. The amendment aims at including all City properties on the north side of
Fast Firsi Street between Lonsdale Avenue and St Georges.

Future Work

LEC will continue to monitor the financial and operating performance of its system in
order to determine the modifications in the future. Furthermore, LEC's financial models
consider thal the applicable rates will increase with inflation. It is the intention of LEG to
bring forward for Council consideration regular rate adjusiments. While LEC hopes to be
able {o identify further cost savings and efficiencies, it is not expected that future rate
adjustments will be of the magnitude of the present adjusiment.

As mentioned above, LEC will continue to work on obtaining a PST exemption so that
its customiers receive the same tax treatment whether they are buying the natural gas
directly from Terasen Gas or purchasing heat from LEC. This exemption is an important
factor in ensuring that LEC provides campetitive services.

Another cost saving that LEC is contemplaling to pass to its customers if appropriate, is
a Commodily charge rebate. The Commodity charge in the latest financial model is
based on the direct cost of gas purchased by LEC. With its interconnected mini-plants
each serviced by a distinct gas meter, LEC can arrange to purchase gas from different
sources at each of the mini-plants. Since all the Lower Lonsdale mini-plants will be
inter-connected in 2007 via the heat distribution system, LEC has the flexibilily, as long
as the total capacity of all the mini-plants is not required simultaneously, to generate
heat from a plant that has access to the most economical gas provider.

While minimizing risks, this redundancy has allowed LEC to enter into a contract for the
purchase of gas from a broker at one of its mini-plants since November 1%, 2006. While
savings may not be available each year, LEC hopes lo reimburse parily or entirely the
difference between the Commodity charges invoiced to its customers and the costs of
its gas purchase if savings are realized.

FINANCIAL IMPLICATIONS

The financial implications are addressed throughout the reporl.
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STRATEGIC PLAN IMPLICATIONS

The community energy system implemented by LEC is consistent with the goals of the
City Strategic Plan concerning the enhancement of the natural and built environment.,
The measures contemplated in this report are responsive 1o community needs as some
of LEC's customers have voiced some concerns with regard to the rate charged by

LEC.
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