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1 Introduction 1 

Q:  State your name and occupation. 2 

A:  My name is Dustin M. J. Madsen. I am the President of Emrydia Consulting Corporation, 3 

which is a consulting firm providing services to parties participating in the electric, gas and 4 

water utility industry in North America. My business address is 89 Auburn Springs Blvd., 5 

Calgary, Alberta, T3M 0Z4. 6 

Q:  Summarize your educational background and professional experience. 7 

A: I have nearly 20 years of experience in auditing, accounting and regulated businesses. I 8 

received a Bachelor of Commerce, major in accounting, awarded with Great Distinction 9 

from the University of Saskatchewan. I am a Canadian Chartered Professional Accountant 10 

and Chartered Accountant registered with CPA Alberta, as well as a US Certified Public 11 

Accountant registered with the Illinois Department of Financial and Professional 12 

Regulation. I am also a Certified Depreciation Professional with the Society of 13 

Depreciation Professionals and a Certified Rate of Return Analyst with the Society of 14 

Utility and Regulatory Financial Analysts. 15 

My curriculum vitae is attached to this evidence as Appendix A and provides a complete 16 

description of my qualifications, regulatory and professional experience. I have provided 17 

services in several jurisdictions in North America and have testified before the Alberta 18 

Utilities Commission on numerous occasions and before the New Brunswick Energy and 19 

Utilities Board. Formerly I was a manager and consultant with two large regulated electric 20 

utilities operating in Alberta. I have testified and presented expert evidence on virtually all 21 

aspects of utility revenue requirements, including but not limited to depreciation, cost of 22 

capital, capital structure, income taxes, operating costs, capital, prudence issues, deferral 23 

accounts, reserve accounts, rate design, accounting and finance issues, incentive-based 24 

regulation and best practices for utilities to minimize costs. 25 

Q:  On whose behalf are you testifying in this proceeding? 26 

A:  In this matter, I have been retained by the Town of Inuvik, Village of Fort Simpson and the 27 

Town of Norman Wells (hereafter collectively referred to as the Thermal Generation 28 

Communities or TGC). 29 
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Q:  Summarize the instructions you received from your client. 1 

A: I was retained by TGC through its counsel to review Northwest Territories Power 2 

Corporation’s (NTPC) 2022-2023 General Rate Application (the Application) and 3 

determine whether certain issues would benefit from independent expert opinion evidence. 4 

Following a review of the Application and responses to information requests from NTPC, I 5 

identified several areas of concern. Following discussions with TGC’s counsel, I was 6 

retained to prepare, if considered necessary after a full review of the record, evidence on 7 

the following matters: 8 

• Capitalization policy 9 

• Salvage 10 

• Miscellaneous operating costs 11 

• Business cases 12 

• Depreciation 13 

After conducting a more detailed review of the evidence submitted by NTPC and its 14 

expert, Concentric, in relation to depreciation rates, I determined that I had three focused 15 

concerns with the depreciation parameters proposed by Concentric. These concerns are 16 

addressed in further detail below along with the other issues listed above.  17 

Q:  Briefly describe the content of your evidence before the Commission. 18 

A:  In accordance with the instruction I received, I completed an assessment of the cost-of-19 

service application filed by NTPC to determine whether the applied for revenue 20 

requirement and other requests would result in rates that are just and reasonable. Based on 21 

this assessment, I determined that adjustments to the applied for revenue requirement are 22 

required to provide for just and reasonable rates for ratepayers.  23 

Q:  Confirm that your opinion evidence is fair, objective and non-partisan and would not 24 
change were you to have been retained by another party in this proceeding. 25 

A:  Confirmed. 26 
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2 Executive summary 1 

Q:  Summarize the key points of your testimony. 2 

A: Overall, I consider that NTPC represents a well-run utility that seeks to minimize its costs 3 

where possible. However, there appear to be policies in place within NTPC that limit its 4 

ability to minimize its overall revenue requirement for ratepayers. Two key examples of 5 

this are NTPC’s capitalization practices and insurance costs. In my opinion, if NTPC 6 

applies an approach that is more consistent with other Canadian utilities to these costs, 7 

customers will experience significant cost savings both in the current test period and in 8 

future test periods.   9 

Q:  Summarize the recommendations you have for the Northwest Territories Public 10 
Utilities Board in respect of NTPC’s applied for revenue requirement and related 11 
matters. 12 

A: As set out in further detail below, I recommend a series of reductions and changes to the 13 

amounts and requests NTPC seeks approval of. Specifically, I recommend the following: 14 
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Table 1 – Summary of recommendations 1 

 2 
Please note that the above items are a summary and by necessity exclude context that is 3 

necessary to understand both the recommendation and any alternatives I have considered. 4 

These recommendations must be reviewed having regard for the entire context provided in 5 

the evidence below. 6 

3 Capitalization policy 7 

Q: How can a capitalization policy directly impact a utility’s cost of service? 8 

A: Utility companies are characterized as asset intensive businesses. That is, for a utility to 9 

provide service to its customers, the utility is required to construct and operate physical 10 

assets. Generation facilities are constructed to provide electricity to customers, 11 

transmission facilities are constructed to transport that electricity over long distances, and 12 

distribution facilities are constructed to distribute electricity in a localized area. Once 13 

constructed these facilities need to be maintained and replaced over their useful lives, 14 

which generally contributes to a recycling and replenishment of capital over time.  15 

Description Impact
Reduction to operating costs to account for capitalization 
practices $2.7 to $4.0 million reduction
Secondary impacts of capitalization review on external 
contractors, supplies and fully burdened labour TBD
Approval of NTPC's salvage cost phase-in and consideration 
of alternatives No current impact

Reduction to insurance costs and increased self-insurance
TBD - Estimated at $0.7 

million reduction
Other contractor and consulting costs that should not be 
expensed

TBD - Estimated at $0.3 
million reduction

Removal of the Behchokǫ̀ EV Charging Station project $0.5 million reduction
Reduction to the forecast cost of the pole replacement 
program $1.0 million reduction
Deny change in business case threshold No current impact
Change depreciation rate for Account 341.00 to 40-S3 $0.3 million reduction
Change depreciation rate for Account 342.00 to 35-R3 $0.3 million reduction
Change depreciation rate for Account 343.00 to 25-R3.5 $0.2 million reduction

Total operating and capital cost change
TBD - Estimated at $6.0-$7.3 

million
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Without these assets, NTPC would be unable to provide its customers with the core 1 

services it is required by legislation to provide. NTPC’s revenues are primarily comprised 2 

of the core elements of a utility revenue requirement typically considered in cost-of-service 3 

applications. These elements are in large part driven by either the recovery of costs of the 4 

system (i.e. return of and on capital), recovery of costs to support the overall system (i.e. 5 

O&M costs) or costs for fuel. “Other Revenues” which NTPC described in Chapter 10 as 6 

“non-electrical sources of revenue” represent only 1.4%1 of the overall revenue 7 

requirement. Even these non-electrical sources of revenue are related to the core business 8 

NTPC provides or offset costs that are properly not included in revenue requirement. 9 

In summary, much of the work performed by NTPC would not be performed absent the 10 

construction of its physical assets. NTPC’s capitalization policy and practices directly 11 

influence the amount of costs being capitalized in any given year. A conservative 12 

capitalization policy will generally lead to higher O&M costs and lower capital costs. 13 

Overall, a conservative capitalization policy will generally lead to higher short-term rates 14 

and lower long-term rates as costs such as depreciation and return would be lower in the 15 

long-term. The opposite is true with a more liberally estimated capitalization policy. 16 

Therefore, it is important to strike a balance and capitalize only those costs that are 17 

reasonable to capitalize. Doing so ensures an intergenerational balance of equity between 18 

both current and future customers. 19 

Q: Have you conducted any analysis of NTPC’s capitalization rates relative to other 20 

Canadian utilities? 21 

A: Yes. After completing an initial review of NTPC’s application, I reviewed the overall 22 

composition of NTPC’s O&M labour and capital labour costs relative to my experience 23 

with other Canadian utilities and observed that NTPC’s O&M labour costs appeared to be 24 

significantly higher as a percentage of total labour costs. While this is not necessarily 25 

inappropriate, the results warranted additional review. Based on this initial assessment I 26 

 
 
 
 
1 Total forecast other revenues for 2022/23 is $1,740,000 compared to total 2022/23 forecast revenue requirement of 
$122,608,000. Formula = $1,740,000/$122,608,000 = 1.4%. 
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conducted some additional research of other Canadian utilities to assess the capitalization 1 

rate of internal labour.  2 

I reviewed available public data for most large Canadian-based utilities. In addition to the 3 

utilities where information was determined to be available, I also reviewed publicly 4 

available data for: 5 

• ENMAX; 6 

• EPCOR; 7 

• Maritime Electric; 8 

• Hydro Quebec; 9 

• Newfoundland Hydro; 10 

• Northland Utilities; 11 

• Nova Scotia Power; 12 

• SaskPower; 13 

• Ontario Power Generation; 14 

• Toronto Hydro; and 15 

• Fortis BC. 16 

I was unable to identify comparable information for the above listed entities. Some of the 17 

information appears to not be disclosed. In other cases, the utility is currently operating 18 

under an incentive-based form of regulation and there is limited currently available 19 

information to use as a comparison. Finally, each of the calculations performed below was 20 

based on actual or forecast 2021 or 2022 data. Where more current information was not 21 

available for a utility (i.e. most recently available information was from 2017) I did not 22 

include that information in the analysis. 23 

Notwithstanding that information is unavailable for some Canadian entities, I consider the 24 

analysis presented below provides a reasonable representation of the experience of other 25 

Canadian regulated utilities. Importantly, the data relates solely to electric utilities, and 26 
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represents a mixture of generation, transmission, and distribution companies, as well as 1 

government and investor-owned businesses.  2 

The results of the above analysis are shown below: 3 

Figure 1 – Capitalization rate of labour for Canadian utilities 4 

 5 

Q: Please comment on the results of your analysis in Figure 1. 6 

A: As depicted in Figure 1, NTPC is forecasting to capitalize 16.1% of its internal labour costs 7 

in the test period. This is the lowest rate of capitalization among the utilities I reviewed by 8 

a significant margin. The next closest utility is NB Power Generation with a capitalization 9 

rate of 21.1%. At the other end is Hydro One Transmission with a capitalization rate of 10 

76.3%. The average capitalization rate among the different entities is 50.7%.  11 

 In my opinion, NTPC’s capitalization rate is quite a bit lower than I would expect of a 12 

regulated electric utility experiencing a heightened level of capital work.  13 

Q: What would be a reasonable rate of capitalization of internal labour for NTPC? 14 

A: As discussed in further detail below, absent evidence of external drivers influencing a 15 

lower rate of capitalization, I would expect NTPC’s capitalization rate to be generally 16 

consistent with the rate of capitalization for BC Hydro (37.3%), Manitoba Hydro (35.9%) 17 

and NB Power (29.2%). Each of these utilities are vertically integrated government owned 18 

electric utilities operating in Canada.  19 



Evidence of Dustin Madsen, CPA, CA, CPA (IL, USA), CDP, CRRA 
NTPC 2022-2023 General Rate Application 

 

 
10 

It is possible for a utility to have a capitalization rate as low as NTPC’s of 16.1%, but there 1 

would need to be some significant underlying drivers for this low rate of capitalization. For 2 

example, NTPC would need to be at a relative steady state where annual capital 3 

expenditures are well below historical levels. This is not the case for NTPC as stated by 4 

