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 STARGAS DELIVERY RATE 

                                             EXHIBIT A2-1 
Mr. M. A. Blumes 
President 
Stargas Utilities Ltd. 
1960 K.L.O. Road 
Unit 17 
Kelowna, BC   V1W 5L2 
 
Dear Mr. Blumes: 
 
Re: Stargas Utilities Ltd. 

Application to Vary Delivery Rate, Amend Cost of Service Formula and  
Approve Replacement Term Financing/Redemption of Preferred Shares 

 
Commission staff submits the following document for the record in this proceeding: 
 

Pages 2-3 of the Trans Mountain (Jet Fuel) Inc. November 30, 2007 Final Submission in the  
2007 Trans Mountain (Jet Fuel) Inc. Application for Approval of Tolls and Accelerated Depreciation 

 
Yours truly, 

Original signed by: 

Laurel Ross 
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2 Depreciation and Return of Capital 
 

3. Revising the existing depreciation rates to reflect the best available evidence as to 

the useful life of the Jet Fuel System is an integral part of the right of regulated 

entities to an opportunity to earn a fair return. 

 

4. In ATCO Gas & Pipelines Ltd. v. Alberta (Energy and Utilities Board),2 the Supreme 

Court of Canada affirmed that the “regulatory compact” requires consideration for 

both the customer and the investor, the latter being entitled to an opportunity to earn 

a fair return.  For instance: 

64.  Therefore, when interpreting the broad powers of the Board, one 
cannot ignore this well-balanced regulatory arrangement which serves as 
a backdrop for contextual interpretation.  The object of the statues is to 
protect both the customer and the investor (Milner, at p.101).  The 
arrangement does not, however, cancel the private nature of the utility.  In 
essence, the Board is responsible for maintaining a tariff that enhances 
the economic benefit to consumers and investors of the utility. 3 

 

5. The Supreme Court of Canada also recognized4 that utilities are not Crown entities 

and that investors in utilities compare investment to other securities in the market 

possessing equal features of attractiveness, stability and certainty.  The return 

expected in other unregulated securities would necessarily account for a return on 

capital and return of capital.   

6. Depreciation rates are established to afford a regulated enterprise the opportunity to  

recover its capital investment (i.e. return of capital).  This is reflected in the following 

passages from Bonbright, Principles of Public Utility Rates: 

Under a systematic and consistently applied program of rate regulation, 
this procedure of capital-cost amortization through annual charges to 
revenue account is by no means one of mere bookkeeping.  Instead, it is 
designed to afford a company an adequate opportunity to recoup from 
ratepayers its investments in fixed assets during their estimated useful-
service lives.  The deduction for depreciation makes the rate base portray 
the company’s net investment in used and useful properties – that part of 
its gross investment which it is entitled to recoup in the future and on 
which it is meanwhile entitled to earn a fair rate of return. 

                                                 
2 [2006] 1 S.C.R. 140 at pp.62, 64 (Excerpted at Exhibit B-9, 2 BCUC IR 39.1) 
3 ATCO, at para. 64  
4 ATCO, at para. 70 
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Under the Federal Energy Regulatory Commission’s (FERC’s) Uniform 
Systems of Accounts, depreciation is defined as the loss in service value 
not restored by current maintenance, incurred in connection with the 
consumption or prospective retirement of utility plant in the course of 
service from causes which are known to be in current operation and 
against which the utility is not protected by insurance.  Among the causes 
to be given consideration are wear and tear, decay, action of the 
elements, inadequacy, obsolescence, changes in the art, changes in 
demand and requirements of public authorities and, in the case of 
companies dependent for their supply upon a depletable resource, the 
exhaustion of those resources.  The service value of a utility plant means 
the difference between original cost and net salvage value of that plant.   

Depreciation under this definition is therefore an expense which 
represents an allocation of the cost of utility plant over the periods that 
benefit from the plant’s use in providing utility service.  It is recognized 
that depreciation is a cost that cannot be measured with precision in any 
single period and must be estimated both as to the appropriate period 
allocation and the total costs to be allocated.  The total depreciable cost 
must be estimated because the cost of removal and value of salvage are 
unknown.  When a rate base is constructed, the original cost of the assets 
is reduced by the accumulated provisions for depreciation.  These 
accumulated provisions represent the prior years allocations of 
depreciation for which the utility has had the opportunity to recover 
through rates but which recovery is not assured.  The FERC approach to 
depreciation therefore matches up very closely to statements on the 
indirect association between annual charges for accruing depreciation 
and annual decrements in asset values. 5  [Emphasis added.] 

And further: 

Applied under an original-cost philosophy of rate control, the rationale of 
the systematic transfer of capital costs originally charged to plant account 
into a series of smaller charges to operating costs is a corollary of the 
principle that the costs of supplying public utility services should be borne, 
as far as feasible, by those customers who derive benefit from the 
particular outlays in question.  It is for this reason that the burden of 
reimbursing a company for the acquisition of capital assets is distributed 
over the periods during which customers will enjoy the use of these 
assets.  The gradual process of degradation of electric generators, for 
example, which are used less and less as they grow older, possibly being 
relegated to the status of stand-by equipment, is paid for by the 
customers using the electric power generated by said equipment.  By the 
time the assets have ceased to perform a useful service, their costs 
should have been fully recovered6. [Emphasis added.] 

 

                                                 
5 Bonbright, “Principles of Public Utility Rates”, pp. 270-271 
6 Bonbright, “Principles of Public Utility Rates”, pp. 274-275 
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