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1. INTRODUCTION and APPLICATION 

 

By letter dated July 4, 2005, Northland Utilities (NWT) Limited (“Northland”, 

“Company”) submitted to the Northwest Territories Public Utilities Board (“the 
Board”) a Phase I General Rate Application (“GRA”, “Application”) for the 

2005/2006 test period (“Test Years”) (Exhibit. 2). 

 

In its Application, Northland requested that the Board determine Northland’s 

revenue requirement for each of the forecast Test Years. 

 

By letter dated August 2, 2005, Northland submitted to the Board an additional 

filing respecting Northland’s GRA including a Phase II filing, an amended Phase I 

filing and a request for 2005 interim rates (Ex. 3). 

 

In the additional filing of the Application, Northland requested that the Board: 

 

a) Approve rate schedules; 

b) Approve the revised Terms and Conditions of Service; and 

c) Approve the proposed 2005 rates on an interim refundable basis 

 

Pursuant to the provisions of section 13.(1) of the Rules of Practice and 

Procedure, the Board, by letters dated July 6, 2005 and August 8, 2005 directed 

Northland to publish notice of the public hearing of the GRA in newspapers that 

circulate in the Northwest Territories. The notice provided details of the GRA and 

invited interested persons to file a request with the Board for intervenor status 

(Ex. 1). 
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The Town of Hay River (“Town”), the Hamlet of Fort Providence (“Hamlet”) the 

Northwest Territories Power Corporation (“NWTPC”) and the Community 

Government of Wekweeti registered their respective interventions with the Board. 

 

The Board issued Decision 13-2005, dated September 9, 2005 with respect to 

Northland’s proposed 2005 rates on an interim refundable basis. The Board 

directed Northland to file proposed interim rates for each of the communities 

designed to recover 50% of the proposed 2005 revenue increases, if applied on 

an annualized basis, for each community and to file a Rider E for each of the 

communities for recovery of the deficiency resulting from implementation for the 

interim rates effective October 1, 2005 as opposed to the beginning of the Test 

Year. 

 

By letter dated September 19, 2005, Northland submitted responses to Decision 

13-2005, by filing the interim rate schedule (Rider K) and Rider E. The Board 

issued Decision 14-2005, dated September 26, 2005 approving Rider K and 

Rider E, for each community, effective October 1, 2005. 

 

The Board, the Town and the Hamlet submitted information requests, to which 

Northland responded on October 14, 2005 (Ex. 5). 

 

By letter dated October 20, 2005, Northland advised the Board that based on 

discussions with interested parties, Northland does not consider it likely that a 

comprehensive Negotiated Settlement could be reached regarding the GRA. 

 

The Hamlet filed intervenor evidence on October 31, 2005 (Ex. 6). The Board, 

Northland and the Town submitted information requests to the Hamlet respecting 

its intervenor evidence, to which the Hamlet responded on November 14, 2005 

(Ex. 7). 
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By letter dated November 21, 2005, the Town filed rebuttal evidence (Ex. 9). 

 

2. PUBLIC HEARING 
 

Public Notices of the hearing was advertised and scheduled for November 29 

and 30, 2005 (Ex. 1). The hearing was held in the Town of Hay River. 

 

During the course of a public hearing, members of the public who had not initially 

requested intervenor status are allowed to participate in the proceeding. At this 

public hearing, Ms. Lesli Fisher, President of the Hay River Chamber of 

Commerce made a presentation to the Board. 

 

At the beginning of the 2nd day of the hearing, Northland provided responses to 

the undertakings given at the 1st day of the hearing. 

 

The Board and interested parties agreed on dates to file written argument and 

written reply argument. Northland, the Town and the Hamlet provided their 

written argument and reply argument, as per the Board’s schedule. 

 

PHASE I MATTERS 
 

3. REVENUE AND SALES 
 
The residential energy sales forecast was determined by multiplying the forecast 

number of customers by the forecast consumption per customer. The commercial 

sales forecast consists of a two part process involving the determination of 

energy sales to existing customers and then a detailed review of all known or 

expected commercial customer additions or losses. The forecast for existing 
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customers was determined based on the most recent number of customers and a 

three-year average historic monthly consumption per customer. 

 

The Town submitted that it is not clear whether the lower than normal sales in the 

first 5 months of 2005 was due to above average weather, unbilled sales or other 

reasons. By including the first 5 months of actual sales from 2005, Northland has 

eliminated that risk over that period but has not adjusted its rate of return on 

equity accordingly.  

 
The Town also submitted that Northland provided the monthly number of 

customers in Schedule 1 to BR-NUL-NWT-1(b) and confirmed that that 

spreadsheet was used to drive the revenue forecast. However, there were no 

additions shown in the spreadsheet for December of both years and thus only 16 

new customers instead of 20 were added. Therefore, the 2006 residential sales 

are understated by 27,200 kWh (4 x 6,800) and 2006 revenues on existing rates 

are understated by about $5,400.  

 

In Reply to the Town’s concern about the decrease in average consumption for 

residential, Northland submitted it is entirely appropriate for it to take into account 

the best information available to it and therefore the use of the 5 months of 

actuals in forecasting the 2005 average residential consumption is appropriate.  

 

With respect to the number of residential customers not reflected in the revenue 

forecast, Northland stated that it is prepared to adjust its forecast for the number 

of customers to reflect the four customers inadvertently omitted in certain 

schedules, as well as the associated purchase power costs. This will be done as 

part of Northland's refiling. 
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The Hamlet noted that Northland presently does not temperature normalize 

sales. By using heating degree day data for each of Fort Providence and Hay 

River, Northland would be able to calculate the average usage per customer per 

degree day for each class and better predict usage patterns in any given month. 

The Hamlet indicated that the ability to predict usage pattern accurately would 

assist in the procurement of fuel in the spot market. The Hamlet submitted that 

Northland should conduct a study in this regard to be able to better predict usage 

patterns in any given month. 

 
The Hamlet also submitted that it is unlikely that commercial consumption per 

customer will decrease or be flat from 2005 to 2006. Assuming 2005 forecast 

amounts are reasonable, most communities show a clear increasing trend in 

consumption per commercial customer, with the exception of Trout Lake, which 

shows increases in 2003 and 2004, with a decline in 2005 and 2006. The Hamlet 

submitted that the 2006 average commercial customer usage forecast for each 

community, with the exception of Trout Lake, should be increased over forecast 

2005 levels by the percentage increase in annual commercial customer usage 

between 2004 and 2005. 

 
With respect to the Hamlet’s concern over weather normalization, Northland 

stated that it is a small utility, with a small workforce, that should not be burdened 

with the cost of doing unnecessary studies that are unlikely to provide any 

material benefits. Further, Northland submitted that its forecasting methodology, 

which makes use of prior historical averages, already implicitly factors in the 

impact of weather changes from year to year. 

 

With respect to the Hamlet’s concern over commercial sales, Northland stated 

that its forecast for commercial customer usage is contained in Information 

Response FP-NUL-NWT-4(a) Schedule 1 and shows total commercial usage 
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increasing 3.7% in 2006 versus 2005. This forecast is based on the process 

outlined on pages 2-3 of the Application and provides Northland's best forecast 

for 2006. 

 

The Board notes that Northland expects to correct the residential sales forecast 

and revenues to reflect corrected customer growth numbers in 2005 and 2006. 

Northland is directed to reflect this change in its refiling of the Application. 

 

The Board notes intervenor concerns respecting temperature normalization of 

sales. The Board agrees temperature normalization of sales would provide the 

Company and interested parties greater assurance that the sales forecast is 

accurate particularly where partial year data is reflected in forecast sales. It may 

also assist in more accurately determining the impact on sales and losses of 

unbilled consumption at year-end. 

 

The Board notes Northland’s view that temperature normalization is an added 

burden for a small utility. However, in the Board’s view, given that purchased 

power and fuel costs constitute significant elements of Northland’s revenue 

requirement, normalization of sales could provide a means for meaningful 

comparison of sales and sales per customer from year to year and help explain 

changes in line losses or unbilled consumption from year to year. Accordingly, 

the Board directs Northland to temperature normalize historical sales for the 

purposes of forecasting test year sales and use normalized sales for the 

purposes of determining the energy balance, including line losses, at the time of 

the next GRA. 

 

The Board notes the Hamlet’s concern respecting the difference in the growth 

rates for commercial consumption per customer from 2005 to 2006. The Board 

also notes that the commercial forecasts were prepared based on a detailed 
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review of all known or expected commercial customer additions or losses. 

Accordingly, the Board considers that there may be customer specific reasons for 

the differential growth rates for commercial consumption per customer from year 

to year. Therefore the reason for change in commercial forecasts for 2006 

offered by the Hamlet may not necessarily apply in this instance. The Board 

considers other changes to the sales forecasts recommended by intervenors to 

be not material in the overall context of revenue forecasts. Accordingly, the 

Board will accept Northland’s sales and revenue forecasts, subject to the change 

with respect to customer additions noted above. 

 

4. PURCHASED POWER 
 
4.1 Line Losses 
 

Northland forecast line losses based on an average of the previous five-year loss 

percentage (2000-2004) for each community. Northland indicated that the 

following variables can impact the forecasted line loss: 

 

• System Configuration; 

• Conductor Size on Feeders; 

• Voltage of the System; 

• Load on the System; 

• Kilometers of line within the Community; and 

• Types of Transformers and Electrical Equipment used. 

 

With respect to the Hay River System forecast line losses, the Town submitted 

as follows: 

“… there was a significant increase in total and distribution losses on the 
Hay River System in 2004, system losses increasing by 1.8% over the 
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1999-2003 average of 10.8% and distribution losses increasing by 1.4% 
over the 1999-2003 average of 4.2%. NUL was asked to explain why 
distribution losses in 2004 were so much higher than in all other years 
shown in Schedule 1 to HR-NUL-NWT-9-1. In Undertaking No. 1, NUL 
indicated that part of the increased losses was due to growth in billed 
sales (which should not affect the percentage of losses) and growth in 
unbilled sales estimated to be 104 MWh from 2003 to 2004. However, 
there still remained 584 MWh of unaccounted growth in losses that NUL 
attributed to possible energy diversion and the accounting for unbilled 
sales. There is simply no evidence in support of the energy diversion 
theory.” (Town’s Argument, p.3) 

 

The Town considered that the distribution losses for 2004 cannot be relied upon, 

not even as part of the five-year average as suggested by Northland. The Town 

submitted that the 1999-2003 average of distribution losses should be utilized as 

the best proxy for distribution losses in Hay River for the 2005 and 2006 test 

years rather than the 5-year average including 2004. The Town submitted 

Northland should be directed to refile its Purchased Power Expense using the 

1999-2003 average of 4.2% for distribution losses.  

The Hamlet submitted that by using the average line loss experience of the last 5 

years (2000-2004), any improvements that may manifest in reduction in losses in 

the test years are effectively rendered mute. The evidence is clear, for example, 

that in both Fort Providence and Trout Lake, initiatives were undertaken in early 

to mid-2005 to reduce line losses. In the face of these initiatives to curtail losses, 

it is somewhat surprising to see Fort Providence, for example, experience an 

increased line loss of 11.90% in 2005 relative to the 2004 loss factor of 10.90%. 

The Hamlet recommended that there should be at least a 10% reduction in line 

losses for Fort Providence. 

The Hamlet submitted Northland agreed to undertake further study to look at the 

costs and benefits of improvements to the system that would mitigate these 
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losses. The Hamlet recommended Northland should be directed to provide the 

outcome of this study and provide specific steps planned and undertaken with a 

view to reducing line losses in the diesel communities. 