NTPC in its application below: 5 

• Replacing aging infrastructure continues to be a primary focus for the 6 

Corporation. The increase in capital projects has resulted in the addition 7 

of five FTE’s in Projects and engineering. These positions include, a 8 

Manager of Portfolio Planning and Control, a Project Manager, a 9 

Financial Project Analyst, a Lead Planner and Scheduler, and a Lead 10 

Estimator and Cost Controller. The cost of the incremental FTE’s 11 

supporting the capital management process are charged to capital and not 12 

included in the O&M expenses.2 13 

[Emphasis added] 14 

NTPC elaborated on this statement in response to HR/FS.NTPC-8 as follows: 15 

NTPC continuously reviews the quantity and the type of work required to 16 

support reliable service to customers in hiring for any vacant position in 17 

the Corporation and fills positions only as required, whether related to 18 

aging infrastructure or otherwise. As part of the proposed 5-year capital 19 

plan, NTPC expects to continue replacing aging infrastructure at an 20 

increased rate. Over the next five years, NTPC’s capital plan averages 21 

$60.33 million. In addition to supporting the increase in capital projects, 22 

the additional positions improve NTPC’s ability to effectively manage 23 

individual capital projects and the aggregate capital program at all levels 24 

of capital investment. By placing a greater focus on project scoping, 25 

project estimating and project scheduling, NTPC expects to see improved 26 

 
 
 
 
2 NTPC General Rate Application 2022-23, PDF page 90, lines 8 to 14. 
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project delivery results associated with project delivery timelines and 1 

estimates.3 2 

[Emphasis added] 3 

The above evidence confirms that if anything there would be an expectation of higher 4 

capitalization rates for NTPC in the test period due to the heightened focus on replacing 5 

aging infrastructure, retention of new FTEs for this purpose, and a capital plan averaging in 6 

excess of $60 million per year. The 5-year capital plan filed with the Board confirms a 7 

forecast trend of increasing capital through to 2025-26. Therefore, I do not consider that 8 

NTPC’s operations can be characterized as being at a low rate of capitalization due to 9 

being at a low point in the lifecycle of its assets. 10 

Another potential contributing factor to a low capitalization rate could be if a utility is 11 

structured in a manner where its internal staff focus almost exclusively on day-to-day 12 

maintenance and all capital work is planned, coordinated and executed by external 13 

contractors. Once again, I am not aware of this being the case for NTPC for the same 14 

reasons discussed above. Specifically, NTPC confirms that it is managing heightened 15 

capital work through the retention of long-term internal FTEs. I am also aware of no 16 

evidence from NTPC that its internal staff are not directly involved in the planning and 17 

execution of capital work. While external contractors and consultants do comprise a 18 

significant amount of capitalized costs for NTPC,4 this is not unusual for a regulated 19 

electric utility as external capital work, and in particular peak work as discussed earlier, is 20 

ordinarily managed through the retention of external contractors. Due to the management 21 

of peaks and valleys in workload with external contractors and consultants, internal labour 22 

capitalization dollars would not be expected to vary significantly from year-to-year for a 23 

specific utility. I elaborate on this point further below. 24 

 It is reasonable to expect capitalization rates will vary by utility and by specific 25 

circumstances. For example, transmission utilities will generally have the highest rate of 26 

 
 
 
 
3 HR/FS.NTPC-8(b). 
4 See response to TGC.NTPC-10 Attachment 3. 
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capitalization because transmission assets are fewer in number than distribution assets but 1 

on average more costly on a per unit basis and with longer average lives. These 2 

characteristics generally lend to assets that require lower maintenance costs such as lower 3 

levels of vegetation management, and less frequent replacements or expansions. 4 

Distribution utilities are also capital-intensive entities, though they are generally less 5 

capital intensive than transmission utilities for the same reasons noted above. Additionally, 6 

distribution utilities often invest more in customer-related work such as billing, which may 7 

result in lower capitalization rates. Generation utilities are capital intensive but again less 8 

so than transmission and distribution utilities. The reason for this is that larger scale 9 

generation facilities are not replaced or significantly overhauled with any frequency.5 10 

Further, whereas distribution and transmission assets are numerous (i.e. poles and 11 

conductor), generation facilities are comparatively not. For this reason, I consider it best to 12 

compare NTPC’s capitalization rates against the three vertically integrated electric utilities 13 

as discussed earlier. Additionally, these three vertically integrated entities are all 14 

government owned entities as opposed to investor-owned entities. Investor-owned entities 15 

are profit driven and may have an increased incentive to capitalize a higher amount of 16 

internal labour. That said, those entities must still comply with accounting standards and 17 

would be subject to external audits. 18 

Similarly, capitalization rates can vary over time. If a utility is going through a high capital 19 

build phase of its life cycle, it would be expected that capitalization rates for internal 20 

labour would increase to the extent that workload is supported with internal staff. The 21 

opposite is also true. However, in my experience internal labour resources within a utility 22 

are generally assigned to a base level of capital or O&M related work. Peaks in capital 23 

work are generally addressed by the utility through the retention of external labour and 24 

contractors to avoid internal hires that are likely not required for the long-term. Therefore, 25 

while internal rates of capitalization may vary from year-to-year the rates are generally 26 

quite steady as noted earlier. 27 

 
 
 
 
5 By frequency, I mean relative to pole replaements. 
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A final consideration is the ratio of generation assets to other assets. As discussed above, a 1 

higher ratio of generation assets may lead to a lower capitalization rate. NTPC’s assets are 2 

split between generation, distribution and transmission as shown below:6 3 

Table 2 – Table 11.1 from NTPC 2022-23 GRA 4 

 5 
NTPC maintains a significant amount of generation assets. Specifically, as shown above, 6 

NTPC’s generation assets make up approximately 73% (($217,225+$276,545)/$674,154) 7 

of the total gross plant for the 2022-23 test year. This ratio is unique when compared to BC 8 

Hydro, Manitoba Hydro or NB Power. Specifically, based on publicly available data, these 9 

utilities have the following ratio of generation to total assets: 10 

• BC Hydro 36.7% (excluding unfinished construction of which much is the Site C 11 

project);7 12 

• Manitoba Hydro 43.6% (excluding construction in progress);8 and 13 

• NB Power 63.7% (excluding construction in progress).9 14 

These ratios are lower than NTPC’s ratio of generation to other assets. This trend also 15 

aligns with NB Power having a lower capitalization rate (29.2%) than either BC Hydro 16 

(37.3%) or Manitoba Hydro (35.9%) as discussed above. However, it is important to note 17 

that despite NB Power having a significantly higher ratio of generation assets than BC 18 
 

 
 
 
6 NTPC General Rate Application 2022-23, PDF page 157, Table 11.1. 
7 https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/accountability-
reports/financial-reports/annual-reports/bchydro-annual-service-plan-report-2020-2021.pdf, PDF page 75. 
8 https://www.hydro.mb.ca/corporate/ar/pdf/annual_report_2020_21.pdf, PDF page 80.  
9 https://www.nbpower.com/media/1490820/2020-21_annual_report_en.pdf, PDF page 84.  

https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/accountability-reports/financial-reports/annual-reports/bchydro-annual-service-plan-report-2020-2021.pdf
https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/accountability-reports/financial-reports/annual-reports/bchydro-annual-service-plan-report-2020-2021.pdf
https://www.hydro.mb.ca/corporate/ar/pdf/annual_report_2020_21.pdf
https://www.nbpower.com/media/1490820/2020-21_annual_report_en.pdf


Evidence of Dustin Madsen, CPA, CA, CPA (IL, USA), CDP, CRRA 
NTPC 2022-2023 General Rate Application 

 

 
14 

Hydro or Manitoba Hydro, NB Power’s capitalization rate of 29.2% remains relatively 1 

consistent with the other two entities. Comparatively, NTPC’s ratio of 16.1% remains low. 2 

In my opinion, NTPC is unique in that it has a low level of capitalization of internal labour 3 

costs relative to other Canadian utilities. This is notable given the context of NTPC’s 4 

statement around its strategic direction as follows: 5 

NTPC recognizes that rate increases cannot be the only solution to 6 

challenges facing the NWT electricity sector. NTPC’s strategic planning 7 

process aspires to reduce the gap between electricity rates in the NWT 8 

and the Canadian national average as well as to achieve the greenhouse 9 

gas emission reduction targets for electricity generation in diesel powered 10 

communities as outlined in the GNWT’s 2030 Energy Strategy.  11 

Reducing costs and increasing sales have been and will continue to be 12 

key areas of focus for NTPC. Already, increased contributions from 13 

renewable and lower cost generation sources, such as Liquified Natural 14 

Gas (LNG) and by-product purchased power generation, have helped 15 

offset pressures in the Thermal zone. With additional external support, 16 

there is room to do more.10 17 

The strategic direction adopted by NTPC is important. Cost control and increasing sales 18 

will help to reduce impacts on customers. However, cost control efforts are significantly 19 

constrained when each new FTE or position retained by NTPC has a significant portion of 20 

its cost charged to O&M.  21 

For context, total O&M labour costs for NTPC are forecast to be $28.1 million11 in the test 22 

period. Total labour charge outs to capital are forecast to be $5.4 million.12 Total labour 23 

charges for NTPC are $33.5 million in the test period, which provides for the ratio of 24 

16.1% ($5.4 million/$33.5 million) in Figure 1 above. Therefore, on average, each $1 25 

 
 
 
 
10 NTPC General Rate Application 2022-23, PDF page 15, lines 13 to 21 and PDF page 16, lines 1 and 2.  
11 NTPC General Rate Application 2022-23, PDF page 87, Table 5.1. 
12 TGC.NTPC-10 Attachment 3. 
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increase in labour costs for NTPC results in an increase in O&M costs of 84 cents. Labour 1 

costs are impacted both by the addition of new FTEs, which may alter the overall labour 2 

capitalization ratio to some extent either upwards or downwards, and labour rate increases. 3 

The point is that each year, NTPC faces significant pressures on its rates due to what 4 

appears to be an abnormally low level of labour capitalization relative to its peers in 5 

Canada. 6 

For example, BC Hydro which is also a government owned vertically integrated utility has 7 

a capitalization ratio of 37.3%. All else being equal, if both NTPC and BC Hydro each 8 

experienced a required 5% increase in labour costs in the year, the rate impact to BC Hydro 9 

would be lower as a larger portion of those labour costs would be capitalized and 10 

amortized over the life of the assets.  11 

For all these reasons, I would consider a reasonable level of capitalization for NTPC to be 12 

closer to that of NB Power, but likely not much higher than the capitalization rate of 37.3% 13 

reported by BC Hydro. Absent a detailed overhead and capitalization study, which I 14 

recommend be performed, I would consider a capitalization rate of 25% to be reasonable 15 

and reflective of NTPC’s higher level of generation assets than NB Power, but also 16 

because NTPC is entering a heightened level of capital build over the next five years. 17 

Additionally, I note that NB Power is currently in a relative steady state period of capital 18 

spending, with its annual capital expenditures expected to more than double in 2027 from 19 

current levels.13 This trend may be contributing to an abnormally low current capitalization 20 

rate for NB Power and could support a level above 25% for NTPC which is why I 21 

recommend a detailed overhead and capitalization study be conducted. I have also 22 

identified specific examples of under capitalization by NTPC that support this conclusion. I 23 

elaborate on these examples below. 24 

Q: Have you reviewed NTPC’s capitalization practices and overhead policy, and do you 25 

have any comments regarding these matters? 26 

 
 
 
 
13 https://www.nbpower.com/media/1489656/10-year-plan-2021-to-2030.pdf, PDF page 6.  

