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1. BACKGROUND 

 

By letter dated December 19, 2014 the Northwest Territories Power Corporation 

(“NTPC”) advised the Northwest Territories Public Utilities Board (“Board”) that it 

is changing its financial reporting framework to the Public Sector Accounting 

Standard (“PSAS”). NTPC states that the change in reporting standard is 

required considering the significant financial contributions recently provided by 

the Government of the Northwest Territories (“GNWT”) to subsidize NTPC 

customers; consequently, NTPC no longer passes the tests required under Part 

V of Generally Accepted Accounting Principles (“GAAP”) and is now required to 

follow the reporting standard of other government organizations. 

 

With regard to the system of accounts that are to be maintained by a Public 

Utility, Section 76(2)a) of the Public Utilities Act (“PU Act”) provides that a Public 

Utility shall: 

 

keep the records and accounts that the Board may require, including a 

uniform system of accounting established by the Board;  

 

Having regard to the foregoing, the Board directed NTPC to file an application for 

approval of the change in accounting standard to PSAS, by January 15, 2015.  

 

NTPC was required to address the following, among others, as part of the 

Application: 

 

• The evidence (external and internal) relied upon by NTPC to conclude that 
a change in reporting standards is required in view of the significant 
financial contributions recently provided by the GNWT to subsidize NTPC 
customers  
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• Why contributions by the GNWT in the recent past and within specific 
contexts (example: the Low water Rider, creation of rate Zones) would be 
determinative of NTPC’s future status in terms of meeting requirements of 
Part V of Generally Accepted Accounting Principles 

 

• The specific accounts for which two sets of financial records would be 
required including a detailed explanation of how each account subject to 
audit under PSAS would be reconciled to the regulatory records and 
accounts 

 

• The significant areas of difference between current regulatory treatment 
and proposed accounting treatment under PSAS for: capitalized 
administrative overhead, Interest During Construction/Allowance for Funds 
Used During Construction (IDC/AFUDC), fuel stabilization accounts, 
hearing cost reserve, reserve for injuries and damages, asset retirement 
obligations, future removal and site restoration reserves and any other 
regulatory deferral accounts 
 

• the rate impacts, if any, resulting from the proposed transition to PSAS: i) 
prior to the next General Rate Application (GRA) and ii) at the time of the 
next GRA. 

 

NTPC provided its response to the Board's letter on January 16, 2015. 
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2. NTPC's RESPONSE TO THE BOARD LETTER 

 

In its response letter, NTPC states it no longer meets the requirements to be 

considered a Government Business Entity (“GBE”) since NTPC will not be able 

to set self-sustaining rates for its customers outside of the government reporting 

entity: 

 

In September 2014, NTPC filed a fuel rider application with the PUB to 
recover an expected $20 million in additional diesel fuel costs. The GNWT 
determined that customers were unable to pay that rider and has stepped 
in to fund these additional fuel costs directly to NTPC. In addition to this 
significant subsidy, the GNWT has also indicated that it is unlikely that 
future rates applied to customer would achieve the full cost of service. 
Rather, some percentage of rates is likely to be subsidized directly by the 
GNWT for all customers going forward. 
 
As a result of this determination, NTPC no longer meets the criteria of a 
GBE. NTPC will not be able to set self-sustaining rates for its customers 
outside of the government reporting entity. 

 

In view of this NTPC states that it should be considered an Other Government 

Organization as a result of which it could either report under Part I of the 

Canadian GAAP handbook under the International Financial Reporting Standard 

(“IFRS”) or the PSAS for its financial reporting. 

 

NTPC notes, because of the full consolidation methodology used by the GNWT 

in its financial reporting, NTPC must provide financial reporting to the GNWT 

using PSAS. Therefore, NTPC states, it has made the choice to report under 

PSAS rather than IFRS since use of IFRS would result in additional costs and 

significant duplication of records. 
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NTPC states, as it has previously confirmed, it will continue to maintain and 

report using the standardized system of accounts (“SSA”) and minimum filing 

requirements (“MFR”) established by the Board in Decision 13-2014. Further, 

pursuant to section 89 of the Financial Administration Act, NTPC will move to 

PSAS for its financial reporting, with the result that it will maintain two sets of 

financial records, 1) under PSAS and 2) for regulatory reporting purposes under 

the SSA and MFR. 