Northland submitted that it has initiated measures that will be implemented, 

primarily on a go forward basis, to assist in mitigating line losses in the future. 

Northland stated that it has adopted a practice of using a larger conductor to 

assist in this regard, but has not quantified the impact its efforts will have on 

actual line losses. Northland also observed that line losses increased with load 

growth and, therefore, there are two competing, offsetting factors that must be 

taken into account. Northland acknowledged that unaccounted for energy is 

comprised of two components, being line losses and unbilled revenues, but 

observed that the latter was not causing significant fluctuations as was the case 

in Northland Utilities (Yellowknife) Limited's (“Northland YK”) recent GRA. 

The Board notes the material fluctuations in distribution line loss percentages 

from year to year as shown in HR-NUL-NWT-9-1(c) line 3 for Hay River and in 

Exhibit 25 line 4 for each of the diesel communities. Northland alludes to unbilled 

consumption, among others, as a contributory factor to yearly fluctuations in line 

losses. However, the Board shares intervenors’ concern that Northland has not 

adequately explained the reasons for the fluctuations in line loss percentages 

from year to year. The level of line loss percentages particularly in the 

communities Fort Providence, Trout Lake and Dory Point/Kakisa also concerns 

the Board. 

In order to address the concerns over fluctuations in line loss percentages from 

year to year, Northland is directed to develop procedures for determining actual 

line loss factors for each year, which are reasonably reflective of the electrical 

line losses for that year. To the extent the unbilled consumption is a factor 

amongst others causing fluctuations in overall loss factors from year to year, the 
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percent loss factor applicable to electrical losses should be identified separately 

from the loss factor applicable to other factors under the category of unaccounted 

for losses. Northland should institute the above procedures with immediate effect 

and explain how these procedures address the accurate determination of 

forecast loss factors, at the next GRA. 

 

Northland is also directed to provide an engineering assessment of the level of 

line losses in each community given the community’s particular system 

configuration and report on and reflect the outcome of the study in the next GRA.  

 

5. DIESEL FUEL COSTS 
 

5.1 Fuel Procurement 
 

The Hamlet submitted that by using heating degree day data for each of Fort 

Providence and Hay River, Northland will be able to calculate the average usage 

per customer per degree day for each class and better predict usage patterns in 

any given month. The Hamlet indicated the ability to predict usage pattern 

accurately would assist in the procurement of fuel in the spot market. The Hamlet 

submitted Northland should conduct a study in this regard to be able to better 

predict usage pattern in any given month. 

 

The Hamlet also submitted that simply because some communities receive fuel 

supply once a year and prices are paid on delivery, it does not mean Northland is 

engaging in any form of hedging. In fact, in this case, the entire year’s fuel supply 

is based on spot prices, i.e. the price that prevailed on the delivery date. The 

Hamlet conceded there is no doubt that the supplier will be looking for a premium 

over spot prices in any form of a hedged transaction. However, the Hamlet 
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believed that, from the customers’ perspective, some extent of hedging provides 

for protection that payment on spot for 100% of fuel supplies maybe too high. 

 

Northland submitted that there is absolutely no evidence to support a conclusion 

that the implementation of a partial hedging program would be practical or cost 

effective in the circumstances encountered by Northland. The additional costs 

associated with hedging small volumes of fuel in remote communities are likely to 

outweigh any speculative benefits that might possibly occur. 

 

The Board notes the Hamlet’s view that temperature normalization of average 

usage per customer per degree day for each rate class would enable Northland 

to better predict usage patterns in any given month, from the point of view of fuel 

procurement. The Board considers any systems that would assist in the 

balancing of supply and demand as well as provide fuel price forecast accuracy, 

without the need for frequent price reforecasts, would contribute to rate stability 

particularly in the context of Rider A for diesel communities. The Board notes the 

Hamlet’s concern respecting rate stability resulting from quarterly adjustments to 

Rider A consequent upon fuel price changes. In light of these concerns, the 

Board expects Northland to consider the suggestions offered by the Hamlet as 

well as other options towards the goal of improving fuel price forecasts prepared 

in the context of Rider A applications so as to reduce the need for frequent price 

reforecasts. Further comments respecting Rider A are provided under Section 

14.2. 

 
5.2 Heat Rates 
 

Northland stated forecast fuel efficiencies or heat rates are based on historical 

trends adjusted for the non-recurring use of less efficient units or for the forecast 

fuel efficiencies of any new engines forecast to be in service. During hearing 
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examination, Northland acknowledged the impact on fuel efficiency resulting from 

the addition of a new generating unit in Fort Providence in 2006 is not reflected in 

the Application. In response to Undertaking 10, Northland indicated: 

 

“The heat rate calculation based on using a three (3) year average for the 
months of January to May of 2006 using the three (3) year average of 
2002, '03, and '04, together with the forecast heat rate for June through 
December of including the new unit together with the remaining existing 
units would have resulted in a heat rate of 3.55 kilowatt hours per litre.” 
(Tr., Vol. II; p.13) 

 

The Board considers that, in accordance with Northland’s stated method of 

forecasting heat rates, the forecast fuel efficiencies of any new engines forecast 

to be in service should be reflected in the forecast heat rate calculations. 

Accordingly, the Board directs Northland to adjust the 2006 heat rate calculation 

for Fort Providence to reflect the addition of the new generator in 2006. 

 

5.3 Steps to Reduce Reliance on Diesel 
 

The Hamlet submitted that it continues to be concerned about the total reliance 

on diesel as the only source of generation in the so-called “diesel communities”. 

The Hamlet submitted that as long as Northland can recover its costs and earn a 

fair return on its investment in these communities, it has little incentive to find 

alternatives to diesel generation. The Hamlet noted that it is not only concerned 

about the fact that diesel costs a lot of money, but also about the negative 

environmental aspects of using diesel. 

 

The Hamlet submitted that the Board should direct Northland to actively pursue 

any federal and territorial funding available to undertake a feasibility study to 

connect Fort Providence (and other diesel communities) to the hydro system. As 

well, alternate technologies should be investigated. 
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In response to the Hamlet’s Argument, Northland submitted that there is simply 

no evidence on the record to justify the costs associated with conducting any 

such study now. Northland noted that it is a small utility with only 15 employees 

and less than 2,600 customers. The costs associated with such studies are likely 

to far outweigh any potential benefits, particularly in circumstances where there is 

no factual basis to support a view that any such benefits will be derived. 

 

The Board considers the procurement of energy supplies at prudent costs to be a 

matter within its jurisdiction. The Board considers that Northland has a mandate 

and responsibility to take all necessary steps that would help minimize the cost of 

electricity supplied to its customers. Accordingly, Northland is directed to provide 

a preliminary assessment of feasible energy supply alternatives for diesel 

communities, including those referred to by the Hamlet, that may help alleviate 

the high cost of providing electricity supply to these communities, as part of its 

next resource planning cycle and provide Northland’s recommendations thereon 

to the Board and interested parties by year end 2006. Following this filing, the 

Board may direct that further detailed studies or a further process be undertaken 

or may conclude that the matter needs no further action. 

 

6. OPERATIONS AND MAINTENANCE EXPENSES 
 

6.1 Labour Expense 
 

The Hamlet submitted, despite a constant complement of 15 employees since 

2003, Northland is forecasting significant increases in labour expenses over the 

test years. The explanations provided by Northland for the increases in labour 

expense, “that there is now a full compliment of employees, as opposed to prior 
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years”, do not reconcile with this constant number of employees of 15. (Hamlet 

Argument, p.16) 

 

The Hamlet submitted that the increases are not justified and the labour forecast 

should be reduced 20% in each test year. 

 

Northland responded that there is no evidence to support this suggestion. 

 

Given the adjustments determined as appropriate in regards to the vacancy rate 

applicable in each test year, the Board is satisfied that the net labour forecast is 

reasonable for the test period. 

 

6.2 Vacancies  
 

Northland submitted that it is a small company in terms of the total number of 

employees and is forecasting a minor vacancy rate (.1 position) for 2005 and 

zero for 2006. If an employee were to leave during the test period, Northland 

indicated that it would have to backfill with a contractor or affiliate secondment, 

as well as hire a replacement to complete required work. Northland also noted 

that the arguments of that intervenors ignore the impact of recruiting and 

relocation costs related to vacancies during the test period and which have not 

been included in the forecast. 

 

The Town noted actual vacancies averaged 7.2% over the years 2001-2004. 

While Northland’s intent may be to fill all positions, the Town submitted that 

history shows this does not happen and recommended the vacancy rate of 7.2% 

be applied to the 15 positions in BR.-NUL-NWT-4(f), resulting in an average of 

1.1 vacancies for each of 2005 and 2006. The Town also noted, in reply, that 
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Northland had the same opportunities to backfill in non-test years but did not do 

so. 

 

The Board recognizes small fluctuations in the staffing levels of a smaller 

complement of employees may result in larger vacancy rates. The Board notes 

from BR-NUL-NWT-4 (f) that the vacancy levels ranged from a low of .5 FTE in 

2002 to a high of 1.9 FTE in 2003 during the four-year period from 2001 to 2004. 

The average vacancy level during this period was 1.05. Given Northland’s 

evidence that vacancies experienced in the past resulted in the Company not 

being able to complete certain critical maintenance work, the Board considers it 

would not be appropriate to use the experienced average to assess vacancy 

rates. Rather the Board considers the low end of vacancy rates experienced in 

2002 may be more reflective of normalized vacancy levels. The Board agrees the 

opportunity to backfill positions would have been available to Northland during 

the historical period but does not appear to have been the chosen course of 

action. The Board directs Northland to use a vacancy level of .5 FTE in each of 

2005 and 2006 and to reflect the appropriate reduction in labour, benefits and 

other expenses in its refiling. 

 

6.3 Affiliate Charges in Operation & Maintenance (including 
Administration and Head Office Fees) 
 

Northland indicated the Information Technology charges now reflect an I-TEK 

direct billing rather than billing through ATCO Electric (“AE”). This reclassification 

has an offsetting reduction in costs from AE and must be viewed together.  

Northland also noted it has been allocated a portion of the costs associated with 

implementation of the new Oracle financial systems. Northland also indicated 

regulatory and financial reporting charges are forecast to increase in the test year 

due to the additional workload. 
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Northland submitted that the Code of Conduct requirements mandated a change 

in the presentation and charging of certain head office fees, as well as the 

imposition of a 70% loading charge on labour costs incurred for services 

provided by AE. These costs do not contain any element of profit or return. 

 

The Town submitted that there have been significant increases in total 

administrative costs since 2003. The Town indicated that it has concerns with 

several of Northland’s explanations regarding year over year increases. The 

Town also submitted that the $54,000 estimated amount for preparation of the 

Phase II in this proceeding should be amortized over 4 years. Further, while 

Northland asserts that the $15,000 of clerical support plus $5,000 for fringe 

benefits from customer accounting would result in reductions, there is only a 

$6,000 reduction. The Town recommended that the net $14,000 increase related 

to clerical support from customer accounting should be disallowed. 

 

The Hamlet noted that, as AE does not have an approved revenue requirement 

for 2005 and 2006, amounts included in Northland’s affiliate costs might include 

untested amounts. To the extent the costs of AE are reduced by the Alberta 

Energy and Utilities Board (“AEUB”), the Hamlet submitted that the reductions 

should be flowed through to customers.  

 

In response, Northland noted work performed by AE for Northland is required 

whether there is an active proceeding taking place at the time or not. Ongoing 

work for items such as the administration of various riders and deferral accounts 

is ongoing in nature. 

