BRITISH COLUMBIA
UTILITIES COMMISSION

ORDER
NUMBER G-157-12

SIXTH FLOOR, 900 HOWE STREET, BOX 250
VANCOUVER, B.C. V6Z 2N3 CANADA
web site: http://www.bcuc.com

TELEPHONE: (604) 660-4700
BC TOLL FREE: 1-800-663-1385
FACSIMILE: (604) 660-1102

IN THE MATTER OF
the Utilities Commission Act, R.S.B.C. 1996, Chapter 473

and

An Application by Stargas Utilities Ltd.
to Alter Rates

BEFORE: L.F. Kelsey, Commissioner
B.A. Magnan, Commissioner October 25,2012
R.D. Revel, Commissioner

ORDER

WHEREAS:

A. By Order C-4-00 dated March 30, 2000, the British Columbia Utilities Commission (the Commission or BCUC) approved
a Certificate of Public Convenienceand Necessity (CPCN) for Stargas Utilities Ltd. (Stargas) to operate a natural gas
distribution systematthe resort community of Silver Star;

B. On August 17,2012, Stargas applied for Commission approvalto decreasethe residential and both classes of
commercial commodity rates by $1.51 per gigajoule(GJ) andincreasethe residential and both classes of commercial
deliveryrates by $0.53 per GJ, for an aggregate decreaseto residential and both classes of commercial rates of $0.98
per GJ, effective November 1,2012 (the Application);

C. The Application requests approval to includethe amortization of the accumulated unpaid dividends on Stargas’
preferred shares and the forecastinterest on the Company’s operating creditfacility in the revenue requirement,
which both contribute to the requested delivery rate increaseof $0.53 per GJ;

D. CommissionOrder G-119-12 dated September 6, 2012 established a written hearing process for review of the
Applicationand directed that a Regulatory Timetable be established following the deadlinefor registration of
Interveners. No Interveners or Interested Parties registered by the September 24, 2012 deadlineset by
Order G-119-12;

E. CommissionOrder G-136-12 dated September 27,2012, established a Regulatory Timetable;
F. By way of letter dated October 22,2012, Stargas filed an amendment to the Application requesting approval to
decrease the residential and both classes of commercial commodity rates by $0.57 per GJ, as opposed to the $1.51 per

GJ decrease requested inthe Application (the Application Amendment);

G. The Commissionreviewed the Application and the related submissions, which arediscussed in the Reasons for Decision
attached as Appendix A to this Order.
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NOW THEREFORE pursuantto sections 60and 61 of the Utilities Commission Act, the Commission orders as follows:

1. The request to refund the May 31, 2012 GCVA credit balanceof $36,958 to customers by way of a reductioninthe
commodity component of rates, effective November 1,2012 is approved.

2. The hourlyrates for management services provided by Okanagan FundingLtd. are limited to the following:

Accounting Services $44.02
Administrative Services $66.03
Executive Services $137.56

3. The request to amortize the accumulated unpaid dividends in therevenue requirement over a period of twenty years is

approved. Stargasis directed to declareand pay $6,794 in cumulative preferred sharedividends in each fiscal year,
commencing infiscal 2013.

4. Inaccordancewith Commission Order G-163-06, Stargas is directed to declareand pay the full fiscal 2013 dividend on

its preferred shares.

5. The request to includethe forecastinterest of $3,386 on Stargas’ operatingcreditfacilityinthefiscal 2013 revenue
requirement is approved.

6. The requested $0.57 decrease inthe residential and both classes of commercial commodity rates and a $0.53 increase

inthe residential and both classes of commercial delivery rates, effective November 1,2012,are approved.

7. Stargasistoprovide, subjectto timely filing,amended Gas Tariff Rate Schedules inaccordance with this Order.

DATED at the City of Vancouver, inthe Province of British Columbia, this 29" of October 2012.

BY ORDER
Original signed by:
L.F. Kelsey

Commissioner
Attachment

ORDERS/G-157-12 _Stargas-Rates_Reasons for Decision
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Stargas Utilities Ltd.
Application for Approval to Alter Rates

REASONS FOR DECISION

1.0 BACKGROUND

Silver Star Mountain Resort Ltd. (the Resort) is the primary developer and ski hill operator in the resortcommunity located
north-east of Vernon. The Resort created a subsidiary, nowknown as Stargas Utilities Ltd. (Stargas or the Company), which
acquiredthe existing propanegrid from its parent. By Order C-4-00 dated March 30, 2000, the British Columbia Utilities
Commission (the Commission or BCUC) approved a Certificate of Public Convenienceand Necessity (CPCN) for Stargas to
operate a natural gas distribution systematthe Resort. Stargasis a small utility with a rate baseof less than $1 millionand
264 customers as atMay 31, 2012."