 

NTPC states matters concerning the specific accounts for which two sets of 

financial records are required and how each account, subject to audit under 

PSAS, would be reconciled to the regulatory records and accounts, have not 

been finalized as yet. However, NTPC states it would be in a position to provide 

more detail on the differences in underlying accounting records as well as any 

differences between regulatory and accounting treatment of such items as 

capitalized administrative overhead, IDC/AFUDC, fuel stabilization accounts, 

hearing cost reserve, reserve for injuries and damages, asset retirement 

obligations, future removal and site restoration reserves and any other regulatory 

deferral accounts, when the fiscal 2015 audit is completed; NTPC indicates the 

fiscal 2015 audit is expected to be completed by September 2015. 

 

With respect to rate impacts arising from the transition to PSAS, NTPC states 

there will be no rate impacts to customers as a result of the transition to PSAS 

until the next General Rate Application (“GRA”). NTPC indicates it receives 

annual audit services from the Auditor General of Canada and this is provided at 

no cost to customers. NTPC states, it fully expects the costs related to the 

conversion to PSAS to be presented for consideration in the next GRA. 
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3. DECISION 

 

The Board notes NTPC's statement that "the GNWT has also indicated that it is 

unlikely that future rates applied to customer would achieve the full cost of 

service. Rather, some percentage of rates is likely to be subsidized directly by 

the GNWT for all customers going forward." This statement appears to suggest 

NTPC plans to rely substantially on direct subsidies from the GNWT, to mitigate 

future rate impacts, on an ongoing basis. Although direct subsidies by the GNWT 

have been provided in the recent past within specific contexts (example: the Low 

water Rider, creation of rate Zones) any approach to planning a Utility's ongoing 

operations with a view to funding a significant portion of revenues required to 

recover the Utility's annual revenue requirement by way of direct subsidies is a 

matter of concern to the Board.    

 

The Board recognizes the many challenges facing a utility in planning its costs 

and revenues while maintaining acceptable rate levels. Direct subsidies may be 

an appropriate tool to shield customers from rate spikes under certain 

extraordinary or unusual circumstances that are largely outside of the Utility's 

planning and operating control. However, the Board's concern relates to direct 

subsidies being used as a tool to shield customers from rate increases on a 

regular and ongoing basis.  

 

In the Board's view, any ongoing direct subsidies from the GNWT to NTPC may 

potentially undermine the entire premise of economic regulation and may not be 

consistent with the accountabilities required of the utility under the PU Act. 

Although direct subsidies may be expedient in addressing short term rate shock 

concerns, they may not be in the long term best interest of the Utility or of its 
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customers, because the incentive on the part of Utility management to manage 

Utility costs and revenues efficiently would be largely diminished.   

 

The Board notes subsidies such as the Territorial Power Support Program 

applied at the customer bill level have been in place for a number of years.  If the 

intent is to cushion customer rate impacts, limited duration indirect subsidies 

provided at the customer bill level would appear to fare relatively better than 

direct subsidies in terms of the long term economic efficiency of rates.  

 

For the above reasons, the Board urges NTPC to re-examine its stated intent to 

rely on direct subsidies from the GNWT to meet a portion of its revenue 

requirement on an ongoing basis; instead, mechanisms for mitigating customer 

rate impacts through a combination of strategies ought to be considered. These 

strategies may include, managing the rate of revenue requirement growth 

through internal efficiency gains, regular GRAs designed to facilitate gradualism 

in rate increases, rate smoothing mechanisms and enhanced levels of 

coordination with relevant Government agencies respecting delivery of indirect 

subsidies at the customer bill level. 

