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I. INTRODUCTION AND OVERVIEW 

This is the argument of the Silver Star Property Owners’ Association (SSPOA), and responds to Stargas 
Utilities Inc.’s (Stargas) requested increase to its natural gas delivery rate for the August 1, 2016 – July 
30, 2017 period (the 2017 “test year”).  Incorporated in 2004 as a registered society, the SSPOA 
represents 349 property owners at the Silver Star resort near Vernon, BC, on matters of common 
concern.1  Its membership comprises residential customers and both large and small business customers.   

Stargas is a small natural gas utility built on what was once a resort community propane distribution 
network.  Stargas owns a small distribution system connected by a short pipeline to FortisBC Energy 
Inc.’s (FortisBC) system.  FortisBC’s system terminates at the boundary of the Silver Star Resort property, 
390 metres from the Creekside Strata, one of the constituents of the SSPOA.  Stargas maintains a limited 
rate base ($639,239 in 2017), reflecting the scope of its operations. A FortisBC affiliate, FortisBC 
Alternate Energy Services Inc. (FAES), physically operates the utility and provides many administrative 
functions, including emergency standby and response, system maintenance, leak survey and remedial 
action, meter servicing and replacement, as well as general oversight and operating responsibility (O&M).  

For the most part, any service that requires skills specific to running a utility are delegated to FAES.  As a 
result, Stargas’ operational and administrative responsibilities are narrow: the application identifies its 
management fees as comprising general bookkeeping and management services, customer contact and 
metering ($1 per meter), and charges for other overhead such as bank charges and office supplies.  As a 
result of this division of labour, Stargas residential ratepayers pay a premium of 65% over FortisBC’s 
residential delivered rate.2  Nearly half of the 65% premium (43%) arises from the administrative services 
Stargas provides, and very little is attributable to the cost of the additional infrastructure needed to service 
Stargas’ customers.3 

In its argument, Stargas points to FortisBC Vancouver Island (FVI) and FortisBC Whistler (FW) as having 
similar delivery rates as Stargas in support of their proposed rate.4  In SSPOA’s view, this is a false 
analogy. SSPOA accepts there may be a significant delivery rate discrepancy where a small utility incurs 
substantial capital costs to provide service to a distinct class of customers that cause those capital costs, 
as is the case with FVI and FW. Recent FortisBC data suggests the rate base per customer for FVI is 
more than twice that for FortisBC, and nearly five times higher for FW.5  In contrast, SSPOA has 
significant concerns where, as here, incremental rate base per customer is small, and most of the delivery 
rate premium arises due to utility operational bloat.  

A fundamental principle of ratemaking is that the utility applicant bears the onus to establish the 
reasonableness of its forecasts. SSPOA submits that Stargas has failed to discharge this onus in a 
number of instances: its practices are opaque and do not permit a full understanding or testing of why it 
incurs the administrative costs it does. Much of its justification for its forecast costs is that they are similar 
to what they have always been, but that is in and of itself not enough to establish that its forecast for the 
test period is reasonable. This is especially so given discrepancies in Stargas’ accounting and 
timekeeping, noted in further detail below.     

This Commission has repeatedly affirmed in recent years that its core role is to regulate where market 
forces are weak or absent, to protect customers from the potential abuses of monopoly pricing.6  That is 
precisely what is at stake here, and the Commission must take action and issue corrective direction.   

                                                      
1 Ex. C1-1, p. 2; ex. C1-2, p. 1. 
2 Ex. C1-2, p. 8. 
3 Ex. B-1, p. 10, 2017 Test Year Administration Expense/Cost of Service ($122,426/$282,138). 
4 Stargas Final Argument, para. 7. 
5 Commission Decision G-26-13 at p. 23 ($7,670/$3,270=2.35; $15,730/$3,270=4.8).  
6 AES Inquiry Report, pp. 8-9 (“Inquiry Into the Offering of Products and Services in Alternative Energy 
Solutions and Other New Initiatives Report”); Hemlock Utility Services Ltd. Revenue Requirements 
Decision – Reconsideration of Order G-66-12, pp. 3-4. 
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Much of the proceeding concerns whether Stargas can protect the management fees claimed by a non-
arm’s length management affiliate and charged to captive customers.  Stargas purchases gas from Shell 
Energy via FortisBC, and has arranged for FAES to operate its system, but has carved out tasks for its 
shareholders and their family members, at what the SSPOA considers at inflated rates and inflated 
volumes.  All consultants charging management fees are members of the same immediate family, and 
Stargas shareholders earn more from management fees and overhead than they do from investor return.   

SSPOA members struggle to understand why almost $100,000 annually (management fee plus the rental 
of three home offices) is extracted from 287 accounts based on an extra layer of billing, duplicative gas 
commodity hedging efforts, and dubious “marketing” to new customers.  The management rates and 
management time expended both significantly exceed what the Commission permits comparable small 
utilities to charge in similar circumstances.  Stargas’ service choices appear oriented towards preserving 
a family business, rather than driving investor return from a growing, well-managed utility.  Indeed, it has 
recently missed significant growth opportunities. 

The current methodology used to calculate a fair investor return is also at issue.  It is idiosyncratic and 
unduly complicated, and should be replaced with something standardized that minimizes the regulatory 
burden on the Commission and customers.  The transition should be fair, and take careful account of a 
fair investor return, a fair return of investor capital, and avoid any windfalls or confiscation when deeming 
investor equity or considering amortized capital assets.  That transition, in turn, should assist with system 
growth and ultimately increased economies of scale. 

The SSPOA’s primary goal is that market-based management compensation, conventional and 
transparent rate structures, and appropriate management practices will lead not only to lower rates, but 
just and reasonable rates whereby any cost premium between Stargas and the FortisBC gas networks 
will be well-understood and considered fair.  The hoped-for results are utility growth, broader cost sharing, 
improved economic efficiency, a safer fuel choice, and greater customer acceptance and understanding.   

Stargas’ Final Argument asserts that there are essentially two areas of dispute: Stargas’ management 
fees, which are reasonable, and Stargas’ capital structure, which works.  The SSPOA’s positions in 
response are simple:  

 Management fees should reflect the lower of Stargas’ direct cost to provide any given service, or 
a fair market rate where it is more reasonable to use third parties to provide a service.  The 
current fees Stargas pays reflect none of these things.  They are stale and bloated and demand 
correction.   