https://www.nbpower.com/media/1489656/10-year-plan-2021-to-2030.pdf
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A: Yes, I have, and based on that review I have several concerns. Capital costs are charged to 1 

a project either directly or indirectly. Directly charged costs are costs such as a line person 2 

constructing a physical asset. Indirectly charged costs can include engineering costs that 3 

are not related to a single project or other administrative type costs such as accounting, 4 

human resources, information technology, etc., that would not be incurred if the capital 5 

projects were not completed. 6 

 It is difficult for me to comment on the reasonableness of any direct charges from NTPC to 7 

a project. Arguably these types of charges should be clearly understood and quantifiable. 8 

However, some utilities exercise discretion in the level of effort they undertake to track and 9 

directly charge costs. For example, in certain cases a utility will have a rigorous time sheet 10 

process where each hour is scrutinized and assessed as capital or operating. In other cases, 11 

the direct charged time is estimated annually, and more emphasis is placed on ensuring the 12 

overhead charges allocate the remainder of the costs. In either situation, the overall level of 13 

costs that are capitalized should ultimately be consistent. However, as there is limited 14 

evidence for me to assess in relation to NTPC’s direct charging practices, I have instead 15 

focused on observed issues with NTPC’s overheads.  16 

NTPC provided its overhead policy in response to TGC.NTPC-10 as Attachment 1. On the 17 

surface, the overhead policy does not appear out of the ordinary and appears to be aligned 18 

with the requirements of Public Sector Accounting Standards (PSAS). For example, under 19 

item 2 of the policy14 it states: 20 

PS3150 requires that overhead costs capitalized in the period be directly 21 

attributable to the construction or development activity. These include 22 

technical and administrative work prior to the commencement of and 23 

during construction. 24 

However, a review of certain information provided by NTPC confirms that differences in 25 

capitalization practices do exist between NTPC and other Canadian utilities as I discuss 26 

below.  27 
 

 
 
 
14 TGC.NTPC-10 Attachment 1. 
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Before proceeding further, I consider it important to emphasize that I am a Chartered 1 

Professional Accountant, and I am not recommending that NTPC capitalize costs that are 2 

appropriately expensed in accordance with PSAS. That said, accounting for certain costs is 3 

subject to a degree of judgment and if NTPC has a practice of undercapitalization of 4 

certain costs relative to its peers, that practice should be assessed and understood to 5 

determine if it is contributing to the observed higher costs for NTPC relative to its peers. 6 

Based on my review of the available information and based on my regulatory and 7 

accounting experience, I consider there to be significant evidence which suggests that 8 

NTPC’s approach to capitalization does not align with its peers and is likely contributing to 9 

the observed “gap between electricity rates in the NWT and the Canadian national 10 

average”.  11 

Q: What are the PSAS requirements for capitalization and the best practices for 12 

applying these standards? 13 

A: All costs must be properly classified as either an operating or a capital cost. From an 14 

accounting perspective, the matching principle is informative in this context. Specifically, 15 

where a cost has no future benefit, the cost should be recognized in the period it is 16 

incurred. Conversely, where a cost does have a long-term future benefit, the cost should be 17 

matched to that economic benefit. The matching principle is not directly cited in PSAS, but 18 

it is a principle that I still consider important in assessing the reasonableness of costs as 19 

capital or operating in nature. This is because the matching principle does assist in 20 

informing how certain regulatory principles such as cost causation and intergenerational 21 

equity are impacted, which I discuss later. 22 

Under PSAS the requirements for measurement are set out in PS 3150.10 Tangible Capital 23 

Assets as follows: 24 

.10     The cost of a tangible capital asset includes the purchase price of 25 

the asset and other acquisition costs such as installation costs, design and 26 

engineering fees, legal fees, survey costs, site preparation costs, freight 27 

charges, transportation insurance costs, and duties. The cost of a 28 

constructed asset would normally include direct construction or 29 

development costs (such as materials and labour) and overhead costs 30 



Evidence of Dustin Madsen, CPA, CA, CPA (IL, USA), CDP, CRRA 
NTPC 2022-2023 General Rate Application 

 

 
18 

directly attributable to the construction or development activity. The 1 

activities necessary to prepare a tangible capital asset for its intended use 2 

encompass more than the physical construction of the tangible capital 3 

asset. They include the technical and administrative work prior to the 4 

commencement of and during construction. 5 

[Emphasis added] 6 

As set out above, the PSAS requirements do not specifically set out a list of items that can 7 

be capitalized. Illustrative examples are provided and in the context of overheads, the costs 8 

must be directly attributable. 9 

Most of the utilities that I have reviewed and compared NTPC against apply and comply 10 

with International Financial Reporting Standards (IFRS). IAS 16.11 Property, plant and 11 

equipment provides the following guidance for the measurement of costs: 12 

16      The cost of an item of property, plant and equipment comprises: 13 

(a)     its purchase price, including import duties and non-refundable 14 

purchase taxes, after deducting trade discounts and rebates. 15 

(b)     any costs directly attributable to bringing the asset to the location 16 

and condition necessary for it to be capable of operating in the manner 17 

intended by management. 18 

(c)     the initial estimate of the costs of dismantling and removing the 19 

item and restoring the site on which it is located, the obligation for which 20 

an entity incurs either when the item is acquired or as a consequence of 21 

having used the item during a particular period for purposes other than to 22 

produce inventories during that period. 23 

17      Examples of directly attributable costs are: 24 

(a)     costs of employee benefits (as defined in IAS 19 Employee 25 

Benefits) arising directly from the construction or acquisition of the item 26 

of property, plant and equipment; 27 

(b)     costs of site preparation; 28 

https://www.knotia.ca/Knowledge/Home.aspx?productID=126
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(c)     initial delivery and handling costs; 1 

(d)     installation and assembly costs; 2 

(e)     costs of testing whether the asset is functioning properly (ie 3 

assessing whether the technical and physical performance of the asset is 4 

such that it is capable of being used in the production or supply of goods 5 

or services, for rental to others, or for administrative purposes); and 6 

(f)     professional fees. 7 

18      An entity applies IAS 2 Inventories to the costs of obligations for 8 

dismantling, removing and restoring the site on which an item is located 9 

that are incurred during a particular period as a consequence of having 10 

used the item to produce inventories during that period. The obligations 11 

for costs accounted for in accordance with IAS 2 or IAS 16 are 12 

recognised and measured in accordance with IAS 37 Provisions, 13 

Contingent Liabilities and Contingent Assets. 14 

19      Examples of costs that are not costs of an item of property, plant 15 

and equipment are: 16 

(a)     costs of opening a new facility; 17 

(b)     costs of introducing a new product or service (including costs of 18 

advertising and promotional activities); 19 

(c)     costs of conducting business in a new location or with a new class 20 

of customer (including costs of staff training); and 21 

(d)     administration and other general overhead costs. 22 

[Emphasis added] 23 

The measurement of tangible capital assets under PSAS and IFRS is consistent. This 24 

assessment is informed by my extensive experience as a manager and consultant in the 25 

financial reporting and accounting departments of regulated financial utilities, experience 26 

leading the transition of a Canadian utility in an IFRS transition, and teaching experience 27 

as an experienced facilitator for the Chartered Accountant School of Business. 28 

javascript:document.k5doc.loadDocumentByGotoString(126,%20'IAS%202',%200,%20null,%20false,%20220533910)
https://www.knotia.ca/Knowledge/Home.aspx?productID=126
https://www.knotia.ca/Knowledge/Home.aspx?productID=126
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While IAS 16 provides more detail, including examples, than PSAS 3150 does, both 1 

standards as emphasized above focus on the core concepts of costs being “directly 2 

attributable” and required to ensure an asset is capable of being used as “intended”. These 3 

core concepts establish the basis for which costs can be capitalized to a project.  4 

Broadly speaking, in practice I have interpreted this requirement to generally mean that if a 5 

cost would not be incurred absent the presence of the capital program, then that cost should 6 

be capitalized to the capital projects in the year. This is a common interpretation employed 7 

by accountants within the utility industry. I note that NTPC’s overhead policy also adopts 8 

this approach where it states in section 2, sub d., “The rationale for this is that their 9 

positions would not exist if the Corporation did not have its capital program.” The rationale 10 

NTPC has applied in this case to certain employees in the projects and engineering division 11 

is appropriate. However, it appears that this rationale is not applied to other groups of 12 

employees. 13 

Q: Is NTPC complying with your interpretation of the best practice for applying the 14 

above capitalization standards? 15 

A: No. NTPC stated in response to TGC.NTPC-10(f): 16 

Indirect overhead refers to the costs within the Project and Engineering 17 

Division and one department within the IT division. NTPC has identified 18 

certain positions as dedicated to capital – i.e. their positions would not 19 

exist if the Corporation did not have its capital program. Salaries and 20 

wages of these staff are either directly charged to specific capital jobs or 21 

charged to their O&M cost centers. Any remaining salary/benefit costs 22 

charged to their O&M cost centers and any supplies and services, and 23 

travel related to these positions are reallocated at the end of each month 24 

to the overhead pool. This includes staff costs related to annual, sick, and 25 

other lease. See Policy F-19 (2)(d) for further information. 26 

[Emphasis added] 27 

NTPC states quite clearly that indirect overheads are only charged on costs, and thus FTEs, 28 

that are within the Project and Engineering Division and one department within the IT 29 
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division. In my experience, this approach appears to ignore that many other positions 1 

within NTPC would not be required either in full or in part if NTPC’s capital program 2 

were not required. To illustrate this point, I cite the following examples: 3 

• Accounting/Internal audit – There is a certain level of accounting resources all 4 

companies will require, regardless of the nature of their business. This base level of 5 

accounting resources should be expensed as an operating cost each year. However, 6 

asset-intensive businesses also require additional staff dedicated to accounting for 7 

the increase in volume of capital work that occurs each year. In the case of NTPC, 8 

if the capital program was 50% lower, then this would represent a material decrease 9 

in the number of transactions that need to be accounted for. This accounting 10 

volume directly impacts accounts payable (i.e. paying vendors), payroll (i.e. paying 11 

employees to do capital work) and fixed asset accounting (i.e. depreciation studies 12 

and actual accounting for fixed assets). In addition to junior and intermediate 13 

accounting resources, it is also reasonable to expect senior resources would be 14 

required to review capital-related transactions. The same logic as above applies to 15 

internal audit resources, which are generally capitalized at a similar overall rate to 16 

accounting resources. Designing controls and testing transactions related to capital 17 

work varies largely based on the nature and volume of the capital work. 18 

• Treasury – Due to the very nature of regulated utilities, where operating costs are 19 

recovered as part of the cost-of-service, there is no need to issue debt to fund 20 

operating costs. Instead, debt issuances are typically made either to pay for new 21 

assets or to repay old debt. Arguably, all debt issuances can be attributed to new 22 

assets as if there was no need to invest in new assets, then the recovery of the costs 23 

of old assets through depreciation would be sufficient to repay existing debt. For 24 

this reason, many utilities also capitalize a portion of the costs of staff who are 25 

dedicated to issuing debt and managing overall cash flows within a utility. 26 

• Customer service – By their nature, utilities provide an essential service within a 27 

monopoly area. Therefore, customers have few if any alternatives to the purchase 28 

of electricity. For these reasons, many customer-service focused roles within a 29 

utility are therefore focused on ensuring larger customers connect to the system in 30 
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an efficient and low-cost manner. In the case of generation assets, customer service 1 

staff may coordinate with customers who have onsite generation to either acquire or 2 

utilize those assets to avoid constructing new generation assets. Generalized 3 

customer-service that is non-specific to the asset side of the business is 4 

appropriately expensed, but where the work is required to either construct or avoid 5 

the construction of a capital asset, the costs are capitalizable.  6 

• Legal – A significant amount of effort is required from a legal perspective to 7 

construct an asset. Permitting, contracting, procurement, regulatory requirements, 8 

land purchases, negotiating land rights, and other general legal services such as 9 

developing specialized contracts would not be incurred in the absence of specific 10 

capital work.  11 

• Regulatory/Budgeting – Most regulatory work related to developing a tariff 12 

application would not be capitalizable as that work does not materially vary due to 13 

the nature of operating or capital work. Further, tariff applications are often 14 

required by law not based on the level of capital work. As an example, most 15 

utilities, including NTPC, cannot elect to increase the rates they charge absent an 16 

order approving the rate increase. However, where regulatory personnel are 17 

engaged in work similar to other resources such as accounting resources, then that 18 

time is capitalizable. In many utilities the regulatory function also serves a 19 

budgeting role. Where capital budgets are prepared or where business cases are 20 

filed in support of a capital project, that time would be properly capitalizable as it 21 

would not be required absent the presence of a capital program. 22 

• Procurement/Materials/Inventory management – Inventory management as whole 23 

for a utility is critical. From maintaining critical spares to ensuring adequate 24 

materials are purchased for upcoming projects, the procurement, materials and 25 

inventory management (i.e. supply chain) personnel within a utility provide 26 

services that are often only required or necessary due to the ongoing capital projects 27 

within the company. 28 

• Safety/Training – Safety is an important consideration within a utility, and this 29 

applies both in the field and in the office. Office focused safety efforts are properly 30 
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expensed. However, safety efforts and training focused on ensuring the safe 1 

construction of assets is properly capitalizable. Additionally, safety related efforts 2 

that are generally driven by higher numbers of capital FTEs would also be 3 

capitalizable.  4 

• Information technology – NTPC has advised that certain of its information 5 

technology employees are capitalized. From the evidence provided this does not 6 

appear to represent a significant number of employees. However, in my experience 7 

a significant number of information technology staff are normally treated as capital. 8 