2.0 THE APPLICATION

On August 17,2012, Stargas applied for Commission approvalto decreasethe residential and both classes of commercial
commodity rates by $1.51 per gigajoule(GJ) to $4.32 per GJ and increasethe residential and both classes of commercial
delivery rates by $0.53 per GJ to $7.38 per GJ, for an aggregate decrease to residential and both classes of commercial rates
of $0.98 per GJ, effective November 1, 2012 (the Application).

The Applicationrequests approval to refund the credit balanceof $36,958 inthe Gas Cost Variance Account (GCVA) at
May 31, 2012 to customers by means of a commodity rate reduction, effective November 1,2012.

The Applicationalsorequests approval toincludethe amortization of accumulated unpaid dividends on Stargas’ preferred
shares and the forecastinterest on the Company’s operating creditfacilityin the fiscal 2013 Revenue Requirement.

3.0 THE WRITTEN HEARING PROCESS

Commission Order G-119-12 dated September 6, 2012 established a written hearing process for review of the Application
and provided the followingdirectives:

e The Application and supporting material willbemade availableforinspection atvarious Silver Star Resort centers
and at the British Columbia Utilities Commission, Sixth Floor, 900 Howe Street, Vancouver, BC, V6Z 2N3.

e Stargas will providea copy of customer notice to all customers no later than September 17,2012. Stargas will also
post a copy of Order G-119-12 at various Silver Star Resort centers.

e Interveners and Interested Parties should informthe Commission Secretary inwriting, or on-linevia the
Commission’s websiteat http://www.bcuc.com, by Monday, September 24, 2012 of their intention to actively
intervene inthe proceeding, or become Interested Parties.

Commission Order G-119-12 directed that a regulatory timetable be established following thedeadlinefor the registration
of Interveners on September 24, 2012.

No Interveners or Interested Parties registered with the Commission by the September 24,2012 deadlineset by
Order G-119-12. Subsequently, Commission Order G-136-12 dated September 27,2012 established the Regulatory
Timetable.

! Fiscal2012 Sta rgas Annual Report, p. 3
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On October 4, 2012, Commission staff filed Information Requests to Stargas (Commission IRs). Stargas filed their response
to the Commission IRs on October 11, 2012 (the Stargas IRResponse).

On October 22, 2012, Stargas filed anamendment to the Application, requestingapproval to decrease the residential and
both classes of commercial commodity rates by $0.57 per GJ to $5.26 per GJ, as opposed to the $1.51 per GJ decrease
requested inthe Application (the Application Amendment).

4.0 COMMODITY COMPONENT OF RATES
4.1 Gas Cost Variance Account

The GCVA accumulates the difference between the gas costrecovered inrates and the actual costincurredin purchasing
the commodity. As at May 31, 2012, Stargas reported a credit balanceof $36,958 inthe GCVA.> Sta rgas has requested
approval to refund the full GCVA balanceto customers by way of a reduction inthe commodity component of rates,
effective November 1,2012.

The Commission approves the request to refund the May 31, 2012 GCVA balance of $36,958 to customers by way of a
reduction in the commodity component of rates, effective November 1, 2012.

4.2 Gas Cost

The commodity rate of $5.26 per GJ requested inthe Application Amendment is based on forecastdelivery volumes and
the forecastcommodity costpaidto Stargas’gas marketer, Cascadia Energy Ltd. (Cascadia), inaddition to demand,
transportation and administrative charges paid to FortisBC Energy Inc. for transportation services. Stargas purchases
natural gas atindex from Cascadiaand forecasts thefiscal 2013 commodity costbased on forecastpurchasevolumes and
forecast AECO spot prices.

The increasein the requested commodity rate from $4.32 per GJ inthe Application to $5.26 per GJ inthe Application
Amendment is dueto anincreaseinthe forecastfiscal 2013 natural gas prices fromthe date of the Applicationon

August 17, 2012 to the date of the Application Amendment on October 22,2012. The requested commodity rate of $5.26
per GJ represents a $0.57 or 9.8 percent decreasefrom the current commodity rate of $5.83 per GJ. Thisis consistentwith
the forecastincreaseinnatural gas prices infiscal 2013 as compared to the prior year, offset by the refund of the GCVA
creditbalanceto customers.

The Commission approves the request to decrease the residential and both classes of commercial commodity component
of rates by $0.57 per GJ to $5.26 per GJ, effective November1, 2012.