 

The Board considers regulation and Phase II related expenditures are not likely 

to occur annually at the same level each year. Accordingly, the Board is not 
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convinced the $27,000 cost in 2004 for regulation and Phase II activities is likely 

to be incurred at this level in each of 2005 and 2006. The Board considers it 

more reasonable to spread the costs identified as related to regulation and 

Phase II over the two-year test period. Therefore, the Board directs Northland to 

reflect a net reduction of $13,500 for this expenditure item in each of 2005 and 

2006. 

 

In terms of flowing through reductions in AE’s affiliate charges following 

resolution of those costs by the AEUB, the Board has no basis to determine 

whether such an adjustment is likely to result in material changes and is satisfied 

the current forecast is based on the best information available at the time the 

forecast was prepared and available as at the time of the hearing. 

 

The Board notes Northland’s explanations for increases in administration costs 

from 2003 to 2004, which includes the addition of a casual employee at $14,000 

and additional fringe benefits of $5000. The explanations for increases in 2005 

over 2004 includes the addition of $12,000 for an employee returning from 

maternity leave, additional clerical support from customer service at $15,000 and 

fringe benefits increase of $5,000. The Board is concerned by the level of 

increases year over year and the explanations, which appear to be somewhat 

duplicative.  

 

The Board notes the Town’s view that the $15,000 of clerical support plus $5,000 

for fringe benefits from customer accounting should result in corresponding 

reductions in customer service whereas there is only a $6,000 reduction. The 

Board agrees Northland has not explained why the increase in administration 

due to transfer of an employee does not result in a comparable reduction in 

customer service expense. In the absence of adequate explanation from 

Northland and in light of the addition of a casual employee in 2004 and a further 
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addition of an employee returning from maternity leave in 2005, the Board is not 

convinced the proposed level of increases are justified. Therefore, the Board will 

accept the Town’s proposal to reduce administration by $14,000. The Board 

directs Northland to reflect a net reduction of $14,000 for this item in 2005 and 

2006. 

 

6.4 Distribution Maintenance 
 

Northland submitted that it provided a complete explanation for the requested 

increase in Distribution Account 87300 – Maintenance. The overall increase is 

due to a new hire, a new heat scan program and a new ground rod inspection 

program. Northland submitted that there is no double counting of the proposed 

expenditures and the full requested increase is required. Northland noted that 

certain activities, which did not impact upon the safety or reliability of the system, 

were simply not done or not done to the level that may have been desirable in 

prior years (due primarily to manpower shortages). Northland is now planning to 

return to the level of maintenance that is desirable and appropriate given that it 

will have a full complement. (Northland Argument, p.6) 

 

The Town noted Distribution Maintenance is forecast to increase $101,000 in 

2005 and $86,000 in 2006. The Town noted Northland’s acknowledgement that it 

had counted $17,000 for heat scanning equipment twice in the explanation of 

increases. As a result, the Town submitted the $29,000 increase attributed to 

catch up on deferred maintenance should really be $46,000. The Town noted 

that Northland had also indicated in BR-NUL-NWT-5(b) that “Based on 2004 

actual there is $37,000 of deferred maintenance which is being made up in 2005 

and 2006.” The Town noted Northland’s explanation that this latter amount was 

the difference between a vacancy of 1.0 in 2004 and 0.1 in 2005 times the pay 

rate. The Town submitted that given that power linemen vacancies are noted in 
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both Account 85300 Transmission Overhead Lines and Account 87300 

Distribution Maintenance, in 2004, the difference must reflect only a portion of a 

lineman in each account.  

 

The Town noted that it is not convinced that had the resources been available, 

either by way of contractor or employees seconded from an affiliate, that the 

$46,000 of distribution maintenance could and should have been performed in 

2004. That maintenance would include both labour and materials and supplies. 

The Town submitted that the 2005 and 2006 distribution maintenance should be 

reduced by $23,000 in each test year to ensure that customers do not pay twice 

for those services. (Town Argument, p.8) 

 

The Town stated that it can only conclude activities not done, or not done to a 

desirable level, should have been done in prior years and the costs to perform 

those activities were previously paid by consumers. “NUL has effectively deferred 

those activities to the test year and customers will pay for them a second time.” 

(Town Reply, p.3) 

 

In response, Northland stated: 

 

“this suggestion is totally baseless and must be rejected by the Board. 
There is simply no basis upon which to conclude that any such “double-
counting” has or will occur, particularly in the context of NUL’s actual 
experienced returns and the forward Test Year method of regulation.” 
(Northland Reply, p.9) 

 

The Board is concerned that the Company may have deferred spending in non-

test years to the current test period. Although the Board recognizes Northland’s 

explanation regarding the level of work done with existing resources, the Board 

considers it within Northland’s abilities to contract additional help if required to 
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ensure the necessary level of work was completed. The Board does not consider 

it appropriate to defer necessary expenditures for the safety, reliability and 

upkeep of the system to test years. The Board considers distribution 

maintenance expenditures included in revenue requirement should reflect a 

normalized level. Therefore, the Board directs Northland to reduce its forecast 

distribution maintenance by $18,500, representing the amount indicated by 

Northland as catch up or deferred maintenance, in each of the years 2005 and 

2006. (BR-NUL-NWT-5b)) The Board notes that the above adjustments would 

bring the level of expenditure under account 87300 during the test years more in 

line with the average expenditures over the 6 year period from 1998 to 2003 with 

some allowance for staffing increases, inflation and other identified increases 

specified in BR-NUL-NWT-4(b). 

 

6.5 Special Studies on Kakisa Hydro and Mackenzie River Crossing 
 

Northland indicated that these are high-level studies, which are designed to 

assess the feasibility of projects that will be of benefit to its service area. Given 

the nature of the studies, Northland is proposing to expense these costs instead 

of capitalizing them. 

 

The Town noted that the Kakisa Hydro study involves an office study to estimate 

the capital cost and potential output of the site. Although the project is forecast to 

be complete in 2005, the Town stated that it does not appear the $10,000 

expenditure will be made in 2005. The costs should be held in Plant Held for 

Future Use (“PHFFU”) until a decision is made on whether to proceed. 

 

With regard to the Mackenzie River Bridge Crossing, the Town submitted that 

there is no reason to proceed with the study until a final decision is made to 
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proceed with the bridge. In the event the bridge project proceeds, any study 

expenditures should be placed in PHFFU. 

 

Northland considered the Town’s recommendation to put the costs of the Kakisa 

study in PHFFU inappropriate and inconsistent with the requirements of GAAP. 

In particular, Northland submitted that GAAP dictates these costs be expensed, 

as it is not certain the underlying project will proceed. If held in PHFFU, 

shareholders would pay the costs if an actual project were not ultimately 

undertaken. Northland also stated that studies, such as the Mackenzie River line, 

are appropriate, particularly where consideration of whether to undertake a 

project must be done in a timely manner. Northland submitted that it is incumbent 

upon utilities to undertake studies when opportunities could have material 

benefits for customers. 

 

The Board agrees that the Company requires sufficient flexibility in its 

management to properly consider opportunities related to projects such as the 

Kakisa and Mackenzie River Bridge crossing which may result in benefits to 

customers. Given the uncertainty of whether the project might proceed and the 

level of costs involved, the Board considers Northland’s proposed treatment of 

these expenditures appropriate. With regard to the timing of the Kakisa study, the 

Board agrees it is unlikely the forecast expenditure will be completed before the 

end of 2005 and directs Northland to move this expenditure to 2006. 

 

6.6 Training and Meetings 
 

Northland forecasted increased costs related to trainings and meetings for a new 

supervisor of administrative services to increase visits to communities to conduct 

public safety programs, energy conservation, etc. Neither the Town nor the 

Hamlet provided comment on this issue in Argument or Reply. 
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Having reviewed the evidence on this expense and the purposes of the program, 

the Board is satisfied the forecast level of expenditures for training and meetings 

is reasonable and is approved as filed. 

 

6.7 Brushing 
 
The actual and forecast expenditures on transmission and distribution brushing 

expenditures are as follows: 

 
Actual Actual Forecast Forecast
2003 2004 2005 2006

Transmission brushing 12000 13000 27000 29000
Distribution brushing 26000 29000 52000 55000  
 

 

Northland submitted that brushing costs were below forecast levels in past years 

primarily due to vacancies. Further, Northland hired an outside consultant to 

examine brushing activity who indicated that additional brushing was required to 

bring the system back to desired levels. 

 

The Town noted Ouimet Cunningham’s 3 Year Projection to get the brushing 

cycle on track was $75,000 per year. The Town went on to note Northland spent 

$42,000 in 2004 on transmission and distribution brushing even after receiving 

the report. The Town also noted that the average expenditure on distribution 

brushing during 1999-2004 was $40,000, $16,000 less than forecast for 2000.  

 

The Town considered that Northland should not be compensated twice for the 

same work. The lack of staff to carry out the program is simply not an adequate 

excuse. The Town submitted that, in the current test years, Northland claims they 
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will fill vacant positions by contractors or by seconding from an affiliate. In the 

Town’s view, Northland did not maintain its brushing program since the last GRA 

and is now faced with a serious catch up situation. The Town noted Northland 

spent $30,000 less than it forecast in the 1999/2000 GRA on transmission 

brushing over the period 1999-2004. For distribution brushing, the comparable 

figure is $96,000. 

 

The Town noted that, with reference to in HR-NUL-NWT-11(b), Schedule 1, page 

2 of 2, Northland would be required to spend $75,000 per year from 2004-2006 

to get the brushing cycle back on track. Northland’s 2004 actual brushing 

expenditures were only $42,000 and adding the forecast expenditures for 2005 

and 2006 totals $205,000 which is just slightly less than the Ouimet Cunningham 

estimate to get the brushing cycle back on track. The Town submitted that 

Northland should be directed to bring the brushing program back to the standard 

recommended by its consultant by the end of 2006. However, since Northland 

has been compensated through rates for $77,000 per year but has only 

expended $56,000 per year over the last 6 years, customers should not be asked 

to pay a second time. The Town estimated that if Northland is allowed to include 

$19,000 for brushing in each of the 2005 and 2006 test years, it will have been 

fully compensated for brushing over the period 1999-2006. (Town Argument, p.7) 

 

In Reply, Northland stated it is clearly not asking customers to pay a “second 

time” for costs that were recovered in rates in past years. Northland submitted 

that it has under-earned on its approved return because it incurred the costs 

necessary to provide safe and reliable service. While Northland does not 

consider the results of the Ouimet Cunningham study as “mandating” any 

particular course of action, it does use the study as a guide to assist in focusing 

its brushing efforts. Northland has prepared forecasts based on the costs it 
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expects to incur in order to conduct an appropriate brushing program for each of 

the Test Years. (Northland Reply, p.11) 

 

Although the forecast level of brushing appears higher than in previous years, the 

Board is more concerned that the necessary work be undertaken and completed 

to ensure the safety and reliability of the system. In this instance, the Board is 

very concerned with the findings of the Ouimet Cunningham report and the 

apparent failure of Northland to carry out significant brushing work over the 

preceding years. The Board expects and directs Northland to ensure the 

necessary brushing work is undertaken to ensure the system’s safety and 

reliability and to provide a comprehensive status report on the state of the work 

as part of the next GRA. 