Where information technology staff support capital employees, it is reasonable to 9 

conclude that the staff would not be required if there were not capital employees. 10 

For example, if 50% of the rest of the company is focused on capital work, it may 11 

be reasonable to capitalize 50% of the information technology department support 12 

costs. Similarly, information technology employees are frequently directly involved 13 

in work that results in the adoption or implementation of new software. Such efforts 14 

also include training staff to use new software. If the training were not provided the 15 

asset (i.e. the software) program could not be used as intended by management. 16 

This directly related work that contributes to intangible assets with long-term 17 

benefits, is capitalizable.  18 

• Human resources – For similar reasons to information technology staff, it is also 19 

reasonable to conclude that human resources staff can be capitalized. As an 20 

example, if there are 100 staff in the utility and 50 are directly related to capital 21 

work, then it would be reasonable to conclude that 50% of the human resource 22 

department would not be required in the absence of the capital employees. This of 23 

course assumes that much of the work is variable. If it can be demonstrated that the 24 

human resource staff levels would be the same despite the elimination of all capital 25 

work and FTEs, then it would be inappropriate to capitalize human resources staff. 26 

I would not expect this to be the case for a regulated utility.  27 

• Executive – Many utilities also capitalize a portion of executive time for the same 28 

reasons set out above. Specifically, many executives are solely dedicated to groups 29 

that perform capital work. Other executives manage staff that are capital in nature 30 
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and thus if there were fewer capital staff, it is possible that the executives or 1 

management would have less work to do. Notably, there may be more executives in 2 

an organization to ensure that staff are sufficiently supervised. Consolidation of 3 

executive roles could otherwise be performed. In this case, often the two roles that 4 

experience limited or no capitalization are the CEO and CFO, as these two roles 5 

would exist regardless of the level of capital work in the utility. However, as set out 6 

below, utilities do have a demonstrated practice of capitalizing a portion of even the 7 

most senior executives. 8 

It is reasonable to conclude that if capital work was non-existent or significantly reduced 9 

then the resources identified above as examples could be eliminated in full or retained on a 10 

part-time basis. Therefore, it is reasonable and compliant with accounting standards to 11 

capitalize the cost of these staff. I understand this is not the case for NTPC, and further that 12 

there may be other staff which NTPC is not capitalizing but should be, beyond the 13 

examples listed above.  14 

Q: Do you have any concerns with the practice of some utilities to not capitalize 15 

administrative overheads? 16 

A: No. As noted above, IAS 16.19 provides some additional guidance on costs that are not 17 

permitted to be capitalized. While not directly within the PSAS, I consider it reasonable to 18 

consider this guidance. One such cost is broadly framed as “administration and other 19 

general overhead costs”.  20 

Context for this guidance is warranted. Specifically, this guidance does not prohibit the 21 

capitalization of a cost for an employee that is generally in an administration or general 22 

role, such as an accountant. Rather, it simply confirms that where an employee performs 23 

work that does not directly vary based on the level of capital work, then that work would 24 

be administrative and general in nature and would not be capitalizable.  25 

Put another way, if an employee is an engineer working in the operations department, but 26 

that employee focuses entirely on vegetation management work related to existing assets 27 

(i.e. not the vegetation management work required to construct new assets), then it would 28 

not be appropriate to capitalize that individual’s cost simply because the individual is in a 29 

department which is not traditionally considered to be administrative in nature. In 30 
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conclusion, the overriding principle that costs are capitalized if they would not otherwise 1 

be incurred absent a capital program is the key principle that needs to be assessed for each 2 

individual employee within an organization.  3 

Q: Is the capitalization of these costs aligned with well-established regulatory principles 4 

surrounding the recovery of prudently incurred costs? 5 

A: Yes, and in fact I would argue that the core regulatory principles require the capitalization 6 

of costs that are directly caused by the existence of a capital program. Most notably, I 7 

consider the principle of intergenerational equity to be fundamental to the discussion. 8 

Intergenerational equity requires that each generation of customer pays their fair share of 9 

the costs of the utility. Some costs are period costs and provide no enduring benefit. In this 10 

case, it is common for the cost to be recovered in the same year the cost is incurred. 11 

However, many other costs have enduring benefit to many generations of ratepayers, and it 12 

would be unfair to current ratepayers for those costs to be paid as a period cost, rather than 13 

amortized over a longer life commensurate with the benefits provided. 14 

Another core principle supporting a proper capitalization of costs, is the principle of cost 15 

causation. Cost causation requires that a party who triggers a cost should pay for that cost. 16 

In the case of specific utility costs, it is also important to consider cost causation in the 17 

context of matching. For example, while a capital cost may be caused by a sequence of 18 

events in a single year, it is important to ensure the matching of those costs to the benefits. 19 

In this sense, a proper matching of the costs that are caused with the benefits those costs 20 

provide supports the principle of intergenerational equity.  21 

Rate stability is another core principle. Specifically, to the extent possible utility rates 22 

should be designed in such a manner to avoid significant volatility from year-to-year. In 23 

the same sense, the utility itself should be operated in a manner that maintains the stability 24 

of the entity. As I noted earlier, this is often achieved within a utility where the core work 25 

of the utility, including a base level of capital work, is performed using internal FTEs. This 26 

results in a relatively stable level of capitalization of internal labour costs even if the 27 
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overall capital program may vary from year-to-year, because the peaks and valleys are 1 

addressed through varying levels of external contractors.15 2 

Finally, an over-riding principle in utility regulation is the principle of fairness. 3 

Fundamentally, utility ratepayers should pay their fair costs to support the utility 4 

operations. Even where a cost may be appropriately classified as a period operating cost, if 5 

that classification results in significant rate volatility or is material relative to comparable 6 

costs, then fairness may dictate a different treatment of those costs. This approach is 7 

commonly observed in the use of regulatory deferral and reserve accounts, which may 8 

amortize costs and revenues that may otherwise be reflected in a single period over 9 

multiple years. 10 

Each of the above principles supports a proper classification of costs as capital or 11 

operating, while also contemplating that the treatment must be fair to both current and 12 

future ratepayers. In my opinion, the current level of capitalization at NTPC is significantly 13 

below the level that is commonly experienced in the utility industry in Canada. This low 14 

rate of capitalization, when combined with the increase in FTEs being forecast in the test 15 

period, greatly contributes to heightened volatility in NTPC’s rates from year-to-year. 16 

Q: Are you aware of any recent and detailed evidence regarding the capitalization of 17 

internal labour costs similar to what you recommend above? 18 

A: Yes. However, I also note that most utilities do not have a frequent testing of their 19 

capitalization levels by employee. Instead, much of this testing occurred at a detailed level 20 

on transition from Canadian General Accepted Accounting Principles to IFRS. A detailed 21 

breakdown by empoloyee for most of the utilities I observed is dated and thus I have not 22 

revisited that evidence. 23 

There is recently available information for both AltaLink and ATCO Electric. While this 24 

evidence relates to two transmission focused utilities, which may be more capital intensive 25 

 
 
 
 
15 The level of capitalization should not be confused with the overhead rate. The overhead rate may vary from year 
to year even if the internal labour dollars do not vary significantly. This is because the overhead rate is derived with 
the capital expenditures are the denominator.  
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than NTPC, I still believe this evidence demonstrates a clear and approved practice of 1 

capitalizing internal labour costs for FTEs outside of the limited areas that NTPC has 2 

focused on. In particular, as I noted above, these utilities would be subject to external 3 

audits to confirm that their capitalization practices comply with accounting standards. 4 

Attachment 1 to my evidence is an FTE listing provided by AltaLink in its recent 2022-5 

2023 General Tariff Application. Included in Attachment 1 is a listing of 747 FTEs and the 6 

relative percentage of the FTE that is capital. Almost every FTE within AltaLink is 7 

capitalized, except for 36 FTEs focused on regulatory tariffs, compliance, legal and 8 

accounting. In the case of the legal and accounting departments several of the FTEs are 9 

dedicated to a large extent to capital work, and those positions that are not capitalized even 10 

partially appear to be positions focused on overall corporate work. Even the CEO position 11 

in AltaLink is capitalized at a rate of 28%.  12 

Importantly, the 2022-2023 test year for AltaLink represents a period of low capital build 13 

relative to prior years. Despite this relatively low level of capital, AltaLink’s internal 14 

labour capitalization remains high, which is to be expected given the capital-intensive 15 

nature of a utility. The average rate of capitalization among all reported FTEs is 60%, 16 

which is consistent with the 58.9% reported in Figure 1 above.16  17 

Earlier I provided a listing of positions which I considered to be eligible for capitalization, 18 

but which NTPC appears to not capitalize. The following extracts from Attachment 117 19 

confirm that AltaLink is capitalizing similar costs. Indeed, AltaLink is capitalizing a 20 

portion of the internal labour efforts of all the examples I provided above: 21 

 
 
 
 
16 The difference appears due to a combination of temporary FTEs and adjustments for vacancies and other 
considerations which are embedded in the detailed calculation of 58.9%. 
17 Information is exactly as presented in Exhibit 26509-X0157. 
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Table 3 – AltaLink’s capitalization of senior executives 1 

 2 
Table 4 – AltaLink’s capitalization of accounting resources 3 

 4 
Table 5 – AltaLink’s capitalization of human resources 5 

 6 
Each of the tables above support the conclusion that it is reasonable and an approved 7 

practice in Canada to capitalize internal labour costs for employees beyond just those 8 

Functional 
Group

Cost Centre Position Title
Capital or
Operating

Capital %

40005 Senior Executive Team
60000000 CEO Capital 28%
60000001 Executive Assistant, CEO Operating 28%
60002688 President & COO Capital 47%
60003020 SVP, Gov't Relations & Corp Development Capital 8%
60003410 Dir, Market and Enterprise Planning Operating 34%
60000065 Executive Assistant Operating 47%
60000002 EVP & CFO Operating 37%
60000003 EVP, Customer & Corporate Services Capital 68%
60000007 SVP, Law Reg & General Counsel Operating 23%
60000512 SVP, Human Resources Capital 61%