5.0 DELIVERY COMPONENT OF RATES
5.1 Financing

On August 15,2002, Stargas applied tothe Commission for approval toissue cumulative preferred shares in order to absorb
losses in excess of $615,000 and recognize the “time value” of the shareholders’investment. Commission Order G-80-02
approved the issuance of $400,000 of cumulative preferred shares with a dividend rate equal to the Commission’s annual
benchmark return on equity plus 75 basis points. Fromfiscal 2002 through fiscal 2006, accumulated unpaid dividends
amounted to $135,887 and no return on equity was included in the revenue requirement. Inorder to providea return to
Stargas’shareholders, Commission Order G-163-06 directed the Company to pay a dividend on its outstanding preferred

2The Application, Cover Page
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shares. Stargas has declared and paid dividends annuallyinaccordancewith Order G-163-06 between fiscal 2007 and fiscal

20122

5.1.1 Current Preferred Share Dividends

The Applicationincludes $41,000 for forecastpreferred sharedividends in the fiscal 2013 revenue requirement,
based on the principal preferred sharebalance of $400,000 multiplied by the Commission’s annual benchmark
return of 9.5 percent4 plus 75 basis points. Stargas has notincluded any additional return on equity, nor have they
included a long-term debt return, inthe fiscal 2013 revenue requirement.

With respect to setting rates, Section 60 (1) (b.1) of the Utilities Commission Act (the Act) notes the following:

(b.1) the commission may use any mechanism, formula or other method of setting the rate that it
considers advisable,and may order that the rate derived from such a mechanism, formula or other
method is to remainin effect for a specified period, and

The Commission has considered the points outlined below in order to determine the appropriateness ofincluding
the forecast preferred sharedividends inthe fiscal 2013 revenue requirement, as opposed to the more
conventional mechanism of including an equity and debt return on rate base.

1. Stargas submits that they intend to continue this rate-setting mechanismin future applicationsto the
Commission. The Stargas IRResponse notes the followingon pages 11 and 12, respectively:

“Including the annual amount of our preferred sharedividend... has and would continue to
providea reasonablesurrogatefor returns that would have been generated inthe conventional
model.”

and

“While[other] estimates would resultina higher delivery charge/andincreased returns to
equity, we believe continuingthe current programreasonableand consistentwith our financial
goals.”

2. By way of Order G-80-02, the Commission approved the issuance of $400,000 of cumulative preferred s hares
with a dividend rate equal to the Commission’s annual benchmarkreturn on equity plus 75 basis points and
Order G-163-06 noted that “Stargas’shareholders arenot allowed to earn a return on “notional equity”, but
they are allowed to earn a return on preferred shares.”

3. Includingthe forecastpreferred sharedividends of $41,000in the fiscal 2013 revenue requirement as
compared to an equity and debt return on Stargas’rate base does not resultin a higher delivery component of

rates.

The Commission considers it appropriate to include the forecast preferred share dividends of $41,000in Stargas’
fiscal 2013 revenue requirement.

5.1.2  Accumulated Unpaid Dividends

As noted above, from fiscal 2002 through fiscal 2006 inclusive, accumulated unpaid dividends on Stargas’ preferred
shares amounted to $135,887 and no return on equity was included in the revenue requirement.

3Sta rgas IR Response, p. 2
* Commission Order G-158-09
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On July 13, 2005, Stargas filed an application with the Commission for approval to alter rates (the “2005
Application”). The 2005 Application contained a request for approval toincludethe accumulated unpaid dividends
inrate base (the “2005 Application”). The Commission denied this request and stated the followinginthe Reasons
for Decisionaccompanying Order G-118-05:

“The Commission does not consider that unpaid dividends areappropriateforinclusioninrate
baseand should be removed. These cumulativedividends will becomea costto Stargas when it
has the financial resources to be ableto paythe dividends. Accordingly, the preferred shares are
to be shown as a no-costiteminthe capital structure, until suchtimeas the dividends are
declared and paid.”

On July 29, 2009, Stargas filed an application with the Commission for approval to alter rates (the “2009
Application”). The 2009 Application contained a request to amortize the accumulated unpaid dividends of
$135,887 into the revenue requirement over ten years (the “2009 Application”). The Commission denied this
request and stated the followinginthe Reasons for Decision accompanying Order G-164-09:

“The request to amortize $135,887 of accumulated unpaid dividends on Stargas’ preferred
shares intoits revenue requirement over ten years is not approved. As stated in Commission
Order G-118-05, the accumulated unpaid dividends will become a costto Stargas when ithas the
financialresourcesto be ableto pay the dividends.”

The current Application requests approval to amortize the $135,887 of accumulated unpaid dividends into the
revenue requirement over twenty years,commencing infiscal 2013, which translates to $6,794 per fiscal yea re

The Commission considered the points outlined below in order to determine the appropriateness of amortizingthe
accumulated unpaid dividends into the revenue requirement over a period of twenty years.