 

For the purposes of these proceedings, the Board notes the annual expenditure 

of $75,000 required in each of 2004, 2005 and 2006 to bring the brushing 

program up to date under a 3-year program set out in the Ouimet Cunningham 

report. The Board considers this level of expenditure may not necessarily reflect 

a normalized level of brushing expenditure given the comment in the Ouimet 

Cunningham report that the 2007/08 budget should be less, pending completion 

of the 3-year program. The Board also notes the actual expenditure of $42,000 in 

transmission and distribution brushing in 2004. This level of expenditure in 2004, 

as well as the expenditure levels that are significantly lower than what was 

forecast for brushing in the last GRA, support the Town’s view that there is some 

catch up expenditure reflected in the 2005 and 2006 forecasts. However, 

considering all of the circumstances, including the need to bring the brushing 

program up to date, the Board approves transmission and distribution brushing 

expenditures totalling $75,000 in each of 2005 and 2006. Northland is directed to 

reflect this finding in its refiling. 
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6.8 Franchise Retention Costs 
 

Northland included $21,000 in 2005 and $19,000 in 2006 for amortization of 

Franchise Retention Charges. As noted in the Town’s Argument, these costs are 

described as primarily legal costs to negotiate the Hay River Franchise 

Agreements in 2000 and 2004. Northland indicated these costs are amortized 

over the term of the Agreements. However, the Town noted the initial $54,000 in 

2000 should have been fully amortized by 2004 and the $32,000 for the 2004 

renewal should be amortized at a rate of $11,000 per year. In any event, the 

Town considered these are more appropriately shareholder costs and should not 

be paid by customers. 

 

Northland submitted that the Town’s proposed approach is entirely inappropriate 

as the retention of the franchise is critical to Northland’s efforts to minimize costs 

for all customers. The loss of economies of scale associated with such a 

franchise loss would cause dramatic increases in costs. 

 

The Board considers that the addition and retention of franchise areas provides 

the opportunity for benefits to customers of the utility in terms of customer growth 

and economies of scale. While there are also potential benefits to shareholders 

resulting from growth in the business, the Board considers the operation, 

including renewals, of franchise agreements an ordinary part of the utilities’ 

business and properly included in the utility’s operating expenses. That being 

said, the Board agrees with the Town’s assessment that the 2000 Agreement 

should have been fully amortized by 2004 when it was again renewed. Therefore, 

the Board directs Northland to reduce the amount included for amortization of the 

Hay River franchise renewal to $11,000 per year. 
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6.9 Hearing Cost Reserve 
 

Matters related to the hearing cost reserve are addressed in the No Cost Capital 

portion of this Decision. 

 

7. TAXES OTHER THAN INCOME 
 

The Board notes the total of property taxes included in revenue requirement 

amounts to $41,000 in 2005 and $45,000 in 2006. (Schedule 1.1) However, the 

total property taxes shown in response FP-NUL-NWT-8 are $34,200 in each of 

2005 and 2006. The Board directs Northland to reflect the correct numbers for 

property taxes in revenue requirement in its refiling. 

 

8. DEPRECIATION 
 
In its Application, Northland filed a depreciation study prepared by Mr. Kennedy 

of Gannett Fleming. The Town suggested that Northland’s use of monthly plant 

balances for the forecasts may result in a mismatch between the Company’s 

forecast depreciation expense and booked depreciation expenses if the latter is 

based on year end plant balances. However, the Board notes Northland’s 

position is actual account depreciation rates are multiplied by actual monthly 

account plant balances to arrive at the monthly actual depreciation expense. In 

view of the clarification provided by Northland, the Board does not consider a 

change in the proposed depreciation calculation is necessary. 

 

With regard to survivor curves, Northland proposed the continued use of a 40-R3 

Iowa Curve for Account 457, Transmission Substation Equipment. No change to 
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this account was proposed by Northland due to the lack of adequate retirement 

data.  

 

The Town submitted that the 50-R3 curve used by AE and provided in HR-NUL-

NWT-14(a) is a better visual fit for account 457 than the 40-R3 curve provided at 

page III-21 of the Depreciation Study. The Town submitted that the Company did 

not adequately support the 40-R3 curve proposal for account 457. The Town 

noted that the Company relied on comparators from NWTPC and Yukon Energy 

Corporation, stating that they have similar physical forces of retirement to 

Northland. However, the Town that submitted, there is no evidence to support 

this assertion other than some anecdotal references to sizing, weather and load 

considerations. The Town submitted that the account 457 depreciation curve 

should reflect the one used by AE. 

 

The Board notes the Town’s concerns with respect to this account and considers 

the explanations in relation to northern peer comparators and to AE provided by 

Northland do not adequately demonstrate that the continued use of the 40-R3 

curve is appropriate for this account. Accordingly, the Board directs Northland to 

provide further evidence in relation to account 457 with additional peer 

comparisons together with explanations for differences, as part of its next 

depreciation study and/or technical update. Given limited data on actual 

retirements for this account, and given the peer comparison to Northern Utilities 

provided by Northland, the Board is prepared to retain the 40-R3 curve for 

purposes of this test period. 

 

For Account 474, Distribution Overhead Conductor, Northland proposed to 

increase the average service life from a 40-R2 Iowa Curve to a 45-R3 Curve. The 

Board notes the Town’s suggestion that the 50-R2.5 Curve appears to fit 

retirements on this account better than the proposed 45-R3 curve. On the other 
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hand, Northland’s position is that the 45-R3 curve fits better in the mid-life portion 

of the asset account. Northland acknowledges that there is no clear fit for this 

account but, considering the two northern peer utilities, the 45-R3 is more 

appropriate. In view of this evidence, the Board will accept Northland’s 

recommendation of 45-R3 for account 474. 

 

Finally, Northland proposed a change in Account 479.10, Distribution Line 

Transformers, from a 27-R2.5 Curve to a 30-R2.5 Curve. The Town argued that 

the 37-R2 curve provides a better fit through the 0-15 year interval and a much 

better fit through the 30 – 40 year interval. Northland stated that only in the 

periods of insignificant retirement ratios post age 30 does the IOWA 37-R2 

provide a better fit. Northland suggested retirements beyond age 30 are not 

statistically significant as less than 2.5% of the plant would still be exposed to 

retirement. The Board is not convinced the use of the 37-R2 Curve is superior to 

the recommended 30-R2.5 Curve and approves the proposed change from the 

27-R2.5 Curve to the 30-R2.5 Curve. 

 

9. RETURN 
 

9.1 Capital Structure and Return On Equity 
 

Northland requested a return on common equity of 10.75% in each of the test 

years based on its actual common equity ratio. Although prepared to use the 

9.5% return utilized by the AEUB as a starting point for Northland’s return, 

Northland submitted that it is a very different utility from those located in Alberta 

with different risks. Northland noted that its functions include generation and 

retail, recognized as being riskier functions than transmission and distribution. 

Northland also indicated that it has a concentration of customers in one franchise 

and has little diversification with respect to franchise retention. With regard to the 
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equity ratio, Northland suggested a utility of its nature and size warrants an 

equity ratio far in excess of 40%, and in the range of 48-55%. 

 

On the issue of equity return, the Town submitted: 

 

“NUL accepted the 9.5% starting point knowing full well that rate was 
based on 3 and 12-month forward long Canada rates of 4.9% and 5.2% as 
forecast in November, 2004, but which had dropped to at least 4.5% and 
4.9% or 30-40 basis points by March, 2005, and further to 4.2% and 4.6% 
by July, 2006.  Clearly, the 9.5% start point was generous to NUL at the 
time the application was filed.” (Town Reply, p.4) 

 

The Town noted that, while Northland submits it would be inappropriate to 

selectively update this portion of the Application by considering the more current 

consensus forecasts, the AEUB has accepted such updates up to the time of the 

hearing.  Moreover, the Town suggested consideration should also be given to 

the recent AEUB decision concerning the 2006 generic return on equity, setting 

the return at 8.93%. 

 

In discharging its mandate to determine fair and reasonable rates, the Board 

considers it prudent to utilize the best information available as at the time of the 

hearing in making its determinations. In this case, the Board notes the decline in 

long Canada rates from the November 2004 consensus forecast. Although not 

the only factor to be considered, the Board agrees the 9.5% starting point for 

Northland is generous. However, taking into account some of the differences in 

risk between Northland and other utilities, including its integrated structure, 

generation and retail components and focused franchise centre, the Board 

considers a return of 9.5% for 2005 is appropriate and fairly balances the 

interests of shareholders with those of consumers. 
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With regard to 2006, the Board notes the AEUB’s decision concerning the 2006 

generic return on equity.  As the change in the consensus forecast would largely 

be accounted for in the 2006 return rate, the Board does not consider any further 

adjustment is required in this regard. However, again, taking into account the 

risks relative to Northland, the Board considers a return on equity of 9.5% in 

2006 is also appropriate. 

 

Northland is directed to reflect a return on equity of 9.5% for 2005 and 2006 in its 

refiling. 

 

Although the Board agrees that there are differences between Northland and AE, 

differences of varying degrees and scope will always exist between companies. 

In this instance, while Northland’s functions include generation and retail, the 

Board notes that the scope of the generation function is not extensive and may 

be offset, to some extent, by the fact a significant portion of Northland’s power 

supply is purchased energy. Given the integrated nature of Northland, and 

considering the risks it faces relative to comparable utilities, the Board considers 

the aforementioned return applied to the Company’s actual equity ratio in the 

range of 39% to 40% is reasonable for the test period. 

 

9.2 Customer Deposits 
 

The intervenors raised the issue of whether customer deposits should be 

included in Northland’s no cost capital. With regard to customer deposits, 

Northland stated that these serve as security for unpaid bills and are required to 

be available to either be refunded to customers or to actually apply to the bills in 

the event of a default. Although the total remains approximately the same from 

year to year, Northland submitted that the funds are needed to be available to 

repay them when they leave or default on payment. 
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The Town submitted: 

 

“… Given the overall level of consumer deposits, the likely quantum of any 
particular refund and the sources of short-term capital available to the 
company, it does not seem necessary nor efficient to maintain a separate 
bank account when such funds could be used to fund longer term 
obligations which carries a higher cost of capital. Hay River submitted that 
$90,000 of estimated consumer deposits should be included in the capital 
structure for 2005 and 2006 at a rate of 2.54% being the current interest 
rate paid on consumer deposits.” (Town Argument, p.15) 

 
The Hamlet submitted: 

 

“Customer deposits, net of the amounts NUL expects to apply towards 
uncollectible accounts, should be recognized as a reduction to NUL’s 
working capital. The use of these funds effectively reduces the total 
amount of necessary working capital otherwise necessary to run NUL’s 
operations. Fort Providence also submitted that NUL should be allowed to 
include the forecast interest costs payable on such deposits.” (Hamlet 
Argument, p.21) 

 

Although the make up of these funds may fluctuate over time as a result of 

changes in customers and the payment and receipt of funds into and out of this 

account, the Board notes that the quantum of these deposits appears to be 

growing in a stable manner year over year. While the Board recognizes a portion 

of the funds may be payable to Northland for uncollectible accounts during the 

test period, the Board also considers it highly unlikely that a substantial portion of 

the net funds in the account would be paid out in a short period in the absence of 

the Company changing its policy on the requirement for deposits or otherwise 

terminating its business. Accordingly, the Board agrees with the position 

advanced by the Town, namely customer deposits, net of amounts Northland 

forecasts to apply towards uncollectible accounts, should be included in the 

Company’s capital structure at a cost rate reflecting the interest payable on 
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customer deposits. The Board directs Northland to reflect this finding in its 

refiling. 

 

9.3  No Cost Capital 
 

9.3.1 Deferred Pension Liability 
 

No cost capital includes the deferred pension account. Northland proposed to 

transfer $29,000 in each of 2005 and 2006 into the deferred pension account 

reflecting the accrual of liabilities with respect to other post employment benefits 

(“OPEB”).  