Functional 
Group

Cost Centre Position Title
Capital or
Operating

Capital %

45005 Accounting
60000014 Executive Assistant, CFO Operating 0%
60000015 VP, & Controller Operating 20%
60000021 Mgr, Financial Reporting Operating 0%
60000023 Finance Support Clerk Operating 0%
60000025 A/P Financial Analyst Capital 67%
60000054 Tax Manager Operating 0%
60000304 Payroll Analyst Operating 61%
60000905 Senior Payroll Leader Operating 61%
60000956 Capital Asset & Inventory Accountant Capital 85%
60001326 Dir, Financial Planning & Treasury Operating 0%
60001377 Mgr, General Accounting Operating 0%
60001529 A/R Accountant Operating 0%
60001625 Capital Asset Accountant Capital 85%
60001750 Mgr, Financial Systems Operating 25%
60002200 Senior Capital Asset Accountant Capital 85%
60002370 Sr Budget Analyst Operating 0%
60002381 Senior Financial Systems Analyst Capital 67%
60002521 Senior A/P Analyst Operating 67%
60002643 A/P Accountant I Capital 67%
60002725 Budget Analyst I Operating 0%
60002743 Financial Reporting Analyst Operating 0%
60002762 Sr Financial Reporting Specialist Operating 0%
60002788 Mgr, Capital Accounting Capital 85%
60002836 Senior Capital Asset Accountant Capital 85%
60002850 A/P Financial Analyst Operating 0%
60003022 Financial Systems Analyst Capital 67%
60003459 Dir, Corporate Accounting & Reporting Operating 50%
60003803 A/P Financial Analyst Capital 67%
60004035 Corporate Reporting Analyst Operating 0%
60004529 Senior Corporate Reporting Specialist Operating 0%

Functional 
Group

Cost Centre Position Title
Capital or
Operating

Capital %

45011 Human Resources
60000009 Dir, HR Operations Operating 61%
60000055 Sr HR Advisor Capital 61%
60000056 HR Advisor Benefits Capital 61%
60000308 Sr HR Advisor Operating 61%
60002702 HR Advisor - HRIS Analyst Operating 61%
60002755 HR Analyst Operating 61%
60002992 Executive Assistant Capital 61%
60003250 Sr HR Advisor Capital 61%
60003363 Organizational Development Mgr Capital 61%
60003530 HR Advisor - Compensation Capital 61%
60005280 HR Advsior Capital 61%
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dedicated to the Project and Engineering Division and one department within the IT 1 

division. Further, the tables also demonstrate the practice of capitalizing certain internal 2 

resources at a ratio equal to the broader capital efforts of the organization. For example, 3 

each of the human resources FTEs is capitalized at a ratio of 61%, which is reflective of 4 

the level of capital work for the remainder of the AltaLink employees. Put another way, 5 

AltaLink’s accounting policy recognizes that absent its capital programs, 61% of its human 6 

resources FTEs would not be required as the broad purpose of the human resource 7 

department is to support employees. A significant reduction in the level of those employees 8 

would clearly have an impact on the level of work for the human resource department as 9 

well and thus it is appropriate to capitalize a portion of those costs. 10 

ATCO Electric provides very similar evidence as shown in Attachment 2.18 Notably, 11 

ATCO Electric also capitalizes similar internal labour costs as AltaLink. This includes 12 

human resources, accounting, certain executives and other positions. Many of ATCO 13 

Electric’s executives are charged from different affiliated companies and thus fewer of 14 

these costs appear to be capitalized. ATCO Electric’s overall internal labour capitalization 15 

rate is slightly higher than AltaLink’s. Differences would be expected between different 16 

positions as each company would execute its capital program in a specific manner based on 17 

how the company is designed to operate. However, overall, as both entities are 18 

transmission utilities operating in Alberta I would expect a consistent level of 19 

capitalization, which is the result that is observed. Notably, ATCO Electric, like AltaLink, 20 

is experiencing much lower levels of capital than in previous years, but internal labour 21 

capitalization remains consistent. 22 

 23 

 24 

 25 

 
 
 
 
18 Information was extracted and unchanged from Exhibit 27062-X0018. The entire Excel file has not been filed as 
the information is voluminous.  
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Q: Can you comment on the reasonableness of the specific FTE additions forecast by 1 

NTPC in the test period? 2 

Yes. As stated by NTPC, several of the forecast FTE additions are driven either in whole 3 

or in part by an increase in capital work, though a significant portion of the forecast 4 

salaries is being charged to O&M costs.  5 

Table 6 – Table 5.2 from NTPC’s 2022-23 GRA 6 

 7 
I appreciate that the capital program management FTEs are capitalized. This makes sense 8 

and is appropriate given the description of the work. However, for other FTEs such as 9 

information technology, operational maintenance and human resources, I would expect that 10 

an increased portion of the costs should be capitalized if the positions are approved. I take 11 

no specific position on whether the positions should be approved. However, I do consider 12 

that if the positions remain as currently classified, which is largely to O&M costs, then 13 

those positions should be fully scrutinized to confirm the positions have been supported. 14 

Capital FTEs can be scrutinized more fully overtime through a review of capital business 15 

cases and evolving capital needs, but it remains important to ensure overall resourcing 16 

levels are reasonable as I discussed earlier. 17 

Turning to the specific FTE additions, excluding capital program management, NTPC 18 

provided the following breakdown of Information Technology FTEs between operating 19 

and capital in response to a TGC information request:19 20 

 
 
 
 
19 TGC.NTPC-6(a) and (b). 
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Table 7 – NTPC’s breakdown of information technology FTE additions 1 

 2 
As shown above, the overall capitalization rate for the above positions is 15.15% and 3 

relatively consistent with the overall ratio of 16.1% discussed previously. NTPC also 4 

provided more detail of the work performed for each position. For the IT Infrastructure 5 

Analyst, NTPC describes the work as follows: 6 

Monitoring and maintaining the availability and performance of servers, 7 

storage, printers, end user devices, and data centers. This includes 8 

managing printers to ensure availability, performing file system 9 

configuration, and monitoring and testing system performance and 10 

provide performance statistics and reports. The 15.4% of time forecast 11 

for capital work is for the implementation, installation, and configuration 12 

of new hardware assets, providing specifications around performance and 13 

capacity for hardware replacements, and the decommissioning and 14 

disposal of assets at end of life.20 15 

The description of the overall work for this position all points to work related to the 16 

management of assets used by NTPC staff. Further, the explanation for the capital work 17 

allocation of 15.4% also cites largely the same work. It is unclear based on the explanation 18 

provided why the work of an infrastructure analyst would not be more heavily weighted 19 

toward capital. Information technology work is common across utilities regardless of the 20 

nature of those utilities. A server within NB Power, BC Hydro, AltaLink or ATCO Electric 21 

all provides the same service and requires largely the same level of internal support. As 22 

shown in Attachment 1, the “IT – Operating” department at AltaLink is capitalized at a rate 23 

of 63%. The “Senior Infrastructure Specialist” is capitalized at a rate of 62%. This is much 24 

higher than the 15.4% proposed by NTPC. 25 

 
 
 
 
20 TGC.NTPC-6(a) and (b). 



Evidence of Dustin Madsen, CPA, CA, CPA (IL, USA), CDP, CRRA 
NTPC 2022-2023 General Rate Application 

 

 
32 

Based on Attachment 2, ATCO Electric capitalizes 2.6 of its 7.6 Information Technology 1 

Services FTEs, which is a ratio of 34%. While this ratio remains higher than NTPC’s 2 

proposed capitalization ratio it is lower than I observed for AltaLink. It is important to note 3 

that much of ATCO Electric’s core information technology department is outsourced to a 4 

third-party. The internal FTEs are focused more on management level work and managing 5 

the outsourced contract, and thus it would be reasonable to expect a lower rate of 6 

capitalization of internal FTEs than AltaLink. For this reason, I consider the capitalization 7 

ratio for AltaLink to be a better comparable for NTPC. 8 

Similar concerns can be drawn for the other positions forecast by NTPC. The Applications 9 

Support and Maintenance Analyst is capitalized at a rate of 5.1% and the Manager of IT 10 

Applications and Support is capitalized at a rate of 2.6%. Both the ratios are well below 11 

comparable positions at AltaLink which vary from 62% (Application Specialist) to 53% 12 

(Dir, Application Support & Operations). The description of the work for both these 13 

positions once again appears to be heavily focused on supporting NTPC’s software and IT 14 

systems. Without this support the core IT systems, which are permitted to be capitalized 15 

under PSAS, could not function in the manner intended by management. The allocation to 16 

capital forecast by NTPC is due to work related to implementing new systems. However, I 17 

consider that work provided by these resources to ensure both new and existing assets 18 

continue to function as intended is capital work.  19 

A core concept of capitalization is whether the asset can continue to provide the service 20 

intended if certain work is not performed. Normal course maintenance of an asset is often 21 

expensed but if the work is necessary to ensure the asset can function as intended, or put 22 

another way, if the work is not performed the asset will not be capable of functioning, then 23 

that work is capital in nature. This concept applies to these three positions. 24 

Finally, the SCADA Specialist is capitalized at a rate of 37.5%, and is described as follows 25 

by NTPC: 26 

Primarily an administrative role in security, SCADA applications, and 27 

SCADA operations. The position supports the growth in Operational 28 

Technology by monitoring critical assets to ensure reliability and 29 

implementing security measures on critical assets. The 37.5% of time 30 
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allocated to capital is to support the capital program through the 1 

development and commissioning of new assets, as well as operational 2 

technology upgrades to facilities. 21 3 

AltaLink maintains seven SCADA focused positions in-house per Attachment 1. Once 4 

again, the nature of the work being performed by this position would naturally be largely 5 

the same between the two entities. The average rate of capitalization for the seven positions 6 

is 78%. The description of the work performed by NTPC’s SCADA Specialist including 7 

security of physical assets and SCADA applications would be capital work. I appreciate 8 

that some effort dedicated purely to SCADA operations would be operating in nature. 9 

However, conceptually the ratio of capital to operating work should not be materially 10 

different than that reported by AltaLink. Certainly, the description of the effort does not 11 

support a capitalization rate of 37.5%. 12 

In my opinion, the first three positions listed above should be on average capitalized at a 13 

rate of 63% and the SCADA Specialist should be capitalized at a rate of at least 70%. 14 

These ratios would better align with best practices observed in the industry and avoid 15 

placing an undue amount of the costs on current ratepayers. This rate of capitalization 16 

would also better align the efforts of the positions with the longer term benefits those 17 

positions provide. Similar conclusions likely could be applied to other information 18 

technology staff within NTPC. 19 

Turning to the Human Resources positions forecast by NTPC, NTPC confirmed in 20 

response to TGC.NTPC-7(b) that none of the forecast Human Resource time was allocated 21 

to capital. As discussed earlier, AltaLink allocated 61% of each of its human resource staff 22 

to capital. This ratio broadly reflects the overall labour capitalization rate within AltaLink. 23 

Similarly, based on Attachment 2, ATCO Electric also capitalizes 2.1 of its 3.2 human 24 

resources FTEs for a ratio of 65%, which again closely approximates the overall labour 25 

capitalization rate. 26 

 
 
 
 