 Management practices should be efficient.  Stargas’ are not.  Not only are time estimates 
excessive, Stargas inappropriately passes on “executive” level costs to customers that are 
properly billed at lower rates and/or duplicate other tasks, or reflect cost “guesstimating”, on-the-
job learning, poor management practices, or efforts that repeatedly fail to produce results without 
correction.  Examples of the latter include insisting on 100% customer contributions for new 
installations, despite spending disproportionate amounts of time marketing, or unsuccessfully 
engaging in commodity hedging strategies while paying an expert a commission to implement 
hedging.  These costs should be denied and explanations provided to Stargas about what costs 
are fair to pass on to customers by the utility.   

 The capital structure for ratemaking purposes should be reformed to become conventional and 
transparent.  Doing so would provide the utility with stability, support and not discourage its 
growth, make it more attractive to any potential future purchaser, and hopefully reduce regulatory 
costs going forward.  

The SSPOA elaborates below. 
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II. ARGUMENT 

1. Management Fees 

(a) Management Fee Levels 

Stargas’ “Accounting” and “Administrative” hourly rates are too high, and the Commission should reduce 
the management fee forecast, using hourly rates approved in the recent Hemlock Valley and Superior 
Propane Commission decisions instead.   

For context, Stargas receives management services from an affiliated entity owned by its shareholders, 
Okanagan Funding Ltd. (OKF).  OKF provides services through Mr. M.A. Blumes, as executive, and his 
wife and son and stepson Ms. Blumes, Mr. M. Blumes and Mr. Iles, respectively.  OKF charges out Mr. 
M.A. Blumes’ time both as an executive and an accountant, depending on the circumstances, Mr. M. 
Blumes’ time as an accountant, and Mr. Iles and Ms. Blumes’ time for administrative work.  Stargas 
requests the Commission to approve executive, accounting, and administrative OKF rates of $144.26, 
$69.24 and $46.16 per hour, respectively.7   

The Commission approved the current OKF fees twelve years ago in 2005.  They have subsequently 
been indexed to inflation.8  In the SSPOA’s submission, the Commission should regularly review these 
rates and correct them if necessary.  

To update the 2005 basis for Stargas’ rates, BCUC IR 6.1 requested quotes for market rates for 
administrative and accounting services in Vernon, as well as that of a senior KPMG manager.  Stargas 
only provided KPMG rates ranging from $90-$370 per hour, plus a 7% overhead “technology fee”, with 
qualifications about tailoring rates to the complexity of the work or “fixed fee” situations.  In its Final 
Argument, Stargas comments that the $215 “senior manager” fee is appropriate for executive level tasks. 

The SSPOA disagrees.  All of the new KPMG amounts are unrealistically expensive relative to any of the 
Stargas duties.  It would be cheaper for Stargas to directly hire a half-time executive employee than use 
KPMG (the KPMG rate suggested compares to a full-time annual salary around $400,000).  Further, the 
KPMG correspondence Stargas cites goes out of its way to mention Mr. Blumes’ previous KPMG 
affiliation and touts Mr. Iles’ general entrepreneurial success (without details), and should not be treated 
as independent, impartial evidence. 

Recent Commission decisions are efficient and useful points of reference instead.  In the Commission’s 
Order G-159-13 concerning Hemlock Utility Services Ltd.’s Revenue Requirement, the Commission 
rejected a management fee of 15% of revenue requirement.  Instead, the Commission directed an 
administrative/bookkeeping charge of $35/hr for “accounting records, bank reconciliations, account 
reconciliation, GST/HST and PST filing, and accounts payable.”  The Commission was clear in its 
Reasons for Decision: 

The Panel is of the view that functions such as preparation of GST/PST returns, bank 
reconciliations, and maintaining accounts payable records are bookkeeping functions, as 
opposed to accounting functions.9 

In fact, the Commission further commented that the actual costs incurred by the utility appeared to have 
been at a rate of $15/hr, given the allocated cost of the single office worker that had completed these 
tasks. 

                                                      
7 Ex. B-1, p. 12. 
8 Appendix A to Order No. G-163-06, p. 4 of 6. 
9 Hemlock Utility Services Ltd. Revenue Requirements Decision – Reconsideration of Order G-66-12, p. 
21. 
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The Commission’s Hemlock decision is important to this proceeding.  It is recent and deals with the same 
issues and the same context.  It spanned multiple test years and arose out of a contentious and complex 
application, including a review and variance request.  It featured customers who, too, were upset with 
perceived monopoly abuses.  The Commission carefully considered the utility’s claims concerning the 
level of effort required to administer the utility within the resort community, how non-arm’s length charges 
ought to be treated, and what appropriate market rates are for the administrative tasks associated with a 
resort community utility.  The Commission also carefully explained its role relative to customers, the utility 
and its investors. 

Depending on the task, Stargas generally pays either $46.26 or $69.24 per hour for the same work that 
the Hemlock decision deemed worth $35/hr.  Of note, Mr. M. Blumes’ December time largely consists of a 
bank reconciliation routine (e.g., the entries of “prelim bank rec”, “reconcile bank rec” and “reconciling 
bank issues remaining”).  Likewise, Mr. M.A. Blumes’ December time sheet includes “check prelim bank” 
and “finalizing bank rec”, charged partially at the accounting rate and partially at the executive rate (see 
excerpt below).  Again, the Commission specifically identified bank reconciliations as a bookkeeping 
routine appropriate to a $35/hr rate:10 

 

In the Hemlock decision the Commission approved $150/hr for the following “administrative and 
executive” duties “which require a higher skill level”.   

 “Administrative tasks other than accounting”, such as budget and year end reviews, preparation 
of regulatory applications, government audits, and records filing. [emphasis added] 

 Executive management duties”, including budgets and capital expenditure, monthly financial 
review, cash flow projections and allocations, managing personnel and scheduling work.11 

                                                      
10 Ex. B-10, pdf p. 8/45. 
11 Reasons for Decision G-159-13 pp. 21-22. 
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Those duties match the scope of work Stargas proposes to recover under OKF’s executive rate, and the 
explicit basis for the quantum in the Hemlock decision was Stargas practices.  While the Commission 
established a $35 bookkeeping fee, there should be no suggestion that the Commission applied the 
$150/hr rate to standard accounting functions. 