 

Northland indicated: 

 

“…these benefits are expensed for rate making purposes according to 
General Accepted Accounting Principles. However, the accrued amounts 
are not deductible for income tax purposes and, therefore, are factored out 
of the income tax calculations.  NUL confirmed that these amounts are not 
capitalized...” (Northland Argument, p.12) 

 

On this issue, the Hamlet indicated: 

 

“…with respect to OPEB is two-fold. Firstly, while most of its accounting 
and regulatory treatment for all other pension items is consistent with its 
parent ATCO Electric, the matter of OPEB is the only exception. For 
example, the parent is on a cash basis with respect to the Defined Benefit 
Plan due to the surplus in its plan. NUL’s DB Pension Plan, is for the 
“North of 60 employees…so that NUL and (NWT) are part of a separate 
pension plan” and this pension plan currently has a surplus of about $1.7 
million, and hence, NUL is also on a cash basis for the DB Plan. Likewise, 
both NUL and AE are on a cash basis with respect to the DC Plan. 
 
Next, when we look at the continuity schedule of the OPEB deferral 
account, it becomes evident that NUL has been collecting from customers 
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amounts with respect to OPEB on an accrual basis since 2001, and has 
accumulated a total of $134,000 to December 31, 2004 with nil payments 
for this expense to date. If allowed to be on an accrual basis for the test 
years, the collection will balloon to $192,000 by December 31, 2006. Note 
that there is no forecast of payments out of this account for the test years 
either. 
 
Fort Providence recognizes that the balance accumulating in the Deferred 
Pension Account benefits ratepayers through a reduction in the return. 
However, there is no need to pre-fund the OPEB expense. The clear 
evidence is that there have been no payouts for the last at least 6 years 
(since 1999) for which information is provided in this GRA, and there is no 
expected payout for the next 2 years 2005-06 either. Fort Providence is of 
the view that consistent with the practice adopted by its parent, NUL 
should record OPEB expense on a cash “pay-as-you-go” basis.” 
(Providence Argument, p.17) 

 

In reply, Northland submitted: 

 

“…NUL considered that compliance with GAAP is extremely important and 
that, if a divergence in treatment is to occur, it be explicitly justified in the 
circumstances based on persuasive evidence. As well, there is simply no 
evidence before the Board which would indicate that the impact on NUL of 
switching to a cash basis would be consistent with the implications of 
adopting such action for ATCO Electric.” (Northland Reply, p.22) 

 

The Board notes the Hamlet’s concern that OPEB for north of 60 companies is 

treated on an accrual basis and this treatment is different from that used by 

Northland’s parent for its employees. The Board also notes that Northland uses a 

cash basis for the defined benefit pension plan due to the existence of a surplus 

in this plan. The Board notes that no OPEB payments are forecast to occur 

during the test years and under these circumstances the entire forecast OPEB 

contribution to the deferral account is subject to tax gross up (ie: not deductible 

for tax purposes) during the test years. This results in current customers 

providing not only the funding but also the associated taxes. Had there been 

forecast payments out of the fund in 2005 and 2006 the current customers would 
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benefit from the associated tax deductions. The Board is concerned the 

continued funding of the OPEB account without payments out of the fund may 

lead to intergenerational inequities between current customers and future 

customers. Considering the surplus in the OPEB fund, the Board considers it 

appropriate to suspend accruals to the OPEB account for the two test years. 

Northland is directed to address why it considers it appropriate to continue to use 

the accrual basis for OPEB at the next GRA, given the use of the cash basis for 

other components of pension costs and the tax impact of accrual accounting for 

OPEB noted above. Northland is directed to adjust its filing to reflect the 

suspension of funding to the OPEB account in 2005 and 2006. 

 

9.4 Deferred Charges and Credits 

9.4.1 Hearing Cost Reserve Account  
 

Northland submitted that the hearing cost reserve may, at any point in time, have 

a negative or positive balance and, therefore, should not be included as part of 

no cost capital. Instead Northland proposed the inclusion of the balance in the 

hearing cost reserve as part of deferred charges and credits. The Northland 

proposed treatment has the effect of reducing the 2005 and 2006 rate base by 

the mid year balance in the hearing cost reserve.  

 

The Town submitted that the reserve should be brought to nil, thereby eliminating 

consideration of its use as no cost capital.  The Town went on to indicate a 

provision of $3,000 per test year would bring the balance of the Reserve to nil by 

the end of 2006.  

 

Northland agreed with the principle of targeting a zero balance for the hearing 

cost reserve. However, Northland indicated that the $47,000 provision should be 

maintained in order to provide for contingencies.  
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The Board considers the Northland proposed provision of $47,000 per year may 

be necessary to cover the contingencies related to hearing costs. Accordingly, 

the Board approves the $47,000 provision in each test year as proposed by 

Northland. The Board expects Northland to continue to transfer $47,000 to the 

hearing cost reserve each year following the 2006 test year, until the next GRA.  

 

9.4.2 Reserve for Injuries and Damages (RID) 
 
The Hamlet presented a number of concerns with regard to the criteria for claims 

to be included within the RID. 

 

The Hamlet recommended that the Board direct Northland to amend the RID 

accounting policy to specifically state that only claims clearly and demonstrably 

outside management’s control and not reasonably preventable or foreseeable 

are to be eligible for the RID. The Hamlet also submitted that losses due to 

events arising from gross negligence on the part of the Company or events that 

are compensated through the return on equity should not be eligible for RID 

treatment. The Hamlet submitted that Northland’s current policy invites 

management to engage in potentially lax operating practices, methods and acts 

with the customers footing the bill. Approving Northland’s current RID policy in 

this manner is also inconsistent with the practice approved by the AEUB for other 

utilities it regulates. The Hamlet stated that Northland should be required to 

provide, as part of its refiling, a complete accounting policy with respect to RID 

with the addition of the criteria as noted in the Hamlet’s Argument (Hamlet 

Argument, p.24). 
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Northland noted that there is no evidence regarding the impact such a change 

would have on Northland’s risk profile. Further, as no claims are forecast for the 

test years, this matter has not been specifically addressed in Northland’s 

Application. 

 

Notwithstanding the above, Northland indicated that it is prepared to monitor the 

evolution of the treatment of reserves similar to its RID in other jurisdictions, 

evaluate the applicability of any such changes to Northland and report on same 

to the Board in the context of Northland’s next GRA. (Northland Reply, p.24) 

 

The Board considers that there is merit in ensuring the criteria for charges to the 

RID are appropriate, even in the absence of forecast charges. Noting Northland’s 

offer to address this matter, the Board directs Northland to address the criteria for 

charges to the RID account at the next GRA, having regard to the criteria 

identified by the Hamlet in these proceedings. 

 

9.4.3 Plant Maintenance Reserve 
 
Northland submitted that this account is to mitigate the impact of major overhauls 

by spreading out the costs over time. Northland stated that it is requesting to 

increase the annual write-off from $50,000 to $100,000 to reduce the balance in 

this reserve account. Further, Northland submitted that the reserve is part of rate 

base and that the Hamlet’s suggestion the reserve is not financed with the 

weighted average cost of capital is unsupported. 

 

In its Argument, the Hamlet submitted: 

 

“Maintenance expense increases including amortization of the Plant 
Maintenance Reserve account are increasing by $179,000 in 2005 over 



The Public Utilities Board 37 
Of the Northwest Territories 
Decision 9-2006 
 

2004 actual levels or 33.6% and $174,000 in 2006 over 2004 actual levels 
or 32.7%. Fort Providence submitted these increases are too high and 
cannot be explained by an increase in one additional line man. It is 
submitted that this provides further support for the labour expense 
reductions set out above under operations and maintenance expense. 
Fort Providence further submits, that the allowed amortization of the Plant 
Maintenance Reserve Account should be reduced by $50,000 in each of 
the test years.” (Hamlet Argument, p.27) 

 

The Board notes that the charges to the plant maintenance reserve averaged 

about $40,000 per annum in the period 1992 to 1998 but the annual average 

increased to about $100,000 in the period 1999 to 2004. (BR-NUL-NWT-7) The 

Board considers the existence of a deferral account while mitigating utility risk 

may not necessarily provide a strong incentive for cost control. For this reason, 

the Board is concerned by the increase in the level of average plant maintenance 

expenditures. In view of this concern, the Board directs Northland to demonstrate 

that the level of expenditures charged to the deferral account with respect to 

each type of maintenance (overhaul, top end overhaul) for the different plants are 

reasonable by reference to suitable benchmarks derived from other Northern 

utilities at the next GRA. Given the average expenditure level of about $100,000 

in the period 1999 to 2004, the Board will approve the requested increase in the 

amortization amount to $100,000 for 2005 and 2006. 

 

With respect to the cost of financing the plant maintenance reserve, the Board 

considers the plant maintenance reserve to be no different than any other 

component of working capital. Accordingly, the Board considers it appropriate to 

allow the plant maintenance reserve to be included in rate base, earning the 

same rate of return as other rate base assets. 
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9.5 Working Capital 
 

The Hamlet submitted that Northland should be directed to incorporate the 

impact of the credit management system on revenue lag and accordingly reduce 

the revenue lag days in 2006. The Hamlet stated that since there is no evidence 

on the record with respect to the impact of this system, Northland should be 

directed to determine the impact of the credit management system on working 

capital and incorporate any changes in its compliance filing. 

 

The Board notes Northland’s view that implementation of the new credit 

management system would have an impact on revenue lags. (Tr., Vol. I, p.281-

283) The Board considers that since the cost of implementing the credit 

management system is included in the Application, the corresponding working 

capital related benefits should also be reflected in the forecasts during the test 

period. Accordingly, the Board directs Northland to reflect the impact of the credit 

management system on forecast revenue lags, in its refiling Application. 

 

10. CAPITAL ADDITIONS 
 

Northland indicated that its capital budget is comprised of new extensions, 

distribution improvements, street and sentinel lights, meters, transformers, 

generation and general plant and equipment.  The forecast capital additions are 

slightly below the 2004 actuals. 

 

10.1 Distribution Extensions 
 

With regard to new Distribution Extensions, the Hamlet noted that historical data 

indicates Northland over forecast new extensions in 1999 by $15,000 and 2000 
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by $49,000. As Phase I applications were not filed for the period 2001-2004, 

there is no data on the variances between forecast and actual. The Hamlet 

submitted that Northland is unable to explain variations in costs for different 

projects. Given the inconsistencies and history of over-forecasting, the Hamlet 

recommended a 20% reduction in the 2005 distribution extensions forecast. 

 

In reply, Northland submitted that the Hamlet’s proposed reduction is arbitrary. 

With regard to the history of over-forecasting, Northland noted the period was 

covered by a ‘package deal’ negotiated settlement with no line items for rate 

base additions. Northland submitted that the Hamlet’s position ignores actual 

costs for new extensions have increased every year during the period 2001 to 

2004. On unit costs, Northland noted each development has different 

characteristics driving the price. Regardless, new extensions referenced by the 

Hamlet are completely offset by customer contributions with no impact on rate 

base or revenue requirement. 

 

Although the Board notes the forecast level of expenditures appears to increase 

significantly in 2005 before returning to levels similar to the average of previous 

years, it does not consider there is sufficient evidence to conclude Northland’s 

forecasts demonstrate a tendency towards over forecasting. With regard to the 

differences in unit costs, the Board recognizes that there may be some 

differences in the costs relative to different projects. While the Board does not 

consider a reduction in the forecast appropriate, in future, it will expect Northland 

to be able to provide further details on the unit costs for each project, including a 

full description as to the reasons why costs related to a project may vary 

materially from costs for a project of similar description or type. 
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10.2 Sentinel Lights 
 

The Hamlet noted Northland forecasts $6,000 for sentinel lights in each of 1999, 

2000, and the two test years. No amounts were expended on sentinel lights in 

2001-2004. Based on Northland’s failure to spend amounts over the 2001 

through 2004 period, the Hamlet submitted that the sentinel light forecast should 

be denied in full. 

