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May 24, 2017 
 
 SHANNON ESTATES  THERMAL ENERGY SYSTEM 

RATE APPLICATION                                       EXHIBIT  A-20 
 
Mr. Dean Thomas Fox 
2722 West 31st Avenue 
Vancouver, BC  V6L 2A1 
deanfox@shaw.ca 
 
Sent via eFile 
 
Re: Shannon Wall Centre Rental Apartments Limited Partnership 
 Rate Application for the Shannon Estates Thermal Energy System 
 
Dear Mr. Fox: 
 
Further to the April 26, 2017 filing of intervener evidence on behalf of the Shannon Ratepayers Group, enclosed 
please find Commission Information Request No. 1 on Intervener Evidence. Please file your response 
electronically with the Commission on or before Wednesday, June 7, 2017. 
 
 
Original signed by: 
 
Patrick Wruck 
Commission Secretary 
 
 
SW/dg 
Enclosure 
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British Columbia Utilities Commission 
Information Request No. 1 to Shannon Ratepayers Group 

 
Shannon Wall Centre Rental Apartments Limited Partnership  
Rate Application for the Shannon Estates Thermal Energy System 
 

 Reference: INTRODUCTION AND BACKGROUND 1.0
Exhibit C7-16, Shannon Ratepayers Group (SRG) Redacted Evidence, p. 1 
Compliance with BCUC Thermal Energy Services (TES) Guidelines 

On page 1 of the EES Consulting submission prepared by Ms. Gail Tabone, it states the following: 

The Commission issued Guidelines related to TES under Order G-27-15 and those Guidelines 
govern the rates requested by SWCRA [Shannon Wall Centre Rental Apartments Limited 
Partnership]. There are many issues that were not adequately addressed by SWCRA, as pointed 
out in the Final Submission of FortisBC Alternative Energy Services Inc. (FAES) dated July 11, 
2016. SRG agrees with the FAES Final Submission, which includes the following key points: 

• SWCRA does not provide an equitable balance of risk and cost between the utility 
and ratepayers 

• SWCRA does not provide transparent treatment of controllable costs 
• SWCRA has not adequately addressed the potential for rate shock 

 
1.1 Please explain in detail Ms. Tabone’s rationale for her position that SWCRA does not provide an 

equitable balance of risk and costs between the utility and the ratepayers. 

1.1.1 What specific type of rate or rate structure would provide an equitable balance of risk 
and cost between the utility and ratepayer? Please explain. 

1.1.2 How does Ms. Tabone define “equitable” when considering risk? For instance, would a 
50/50 sharing of risk be considered equitable or some other proportion? Please specify. 

1.1.3 If SWCRA did not utilize any deferral account treatment as part of the proposed rate 
structure, would this change Ms. Tabone’s position on the balance of risk and cost 
between SWCRA and ratepayers? Please explain why or why not. 

1.2 Please explain in detail Ms. Tabone’s rationale for her position that SWCRA does not provide 
transparent treatment of controllable costs. 

1.2.1 With specific reference to the costs outlined by SWRCA in the non-confidential section 
of SWCRA’s financial model, please identify which costs Ms. Tabone considers to be 
controllable and which are considered to be non-controllable. Please support each 
classification with an explanation. 

1.2.2 Please explain what steps SWCRA could take to provide transparent treatment of 
controllable costs. 

1.3 Given that SWCRA is setting rates for the first time, please explain the applicability of “rate 
shock” to SWCRA’s rate application. 

1.4 Please provide Ms. Tabone’s definition of rate shock and explain how this definition was 
derived. 
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1.5 Please describe a type of rate and/or rate structure which would adequately address the 
potential for rate shock given the specifics of the SWCRA thermal energy system. 