21 TGC.NTPC-6(a) and (b). 
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A capitalization rate of 0% as proposed by NTPC for these new positions, and presumably 1 

for existing human resources FTEs, is not reasonable given that NTPC is a utility operating 2 

in an asset intensive industry. Instead, the overall capitalization rate I recommended above 3 

for NTPC of at least 25% would be more appropriate and reflective of the nature of the 4 

work NTPC’s staff performs and the human resources staff supports. 5 

The final area of FTE additions, excluding succession planning, is Operational 6 

Maintenance. In response to a TGC information request, NTPC provided the following 7 

breakdown of its operational maintenance positions:22 8 

Table 8 – NTPC’s breakdown of operations FTEs by O&M and capital 9 

 10 
The information provided by NTPC in its Application does not clearly explain whether the 11 

8 new FTEs are all charged to O&M costs. However, there is no clear statement that the 12 

individuals are being charged to capital either. Based on the lack of clarity and the low 13 

observed rate of capitalization, it is probable these positions may be charged to O&M 14 

costs. The eight positions are as follows: 15 

• Plant Superintendent/Trades Helper; 16 

• Hydro Electrical Field Engineer; 17 

• System Operator; 18 

• Powerline Technician; 19 

• Electrician – Hydro; 20 

• Electrician – Thermal; 21 

 
 
 
 
22 TGC.NTPC-9(b), Table 1. 
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• Senior Vegetation Coordinator; and 1 

• Environmental Licensing Analyst.23 2 

In my opinion, a significant portion of these forecast costs should be capitalized. 3 

Alternatively, even if the overall labour capitalization rate of the Operations department of 4 

8.8% in 2022-23 is used, that rate is low.  5 

As I noted earlier, given the prevalence of generation assets within NTPC, it is reasonable 6 

for NTPC to have a lower overall capitalization rate than entities such as AltaLink or 7 

ATCO Electric. However, a ratio of 8.8% is low and appears to be quite conservative. All 8 

the positions listed above would have a direct impact on the continued operation of 9 

NTPC’s assets. NTPC characterizes this as “preventative maintenance”. Routine 10 

maintenance as discussed above is properly expensed, but where work is necessary to 11 

permit the asset to continue to function as intended, then that work would be properly 12 

capitalized. As an example, vegetation management around an existing line would not 13 

directly enhance the life of the assets. Instead, it would simply ensure the planned level of 14 

benefit was achieved. However, certain preventative maintenance if not performed would 15 

result in the failure of the asset. Similarly, if an asset is enhanced, either through a life 16 

extension or increase in functionality, then this work would be capital in nature. This is 17 

commonly referred to as a betterment.  18 

This type of work is typically capitalized as it enhances the asset’s physical life or 19 

functionality. This work is properly capitalized, as is any effort that directly or indirectly 20 

supports the capital program. In this case, NTPC has provided insufficient details of which 21 

work it considers to be operating in nature for these staff and thus I am unable to assess 22 

whether the classification is truly appropriate.  23 

Comparatively though, AltaLink’s operations departments have a much higher rate of 24 

capitalization. Specifically, the “Field Operations”, “AB Project & Operations”, “South 25 

Field Tech”, “South P&C Techs”, “North P&C Techs”, “North Field Technicians”, 26 

 
 
 
 
23 NTPC General Rate Application 2022-23, PDF page 90, line 15 to page 91, line 3. 
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“Maintenance & Analysis”, “Operational Engineering”, “Network Communications 1 

Mgmt”, “Life Cycle Management”, “Data Integration”, “Asset Management – Field Maint 2 

& Analysis”, “Management Assets”, “Engineering Stds & Support”, “HVDC Operations”, 3 

“System Operations – General”, “ACC – Sys Ops”, and “SOS” departments have an 4 

average rate of capitalization of 39% across 216 FTEs.  5 

I appreciate that it is difficult to directly compare AltaLink’s operations departments to 6 

NTPC given the differing businesses, but I still consider this analysis to be directionally 7 

informative. Specifically, the difference between a 39% rate of capitalization for AltaLink 8 

and an 8.8% capitalization rate for NTPC is significant. I consider it to be highly likely that 9 

the 8.8% capitalization rate is understated, particularly because of the liberal estimating of 10 

capital costs that I can empirically observe elsewhere in NTPC.  11 

Absent a fundamentally different approach to operating its utility, such as a practice of 12 

having all capital-related work planned and coordinated by external contractors without 13 

any internal resource input,24 I would expect that the capitalization rate for NTPC would be 14 

higher than 8.8% for its operations department. For this reason, I consider a more 15 

appropriate capitalization rate would be an amount no less than a range of 15-25% for 16 

NTPC, subject to a more detailed analysis of the underlying work that is being performed.  17 

Q: Please summarize your recommendations in relation to NTPC’s capitalization of costs 18 

and quantify any adjustments that may be required. 19 

A: First and foremost, NTPC confirmed in response to TGC.NTPC-10(b) and (c) that: 20 

There has been no formal study completed in relation to overhead 21 

capitalization. 22 

I would prefer to provide a detailed report by position that provides my rationale for what 23 

portion of each FTE should be capitalized versus expensed. However, absent a detailed and 24 

formal study properly assessing whether work performed by NTPC is capital or operating 25 

 
 
 
 
24 I have not observed this approach in practice as a utility is expected to operate its system reliably and cannot 
transfer that obligation to another party. Therefore, where external contractors are used, those parties must still be 
supervised and coordinated.  
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in nature, and further whether those practices align with the best practices of other utilities 1 

in Canada, it is difficult to develop a precise recommendation for which costs should be 2 

capitalized as opposed to expensed. Therefore, I consider it necessary that NTPC be 3 

directed to complete a comprehensive review of its capitalization practices and report back 4 

on those practices in advance of filing NTPC’s next GRA. The information would include 5 

a position-by-position assessment of the work that is performed, and an explanation of why 6 

the work would continue to be necessary absent the presence of NTPC’s capital program or 7 

why the work does not directly contribute to the enhancement of NTPC’s assets. The report 8 

would also review both the indirect (overheads) and direct charging of costs to capital 9 

projects. 10 

Second, in advance of this study being completed I recommend an overall adjustment to 11 

NTPC’s capitalized labour. Delaying such an adjustment until more detailed information 12 

exists has its benefits, but if that more detailed study confirms an under capitalization of 13 

costs, then delaying an adjustment would worsen the inequities between different 14 

generations of customers. I see limited value in delaying the adjustment as any amounts 15 

that are deferred on a preliminary basis could be subject to eventual true up and adjustment 16 

in NTPC’s next GRA. 17 

Therefore, I recommend that the Board direct an overall reduction to NTPC’s applied for 18 

revenue requirement to reflect a labour capitalization rate of 25%, net of an average rate of 19 

depreciation applied to those assets and allowed for return. The specific adjustment I 20 

recommend is detailed below: 21 
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Table 9 – Recommended adjustment to NTPC’s capitalized labour costs 1 

 2 
In summary, I recommend that the applied for revenue requirement be reduced by $2.7 3 

million as set out above. The $2.7 million would be recorded as a deferred cost and 4 

amortized using the blended amortization rate I calculated above of 3.33%. Once NTPC 5 

has completed an updated assessment of its capitalization practices this balance could be 6 

either rolled into the capital assets or trued up and tracked separately. 7 

It is important to emphasize that the magnitude of this adjustment could be significantly 8 

greater if it is confirmed that NTPC is significantly under capitalizing its costs as I note 9 

above. For example, if the above adjustment were recalculated to apply the average rate of 10 

capitalization observed for NB Power of 29.2%,25 then the adjustment would be as follows: 11 

 
 
 
 
25 Absent evidence of a fundamental difference in NTPC’s operations, I would not consider a capitalization rate of 
29.2% to be unreasonable for NTPC. This is because NTPC has stated it is undergoing an active period of capital 
whereas NB Power is currently not experiencing a significant amount of capital activity relative to its forecast going 
forward. 

2022-23
NTPC's total labour costs 33,491.0   
Applied for capitalized labour rate 16.07%
Recommended capitalized labour rate 25.00%
Adjustment 2,991.8     

Total amortization expense 20,459.0   
Total mid-year gross plant in service less contributions 615,020.0 
Amortization rate 3.33%

Average rate of return 5.40%

Reduction to above adjustment (261.1)

Net adjustment 2,730.7     
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Table 10 – Alternative adjustment to NTPC’s capitalized labour costs 1 

 2 
Whichever adjustment is approved it is important that NTPC begin to capitalize all costs 3 

that directly support its capital program. NTPC is seeking a significant rate increase, which 4 

it is proposing to phase in. As I discuss in the next section of my evidence NTPC is also 5 

not fully collecting salvage costs for its assets which are unavoidable future costs 6 

ratepayers will pay. NTPC is also faced with a forecast of increasing capital over the next 7 

five years. With the increased electrification of assets and a legislated move towards more 8 

sustainable climate practices, these costs are likely to and should indeed be expected to 9 

increase going forward. The pressures on NTPC will not abate any time soon. Those 10 

pressures are also made much more significant by the observed imbalance in NTPC’s 11 

capitalization practices relative to other Canadian utilities, and significantly limits NTPC’s 12 

ability to narrow the gap between electricity costs in the NWT and other parts of Canada.  13 

Ensuring that NTPC’s internal labour capitalization is truly reflective of its cost structure 14 

and support for its physical and intangible assets will ensure fair rates are charged to 15 

ratepayers while also supporting intergenerational equity and NTPC’s overall strategic 16 

direction. Finally, it may also in the near term allow for a reasonable likelihood of 17 

collecting other necessary and unavoidable costs such as salvage costs, while also 18 

increasing the likelihood that NTPC will recover its applied for return on capital. 19 

I also note that the estimates I provided above do not include any labour burden, such as 20 

training costs, rent, meals, etc. In addition to capitalizing labour costs, NTPC should also 21 

2022-23
NTPC's total labour costs 33,491.0   
Applied for capitalized labour rate 16.07%
Recommended capitalized labour rate 29.16%
Adjustment 4,384.2     

Total amortization expense 20,459.0   
Total mid-year gross plant in service less contributions 615,020.0 
Amortization rate 3.33%

Average rate of return 5.40%

Reduction to above adjustment (382.6)

Net adjustment 4,001.6     
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quantify the level of other indirect support costs for each FTE and capitalize a portion of 1 

those costs as well. 2 

The final recommendation I have in this area relates to the incremental FTEs forecast by 3 

NTPC in this Application. To the extent the Board is not satisfied with a generalized 4 

adjustment as I set out above, I nevertheless recommend that the applied for FTEs, if 5 

approved, be capitalized subject to the adjustments I proposed above. Specifically, I 6 

recommend the following: 7 

• Information technology FTEs, excluding SCADA, should be capitalized at a rate of 8 

63% and the SCADA Specialist should be capitalized at a rate of at least 70%. 9 

• Human resource FTEs should be included with a capitalization rate of 25% as 10 

opposed to 0%. 11 

• Operational FTEs should be included with a capitalization rate of between 15 to 12 

25%. 13 

I consider the above adjustments to be reasonable given that NTPC has not adequately 14 

supported that the costs should be heavily weighted toward operating costs. This 15 

recommendation is subject to the Board’s separate assessment of the need for the positions. 16 

4 Salvage costs 17 

Q: Please briefly comment on how salvage costs are recovered within utility rates for 18 

NTPC. 19 

A: NTPC calculates a net salvage percentage by subtracting costs of removal from gross 20 

salvage proceeds and comparing the net salvage amount to the original book costs retired 21 

by vintage of assets. This approach results in the current dollar cost to salvage the assets 22 

being divided by the original cost and thus considers the impact of inflation in the net 23 

salvage amount. This approach is described by Concentric in Section 10 of its report, and 24 

as Concentric notes is referred to broadly as the “Traditional Approach”. I can confirm this 25 

approach is widely used and well regarded. In my opinion, the Traditional Approach to 26 

collecting salvage costs is the most appropriate approach to use if the goal is to ensure all 27 

generations of ratepayers pay their fair share of the cost to salvage the assets they benefit 28 

from. 29 
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While NTPC applies the Traditional Approach, which is preferred, NTPC is not proposing 1 

to phase in the entire cost of salvage calculated under the Traditional Approach in this 2 

