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ATTN. Secretary &Director BCUC              re; SETES/SWCRA 

                                                                          Rate Application    

 

Dear Mr. Wruck 

    This is my second and final submission to the commission regarding the Shannon Estates 
Thermal Energy Service SETES rates application made by SWCRA. I will try to be brief with my 
comments. 

 I fully agree with the applicant’s view that this process has been irregular but also suggest that 
the following reasons contributed to this. Sterling Cooper, as the principle architect of the 
application, was filing its first ever application before the commission. Its initial filing was 
greatly flawed and required a complete rewrite. Unlike other DES this one is unique in that the 
developer (Wall Financial Corp) continues to own the rental units, representing approximately 
33% of the total units, and also owns the utility. Other DES have separate ownership of the 
utility and are distinctly separated from the developer. The Disclosure Agreement that relates 
to my property makes little information available to me regarding SETES. Obviously, this 
Disclosure Agreement was flawed, as evidenced by the two additional amendments to the 
document. In summary, given the unique features of this application, it was not only irregular, 
but, I still contend that the intervention process was “ineffective, inadequate, hurried and too 
brief”. How can the commission rule without the input of ratepayers? 

  Allow me begin by referring to a number of apparent contradictions and inconsistencies in the 
documents filled the applicant. In the CPCN application of early April 2016 there is reference 
made to the pending formation of the strata councils “within 60 days”. In reality, the councils 
(ESP2412/2413) only came into being in August 2016; concurrent with the first QMC invoices; a 
full 120 days later. The CPCN Guidelines clearly state that the estimated project costs should 
include “regulatory costs”. In the CPCN document there is a total of $765k other costs outlined; 
these were costs other than engineering, equipment and commissioning costs. Yet in answering 
a IR question in 2017 SWCRA contends that the project costs of $7.5 million included only 
engineering and commissioning costs. Which statement is correct? The CPCN of April 2016 filing 
showed a capital project cost of $4.95 million, yet the interim rate ruling showed this number 
had changed to $7.5 million, a 50% increase in a matter of weeks. SWCRA has never adequately 
explained this increase despite numerous IR questions. Early in the process SWCRA state that 



they have limited resources and then on page 22 of the final argument state that ‘” nobody is 
better situated than Sterling Cooper NDY to produce the financial and respond to the questions 
the BCUC and intervenors”. This contradicts the fact that the initial financial model was 
deficient in the it did not correctly calculate the tax treatment with a CCA line and that the 
initial capital timing was misrepresented as having all $7.5 million spent up front and not 
spread out over the 5-year construction period. In addition, there was no NPV calculation and 
no clear IRR calculations! Further we are led to believe that the ratepayers have the ability to 
request a rate review if SETES revenues are getting out of line with expenses. However, which 
economic model will be used as a” reference” point for such reviews? Will the GCOC model, 
and its 9.5 % ROE benchmark, used by the commission in other applications apply? The 
applicant rightly argues that a cost of service model is high cost with a high level of regulatory 
oversight. The notion of parties needing to review annual SETES statements is contradictory to 
this principle. The SRG group and I have already had difficulty gaining access to the economic 
model data going back to our initial request of August 2016. It was only released to us in 
January 2017, after the commission’s intervention. We were also limited to the first 10 years of 
the model on the basis that it was too complicated for us to comprehend. We did eventually 
get the full model and gained a full understanding of the capital replacement profile and the 
exorbitant ROE returns from year 6 through year 30. Another point regarding inconsistencies 
relates to the actual performance numbers that were presented for the first 6 months of 
operation. Clearly, notwithstanding the various excuses offered by the Applicant, the economic 
model has proven to be overly conservative in favour of SWCRA. Which data are we to believe 
or trust? I have asked for the location of the meters that are installed in my unit to be defined. 
There has never been an answer. Why can I not access my meters, which cost $2750 per 
residential unit, to allow me verify what I am being invoiced? Is this appropriate for any utility?  
One last inconsistency relates to the fact that the resident owned units were charged for 
heating and cooling, in addition to the full fixed fees, since June 1st 2016, whereas the rental 
unit owners only paid the fixed charges. One can only speculate as to the reason for this. 

 

  The applicant argues that the “proposed rates are not expected to recover costs of the SETES 
and provide a reasonable return for many years”. This statement is very misleading. There is no 
doubt that the calculated returns in the first 5 years are very poor. However, the returns from 
2020 forward are well in excess of the 9.5 % ROE benchmark of the GCOC model, and 
quantumly greater in the last 5-10 years. This GCOC model was originally introduced by the 
applicant referencing the CORIX NDES – reference B-5. The reasons for the poor performance in 
the early years is that the project is not completed until early 2019 and full occupancy only 
commences after that time, and it also misses the key heating season (read high revenue 
generation) of the winter of 2018/2019. In fact, the project spends almost 60% of the capital for 
about 40% of the units in year 1, and then spends the balance - 40% of the capital in years 4/5 
for the majority (60%) of the units. This is clearly a poor capital balance that impacts the early 
year returns. The applicant also noted that the early years were operationally inefficient with 



only 15 % of the energy load being supplied from recycling of waste heat through the 
Thermenex system. This number rises significantly to 40% once full scale, steady state 
operations are achieved in late 2019. It is also worth noting that it was only recently that the 
occupants of phase 1 were advised, by letter from MR. Cameron Foster of Wall Financial, that 
the hot water system was completed. Further evidence that the project is still in a “construction 
phase”. Given all these circumstances it does not surprise me that the returns are poor in the 
early years, However, it is notable that the project does not show an operating deficit in any 
year, other than year 1, which only has 7 months of operations. In addition, the accumulated 
free cash flow (FCF) for the first 5 years amounts to over $1.0 million; not bad, by any 
standards, for a project in its construction phase. 