Additionally, in the second round of IRs Staff asked Stargas to comment on the appropriateness of the 
$24.46/hr clerical charge approved for Superior Propane’s Seascapes Grid System cost of service 
calculation.  Stargas’ response emphasis that Mr. Iles’ “administrative” tasks were not clerical and “billing 
administration”, but instead “include collections, customer queries and coordination of activities of meter 
exchanges, meter readers, FAE employees and consultants…[receiving and responding] to emails and 
phone calls.”12   

With respect, the SSPOA utterly fails to see the distinction.  The Commission has only to review the 
Attachment to Stargas’ response to IR 16.2 at the very end of the same document.  It is Mr. Iles’ time 
sheet between December 9 and January 9 and is held out as “administrative” time.  Every entry relates to 
“billing administration”, with the possible exceptions of (i) trips to the bank, (ii) picking up the mail, and (iii) 
entries that state “checked and dealt with e-mails” without further detail.   

For convenience, the first five entries are reproduced below, but the SSPOA commends all of Mr. Iles’ 
timesheet to the Commission.  It confirms that the Seascape (Superior Propane) clerical rate is an 
appropriate cost to recover from ratepayers for these tasks:      

 

Mr. M.A. Blumes’ December timesheet includes similar entries, albeit billed in part at the executive rate:  

In summary, consistent with the Hemlock and Superior Propane decisions, the SSPOA submits that the 
rates the Commission should approve are $35/hr for bookkeeping work typically undertaken by Mr. M. 
Blumes, and $24.46/hr for billing work typically undertaken by Mr. Iles, and often by Mr. M.A. Blumes in 
both cases.   

The SSPOA does not oppose the $69.24 accounting rate requested for actual accounting tasks, such as 
preparing annual financial statements, or the $146.24/hr executive rate requested for actual executive-
level tasks.  But billing, bookkeeping, bank reconciliation, and Mr. Blumes senior performing a lower-cost 
role should be billed at $24.46/hr or $35/hr, as appropriate. 

                                                      
12 Ex. B-8, pp. 6-7. 



British Columbia Utilities Commission Stargas Utilities Inc. 2017 Delivery Rate Application 
February 10, 2017 Silver Star Property Owners Association Final Argument 
 

7229823 6 

(b) Management Fee Volume 

Mr. Iles’ timesheet illustrates a further SSPOA concern, that the volume of Stargas hours to manage 287 
accounts significantly exceeds the time approved for Hemlock Valley to manage 250 accounts.  Stargas 
forecasts 1,115 hours plus a 4% contingency, leading to a management fee of $78,173, excluding 
regulatory costs.13  Hemlock initially claimed 524 hours and a fee of $68,724, but was awarded 260 hours 
and associated fees of $25,500, inclusive of regulatory costs.  It is simply unreasonable for the 
administrative tasks to take this much time.   

The Reasons for Decision to Commission Order G-159-13 approved 10 hours per month spent on 
accounting records, bank reconciliations, account reconciliation, GST/HST and PST filing, and accounts 
payable.  It specifically rejected a forecast of 32 hours per month as unreasonable.  In contrast, between 
December 9 and January 9, Mr. Iles claims 50 hours, with an annual forecast of 642 hours.  Either the 
time recorded is routinely excessive, or OKF’s procedures are inefficient and should be significantly 
changed.  Even if Mr. Iles’ timekeeping is perfectly accurate, the process is flawed and better should be 
expected.  Ratepayers should pay neither the cost of excessive time nor that arising from inefficient 
processes.  The SSPOA submits that the same proportionate volume for Hemlock as for Stargas for 
billing administration is appropriate, at 144 hours per year (10 hours per month increased by 20%).   

It is difficult, based on one time sheet, to identify the legitimate accounting tasks that Mr. M. Blumes might 
undertake from the more routine tasks like bank reconciliations.  The SSPOA accepts that things like 
annual reports would otherwise be undertaken by a qualified accountant, and not a bookkeeper.  The 
onus lies with Stargas, however, to establish that balance, and it has not.   

The Commission’s Hemlock decision otherwise approved 48 hours for “administrative tasks other than 
accounting”, and 92 hours of executive time.  By comparison, Stargas forecasts 302 accounting hours 
and 171 executive hours, excluding regulatory costs, but including marketing trips.   

On this basis, the SSPOA submits that the Commission should consider the following forecasts:  

 60 hours for “administrative tasks other than accounting,” at a clerical rate of $24.46/hr. 

 75 hours for “billing administration”, at a clerical rate of $24.46/hr. 

 75 hours for “bookkeeping” at a rate of $35/hr. 

 10 hours of “accounting” at a rate of $69.24/hr. 

 100 hours of executive time at $146.24. 

Specific explanations for reductions to the executive forecast are presented in the sections that follow.  

2. Management Practices 

(a) Management Fee Forecast 

The SSPOA is concerned that the 2017 management fee forecast is not based on specific task estimates 
supported by actual costs.  The 2017 forecast appears to simply repeat the previous year’s management 
time instead, plus a consistent level of escalation, shown by the virtually linear trend in the graph below.  
In other words, Stargas’ forecasting does not appear to be “bottom up”, and the Commission should 
therefore place little weight on its accuracy.   

                                                      
13 Ex. B-13, p. 13, response to BCUC IR 2 Question 15. 
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Stargas’ IR responses confirmed that OKF billed the following management time to Stargas for the years 
2012-2016:14  

 

 

Year Management Fee 

2012 $76,600 

2013 $77,400 

2014 $80,800 

2015 $79,915 

2016 $81,800 

 

Of concern, the initial OKF management fee budget in 2012 included the cost of preparing the 
application, responding to IRs and filing argument.  The same cost seems to have been repeated in 2013, 
2014 and 2015 without any explanation as to why (i) the application cost amount was charged again in 
those years, OR (ii) if 2012 reflected leaner practices that could be adopted going forward.  Likewise, in 
some years Stargas has hedged its gas commodity costs, and in other years it has taken gas at “index”.  
The management fees do not reflect any variability for these factors. 