Application. While I appreciate the rationale for this decision, it is also concerning as I 3 

discuss below. 4 

Q: Please elaborate on your concerns with NTPC’s phased-in approach to collecting net 5 

salvage and your recommendations to address your concerns. 6 

A: While the collection of net salvage in rates is properly viewed as a collection of current 7 

amounts for the payment of future costs, it is important to remember that those future costs 8 

are unavoidable. While the quantum may be a subject of debate the inevitability is not. 9 

Compounding the issue, as Concentric’s study demonstrates, is that the costs are forecast to 10 

be quite significant.  11 

As an example, Account 342.00 – Diesel Plant – Fuel Holders, Producers, and Accessories 12 

represents 4.89% of NTPC’s overall investment as of 2020 and Concentric recommends a 13 

net salvage rate of -25%.26 This implies that over the life of the assets an additional 25% of 14 

the original cost would need to be recovered in excess of the already recovered 15 

depreciation in order to permit the assets to be salvaged. With a 2020 investment balance 16 

of $27.6 million, this implies that NTPC would need to recover an additional $6.9 million 17 

in net salvage over the life of the assets. 18 

The issue is that Concentric’s phased-in approach, perhaps by necessity as I discuss later, 19 

materially understates the likely cost to salvage these assets. For Account 342.00, 20 

Concentric has recommended a full negative net salvage rate of 75 percent (only 25 21 

percent of which is proposed to be collected), and observed recent negative net salvage 22 

rates of 212 percent, 421 percent and 297 percent over three most recent three-year 23 

bands.27 Using this information, if it is assumed that future salvage costs are more akin to 24 

recent salvage experience as a percentage of gross book value, then assuming a negative 25 

300 percent net salvage for Account 342.00, NTPC would be required to collect a further 26 

 
 
 
 
26 Concentric Depreciation Study, Page 3-8. 
27 Concentric Depreciation Study, Pages 3-8 and 3-9. 
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$82.8 million ($27.6 million * 300%) in net salvage over the life of the assets to ensure 1 

there is adequate funding to permit the retirement and salvaging of these assets.  2 

To illustrate the magnitude of approving even Concentric’s recommended negative 75 3 

percent net salvage for Account 342.00, I note that in response to TGC.NTPC-13 4 

Attachment 1, NTPC calculated that the full impact of collecting salvage for this account 5 

would result in an increase of $605,000 in 2022/23. Despite Account 342.00 representing 6 

only 4.89% of NTPC’s total investment as of 2020, the change in this account’s net salvage 7 

rate to the full recommended rate represents the second largest potential increase of all 8 

NTPC’s accounts.28 9 

Salvage costs are not only unavoidable, like capital costs, they can be significant in any 10 

one period. As a result, failure to fund the collection of net salvage can cause the unfunded 11 

salvage cost to grow significantly. Put another way, the issue becomes larger every year it 12 

is not addressed. 13 

NTPC advised that in the 2011 depreciation study it estimated that it had a surplus of $20 14 

million in net salvage accumulated amortization.29 This surplus based on the 2016 study 15 

decreased to $6.3 million.30 It does not appear that a more current estimate of the surplus 16 

or deficit as of 2020 has been calculated. In response to TGC.NTPC-20, NTPC provided 17 

the following net salvage accumulated depreciation continuity schedule:31 18 

Table 11 – NTPC reconciliaiton of net salvage accumulated depreciation 19 

 20 
 21 

The calculation of the net salvage accumulated depreciation from 2017 assumed a 22 

theoretical calculated target net salvage balance of $33.4 million to establish the surplus of 23 
 

 
 
 
28 Account 343.00 would be slightly higher at $679,000. 
29 NTPC General Rate Application 2022-23, PDF page 121, lines 5 to 13. 
30 NTPC General Rate Application 2022-23, PDF page 121, lines 5 to 13. 
31 TGC.NTPC-20(a). 



Evidence of Dustin Madsen, CPA, CA, CPA (IL, USA), CDP, CRRA 
NTPC 2022-2023 General Rate Application 

 

 
43 

$6.3 million, for a combined balance at that point in time of approximately $40 million.32 1 

As shown above, all else being equal by the end of 2021-22, the closing balance is $33.7 2 

million and thus the surplus has largely been consumed. The issue is that all else is not 3 

equal. Since the 2016 depreciation study, NTPC has added a significant number of new 4 

assets which would increase the calculated theoretical net salvage balance. Additionally, 5 

from a review of Concentric 2020 net salvage study there appears to be a general trend in 6 

rising observed net salvage costs across the various accounts. Several accounts as noted 7 

above have current salvage costs trending significantly in excess of Concentric’s 8 

recommendation. 9 

In summary, I am concerned that the size of the unfunded net salvage accumulated 10 

depreciation balance may be significantly higher than previously estimated. I am also 11 

concerned that there does not appear to be a more current estimate of the calculated target 12 

net salvage balance. I consider it very important that the Board and interested parties are 13 

fully aware of any potentially unfunded amounts so that the Board can provide proper 14 

direction to NTPC on how to proceed.  15 

Q: Please provide your recommendations regarding net salvage. 16 

A: Based on the above I have the following recommendations: 17 

• I recommend that the Board approve NTPC’s applied for phase-in of net salvage as 18 

it appears likely that the current net salvage accumulated depreciation balance is in 19 

a deficit balance relative to the target. I appreciate why the Board approved the 20 

discontinuation of the collection of full net salvage amounts in prior years. Much 21 

needed rate relief was warranted given the pressures of other rising costs. However, 22 

it is becoming apparent that those pressures are not abating and thus it is essential 23 

that these costs be addressed. To that end, I consider the phased-in approach 24 

proposed by Concentric and NTPC at this time to be reasonable and a step in the 25 

right direction. I note that my recommendations in relation to NTPC’s 26 

capitalization policy, operating costs and depreciation, would reduce the rate 27 
 

 
 
 
32 TGC.NTPC-20(a). 
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pressures caused due to the phase-in of the collection of net salvage as NTPC has 1 

proposed without unduly impacting ratepayers. 2 

• I recommend that the Board direct NTPC to establish the net salvage accumulated 3 

depreciation account as a separate account that is tracked in its schedules. 4 

Transparent reporting of the balance is important to ensure that all parties are aware 5 

of the amounts that have been funded and how those amounts have varied from 6 

year-to-year. 7 

• I recommend that the Board direct NTPC as part of its next study to track and 8 

calculate the theoretical calculated net salvage accumulated balance. The balance 9 

would be recalculated at the time of each GRA filing. I consider it important for all 10 

parties to have clear and transparent information regarding the level of actual and 11 

theoretical funding to better inform decisions. 12 

• I recommend that the Board direct NTPC to outline in detail and consider the 13 

viability of potential alternatives to the Traditional Method to collecting net 14 

salvage, which I discuss further below. 15 

As I noted earlier, I consider the Traditional Approach to be preferred over alternative 16 

approaches to collecting net salvage. I do not intend to address the pros and cons of various 17 

alternatives to the Traditional Approach at this time. However, in light of the potential 18 

growing accumulated balance and the continued addition of significant amounts of capital, 19 

alternatives should be considered in advance of a full transition back to the Traditional 20 

Approach assuming such a transition is even warranted or possible due to the obvious rate 21 

impacts. 22 

Several viable alternatives exist to the Traditional Approach to collecting net salvage, 23 

including but not limited to: 24 

• An asset retirement model approach where the entire future obligation is calculated 25 

then discounted back to current dollars.  26 

• A constant dollar net salvage approach where an estimate of future inflation is 27 

developed and embedded within the calculation of net salvage costs. 28 
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• A sustainable modified traditional method of collecting net salvage that provides 1 

for a clear discounting of upfront salvage costs, which results in a back-ending of 2 

the eventual cost of salvage as the assets are amortized. For example, a separate net 3 

salvage rate could be determined for each account and further a separate rate could 4 

be determined for each vintage of assets and could be developed mechanistically. 5 

The total amount collected could then be back ended through the application of an 6 

approved discount rate. Much, if not all, the data required to perform the 7 

calculations exists in the current salvage study.  8 

• A special purpose entity vehicle could be created to both hold and finance any 9 

unfunded future salvage costs. This approach has some benefits as it could yield 10 

favorable rates of financing if permitted by legislation to be created, could provide 11 

significant current and future rate relief, and avoid the need to pay NTPC’s 12 

approved return on equity on any unfunded balance that may accumulate. 13 

• NTPC could be directed to cease collection of salvage costs permanently and either 14 

treat the costs as a period cost or an amount that is deferred over a greater period of 15 

time subject to the size of the salvage costs. As an example, less significant salvage 16 

costs in the year, below 50% of the currently approved funding level for net salvage 17 

could be expensed. All other actual salvage costs could be deferred for recovery 18 

through one of the above approaches, including the Traditional Method if deemed 19 

appropriate. 20 

As set out above, there are several potentially viable options that could be presented to the 21 

currently proposed phased-in approach to collecting net salvage. It is important to 22 

emphasize that I am not recommending at this time any of the above approaches. Each 23 

approach has its own benefits and challenges that must be fully considered. While the 24 

phased-in approach also has its benefits, namely the continuation at least in principle of the 25 

Traditional Approach and all its commensurate benefits, if there is no reasonable prospect 26 

of transitioning to a fully funded Traditional Approach in the near or even long-term, then 27 

viable alternatives should be considered. 28 

As noted above, it would be timely to assess whether the Traditional Approach is viable at 29 

the same time as a detailed review of NTPC’s capitalization practices is conducted. Many 30 
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Canadian utilities successfully recover net salvage using the Traditional Approach on a 1 

fully funded basis. To the extent NTPC’s capitalization policies can be aligned more 2 

closely with other Canadian utilities, it is possible that there may be some potential to 3 

continue NTPC’s alignment with those Canadian utilities in respect of how net salvage 4 

costs are collected from customers. 5 

5 Miscellaneous operating costs 6 

Q: Briefly outline the specific areas of NTPC’s operating costs that you are concerned 7 

with. 8 

A: I have already outlined my earlier concerns with NTPC’s capitalization of internal labour 9 

charges and will not repeat that evidence. In addition to those concerns though, I note 10 

NTPC is requesting material cost increases in several areas, which I do not consider to be 11 

supported by the evidence. Specifically, I have concerns with the following cost increases 12 

forecast by NTPC in PDF pages 92 and 93 of its Application: 13 

• $1.544 million increase due to the higher insurance premiums.  14 

• $0.300 million increase in contractors and consultants to support the asset 15 

management maintenance plan.  16 

• $0.340 million increase in consultants and contractors to support portfolio 17 

planning and control. As the Corporation continues to emphasize the need for 18 

capital replacement projects, capital stage gating process are required for project 19 

scoping and procurement improvements.  20 

• $0.205 million increase in consultants and contractors in hydro operations related 21 

to tower maintenance and other building safety, as well as community automation. 22 

• $0.246 million increase in human resources consultants and contractors for legal 23 

and risk management. Legal costs have increased as the Corporation revises 24 

procurement contracts for increased risk management and safety compliance and 25 

to update the terms and conditions for standard business practices. The 26 

Corporation also faces increased legal compliance in areas such as safety, civil 27 

claims, contractual risk management, collective bargaining and privacy protection. 28 
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First, I will address NTPC’s proposed increase in insurance costs. Afterwards, I will 1 

address more broadly what appears to be proposals to increase O&M costs for items that 2 

are more appropriately charged to capital.  3 

Q: Do you support the proposed increase in insurance costs? 4 

A: No. NTPC is forecasting a $1.544 million increase in insurance costs in the test period. 5 