 SWCRA state there were no new IR questions raised once the new tariff was posted. This is 
very true, however, numerous questions regarding the project economics and assumptions 
were raised. SWCRA incorrectly presumes that the additional evidence submitted since 
November 2016 addresses the points FAES made in its July 2016 submission. I cannot speak for 
FAES, but my interpretation of this issue it that the primary points raised by FAES are still not 
answered and that the proposed rates are still not “just and reasonable”. 

 Why has the applicant now proposed a 25 % reduction in the requested RDA? Why not 50 % or 
more? The only RDA costs that should be considered are any such costs arising after the refiling 
of the Application on February 6th. Any regulatory work performed prior to that was related to 
the initial application and the inadequate process to engage the eventual ratepayers. The 
applicant outlined that $134k was spent prior to 2017, and also indicated a future expense 
($52k) for “customer presentations”. No such presentations have taken place. In addition, no 
recovery of any RDA costs should occur until the project is complete and occupied by the unit 
owner/residents; in this way, all residents will carry a fair and equitable share of the RDA 
expenses. Notwithstanding these comments above, I still believe that it is inappropriate to 
burden the ratepayers with any costs associated with their request to be heard as a result of a 
flawed initial rate application and “an inadequate and too brief” intervention process. 

Regarding the “avoided costs” issue, it is fair to say that the developer (WFC) owns the rental 
units and any avoided costs associated with these units is merely” transferring funds from one 
pocket to another”. However, the developer and beneficial owner of SETES still did avoid costs 
by not installing conventional HAC and hot water systems in each resident owned unit. I have 
estimated these costs to be 2/3 of the earlier estimated $4.95 million; 2/3 being the ratio of 
400-resident owned units to the 600 approximately total project units. This amount -- $3.30 
million—was still avoided by the developer without any mention of capital recovery in the 
initial Disclosure Document. This is a unique feature of this developer owned utility. Also, the 
fan coils and hot water piping in each resident unit was installed by the same contractor (Dan-
Jen) that did the TES installation work. The cost of these fans coils is included in the $3.00 
million” piping distribution costs” that is outlined as part of the $7.5 million total project costs. 
Therefore, the net project capital costs should amount to only $4.2 million; $7.5 million less 



$3.3 million offset. These funds should be properly allocated over the 5 years construction 
period when building the economic model. 

 

I recognize that SETES is a small utility and has some unique features. However, given that is a 
monopoly and I cannot access other services, I expect to have reasonable and fair utility rates. 
CORIX NDES charges 40 % of the proposed SETES variable charge. I understand the argument of 
Fortis and BC Hydro having different rates for consumers based on their different cost 
structures. However, the CORIX and SETES cost structures are essentially similar (look through 
the details) and there is no rational reason to support that I should be paying 2.5 times the 
variable rate for energy that my neighbours pay at UBC. Further, I have a 2867 square foot unit 
in a Heritage Building at Shannon and I have paid almost $2000 in fixed costs (roughly 50% of 
my total invoices) through the first 12 months of using SETES. This amount, when aggregated 
over the 600 units, essentially translates into the annual cash margin that is outlined in the 
SETES economic model. This amount escalates every year and all unit owners and renters pay 
this in perpetuity. This is excessive and greatly exceeds the cost of equipment replacement over 
a 25 to 30-year cycle. To allow the fixed monthly charge escalate at the SEFC rate would be 
wrong as SETES is not exposed to the two-factor escalation of the SEFC fixed rate: the so-called 
project escalation factor does not apply to SETES. 

In conclusion, I present the following suggestion from my own analysis -- A Monthly Capacity 
Levy of $0.025/sq.ft. and a variable rate set at the BCHydro Tier One level as an initial rate 
structure. This will yield a balanced return for the investor and be seen as reasonable and fair to 
the customer. It is also consistent with the GCOC model returns and with the CPCN guidelines 
that state “for TES customers when they pay a rate no more than a conventional HVAC system 
and the balance is achieved for shareholders when they receive a positive NPV”. Both rates 
could be allowed escalate with the variable rate tracking increases in the consumer tariff at BC 
Hydro while the Capital Levy could follow inflation, as measured by the Bank of Canada. 

 

 Thank you for affording me the opportunity to comment. 

 

Yours truly 

 

Gerard Duffy    

 

 



   

 

 

  