As another example, the 2013 financial statements show actual management expenses came to within 
$66.00 of the forecast submitted in 2012 for the F2013 test year.15   

When asked for supporting records for F2016, Stargas explained that it does not prepare them with in any 
detail, destroys monthly any original written records it might create, and cannot access original electronic 
source records: 

Stargas management, Okanagan funding, does not maintain timesheets that follow the 
same categories of expenses as identified in the Management Fees budget included at 
page 13 of its Application… 

                                                      
14 Ex. B-15, p. 7. 
15 Ex. B-15, p. 7, SSPOA IR 2, Question 3A. 
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The timesheets provided at pages 6-9 of Exhibit B-10 were prepared to reflect specifics 
of the time spent in that period; in the normal course, each of those expending time on 
Stargas management include their hours on an email or called in their hours but do not 
generally identify, as does the budget, the details of where the time spent (other than, an 
occasional reference to where unusual hours incurred). Stargas does not have monthly 
time sheets for the past 12 months (January - October 2016). As noted in our response to 
Commission Second Round of Information Requests, response 16.2, Stargas is we 
unable to provide details of time incurred prior to October 2016 due to its inability to 
retrieve email received and sent from our corporate office computer that failed mid-
October….Mr. Blumes senior, has in the past, tracked his time on scratch pads through 
each month, which are discarded following generation of the monthly management fee 
entry ln the Stargas ledger.16 

It is concerning that Stargas has not retained any records that would let it, or the Commission, or 
intervening customers, assess whether its past management activities have been efficient.  Stargas has 
been afforded significant opportunity to provide evidence substantiating its forecast, through two rounds 
of IRs and its own practice of repeatedly updating its Application.  Given the deficient timekeeping 
practices, missing records, and evidence of an indexed budget, the SSPOA has no confidence that 
management fees paid reflect actual management time spent.  In the absence of details, the Commission 
should approach the forecast with significant skepticism.   

 (b) Improper Substitution of Executive Rate 

The SSPOA is concerned that Stargas accepts OKF charging executive rates for non-executive tasks 
when Mr. Blumes’ sons are occupied by their “primary careers” or family obligations.  Stargas’ response 
to Staff IR 7d is reproduced below: 

Question 7d: Why do the total hours of Executive Services projected to be 197 hours for the Test 
Year, require such a large increase over the 2012 submission of 111 hours? 

The response: That a consequence of family dictates; while as a largely retired executive, I’ve 
flexibility that my associates, tending to family and primary careers do not have.17 

The response appears to state that Mr. M.A. Blumes’ executive rate will apply to work that in other 
circumstances would be charged at an accounting or administrative rate.  

Likewise, in Exhibit B-10 Stargas outlines OKF’s management routines.  At the executive level, Stargas 
explains that executive time is billed by Mr. M.A. Blumes to review accounting work he has undertaken 
himself.  In his words: “I act and record time as accountant so take a second look at work completed by 
self.”  When asked to provide timesheets to help understand how the same person was applying two 
different rates to the same activity (double billing), Stargas responded:  

Stargas management, Okanagan Funding, does not double bill. Stargas will comment on 
SSPOA's inappropriate, and unfounded, use of disparaging terms in argument. When Mr. 
Blumes (senior) completes a task that would, in other circumstances have been 
completed by Mr. Blumes (junior) his aggregate time is, where appropriate to the work 
involved, recorded at two separate rates - generally one half hour at the executive rate 
with the balance at that of the accountant.18 

                                                      
16 Ex. B-15, pp. 1-2, response to SSPOA IR 2 Question  
17 Ex. B-3, p. 17. 
18 Ex. B-15, p. 1. 
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The only timesheet that appears to exist for Mr. M.A. Blumes shows a consistent 4:1 ratio.19  He applied 
an executive rate to “review” dealing with a FAES consultant, preliminary and final bank reconciliations, a 
billing discrepancy, and posting entries and filing PST/GST returns.   

It is possible to imagine circumstances where executive review of a suite of accounting documents, 
completed by multiple accountants, might be appropriate.  But these particular entries with two rates do 
not reflect complex matters that merit either an accounting rate or executive review.  They are largely 
activities that other utilities classify as either bookkeeping or billing, and charge just once.   

As a result, the SSPOA submits that the Commission should be prepared to significantly reduce Stargas’ 
executive time forecast based on its IR responses.  

 (c) Customer Connections  

In conjunction with a shift to return-on-rate base regulation, the Commission should direct Stargas to 
charge a lower customer contribution for new customer connection fees.  There are 40 homes within the 
Stargas service area that form part of the Silver Star resort community that continue to rely on propane.20 

Stargas’ policies are to require a 100% customer contribution for a new customer meter, at about $1,700, 
as well as a 10% mark-up.  These practices contrast with the common utility practice of “rolling in” some 
or all of new capital additions into rate base.  In the case of FortisBC Energy, the SSPOA understands the 
connection charge is $25, for example.21 It is trite to say that a typical regulated utility earning a rate base 
return is motivated to grow and attract new customers to increase the total amount of its shareholders’ 
return.  In turn, customers enjoy increased economies of scale, spreading the same costs over more 
customers, and potentially lower rates as a result.  A customer contribution towards the new capital cost 
may be required where new customers cause new capital additions that might raise rates for other 
customers, or the new addition exclusively benefits a single customer.  The appropriate level of customer 
contribution will depend on the circumstances, and balance considerations such as the revenue stream 
reflected by the new customer, the depreciation period of the new capital asset, and the relative need to 
grow the utility.22   

Stargas’ practices are at the furthest extreme of this spectrum, and in IRs and during the SRP candidly 
recognized the discouraging effect of its policies on system growth.  It noted new customers will only 
“break even” after 1.5-2.5 years of steady use (“volumes of any consequence”).  Stargas attributes its 
failure to attract new customers to the fact that many Silver Star resort residents’ volumes do not meet 
that threshold.23 But the issue is worse than Stargas realizes.  As the SSPOA explained during the SRP,  
Stargas costs appear to be deterring new construction from installing natural gas at the outset, given the 
extremely low penetration of gas into a new subdivision in favour of continued reliance on electricity or 
propane.24 