 Reference: DETERMINATION OF SWCRA EARNINGS 2.0
Exhibit C7-16, SRG Redacted Evidence, pp. 3–4; Exhibit B-20, BCUC IR 88.1, 
Appendix B – Generic Cost of Capital (GCOC) Financial Model, Tab “GCOC Model” 
Financial model inputs 

Ms. Tabone states on page 3 of the EES Consulting submission: “We created an additional section in the 
financial model where we calculated the earnings without the carrying costs and future capital 
expenditures. We then calculated the Internal Rate of Return (IRR) for the project using those adjusted 
earnings relative to the $7.5 million investment.” 
 
2.1 Please clarify which version of SWCRA’s financial model was used by Ms. Tabone to calculate the 

Internal Rate of Return (IRR). Please provide the reference (i.e. exhibit number and filing date) 
for the financial model. 

 
Ms. Tabone further states on page 3 that “the financial model includes the cost of future capital 
expenditures in its earning calculations… Based on our understanding of deferral accounts and the fact 
that the offsetting revenues are not included in the financial model, we do not believe that the capital 
expenses should be included when calculating earnings.” 
 
2.2 In the event that the Commission does not approve the Capital Reserve Fund (CRF) deferral 

account, would Ms. Tabone’s position that the future capital expenditures should not be 
included in the earnings calculation change? Please explain why or why not. 

 
In response to BCUC Information Request (IR) 88.1, SWCRA filed the “Generic Cost of Capital (GCOC) 
Financial Model” as Appendix B to Exhibit B-20.  
 
2.3 In the event that the CRF deferral account is not approved, would Ms. Tabone agree that the 

forecast capital expenditures should be included as a “Capital Replacement” on row 30 of the 
GCOC Financial Model, Tab “GCOC Model” but not as an expense on row 106 “Capital 
Expenditures (from CRF)”? Please explain why or why not.  

 Reference: DETERMINATION OF SWCRA EARNINGS 3.0
Exhibit C7-16, SRG Redacted Evidence, pp. 3–6 
IRR and return on equity (ROE) 

Ms. Tabone states on page 3 of the EES Consulting submission: “This results in an IRR of 7.1% and would 
reflect the combined earnings on both debt and equity. When compared to the generic weighted 
average cost of capital (WACC) of 5.7%, the earnings are well above what would be allowed under the 
WACC approach.” [Emphasis added] 
 
3.1 Please clarify what Ms. Tabone means by the statement that the IRR of 7.1 percent reflects “the 

combined earnings on both debt and equity.” Please support this response by providing a 
numerical calculation. 

3.2 Please explain the relevance and appropriateness of utilizing a cash flow IRR analysis for rate 
making purposes. 

3.3 Please explain why Ms. Tabone did not incorporate annual depreciation expense into the IRR 
analysis. 
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3.4 Is Ms. Tabone aware of any regulatory rate-setting approach that allows for a utility to earn an 
equity return on their full undepreciated investment? Please discuss. 

3.5 Does Ms. Tabone consider it common practice in rate regulation to base the utilities’ earned 
return on the mid-year depreciated capital balance? If not, please explain.  

3.6 Did Ms. Tabone consider a more traditional regulatory approach, rather than an IRR cash flow 
approach, such as comparing SWCRA’s forecast revenues to SWCRA’s cost of service (i.e. the 
sum of the cost of energy (electricity and gas), operating expenses, depreciation and tax 
expense) plus an allowed return based on a capital structure of 42.5 percent equity (ROE of 9.5  
percent) and 57.5 percent debt (at 3 percent) calculated on the mid-year depreciated capital 
balance (rate base)?  

3.6.1 Please discuss if the above-described approach is a reasonable approach.  

3.6.2 If Ms. Tabone considers this to be a reasonable approach, please provide a low, medium 
and high base case calculation for a minimum of 10 years. 

 Reference: ISSUES WITH SPECIFIC ASSUMPTIONS 4.0
Exhibit C7-16, SRG Redacted Evidence, pp. 4–6 
Load forecast (sales) 

On page 4 of the EES Consulting submission, Ms. Tabone explains how she adjusted the load forecast for 
the medium and high cases. 
 