 

Notwithstanding the foregoing, the Board acknowledges NTPC's statement that 

because of the full consolidation methodology used by the GNWT in its financial 

reporting, NTPC must provide financial reporting to the GNWT using PSAS 

rather than IFRS. The Board also notes, NTPC will maintain two sets of financial 

records, 1) under PSAS and 2) for regulatory reporting purposes under the SSA 

and MFR. For these reasons, the Board accepts NTPC's proposal to adopt the 

PSAS commencing with the 2015 fiscal year for financial accounting and 

reporting purposes. 
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The Board has and will retain the authority to establish regulatory accounting and 

regulatory reporting requirements and as such, PSAS requirements will not be 

the sole driver of regulatory requirements.  

 

In the interest of administrative efficiency, accounting and reporting under PSAS 

should be aligned as much as possible with regulatory accounting and regulatory 

reporting requirements. To the extent changes arising from adoption of PSAS for 

fiscal 2015 result in requests for changes to future regulatory accounting and 

regulatory reporting, NTPC should demonstrate such changes are consistent 

with sound regulatory principles at the time of NTPC's next GRA. Examples of 

these principles can be found in statutes, regulatory and court decisions and 

regulatory texts and include intergenerational equity, minimizing rate volatility and 

use of historical costs rather than fair market, or any other values. NTPC is 

directed accordingly. 

 

The Board notes NTPC's view that it would be in a position to provide more detail 

on the differences in underlying accounting records as well as any differences 

between regulatory and accounting treatment of such items as capitalized 

administrative overhead, IDC/AFUDC, fuel stabilization accounts, hearing cost 

reserve, reserve for injuries and damages, asset retirement obligations, future 

removal and site restoration reserves and any other regulatory deferral accounts, 

when the fiscal 2015 audit is completed. The Board directs NTPC to provide 

details on differences in underlying records as well as any differences between 

regulatory and accounting treatment of the items described above as part of the 

2015 annual report of finances and operations. 

 

In Decision 13-2014, the Board directed the Electric Utilities operating in the 

Northwest Territories to file a documented narrative description of the system of 

accounts for each utility complete with instructions to the Utility and incorporating 
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changes necessary to support and comply with the MFR as discussed in the 

MFR Report, by December 31, 2014, for Board approval. The Board recognizes 

that in view of the ongoing process for conversion to PSAS, NTPC has not been 

able to comply with this direction. Therefore, the Board will defer the date for 

filing of the required information until the transition to PSAS is completed. NTPC 

is directed to file with the Board its system of accounts under the PSAS following 

completion of the 2015 fiscal year audit. 

 

To the extent there are differences between financial statements based on PSAS 

and the regulatory accounting records and reports, reconciliations would need to 

be performed. The Board directs NTPC to institute internal mechanisms with 

necessary checks and balances to facilitate periodic reconciliations for purposes 

of GRA forecasts and annual reports of finances and operations. Based on the 

materiality of differences between annual reports of finances and operations filed 

for regulatory purposes and external financial statements and reports, validation 

of the reconciliation by external auditors would be desirable. 
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4. BOARD ORDER 

 
NOW, THEREFORE IT IS ORDERED THAT: 
 

1. NTPC's proposal to adopt the PSAS commencing with the 2015 fiscal year for 

financial accounting and reporting purposes is accepted. 

 

2. To the extent changes arising from adoption of PSAS for fiscal 2015 may 

trigger requests for changes to future regulatory accounting and regulatory 

reporting, NTPC should demonstrate such changes are consistent with sound 

regulatory principles at the time of NTPC's next GRA. Examples of these 

principles can be found in statutes, regulatory and court decisions and 

regulatory texts and include intergenerational equity, minimizing rate volatility 

and use of historical costs rather than fair market, or any other values. NTPC 

is directed accordingly. 

 

3. The Board directs NTPC to provide details on differences in underlying 

records as well as any differences between regulatory and accounting 

treatment of the items described above as part of the 2015 annual report of 

finances and operations. 

 

4. NTPC is directed to file with the Board its system of accounts under the PSAS 

following completion of the 2015 fiscal year audit. 

 

5. To the extent there are differences between financial statements based on 

PSAS and the regulatory accounting records and reports, reconciliations 

would need to be performed. The Board directs NTPC to institute internal 

mechanisms with necessary checks and balances to facilitate periodic 
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