 

In response, Northland submitted that the proposed reduction is arbitrary and 

there is no evidence demonstrating that this forecast is not reasonable. 

 

The Board is concerned that Northland has not provided any reasons as to why 

expenditures on sentinel lighting is required in the test years notwithstanding the 

absence of expenditures related to this item from 1999 to 2004. In the absence of 

evidence supporting the proposed change in spending levels, the Board 

considers it likely the current forecast incorporates some level of catch up from 

prior periods. However, it is not clear to the Board whether all of the forecast 

work will be completed given the pattern of expenditure in non-test years. The 

Board considers therefore the forecast should be reduced by 50%.  Accordingly, 

the Board directs Northland to reduce the forecast for sentinel lighting to $3,000 

in each of 2005 and 2006. 

 

10.3 Meters 
 

The Hamlet recommended that the Meters forecast be reduced by $5,000 in 

each year as the average expenditure over 2001-2004 was 4,800 and the 

forecast in 1999 was 12,000 and $8,000 in 2000. Again, Northland submitted that 

the recommended reduction is arbitrary. 
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The variances in the level of expenditures in non-test periods relative to test 

periods are matters of concern to the Board as previously discussed in relation to 

sentinel lighting. In this instance, there is no evidence justifying the increase in 

spending from the prior periods. Accordingly, the Board considers a reduction in 

the Meter forecast to $6,500 in both 2005 and 2006 appropriate to reflect the 

average level of expenditures over the period 2001 to 2004 while recognizing 

some increase in costs over that same period. The Board directs Northland to 

reflect this finding in its refiling. 

 

10.4 Office Computer Equipment 
 

The Hamlet noted that Northland over-forecast office computer equipment by 

$1,000 in 1999 and $8,000 in 2000, or by 80%. In 2001 through 2004, Northland 

did not make any expenditure with respect to Office Computer Equipment. The 

Hamlet recommended Northland’s forecast for 2005 be reduced to $2,000. 

 

In reply, Northland submitted that the Hamlet ignores the Company’s use of 

computer equipment services during the non-test period; instead of purchasing 

computer assets. 

 

While the pattern of expenditures in the non-test period is of concern, in this 

instance, the Board is satisfied there is sufficient justification concerning the 

variation in spending on this type of asset during the non-test period. The Board 

approves Northland’s forecast of Office Computer Equipment as filed. 
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11. INCOME TAX 
 

11.1 Rainbow Type Expenses 
 

Northland indicated that it is not proposing a deferral account for Rainbow type 

deductions, as it does not see any basis upon which such deductions are 

available to Northland. 

 

Northland submitted that the approach taken by it is prudent and limits the 

exposure to customers by ensuring that they are not exposed to the potential 

interest and penalty charges associated with disallowed deductions. As also 

noted, customers still get the benefit of the income tax deductions over a number 

of years through the claims for capital cost allowance, instead of in the first year. 

(Northland Argument, p.15) 

 

The Hamlet noted that Northland’s parent, AE, recently indicated it filed amended 

tax returns claiming a number of items as capital repairs. Although not all items 

were approved by Canada Revenue Agency (“CRA”), the Hamlet submitted that 

Northland’s views on the eligibility of items for Rainbow treatment are overly 

narrow and recommended a deferral account for Rainbow expenses to refund or 

collect differences between placeholder amounts and actual amounts claimed as 

tax deductions for capital. The Hamlet went on to list projects and costs included 

in AE’s deferral account and recommended, at a minimum, all similar Northland 

projects be included in the proposed deferral account. 

 

In addition, the Hamlet recommended Northland provide a detailed project-by-

project submission of why certain transmission and distribution capital 

expenditures in excess of $5,000 are treated as repairs; whereas others are 
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capitalized for income tax purposes. Placeholder amounts in the deferral account 

would be based on this review. 

 

Finally, the Hamlet suggested that Northland obtain an advance tax ruling on 

these issues, if necessary. 

 

The Town supported the position of the Hamlet on this issue. 

 

In its reply, Northland submitted that its position is based upon the direct 

experience of its parent company in determining the appropriate course of 

conduct for the assessment and treatment of these capital repair costs. 

Northland indicated that it fully understands the criteria that are necessary for 

eligibility for a Rainbow type deduction and has systemically applied these 

criteria to Northland’s forecast capital repair costs. (Northland Reply, p.28) 

 

Northland went on to indicate its concern that the Hamlet is ignoring the potential 

interest and penalty costs associated with a disallowance of unqualified 

deductions by the CRA and noted this is an issue of timing on the writing-off of 

expenses. With regard to the proposed study, Northland suggested the costs 

would outweigh the benefits. 

 

As neither Northland or the Hamlet can unequivocally determine what CRA will, 

or will not, allow for Rainbow treatment, the Board is not convinced customers 

should be resigned to accepting the write-off of potential Rainbow type 

expenditures over time. Accordingly, given the uncertainties over the claims for 

Rainbow type expenses, and noting the establishment of a deferral account for 

this specific purpose for Northland YK pursuant to Decision 12-2005, Northland is 

directed to propose a deferral account for capturing any benefits resulting from 

Rainbow type claims during the test period, along the lines approved for 
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Northland YK as part of its refiling application. For the purposes of the deferral 

account, the same criteria for claiming Rainbow type expenses should be used 

for Northland as used for Northland YK. 

 

While the Board recognizes a review of the type recommended by the Hamlet 

may involve the Company’s resources, given Northland’s position that it has 

already considered the eligibility of its capital expenditures for Rainbow 

treatment, the Board’s view is that completion of a more formalized study should 

only require marginally incremental effort and cost.  At the time of its next GRA, 

the Board directs Northland to provide a detailed assessment of transmission 

and distribution capital maintenance expenditures in excess of $5,000, indicating 

which, if any, of the Rainbow criteria each expenditure meets. In determining 

which costs should be considered, Northland should have reference to examples 

provided by other utilities in Alberta and the North where similar reviews have 

been undertaken. Based on that review, the Board will address the issue of 

whether continuation of a deferral account is warranted and any placeholder 

amounts. 

 

With regard to the Hamlet’s recommendation that Northland obtain an advance 

tax ruling, the Board does not consider it appropriate to provide such a direction 

in this instance but requests Northland investigate the timing, costs and viability 

of such an exercise as part of the foregoing report. 

 

11.2 Engineering, Supervision & General (ES&G) Costs 
 

Northland submitted that the year-to-year ES&G costs are relatively flat and the 

changes in the overall provisions are caused by changes in customer 

contributions. However, the Hamlet noted that Northland is not able to provide 

the basis for the allocation of the ES&G amounts as between UCC classes. 
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The Board considers the allocation recommended by the Hamlet is not 

unreasonable, should not result in significant costs, and would be of assistance 

in examining the income tax impacts related to this item. Therefore, the Board 

directs Northland to provide the basis of allocation of ES&G amounts between 

the UCC classes in its next GRA. 
 
 
PHASE II MATTERS 
 

12. COST OF SERVICE 
 
In BR-NUL-NWT-13(d), the Board requested Northland to comment on a 

direction provided in Decision 12-2005 respecting Northland YK to review all 

classification factors to determine if they remain appropriate and to reflect the 

results in the next Phase II application. 

 

In response, Northland indicated if the Board deems it appropriate to review all 

classification factors, Northland would be ready to carry out the directive. In order 

to mitigate the economic impacts associated with such a study, Northland would 

investigate the possibility of a joint study with Northland YK in an effort to spread 

the costs across a greater number of customers. 

 
The Board directs Northland to review all classification factors used in the cost of 

service study in conjunction with a similar study for Northland YK and provide the 

results as well as reflect the findings in the next GRA. 
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13. RATE DESIGN 
 
13.1 General 
 

Northland indicated that it used rate design criteria similar to those utilized in its 

previous Phase II application. Northland stated that the criteria used in the design 

of the proposed rates are as follows: 

 

• Recover the total forecast revenue requirement by rate zone 

(community). 

• Utilize the cost of service allocations of the revenue requirement. 

• Avoid undue discrimination between customer classes. 

• Consider the rate levels, structures and policies of other utilities, 

particularly those of similar load and service conditions. 

• Promote ease of understanding and acceptance by customers, as well 

as ease of administration and economy of billing. 

• Recognize the level and structure of existing rates. 

• Promote efficient and cost effective use of power through price signals 

built into the rate structure. 

 

For the 2006 test year, Northland proposed to recover the deficiency using 

individual rate zone Riders (Rider R) on the 2005 base rates. A Cost of Service 

study was not performed for 2006 and therefore to determine the individual 

riders, the net revenue requirement was allocated to the rate zones and rate 

classes using the following method: 

 

1) Determined the total non-fuel cost by removing the total fuel and 

purchase power costs of $2,630,000; 
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2) Removed the incremental revenue requirement impact of the new Fort 

Providence generator amounting to $45,702; 

3) Determined the non-fuel cost per rate zone by allocating the net 2006 

non-fuel Revenue Requirement using the ratio of the 2005 non-fuel 

cost per rate zone over the total non-fuel cost; 

4) Added $45,702 to the Fort Providence non-fuel Revenue Requirement 

to reflect the capital generation addition (Schedule 3.9); 

5) Allocated the total non-fuel cost per rate zone to the respective 

individual rate classes based on the ratio of the 2005 non-fuel cost per 

rate class over the total non-fuel cost for the rate class; 

6) Added on the respective fuel and purchase power costs per rate zone 

as provided in Phase I Schedules 3.1 and 4.1. 

 

The 2006 impact on the Fort Providence non-fuel revenue requirement due to the 

addition of the new generating unit as set out in Schedule 3.9, was amended in 

Northland’s letter dated November 22, 2005 to $32,130. (Revised Schedule 3.9) 

 

13.2 Fort Providence’s Capital Zone and Postage Stamp Proposal 
 

The Hamlet stated that, using the revised Schedule 3.9 provided by Northland, 

the proposed rate base addition resulting from the new generating unit alone 

causes a 3% increase to the 2006 Revenue Requirement. Put another way, just 

one large capital addition contributes about 32% to the total increase in the cost 

of service to Fort Providence in 2006 ($32,130/(1,180,595-1,081,234)). The 

Hamlet considered this to be a significant portion of the total rate increase to Fort 

Providence. 

 

In view of its concern about the impact of new capital additions on the revenue 

requirement and rates of diesel communities, the Hamlet submitted evidence 
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suggesting that the Board should consider the establishment of a capital rate 

zone as a means of mitigating rate shock resulting from diesel-related generation 

additions. Under the capital zone proposal, the cost of new diesel generation 

additions would be systematized as part of the diesel generation capital related 

costs across all communities including the Town of Hay River. The Hamlet also 

suggested that the capital zone averaging concept outlined above for new 

generation additions may be extended to existing diesel generating plant as well. 

As a further step in the continuum of rate averaging, the Hamlet suggested the 

Board should consider postage stamp rates across the entire service territory of 

Northland. 

 

In support of its proposed postage stamp approach the Hamlet, in its filed 

evidence, stated that the principle of cost causation suggests that the customer 

must pay the costs he gives rise to. The Board must ask how equity and fairness 

is fostered in the existing rate design when customers who reside closer to a 

natural resource (that is, hydro, which belongs to all of the residents of NWT) get 

a preferred rate simply for no other reason than by happenstance i.e. by virtue of 

their proximity to that resource. It is not that they cause less costs by their 

actions; lower costs result from the availability of cheap hydro power. The Hamlet 

noted that there is no basis in cost causation to suggest that just because the 

communities are not interconnected, postage stamp rates are not appropriate. 