The SSPOA recognizes that the level of customer contribution is a “zero sum” exercise: customers will 
pay for the installation costs one way or the other, and if the new customer does not pay for the 
installation then existing customers all will over time.25  The Commission should direct Stargas to reduce 
the level of customer contribution required to install a new meter, to reduce the financial disincentive for 

                                                      
19 Ex. B-15, p. 3, response to SSPOA IR 2 Question 1B. 
20 Ex. B-2, pdf p. 14, Question 10.4; SRP Transcript, p. 26. 
21 Ex. C1-2, p. 11. 
22 See, e.g., the formula embedded in BC Hydro’s current Tariff Supplement 6. 
23 Ex. B-3, p. 25, Question 7c.SRP Transcript, p. 26, lines 8-17. 
24 SRP Transcript, pp. 48-49. 
25 If the way investor return is calculated changes, as the SSPOA recommends, then Stargas 
shareholders would earn a return on the addition to rate base, while it is amortized.  Under the current 
model, if the new customer did not pay the entire cost, Stargas’ shareholder would recover the capital 
cost of a new installation through amortization, plus its carrying cost, but earn no incremental return. 
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new customers to sign up.  That will help grow the utility, spreading its management costs over more 
customers.  It will also promote fuel-switching towards natural gas, which is both in the long run cheaper 
(and hence more economically efficient), safer, and has a lower transportation carbon footprint. 

(d) Other Tariff Issues 

There is confusion about whether Stargas can charge customers fees that are not included in its tariff:   

 During the SRP and in IRs the SSPOA noted that the 2005-era 10% markup fee on installation 
costs that Stargas charges was not specifically included in Order G-93-09, and its removal 
accompanied a material increase in installation costs in the 2009 Order. 26   

 In Final Argument Stargas notes that mark-up comes from a contract approved by the 
Commission (para. 8). 

 Stargas recognized in IRs that a $300 charge it levied for a “manifold” comes from a superseded 
tariff.27  

The Commission should make clear to Stargas that items that are not authorized by the tariff should not 
be charged, and should issue refunds for things like unauthorized $300 manifold charges.   

The SSPOA understands that Stargas’ intent is to fully flow through all of the installation costs to the 
requesting customer, perhaps in the interest of fully adhering to cost causation.  For the reasons above, 
however, Stargas policies should target growth and economies of scale. 

Also, Stargas’ practice of assigning rental residential suites into the “commercial” rate class so as to 
charge PST, and changing the basic charge from $15/mo to $25/mo as a result, should change.28  Rental 
status does not drive consumption patterns or other factors that determine cost allocation.  A new 
separate rate class to facilitate tax remittance may make sense, but increasing the basic charge by 67% 
absent a change in cost causation does not.  There may be other remittance compliance options 
available too.  During the SRP Stargas appeared to misunderstand these points.  The Commission 
should therefore direct Stargas to consider the associated administrative cost and proceed with the 
lowest cost solution for customers. 

(e) New Customer Marketing 

Stargas forecasts 55 hours of “executive” time spent “marketing”.  As noted in the SSPOA’s initial IR 7c, 
that level of effort between 2012 and 2016 reflects a cost of approximately $30,800 and a gain of 23 
customers.29  In other words, a cost of $1,400 per customer.  The costs of the current marketing efforts 
are obviously disproportionately expensive to their benefits, and should stop. 

Stargas admitted in its IR response and during the SRP that its efforts are stymied by its own customer 
connection policy, and committing in its IR responses to spend less time on marketing:  

We have been singularly unsuccessful in winning conversions from propane to natural 
gas despite continuing efforts to bring safer/less expensive solutions to those homes still 
using propane. Our installation costs are a barrier; and it would now appear many of 
those still using propane our [sic] relatively modest dwellings whose heating requirements 
such that their conversion pay back not economic. While the response of the Association 

                                                      
26 Ex. B-3, pdf p. 18. 
27 Ex. B-3, pdf pp. 19-20. 
28 SRP Transcript, pp. 43-45. 
29 Ex. B-3, p. 25, Question 7c. 
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engenders concern that our presence at the resort needs to be enhanced, we will spend 
less time in general and will not pursue propane conversions.30 [emphasis added] 

[W]e've simply come to the understanding that their costs of conversion against the 
savings, there is about a one and a half to two and a half year payback for volumes of 
any consequence. Many of the users, their volume, I guess, doesn't speak to that kind of 
payback. So, what we've come to conclude -- it was more reflective than was it 
numerical. What we really have come to determine that if somebody wants to save 
annual heating fuel costs, that they'll come to us.31 

Based on Stargas’ comments, the vast majority 55-hour marketing component of the executive time 
forecast should be fully denied.  The SSPOA suggests that the marketing component be reduced to 5 
hours of executive time and 5 hours of clerical time.  If customer connection fees are materially reduced, 
there should be simple notification to the Silver Star homeowners, through posters and several basic 
leaflet drops. 

(f) Resort “interfacing” 

Similarly, Stargas budgets 16 hours for resort “interfacing” in 2017, the same as in 2012.  However, in IR 
responses and during the SRP, Stargas admitted it has no records, its memory is poor, but at best its 
executive rarely attends at Silver Star: 

Q….I'd like to know how many times you visited Silver Star over the past four years, 
when you say that you've devoted 16 hours per year?  

MR.BLUMES: Okay. In the past ten months, once. Prior to that my memory wouldn't 
allow me to recount. I could counsel with my wife, who generally is with me when I do 
that. But in the last eight months, but once.32 

… 

However, Stargas management has, to its management's recollection, has met in person 
with Silver Star Mountain Resort management once per year over the last five years.… 
Stargas' involvement has been limited to ensuring that existing customers are best 
served, and communicating largely by email and or telephone. Stargas has restricted its 
visits to the resort to a tour of its various residential areas, noting construction, for 
sale/sold signs and, as available, visited with business owners/managers. Visits to the 
resort involve travel time and the logging of hours to the Okanagan Funding management 
fee that offer add little value where there is relatively little change in Stargas' customer 
numbers and in the resort.33 

… 

Interface with Resort – again, an area in which we’d taken too much for granted and now 
expect to meet (or at least communicate) regularly with executives at the resort.34 

There is neither support for the “interfacing” time estimate nor the value it provides to customers.  The 
SSPOA considers that a healthy business relationship ought to exist between Silver Star and Stargas, but 
at a cost associated with a reasonable time estimate, e.g., between one and two hours per quarter.  The 
                                                      
30 Ibid. 
31 SRP Transcript, p. 26, lines 8-17. 
32 SRP Transcript, pp. 56-57. 
33 Ex. B-13, IR 2, Question 17, p. 8. 
34 Ex. B-2, p. 13. 
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Commission should approve no more than six hours at this time, reconsidering it in future filings if Stargas 
provides particulars of the costs and benefits associated with “interfacing”. 