1. The Stargas revenue requirement did notincludeanyreturn on equity duringthe period from fiscal 2002
through fiscal 2006 inclusive when the unpaid dividends accumulated.® Therefore, any future recovery of the
accumulated unpaid dividends would not represent a doubling up of return on equity.

2. Stargas’preferred shares arecumulative, meaning that the unpaiddividends of $135,887 areinarrears and
have accumulated for future payment. The cumulative preferred shares cannotbe redeemed until such time
as the cumulative preferred sharedividends in arrearsaredeclared and paid.

3. Stargas submits onp. 3 of 10 of the Applicationthatthe issueis ‘circular andifthey are unableto includethe
accumulated unpaid dividends in the revenue requirement, they will not beina positiontodeclareand pay
the dividends inarrears.

Consideringthatno return on equity was includedin the revenue requirement from fiscal 2002 through fiscal
2006, the Commission considersitappropriatethatthe accumulated unpaid dividends aredeclared and paidto the
shareholder; however, the Commission does not consideritappropriateto includea portion of preferred share
dividends in the revenue requirement unless they aredeclared and paidinthe samefiscal year. Therefore,the
Commission approves Stargas’ request to amortize the accumulated unpaid dividends in the revenue
requirement over a period of twentyyears and directs Stargas to declare and pay $6,794 in cumulative preferred
share dividends in each fiscal year.

The Commission maintains its position thatitis not appropriateto includethe $135,887 inrate base, as the total
balancehas notbeen declared and paidandtherefore does not represent a costto Stargas.

>The Application, p.30f 10
®The Sta rgas IRResponse, p. 1
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5.2 Cost of Short-term Borrowing

The Applicationrequests approval toincludethe forecastinterest on the Company’s operating credit facility of $3,386in
the fiscal 2013 revenuerequirement. Stargas submits onp. 7 of 10 of the Application that“In financing our operations, we
incurinterest on an operating lineof credit; we have not had that cost, or its surrogate,includedin the determination of
our revenue requirement. In other circumstances, the working capital allowanceincluded in the utilities ratebasewould
generate a correspondingincreaseinthereturn allowed.”

Stargas has notincluded any return on the Company’s rate basein the revenue requirement, and consequently there is no
earned return on anycash workingcapital allowance. Inaddition, Stargas has notincluded any debt return, other thanthe
$3,386interest on the operatingcredit facility, in the revenue requirement. Therefore, the Commission considersit
appropriateto includethe cost of short-term borrowinginthe revenue requirement.

The request to include the forecast interest on Stargas’ operating credit facility in the revenue requirement is approved.
53 Management Fees

Administration and management of Stargas is theresponsibility of Okanagan FundingLtd. (OKF), a company wholly owned

and operated by M.A. (Moe) Blumes and Carol Blumes. C.I.M Holdings (1998) Inc.,an investment holding company

controlled by Mr. Blumes, owns 100 percent of Stargas’ common shares. Commission Order G-164-09 capped the rates for

management services provided by OKF, effective November 1, 2009.

The Application requests approval of the following rates for management services provided by OKF, in order to reflect the
increaseinthe British Columbia Consumer Price Index (the BC CPI) between 2008-2009 and 2011-2012.7

OKF Hourly Rates
Approved Rates Proposed Rates Dollar per Hour Percentage
(Order G-164-09) (The Application, Increase in Increase in Rates
p. 6 of 10) Rates
Accounting Services $42.40 $44.02 $1.62 3.8%
Administrative Services $63.60 $66.03 $2.43 3.8%
Executive Services $132.50 $137.56 $5.06 3.8%

The proposed 3.8 percent increasein rates for management services provided by OKF is consistent with the 3.8 percent
increasein the BC CPI from 112.7in2008-2009to 117.0in2011-2012.2

The Commission approves Stargas’ request toincrease rates for management services provided by OKF by 3.8 percent.
The hourly rates for management services provided by OKF are limited to the following, effective November1, 2012:

Accounting Services $44.02
Administrative Services $66.03
Executive Services $137.56

"The Application, p.60of 10
& http://www.bcstats.gov.bc.ca/Statistics BySubject/Economy/ConsumerPricelnd ex.aspx
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6.0 PERMANENT RATES

The Commissionreviewed all submissions and has determined that the requested decrease in the residential and both
classes of commercial commodity rates and the requested increaseinthe residential and both classes of commercial

deliveryrates areappropriate.

The Commission approves a $0.57 per GJ decrease in residential and commercial commodity rates and a $0.53 increase in
residential and both classes of commercial delivery rates on a permanent basis, effective November1, 2012.
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