The Hamlet provided examples of other jurisdictions where, in its view, the 

postage stamp concept has been applied.  

 

The Town filed rebuttal evidence in response to the Hamlet’s evidence, which 

stated that until there is specific legislation that directs the Board to require hydro 

communities or lower cost diesel communities to subsidize higher cost diesel 

communities, the Town sees no reason to cause the Board to depart from its 

findings in Decision 5-95. Clearly, any action with regard to postage stamp rates 
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should await the Government’s review, changes if any to the legislation and input 

from all affected parties, presumably following a detailed review by the Board. 

 

The Hay River Chamber of Commerce made a submission expressing concern 

over the impact of any form of rate averaging between Hay River and other 

communities on the Hay River economy. 

 

Northland submitted that, while it clearly understands the proposal brought 

forward by the Hamlet, it does not support the implementation of the proposed 

diesel generation capital rate zone. Northland submitted that the implementation 

of a capital rate zone will deviate from the community cost of service based rates 

and will cause additional cross-subsidization between communities. Northland 

submitted that the issue of a capital rate zone has been examined previously by 

the Board (when brought forward by Northland itself) and was not accepted by 

the Board (Decision 6-96). 

 

The Board has given due consideration and weight to the evidence and 

testimony of the Hamlet as well as that of the Town. The Board continues to hold 

the view expressed in Decision 3-2003 that given the absence of a physical 

system integrating hydro and diesel communities, the creation of any form of cost 

averaging between hydro and diesel communities would be contrary to the 

principles of cost causation and rate making (Decision 3-2003, p.31). 

Accordingly, the Board considers the Hamlet’s capital zone and postage stamp 

proposals are not consistent with the principles of cost causation and will 

therefore not accept these proposals.  

 

The Board also expressed the view in the same Decision that rate design criteria 

are intended to balance the move towards cost based rates while mitigating rate 

shock, (Decision 3-2003, p.31) Accordingly, the Board considers any concerns 
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respecting rate shock should be addressed through the application of the rate 

design criteria rather than through any adjustments to the cost of service study. 

 

The Board asked the Hamlet by way of an information request to identify other 

mechanisms for mitigating significant rate impacts for smaller communities as a 

result of new plant additions, particularly during the first few years of rate basing 

such additions. The Hamlet provided the following response: 

 

“Fort Providence is aware that both NWTPC as well as NUL-NWT have in 
the past advanced some proposals to mitigate the significant rate impacts 
for smaller communities arising from new plant additions. These proposals 
have been rejected by the Board. There are obviously many other 
variations to the proposals advanced in this rate application by Fort 
Providence. For example, the Board may want to consider: 
 

(i) Inclusion of both generation as well as distribution related 
capital additions 

(ii) Capping the inclusion of rate impact stemming from a 
new capital addition to a pre-defined maximum 
percentage. For example, pooling would only be 
appropriate up to a pre-defined maximum % variance 
between the zonal and average rates. 

(iii) Setting a threshold dollar amount so that only rate 
impacts in excess of the threshold amounts be included 
for pooling 

 
In Fort Providence’s views, any approach must be simple to apply, be 
understandable, and must result in rates that are not unduly preferential or 
unjustly discriminatory.” (BR-FP-1b) 

 

The Board recognizes the Hamlet’s concern that diesel plant additions, 

particularly in small diesel communities, can result in significant rate shock. The 

Board notes some of the rate design solutions offered by the Hamlet as noted in 

BR-FP-1(b) items ii and iii and considers such approaches should be considered 

in the future where the rate impacts are significant. In the present case, the 

Board does not consider the approximately 3% increase in 2006 for Fort 
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Providence solely as a result of the addition of new diesel generation constitutes 

rate shock in the context of this Application. 

 

13.3 Burden Of Cross Subsidization 
 

The Hamlet submitted that it bears a higher burden of cross subsidizing other 

diesel communities whose revenue to cost ratios do not equal 100% in 2005 and 

2006. 

 

The Hamlet stated that Hay River’s burden is only about a sixth of the burden 

imposed on Fort Providence on a revenue requirement basis. Also, this burden 

for Hay River amounts to 0.131 cents per Kwh ($44,468/33,925,300 Kwh per 

Exhibit 2, Schedule 4.1) whereas for Fort Providence, it amounts to 1.935 

cents/Kwh, ($62,595/3,233,500 Kwh per Exhibit 2, Schedule 4.1), or some 15 

times higher. The Hamlet submitted it should be self-evident who has the higher 

burden to bear. 

 

The Board agrees that the subsidies provided to the diesel communities, and 

Dory Point/Kakisa in particular, in the interest of maintaining rate stability in the 

subsidy receiving communities, should be borne proportionately by all subsidy-

providing communities. Accordingly, the Board directs Northland to design the 

proposed 2005 and 2006 rates for Hay River and Fort Providence so that the 

entire amount of dollars required to subsidize the remaining diesel communities, 

after the application of the 10% rate cap to those communities, is recovered from 

Hay River and Fort Providence proportionate to each community’s forecast of 

revenues in each year. The Board also directs Northland to redesign Rider J so 

that the subsidy reduction as a result of gradually moving the community of Dory 

Point/Kakisa towards revenue to cost tolerance flows to Hay River and Fort 

Providence in proportion to the forecast revenues in the respective communities 
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in each of 2007, 2008 and 2009. The Board directs Northland to reflect the 

foregoing changes in rate design in its refiling of the Application. 

 

14. RATE SCHEDULES 
 
14.1 Residential and Commercial Rates 
 
Northland stated that the existing residential Customer charge captures between 

28.5% and 53% of the Customers allocated customer cost per community. 

Northland indicated it has not adjusted the Customer charge in the proposed 

rates given that it is comparable to neighbouring utilities. Northland indicated that 

the existing demand charge for commercial Customers has been increased to 

improve the recovery of the demand related costs. (BR-NUL-NWT-14d) 

 

The intervenors did not raise any concerns respecting Northland’s residential and 

commercial rate design. The Board will accept the proposed fixed charges for 

residential customers and the proposed demand charges for commercial 

customers for the purposes of this Decision. 

 

14.2 Rider A 
 

During the hearing, discussions also took place with respect to the current Rider 

A trigger threshold level and the Board staff requested Northland to comment on 

the merits of using a pooled approach from the point of view of rate stability, and 

identify what may be appropriate threshold levels to trigger the Rider. 

 

Currently, changes to the Rider A rates for each community are triggered based 

on whether or not the change in diesel cost causes a rate impact to a residential 

or general service "sample customer" of greater than 2%. Northland indicated 

that it has considered alternate mechanisms, such as the pooled approach used 
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by the NWTPC, but does not consider this an improvement over the existing 

methodology. Northland indicated that it prefers the current process for 

determining Rider A rates because the analysis and Riders reflect cost causation 

in each community, whereas a pooled approach would cause cross-subsidization 

of fuel costs between communities (BR-NUL-NWT-14f). Further, Northland 

indicated that the current process reviews the rate Riders on a quarterly basis 

and keeps Rider balances to a minimum. 

 

Northland submitted that if a pooled trigger level balance was implemented by 

community, or if the current rate impact threshold level methodology was 

maintained, they could equally provide the desired rate stability provided that the 

trigger levels are set at an appropriate level that would reduce the number of 

applications for changes to the rate and thus provide more stability. 

 

The Hamlet indicated that the existing trigger mechanism for Rider A has 

resulted in frequent and in some cases very significant increases (decreases) in 

the diesel rates of communities. The Hamlet recommended that the Board 

establish a reasonable dollar threshold limit before approving the collection or 

refund of Rider “A”. The Hamlet submitted the threshold should be set at about 

10% of fuel costs or $100,000 rounded up. The Hamlet also noted that mid-year 

balance of the deferred account will attract interest at a rate equal to the 

Allowance for Funds Used During Construction (AFUDC), and therefore, should 

provide Northland and customers adequate compensation for any balances in 

the diesel fuel deferral account. 

 

The Board notes Northland’s view that if the Rider A deferral account balance 

adjustments were triggered by a certain threshold level balance in the deferral 

account by community, that could provide a similar level of rate stability as under 

the present trigger which is based on whether or not the change in diesel cost 
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causes a rate impact to a residential or general service "sample customer" of 

greater than 2%. The Board shares the concern of the Hamlet that frequent Rider 

A adjustments results in rate instability. The Board considers the frequent Rider 

A adjustments of the past may at least in part relate to the fact Northland makes 

spot fuel purchases. Therefore, forecasts of months ahead fuel prices may have 

proved difficult in past Rider A applications. However, the Board considers that 

Northland should take necessary steps to take into account the forecast of fuel 

prices looking forward for a period of at least 12 months. The issue of fuel price 

stability is dealt with in Section 4.1. If the forward looking forecast of fuel prices 

results in a change greater than 2% for a sample residential or commercial 

customer based on 12 month recovery, a Rider A application should be filed. The 

Board directs Northland to propose a Rider A mechanism that reflects the above 

parameters as part of the refiling of the Application. 

 

14.3 Rider I 
 
When the proportion of actual diesel generation in a year exceeds 2.5% of total 

power required to supply the Town of Hay River, Northland records the costs 

attributable to the excess of diesel generation over the 2.5% threshold in a 

deferral account and recovers this amount by way of Rider I.  

 

The Town expressed the view that Rider I should not be used to recover diesel 

costs over which Northland can exercise control. The Town considered only the 

outages related to purchased power over which Northland had no control should 

be reflected in the Rider I deferral account: 

 

“Hay River submits that the only diesel generation costs that should be 
included in the Rider I deferral account should be those over which NUL 
has no control, i.e. outages related to NTPC hydro or transmission. NUL’s 
forecast outage costs which are currently incorporated into the 2.5% 
forecast outage rate implicit in Rider I should include 20 hours of 
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generating costs per year for outages that are attributable to NUL’s 
transmission and substations. Hay River therefore submits that future 
Rider I true-ups should only be applicable to NTPC related outages. In the 
alternative, if outages on NUL’s transmission line and substations continue 
to be included in Rider I, there should be a downward adjustment to NUL’s 
business risks and rate of return on equity.” (Town’s Argument p.4) 

 
Northland considered the inclusion of all outages impacting diesel generation in 

the Rider I deferral account as appropriate. Further, Northland considered if the 

risks covered by Rider I are to be changed as per the Town’s proposal, Northland 

would need to ensure that its revenue requirement included the costs of 

operating the Hay River plant due solely to the forecast unavailability of 

Northland's transmission facilities 

 
The Board notes from HR-NUL-NWT-5 that there were a number of instances 

where the Hay River diesel plant operated under circumstances where Northland 

had control over initiating such operation. Diesel preventive maintenance run 

would be an example of this type of operation. In principle, the Board considers 

deferral accounts should be used to record amounts over which the utility has no 

control or where the amount cannot be forecast with reasonable accuracy. The 

Board agrees therefore that additional diesel generation caused by reasons that 

are within Northland’s control should not be included in the Rider I deferral 

account. Based on the evidence, the Board concludes failure of hydro power 

supply to be the only reason for diesel operation that is outside of Northland’s 

control. Accordingly, the Board directs Northland to not include diesel generation 

costs other than those directly attributable to failure of hydro power supply in the 

Rider I deferral account, effective January 1, 2005. 

 

The Board notes Northland’s submission that if the Board were to accept the 

Town’s proposal, the revenue requirements should be adjusted so that the costs 

of operating the Hay River plant due solely to the forecast unavailability of 
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Northland's transmission facilities are reflected. Northland is directed to reflect 

this change in the refiling of the Application. 