(g) Gas price investigation and monitoring 

Stargas is unable to provide records that support its estimate of the number of executive hours dedicated 
to researching gas commodity price hedging activities.  But the Application forecasts spending 35 hours 
per year.35 Stargas explains that part of its “executive routine” includes “entertaining” gas marketers, 
reviewing gas market e-mails and consulting with Mr. Ken Fuhr, who appeared at the SRP.36.  Much of 
that work is what Mr. Fuhr is compensated for, however, and is now subject to a long-term contract: 

Gas contracting/related application – in consultation with our advisor, and as a result of our own 
perception of market opportunities we planned and expect to continue to consider hedging 
strategies (in compliance with authorities obtained in Commission filings) so anticipate additional 
hours in that regard.37 

… 

Stargas management maintains an understanding of gas markets, supply and demand curves 
and to that end, receives both daily and weekly commodity rate updates. Stargas management 
accesses those, industry web sites as well as entertains solicitations from marketers seeking to 
add Stargas to its client list. These activities allow Mr. Blumes to effectively liaise with Mr. K. Fuhr 
of Independent Energy Consultants to develop a purchase plan and, thereafter in executing the 
strategies reflected within that plan. Stargas' Gas Contracting/Commodity Rates activities also 
include periodic meetings between Mr. Fuhr and Mr. Blumes as well as regular communication by 
email and telephone - and as needed interface with Stargas' current supplier (Shell).38 

The SSPOA submits that this forecast should be reduced from 35 hours to 5 hours per year, again 
reconsidering it in future filings if Stargas provides particulars of the time spent with Mr. Fuhr and Shell 
contacts and the benefits obtained through his participation.  Despite Stargas’ refusal to answer related 
questions about the value of Mr. Blumes’ time in this domain on scope grounds, the benefits of his time 
are obviously lacking given the results of the commodity costs that Stargas has achieved relative to the 
FortisBC Energy index price.39 

(h) Annual Reports 

Stargas forecasts 40 hours of accounting time and 43 hours of executive time for the preparation of the 
annual report.  When added to KPMG fees of $6,200, the annual cost is $15,172. 40  That is excessive 
relative to the overall administration expense, and because: 

 A review of the reports shows that many are, as should be expected, largely comprised of 
boilerplate.  The report is not written fresh each year. The real work, and value, lies in reviewing 
the utility’s actual financial performance and mounting it in the template. 
 

 Stargas undertakes monthly bank reconciliations.  The time required to analyze its performance 
on an annual basis should be much less given the time already invested each month. 

                                                      
35 Ex. B-1, p. 13. 
36 Ex. B-10, pdf pp. 3-4. 
37 Ex. B-2, p. 15. 
38 Ex. B-13, pdf p. 9. 
39 Ex. B-3, pdf pp. 13-14 and Ex. B-15, pp. 9-10. 
40 Ex. B-2, p 14: 
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The SSPOA submits that a reasonable time budget to prepare the financials and update the report 
considering that the general ledger and working papers should not be complex and that monthly 
reconciliations are done, is 10 hours of accounting time and 10 hours of executive review. 

(i) Succession Planning 

Stargas explains that regulatory duties are the current responsibility of Mr. M.A. Blumes, but despite 
being 73 years old there is no regulatory successor for him now, or any firm plan in place: 

…each of our two son’s forming a partnership to own and operate Stargas with my role reduced 
to meeting the regulatory timetable – each of the two men have proven business skills though I’m 
quite sure neither would relish repeating my learning curve in the regulatory world – a consultant 
the answer when I no longer able to support that role.41 

This year I prepared a “planning document” forecasting Stargas operations through its fiscal year 
ending May 31, 2014 and did so because at 73 years of age, it prudent to further develop a 
succession plan or exit strategy. On completion of that exercise it became clear that the current 
rate methodology ought to be examined in a delivery rate application before the commission.42 
[sic] 

That fact represents a cost risk to Stargas customers.  A lack of succession planning now may drive up 
the utility’s cost of service in the future.  It is easy to imagine Stargas finding itself in a vulnerable 
bargaining position and negotiating a worse deal with FortisBC Alternative Energy Services, or Stargas 
paying higher-than-necessary regulatory costs in the future because a third party consultant did not have 
access to Mr. M.A. Blumes’ knowledge of Stargas’ rate setting history.   

Stargas well recognizes this risk.  The above extract continues: “However, it important that we streamline 
all of the aspects of our operations so as to simplify (to the extent possible) the ongoing regulatory 
interface; our present succession plan has.”  How Stargas deals with its preferred shares in the future is 
not the subject of this delivery rate application.  But Stargas’ related “streamlining” comments reinforce 
the SSPOA’s concern about management practices.  The executive rates paid to OKF by Stargas should 
carry an expectation of executive performance.  That includes succession planning, continuity of service, 
and minimization of foreseeable risks.  Those features are missing.  Their absence further justifies the 
100 hour executive forecast recommendation made on page 6.  Further, the Commission should direct 
Stargas to present a management continuity plan at its next delivery rate filing (beyond pulling out 
shareholder equity). 

(j) Regulatory Costs and Counsel Costs 

The SSPOA recommends that the Commission approve rate recovery of $8,655 of regulatory costs, for 
the reasons below, and half of the estimated counsel costs ($9,000).43 

Regulatory Costs 

The last delivery rate application to the Commission was in F2012.  The SSPOA does not object to 
regular delivery rate applications before the Commission, to test items like management efficiency and 
inter-affiliate charges, and it is reasonable for Stargas rates to include prudent regulatory costs 
associated with running the utility.   