4.1 In percentage terms, please fill out the following table for the high case. 

 

 
 
4.2 Please explain further how the medium case was derived. 

 Reference: ISSUES WITH SPECIFIC ASSUMPTIONS 5.0
Exhibit C7-16, SRG Evidence, pp. 4–6 
Tax expense 

Ms. Tabone states on page 5 of the EES Consulting submission that “we believe that SWCRA has 
overestimated the income taxes. In all cases, we updated the income taxes to reflect the 8% CCA 
Alternative as provided by SWCRA in the Appendix B – GCOC Financial Model.” 
 
5.1 Other than to reduce the tax expense, what rationale does Ms. Tabone have for selecting a CCA 

rate of 8 percent rather than 4 percent? 

5.2 Please explain why Ms. Tabone used an 8 percent CCA rate in all three of the base cases. Why 
was it not deemed appropriate to use 4 percent as the low case, 6 percent as the medium case 
and 8 percent as the high case?  

5.3 Did Ms. Tabone’s income tax calculation include the forecast revenue from the deferral account 
rate riders?  If not, please explain why not.   
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 Reference: AVOIDED CAPITAL COST 6.0
Exhibit C7-16, SRG Redacted Evidence, p. 6 
Avoided capital cost 

Ms. Tabone states the following on page 6 of the EES Consulting submission: 

Because sales and rental prices are set through competition within the real estate market, not 
strictly based on the costs to develop the project, the sales price likely reflects the market value 
of alternative units that did include the cost of space and water heating appliances. Because the 
project developer was able to avoid $4.95 million in costs, they likely collected excess profits 
when the units were sold. It is not appropriate for SWCRA to then earn profit through rates on 
the full $7.5 million cost of the SETS. 

 
6.1 Please explain if the concept of “avoided capital cost” is common when calculating rates for TES 

projects. 

6.2 Please clarify if Ms. Tabone has evidence to support the statements regarding avoided costs 
summarized in the above preamble, or if Ms. Tabone is making an assumption that excess 
profits were made when the units were sold. 

6.3 Please provide a hypothetical numerical example to clarify the statements made in the above 
preamble related to excess profits and avoided costs. 

 Reference: SRG PROPOSAL FOR SETES RATES 7.0
Exhibit C7-16, SRG Redacted Evidence, pp. 7–8 
SRG proposal for Shannon Estates Thermal Energy System (SETES) rates 

Ms. Tabone states on page 7 of the EES Consulting submission that she proposes that the metering 
charge be maintained as proposed by SWCRA. 
 
7.1 Please explain the basis for this proposal. 
 
Ms. Tabone further states on page 7: “As the variable rate is set to recover variable costs, the capacity 
levy should be set so that the ROE is more than 9.5%.” 
 
7.2 Please clarify that the statement in the above preamble should read “…so that the ROE is not 

more than 9.5%.” 

 Reference: REGULATORY COSTS 8.0
Exhibit C7-16, SRG Redacted Evidence, pp. 8–9 
Recovery period 

Ms. Tabone states the following on page 9 of the EES Consulting submission: “As SWCRA does not 
expect to have regulatory costs on an ongoing basis, this should be treated like other capital costs and 
collected over the life of the project, not over a 60-month period.” 

 
8.1 Based on Ms. Tabone’s statements in the above preamble, is it Ms. Tabone’s position that 

SWCRA would not come forward with a subsequent rate application over the entire life of the 
project? 

8.1.1 If yes, please explain the rationale for your position.   

8.1.2 If not, how will subsequent regulatory costs be treated? 
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8.2 If the Commission approves SWCRA’s request to have a regulatory account for regulatory costs 
is Ms. Tabone suggesting that these costs be recovered by each unit over the same period of 
time?   

8.2.1 On what basis is Ms. Tabone suggesting the regulatory costs be allocated to a specific 
unit? As a percentage of the bill, based on square footage, or some other allocation 
methodology? Please explain. 
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