 

15. TERMS AND CONDITIONS OF SERVICE 
 

15.1 Maximum Investment Levels 
 

Northland indicated that it has not conducted any formal studies pertaining to the 

maximum investment levels set out in Schedule A of the terms and conditions of 

service for this GRA because circumstances have not changed significantly. 

Northland stated that during the preparation of preceding GRA’s, the Company 

had conducted cursory reviews of these levels and has found them reasonable at 

those times. Northland indicated that it will conduct a formal study to review the 

maximum investment levels in the future. (BR-NUL-NWT-15c) 

Given that a recent formal review of maximum investment levels has not been 

carried out, the Board directs Northland to complete such a study and reflect the 

results in the next GRA. 

 

15.2 Amendments to Terms and Conditions (T&Cs) of Service 
 

Northland proposed an amendment clause 3.1 of the T&Cs whereby 

amendments to the T&Cs would take effect following notice to the Board: 

 

“These terms and conditions have been approved by the Board. The 
Company may amend these terms and conditions by filing a notice of 
amendment with the Board. Included in the notice to the Board shall be 
notification of which Customer groups are affected by the amendment and 
an explanation of how affected Customers will be notified of the 
amendments. The amendment will take effect 60 days after such notice is 
filed, unless the Board otherwise directs.” (Article 3.1 in part) 
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In the Northland YK proceedings a similar amendment was proposed by that 

company and the Board directed the amendment be changed as follows: 

 

Article 3.1 

These terms and conditions have been approved by the Board. The Company 

may amend these terms and conditions by filing a notice of amendment with the 

Board and interested parties from the preceding General Rate Application. 

Included in the notice shall be notification of which Customer groups are affected 

by the amendment and an explanation of how affected Customers will be notified 

of the amendments. The Board will either acknowledge the notice of the 

amendment to the Terms and Conditions or direct a further process to deal with 

the requested change as the Board deems appropriate. If the Board 

acknowledges notice of the amendment, the amendment will take effect upon the 

date of such acknowledgement. 

 

Northland indicated it is not opposed to adopting the wording as directed in 

Decision 12-2005 for Northland YK for the re-filing. Accordingly, the Board directs 

Northland to reflect the revised wording of clause 3.1 in the T&Cs filed as part of 

the refiling Application. 
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16. REFILING OF THE APPLICATION 
 

Northland is directed to refile its application in accordance with the refiling 

instructions in this Decision within 30 days of this Decision. Northland is directed 

to refile all supporting material and schedules incorporating the Board’s 

directions together with proposed rates and riders designed to recover the 2005 

and 2006 revenue requirement resulting from the Board’s findings. A summary of 

directions related to the refiling applications are set out below: 

 

1. The Board notes that Northland expects to correct the residential sales 

forecast and revenues to reflect corrected customer growth numbers in 2005 

and 2006 and directs Northland to reflect this change in its refiling of the 

Application.  

 

2. The Board considers in accordance with Northland’s stated method of 

forecasting heat rates the forecast fuel efficiencies of any new engines 

forecast to be in service should be reflected in the forecast heat rate 

calculations and directs Northland to adjust the 2006 heat rate calculation for 

Fort Providence to reflect the addition of the new generator in 2006. 

 

3. The Board directs Northland to use a vacancy level of 0.5 FTE in each of 

2005 and 2006 and to reflect the appropriate reduction in labour, benefits and 

other expenses in its refiling.  

 

4. The Board is not convinced the $27,000 cost in 2004 for regulation and 

Phase II activities is likely to be incurred at this level in each of 2005 and 

2006. The Board considers it more reasonable to spread the costs identified 
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as related to regulation and Phase II over the two-year test period and directs 

Northland to reflect a net reduction of $13,500 for this expenditure item in 

each of 2005 and 2006. 

 

5. The Board will accept the Town’s proposal to reduce administration by 

$14,000. The Board directs Northland to reflect a net reduction of $14,000 for 

this item in 2005 and 2006.  

 

6. The Board directs Northland to reduce its forecast distribution maintenance 

by $18,500, representing the amount indicated by Northland as catch up or 

deferred maintenance, in each of the years 2005 and 2006. 

 

7. With regard to the timing of the Kakisa study, the Board agrees it is unlikely 

the forecast expenditure will be completed before the end of 2005 and directs 

Northland to move this expenditure to 2006.  

 

8. Considering all of the circumstances including the need to bring the brushing 

program up to date, the Board approves transmission and distribution 

brushing expenditures totalling $75,000 in each of 2005 and 2006. Northland 

is directed to reflect this finding in its refiling.  

 

9. The Board directs Northland to reduce the amount included for amortization 

of the Hay River franchise renewal to $11,000 per year.  

 

10. The Board directs Northland to reflect the correct numbers for property taxes 

in revenue requirement in its refiling.  

 

11. Northland is directed to reflect a return on equity of 9.5% for 2005 and 2006 in 

its refiling.  
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12. The Board agrees with the position advanced by the Town, namely customer 

deposits, net of amounts Northland forecasts to apply towards uncollectible 

accounts, should be included in the Company’s capital structure at a cost rate 

reflecting the interest payable on customer deposits. The Board directs 

Northland to reflect this finding in its refiling.  

 

13. Northland is directed to adjust its filing to reflect the suspension of funding to 

the OPEB account in 2005 and 2006.  

 

14. The Board notes Northland’s view that implementation of the new credit 

management system would have an impact on revenue lags. The Board 

considers since the cost of implementing the credit management system is 

included in the Application, the corresponding working capital related benefits 

should also be reflected in the forecasts during the test period and directs 

Northland to reflect the impact of the credit management system on forecast 

revenue lags, in its refiling.  

 

15. The Board directs Northland to reduce the forecast for sentinel lighting to 

$3,000 in each of 2005 and 2006.  

 

16. The Board considers a reduction in the Meter forecast to $6,500 in both 2005 

and 2006 appropriate to reflect the average level of expenditures over the 

period 2001 to 2004 while recognizing some increase in costs over that same 

period. The Board directs Northland to reflect this finding in its refiling. 
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17. The Board directs Northland to propose a deferral account for capturing any 

benefits resulting from Rainbow type claims during the test period, along the 

lines approved for Northland YK in Decision 12-2005 as part of its refiling 

Application.  

 

18. The Board directs Northland to design the proposed 2005 and 2006 rates for 

Hay River and Fort Providence so that the entire amount of dollars required to 

subsidize the remaining diesel communities, after the application of the 10% 

rate cap to those communities, is recovered from Hay River and Fort 

Providence proportionate to each subsidy providing community’s forecast of 

revenues in each year.  

 

19. The Board directs Northland to redesign Rider J so that the subsidy reduction 

as a result of gradually moving the community of Dory Point/Kakisa towards 

revenue to cost tolerance flows to Hay River and Fort Providence in 

proportion to the forecast revenues in the respective communities in each of 

2007, 2008 and 2009. The Board also directs Northland to reflect the 

foregoing changes in rate design in its refiling of the Application.  

 

20. If the forward looking forecast of fuel prices results in a change greater than 

2% for a sample residential or commercial customer based on 12 month 

recovery, a Rider A application should be filed and the Board directs 

Northland to propose a Rider A mechanism that reflects the above 

parameters as part of the refiling of the Application.  

 

21. The revenue requirements should be adjusted so that the costs of operating 

the Hay River plant due solely to the forecast unavailability of Northland's 

transmission facilities are reflected.  
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22. The Board directs Northland to refile the proposed T&Cs for approval, subject 

to incorporation of the change noted above with respect to Article 3.1 as part 

of the refiling of the Application.  
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17. SUMMARY OF DIRECTIONS FOR FUTURE FILINGS 
 

The following is a summary of directions not related to the refiling applications 

contained in this Decision: 

 

1. The Board directs Northland to temperature normalize historical sales for the 

purposes of forecasting test year sales and use normalized sales for the 

purposes of determining the energy balance, including line losses, at the time 

of the next GRA.  

 

2. Northland is directed to provide a preliminary assessment of feasible energy 

supply alternatives for diesel communities, including those referred to by the 

Hamlet, that may help alleviate the high cost of providing electricity supply to 

these communities, as part of its next resource planning cycle and provide 

Northland’s recommendations thereon to the Board and interested parties by 

year end 2006. Following this filing, the Board may direct that further detailed 

studies or a further process be undertaken or may conclude that the matter 

needs no further action.  

 

3. In order to address the concerns over fluctuations in line loss percentages 

from years to year Northland is directed to develop procedures for 

determining actual line loss factors for each year, which are reasonably 

reflective of the electrical line losses for that year. To the extent the unbilled 

consumption is a factor amongst others causing fluctuations in overall loss 

factors from year to year, the percent loss factor applicable to electrical losses 

should be identified separately from the loss factor applicable to other factors 

under the category of unaccounted for losses. Northland should institute the 
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above procedures with immediate effect and explain how these procedures 

address the accurate determination of forecast loss factors, at the next GRA. 

 

4. Northland is directed to provide an engineering assessment of the level of line 

losses in each community given the community’s particular system 

configuration and report and reflect the outcome of the study in the next GRA.  

 

5. The Board directs Northland to ensure the necessary brushing work is 

undertaken to ensure the systems safety and reliability and to provide a 

comprehensive status report on the state of the work as part of the next GRA.  

 

6. The Board directs Northland to provide further evidence in relation to account 

457 with additional peer comparisons together with explanations for 

differences, as part of its next depreciation study and/or technical update.  

 

7. Northland is directed to address why it considers it appropriate to continue to 

use the accrual basis for OPEB at the next GRA given the use of the cash 

basis for other components of pension costs and the tax impact of accrual 

accounting for OPEB noted above.  

 

8. The Board directs Northland to address the criteria for charges to the RID 

account at the next GRA, having regard to the criteria identified by the Hamlet 

in these proceedings.  

 

9. The Board directs Northland to demonstrate the level of expenditures charged 

to the deferral account with respect to each type of maintenance (overhaul, 

top end overhaul) for the different plants are reasonable by reference to 

suitable benchmarks derived from other Northern utilities at the next GRA.  
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10. At the time of its next GRA, the Board directs Northland to provide a detailed 

assessment of transmission and distribution capital maintenance 

expenditures in excess of $5,000, indicating which, if any, of the Rainbow 

criteria each expenditure meets.  

 

11. The Board considers the allocation recommended by the Hamlet is not 

unreasonable, should not result in significant costs, and would be of 

assistance in examining the income tax impacts related to this expenditure 

item. The Board directs Northland to provide the basis of allocation of ES&G 

amounts between the UCC classes in its next GRA.  

 

12. The Board directs Northland to review all classification factors used in the 

cost of service study in conjunction with a similar study for Northland YK and 

provide the results as well as reflect the findings of the in the next GRA.  

 

13. The Board directs Northland to not include diesel generation costs other than 

those directly attributable to failure of hydro power supply in the Rider I 

deferral account, effective January 1, 2005.  

 

14. Given that a recent formal review of maximum investment levels has not be 

carried out, the Board directs Northland to complete such a study and reflect 

the results in the next GRA. 
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18. BOARD ORDER 
 

NOW THEREFORE, IT IS ORDERED THAT: 
 

1. Northland Utilities (NWT) Limited shall refile its 2005/2006 GRA within 30 

days of this Decision in accordance with the determinations and directions 

contained in this Decision. 

 

2. Nothing in this Decision and order shall bind, affect or prejudice the Board 

in its Consideration of any other matter or question relating to Northland 

Utilities (NWT) Limited. 

 

 
      ON BEHALF OF THE 
      PUBLIC UTILITIES BOARD 
      OF THE NORTHWEST TERRITORIES 
 
 
 
 
 
       
      DATED March 31, 2006 
      John E. Hill 
      Chairman 
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