But a $47,000 regulatory cost estimate on a $290,000 revenue requirement estimate is prima facie 
unreasonable.  Stargas’ level of effort and costs claimed are disproportionate to the benefits claimed.  
                                                      
41 Ex. B-2, pp. 19-20. 
42 Ex. B-10, pdf p. 3. 
43 Ex. B-2, response to BCUC IR 1, 10.9, pp. 15-16. 
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When choosing its level of participation for the proceeding, Stargas needs to know that it is at risk of only 
recovering its reasonable costs.  The anecdote about swimming pool heat calculations and research, the 
retraction of that anecdote, correcting the SSPOA’s definition of “fulsome”, taking time to object to 
providing legible documents, repeated refilings, drafting and filing new documents on the record outside 
the procedural schedule (ex. B-10), and drafting speeches in response to requests for scanned 
timesheets are all instances where Stargas has engaged in the proceeding without regard to the cost to 
ratepayers.  Much of these costs properly belong to Stargas’ shareholders. 

In particular, the application included a request to convert $100,000 of Stargas’ preferred shares into term 
debt. Revising the capital structure is a legitimate regulatory cost, provided it is done in the utility’s 
interest.  Indeed, the basis of the application was expressed by Stargas as “the rate payer would receive 
a meaningful reduction in delivery rates”.  But, as shown in the sections above, pulling shareholder equity 
out of the utility reflects part of Mr. M.A. Blumes’ “succession plan”.  However, the execution of this plan 
was flawed, in that the original approach of “excluding annual amortization to be replaced by debt service” 
has now been withdrawn. It was replaced by a proposal to recover both debt principal and amortization.44  
Had that proceeded, it would have reflected double recovery of the funds initially invested into Stargas.  
With respect, ratepayers should not be expected to pay for the preparation or defence of an application 
prepared for the purpose of retirement planning, and inconsistent with GAAP. 

At a general level, there have also been a myriad of corrections and refiling.  Stargas forthrightly admits 
its executive faces challenges with utility regulation: 

We did not, as should we have, recognize that there was a decision rendered on the 
benchmark rate of return– while aware of the deliberations, we failed to take note of G47-
14 and paid dividends in excess of those stipulated by that decision in each of our fiscal 
years ended May 31, 2015 and May 31,2016. We paid annual dividends at 10.25% on 
$400,000 of $41,000 in each of our fiscal years May 31,2011 through to May 31, 2016.45 

… 

Only in the last days have we come to understand that we could/should have 
accomplished the mechanics (replacement of equity with bank debt) by leaving annual 
amortization unchanged within the cost of service formula.46 

… 

[W]e, in error, cited a conversation with the Managing Director of the Resort awarding the 
prospect of the addition of a swimming pool a "very real prospect" * that was, in hindsight, 
an inappropriate phrasing; while our example illustrative, we ought not to have implied 
that it "very real". Further compounding our "misquote" we'd not sought, as should we 
have, permission to repeat any part of our conversation about the Resort's growth 
prospects and while we've apologized, recognize that we are to be fairly criticized for our 
transgression. We'd ask those considering our response to the Property Owners to 
discount, as necessary, any reference to the addition of a pool at the Resort.47 

… 

Our assertion, in response to IR12.4 that our proposed cost of service formulation a 
surrogate for rates determined under a conventional model, a misstatement based on our 
inclusion, in error, within our annual reports and in the application of deferred 

                                                      
44 Ex. B-1-1. 
45 Ex. B-2, pdf p. 10. 
46 Ex. B-1-1, p. 2. 
47 Ex. B-3, p. 1a. 
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amortization and interest as elements within Rate base. The above comparison does, 
however, punctuate the Stargas initiative, to, over time, conform rates by serial 
redemption of preferred shares funded by lower cost bank debt.48. 

… 

And frankly, only through the patience of Commission Staff who have dealt patiently with 
my learning process, we are, even at my advanced age, a student as well as a teacher, 
and I hope continue to develop and improve on my skills in meeting the requirements of 
the Commission.49 

Although this frankness is commendable, passing all of the resulting re-filing costs, and now counsel 
costs, on to customers is not.  Customers should only be charged the fair cost of reasonably undertaking 
a necessary service.   

In its IR responses, Stargas identified that 34 executive hours were required to draft the 2012 application 
documents, and 9 hours were required to respond to BCUC IRs.50  The SSPOA recommends that the 
Commission authorize a further 36 hours for the remainder of IRs and argument (the latter assisted by 
counsel) in the management fee forecast.  That results in 60 hours at the executive rate, i.e., $8,655, 
nearly a 50% increase over the cost of the last delivery rate application.  In the SSPOA’s view it would be 
unreasonable to recover a larger proportion of the time spent by Stargas’ shareholders, after considering 
relevance and efficiency.   

Counsel Costs 

While the limited and efficient use of counsel for Stargas’ utility purposes is reasonable, incurring counsel 
fees to clean up and repackage a messy record and filing mistakes is not efficient, and not all of the costs 
should be recoverable from ratepayers.  Stargas’ shareholders should pay some of that cost, as 
inefficient and duplicative charges should generally be removed from the forecast.  The SSPOA submits 
that $9,000, i.e., 50% of the $16,000-20,000 estimate provided, is reasonable. 

3. Capital Structure 

(a) Interest on Shareholder Loans 

Stargas has proposed a 1% premium over its operating line of credit interest cost to apply to any 
shareholder loans or guarantees made in favour of the company.  The SSPOA does not oppose fairly 
compensating shareholders for the cost of advancing capital to the utility.  But the 1% premium seems 
high, and is inconsistent with the 0.75% the Commission has consistently applied to other shareholder 
equity advanced to the company (the preferred shares).  Accordingly, the SSPOA submits that a rate of 
0.75% ought to apply instead of 1%.  The SSPOA also expects that Stargas will minimize the cost of debt 
recovered in rates, consistent with its obligation to customers, by maximizing the use of its low cost debt 
sources before drawing on shareholder advances. 

(b) Return on Rate Base 

Stargas shareholders, unusually, earn their return from dividends on preferred shares rather than an 
authorized return on rate base.  Stargas explains that its shareholders received $400,000 of cumulative 
preferred shares in 2002 to recognize the capital invested to connect Stargas to the FortisBC Energy 
system, as well as other funds lent to Stargas during its initial years (which have not been detailed, and 
Commission records are not available).  From that point forward, although Stargas’ capital assets were 
                                                      
48 Ex. B-8, p. 10. 
49 SRP Transcript, p. 10. 
50 Ex. B-15, p. 6. 



British Columbia Utilities Commission Stargas Utilities Inc. 2017 Delivery Rate Application 
February 10, 2017 Silver Star Property Owners Association Final Argument 
 

7229823 16 

amortized into rates, Stargas did not earn a return on rate base.  Instead, Stargas earned the right to 
cumulative dividends payable on the $400,000 par value of the preferred shares, at the Commission’s 
benchmark rate plus 0.75%.   

Of note: 

 Stargas’ dividend calculation is constant, and unaffected by the declining net book value of its 
capital assets.  In fact, Stargas inadvertently declared dividends that exceed its authorized return 
from May 2011 through to May 2016, not having noted the results of the Commission’s 
benchmark decision.51   

 Stargas directs the funds generated from including amortization expense the cost of service 
calculation towards both the interest expense and repayment of the principal of its long term debt: 

Historically, Stargas has foregone its entitlement to include interest on its long 
term debt in rates, instead relying upon funds generated by the inclusion of 
amortization expense in its rates to service not only principal repayments but 
interest as well on outstanding debt.52  

Following the SRP, Commission Order G-192-16 approved the replacement of $100,000 of preferred 
shares with additional long term debt.   

Stargas has repeatedly amended its cost of service calculation throughout this proceeding.  The process 
has engendered considerable confusion, notably in Stargas’ efforts to “replace amortization with debt 
service”, subsequent attempt to include both amortization and term loan repayment expense in the cost of 
service calculation, and then the final calculation presented in argument.  Some of these proposals would 
have allowed the shareholders to recover their invested capital from ratepayers twice.   

These filings created a significant regulatory burden for both the Commission, Stargas, and customers.  
Understanding where Stargas shareholders invested funds and the extent to which the payment of debt 
principal through amortization provides a return of capital is unusually complex.  Understanding the 
fairness of the return on capital is also complicated, as the shareholders’ return does not decline as the 
associated capital assets are amortized.  The same is true of understanding which interest costs are 
included in the cost of service.  The utility is small and the time cost of processing its applications high, 
making the costs of the status quo methodology disproportionate to the benefits, if any, of retaining it. 

The SSPOA accordingly recommends that the Commission replace the methodology used to calculate 
investor return.  Paragraphs 16 and 17 of Stargas’ Final Argument illustrates that moving to a deemed 
debt/equity ratio of 42.5% equity would produce an investor return comparable to the status quo, and be 
reasonably close to the actual capital structure.  Any deemed equity ratio should be careful not to provide 
the investors with a windfall, and customers should not lose the benefits of the amortization cost they 
have paid over time. 

III. CONCLUSION 

The Commission is confronted with two key questions:  

 Are Stargas’ management fees fair? 

 Should the status quo calculation of a fair return to Stargas’ shareholders continue? 

The answer to both is clearly “no”. 

                                                      
51 Ex. B-2, p. 10. 
52 Ex. B-13, BCUC IR 2 20.1, p. 11. 
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The Commission cannot reconcile Stargas’ management fee forecasts with the approach taken towards 
Hemlock Valley and Seascape (Superior Propane).  Stargas’ management fee must be significantly 
reduced in order for the Commission’s practices to remain consistent between utilities.  In the SSPOA’s 
view, that would also be the proper and fair outcome of a detailed hearing that has applied careful 
scrutiny to the amounts and management practices claimed. 

Stargas bears the burden of proof and has the onus to show that its costs are reasonable.  But Stargas 
has not provided the Commission with any evidence that it does, or needs to, incur the time claimed:  

 Its practice of not recording detailed work is deficient.  Its original records are destroyed as a 
matter of practice, or missing.  No explanation has been provided as to why the senders of e-
mails to the failed central computer have not assembled records, or why monthly timesheets do 
not form part of the working papers provided to KPMG each year.  What aggregated time records 
it has appear inconsistent with its claims.   

 With one exception, historical management fees show a remarkably consistent escalation, 
without variability. Significant costs, like applications, appear “baked in”.   

 Some time estimates are prima facie excessive, like Mr. Iles’ hours to “deal with e-mails”, or the 
hours Mr. M.A. Blumes’ allocates to the annual report (40 accounting / 43 executive), despite 
monthly reconciliations and template/boilerplate.53  

Likewise, Stargas has not provided the Commission any evidence that the fee levels it charges for non-
executive, non-professional tasks are appropriate for its non-arm’s length, family-based situation.  
Ultimately, recent Commission decisions contradict Stargas practices, Stargas has not provided sufficient 
evidence to justify its recycled management budget as reasonable, and the Commission should reduce 
the management fee level accordingly. 

Concerning fair return, two considerations demand that the Commission abandon the status quo:  

 The current calculation of a fair return to Stargas’ shareholder comes with a significant regulatory 
burden. It is expensive to administer, creates confusion among all parties, and produces errors on 
the part of at least Stargas, if not others.  Specific examples are its overpayment of dividends 
(which must be refunded or otherwise accounted for going forward), and withdrawn application to 
“replace amortization with debt service”.  . 

 Stargas has no incentive to adopt policies that encourage system growth.  In recent years, new 
subdivisions built in its service area have chosen not to install natural gas, likely based on 
Stargas customer contribution policies that are easy to administer but deprive current customers 
of the potential benefit of economies of scale. 

While it was once perhaps intended to simplify regulating a small investment, over time the current model 
has become too complex for all stakeholders.  There are a myriad of rate-making considerations wrapped 
up in Stargas’ history and current practices that are cost prohibitive to parse, especially given missing 
historical records and a messy current record.  A standard and transparent model is the solution.  The 
SSPOA accordingly supports the suggestion in BCUC IRs of applying the BCUC’s standard 42.5% equity 
ratio for small utilities, as doing so appears to be relatively fair to Stargas’ shareholders.   

 

ALL OF WHICH is respectfully submitted this 10th day of February, 2017. 

                                                      
53 Ex. B-2, p. 14. 