Overall, the cost of insurance has more than doubled from $1.5 million in 2018/19 to $3.1 6 

million in 2022/23. As a percentage of total O&M costs, insurance has increased to 6.2% 7 

from 3.2% over the same period. 8 

At the outset, it is important to note that I understand two key points in relation to 9 

insurance costs. First, the costs are not generally within NTPC’s control as third-party 10 

insurance is determined broadly in the market and NTPC’s size would not afford it 11 

significant bargaining power to secure insurance at favorable rates relative to other much 12 

larger utilities. Second, I accept that insurance does have a benefit to ratepayers by 13 

avoiding potentially volatile swings in costs.  14 

Notwithstanding the above, it is important to consider that NTPC does have alternatives 15 

available to it with regards to how it insures its assets and given the rising cost of insurance 16 

in the market, I consider it prudent for NTPC to review those alternatives. NTPC also can 17 

and should conduct a broad-based risk assessment to determine which areas of its business 18 

insurance would be most economical for and which areas NTPC cannot address risks 19 

through other means.  20 

Regarding the first point, utilities in North America, including Canada, have a long-21 

standing practice of self-insurance. The history of self-insurance stems in large part from 22 

the fact that traditionally it was either impossible or extremely cost prohibitive for utilities 23 

to insure many of their assets with commercially available insurance. Additionally, self-24 

insurance provides the added benefit of permitting the regulator some discretion over how 25 

and when the costs that are incurred are recovered from ratepayers. For example, the cost 26 

of any destroyed assets could be amortized over the life of the newly constructed assets as 27 

opposed to being charged as a period cost. The cost of self-insurance is of course that 28 

rather than receive compensation from a third-party, the costs of any insurable event are 29 

paid for entirely by ratepayers. 30 
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Insurance by its nature is a difficult issue to conduct a cost benefit analysis of. This is 1 

because insurance is intended to protect against an event that is by its nature unpredictable 2 

both in timing and in overall magnitude. Further, commercial insurance by its nature 3 

embeds the insurer’s cost of capital and expectation of profit, which is difficult to estimate 4 

specific to the insured assets. Finally, due to the near limitless options available to a 5 

regulator to address any costs related to events that are not insured, it is also difficult to 6 

directly compare any single option against commercial insurance.  7 

All that said, when faced with insurance costs that have more than doubled since 2018/19, 8 

despite an overall decrease in insured values,33 I consider it necessary to assess more fully 9 

the need to commercially insure assets.  10 

As set out in TGC.NTPC-11 Attachment 1, the majority of NTPC’s insurance costs are 11 

being driven by its property insurance. This is not surprising as NTPC is an asset intensive 12 

entity. I have no concerns with the other forms of insurance being obtain by NTPC as that 13 

insurance is reasonable and necessary to maintain. NTPC has engaged in several changes 14 

to its property insurance that I would consider to be representative of best practices given 15 

the hard insurance market.  16 

First, NTPC has actively sought to increase its main deductible from $300,000 to 17 

$1,500,000 in the test period. This is a positive change and effectively increases the self-18 

insured portion of any losses incurred by NTPC to any of those losses below at least 19 

$1,500,000. The costliest insurance is often the first layer of insurance as the probability of 20 

an insurable event occurring at a cost of $1,000,000 is much higher than one occurring at 21 

$400,000,000. Increasing the deductible will have a direct impact on the insurance rates 22 

paid as NTPC has stated in its response to TGC.NTPC-11(a).  23 

Second, NTPC has sought to reduce the insured value of its assets. This action as well 24 

represents a risk-focused effort by NTPC, at least in part, to either identify assets that are 25 

no longer owned by NTPC and thus do not need to be insured or that would not benefit 26 

from commercial insurance. As an example, there any many actions NTPC can take to 27 
 

 
 
 
33 TGC.NTPC-11 Attachment 1. 
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maintain the physical security of its assets and thus significantly reduce the likelihood of 1 

an insurable event occurring. These actions, if cost-effective and reasonable,34 should be 2 

undertaken regardless of whether the event is self-insured or commercially insured. 3 

The above actions have been taken by NTPC and have provided for some reduction in the 4 

insurance costs for NTPC. The question is whether NTPC has gone far enough given the 5 

likelihood and risk of an insurable event occurring within certain limits. In my opinion, the 6 

risk NTPC is most concerned with, and which by extension customers should be most 7 

concerned with, is the potential of a very large insurable loss.  8 

NTPC’s insured value for the period September 2021 to September 2022 is approximately 9 

$1.1 billion, with a limit on the coverage of $450.0 million.35 NTPC’s mid-year rate base 10 

per schedule 11.0 is forecast to be $356.1 million. Clearly any insurable event that 11 

represents a significant portion of the mid-year rate base would have a material impact on 12 

ratepayers regardless of efforts to mitigate those costs. For example, if an insurable event 13 

of $100.0 million occurred and no commercial insurance existed, then it would have the 14 

immediate impact of increasing rates materially for all ratepayers.  15 

Under NTPC’s current approach with a main deductible of $1,500,000, there may be 16 

several events occurring each year that would not be covered by the property insurance. 17 

However, assuming $1,500,000 of costs occurs each year, and those costs are capitalized 18 

and amortized over 40 years, then the impact on ratepayers would be quite immaterial. 19 

In Schedule 11.1, NTPC provides the following breakdown of insurance proceeds received 20 

and which currently are offsetting gross property, plant and equipment: 21 

 
 
 
 
34 For example, it would be unreasonable to create a $10 million barrier and fence to protect an asset with a value of 
$5 million unless the loss of that asset would itself create a much larger secondary insurable loss. 
35 TGC.NTPC-11 Attachment 1. 
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Table 12 – Schedule of insurance proceeds 1 

 2 
As the above table shows, insurable events are not common occurrences. The last insurable 3 

event occurred in 2020-21 with proceeds of $5.0 million. Infrequency of insurable events is 4 

to be expected. However, while insurance proceeds received have increased by $5.0 5 

million, NTPC has paid or is forecast to pay in those same five years $10.8 million for 6 

property insurance.36 Assuming an average 3%37 increase per year in insurance costs for 7 

the next five-year period, NTPC will pay approximately $15.3 million for property 8 

insurance. 9 

While this information provides some indication of costs and benefits, they cannot be 10 

directly compared. This is because the payment of insurance is not only for the observed 11 

benefits received but also for the unquantifiable protection against potential future costs. 12 

It is difficult to quantify the potential savings to NTPC of increasing its deductible. 13 

However, in response to TGC.NTPC-11(a)(iv), NTPC states: 14 

In 2019 NTPC had experienced a loss, which combined with a property 15 

insurance market that was beginning to harden resulted in a rate increase 16 

of 35.7%. The full insurance program was broadly remarketed; however, 17 

it was found competitive alternatives were not available. At the time, rate 18 

increases for loss free accounts were in the range of 10% to 20% with 19 

claims penalties often resulting in an additional 25% rate increase. NTPC 20 

chose to increase the property deductible from $300,000 to $1,000,000 to 21 

mitigate the full impact of this increase with the year-over-year rate 22 

 
 
 
 
36 November 2018/19 - $1,363,000 + November 2019/20 - $1,858,000 + September 2020/21 - $2,240,000 + 
September 2021/22 - $2,543,000 + September 2022/23 - $2,797,000. 
37 Assumes a 2% increase due to inflation and 1% increase due to growth in insured assets. 
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increase of 35.7%. Contributing to the premium increase was an increase 1 

in insured values of 7.5%. 2 

In 2020 the previous loss continued to increase, and the hard insurance 3 

market was fully developed. Property insurance rate increases were 4 

commonly above 50% on renewals with an adverse loss experience. On 5 

this renewal the year-over-year rate increase was 40.24%; however, 6 

NPTC thoroughly reviewed insured values and identified a reduction of 7 

14% in values. NTPC also elected to increase the deductible from 8 

$1,000,000 to $1,500,000. These two actions reduced the impact of rate 9 

increases to a 20% increase in premium. 10 

NTPC’s statements allow for the approximation of the impact of two increases in the 11 

deductible. In 2019, NTPC was experiencing a potential increase for loss free accounts of 12 

between 10 and 20%, an additional 25% claims penalty, and a 7.5% increase in insured 13 

values. Assuming the lowest rate increase was achieved by NTPC, this would imply an 14 

unadjusted rate increase of 42.5% (10%+25%+7.5%). NTPC increased its deductible by 15 

$700,000 and achieved an actual rate increase of 35.7%, which is a reduction of 6.8%. 16 

Similarly, in 2020, NTPC was experiencing a 40.24% increase, but reduced its insured 17 

values by 14% and increased its deductible from $1,000,000 to $1,500,000, for a net rate 18 

increase of 20%. NTPC did not specifically quantify the impact of the deductible, but 19 

assuming it accounts for the remainder of the difference between the forecast and actual 20 

rate increase, the impact appears to be a 6.24% (40.24%-14%-20%) decrease for a 21 

$500,000 increase in the deductible. 22 

Between the two events, it appears that based on the limited information available at this 23 

level of insurance, the cost of $100,000 of deductible appears on a rough approximation to 24 

be a 1% increase in insurance. This ratio will of course decrease at higher levels of 25 

coverage owing to the decreased probability of a high dollar value insurable event. If the 26 

1% per $100,000 of deductible ratio were maintained and NTPC increased its deductible to 27 

$5,000,000, then this would imply the potential to achieve a 35% reduction in the cost of 28 

insurance ($3,500,000/$100,000). This is not likely achievable due to the diminishing cost 29 

of insurance at higher levels of deductible. 30 
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However, assuming a reduction of 25% could be achieved, I have prepared Attachment 3 1 

to this evidence. Attachment 3 includes the following assumptions: 2 

1. Insurable costs of $5,000,000 occur every five years. 3 

2. Those costs are covered through self-insurance and financed at the current WACC 4 

of 5.4% plus an assumed depreciable life of 40 years.38 5 

3. Base commercial insurance is $2,797,000 and is forecast to increase by 3% per 6 

year. 7 

4. Insurance savings are 25% per year owing to the deductible increase. 8 

Based on these assumptions, there would be a positive net present value (represented by a 9 

negative in Attachment 3) of $1.9 million over the next 40 years and $2.3 million over the 10 

next 20 years. Of course, this calculation makes several assumptions, such as that there will 11 

be on average one previously insurable event of $5,000,000 each five years that will need 12 

to be covered with commercial insurance, and that the savings would be 25% on the 13 

commercial insurance. It is obviously possible that there could be a smaller or greater 14 

number of insurable events and further that the savings could be lower or higher depending 15 

upon prevailing insurance market conditions. 16 

The point of Attachment 3 is to demonstrate that under a series of potential conditions, it is 17 

possible that NTPC could increase its deductible, reduce its commercial insurance costs, 18 

and maintain lower overall rates for ratepayers. In response to TGC.NTPC-11(a), NTPC 19 

states: 20 

The decisions to increase deductibles; while impactful, would not 21 

threaten the financial stability of NTPC. Decisions with respect to 22 

reduction in limits or increased levels of self-insurance would, however, 23 

pose a significant risk to the organization. NTPC’s ability to operate as a 24 

going concern would be impacted without dramatic increase in revenue 25 

 
 
 
 
38 The cost of debt for NTPC could also potentially benefit from access to lower cost debt due to it being 
government owned, thus making self-insurance more economical.  
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to offset uninsured loss. This would particularly be the case if multiple 1 

losses were to occur in a policy period. 2 

[Emphasis added] 3 

I agree with NTPC that its decision to increase its deductibles are impactful as 4 

demonstrated above. Further, I agree that those increases would not threaten the financial 5 

stability of NTPC. Even in the case of a $5,000,000 event every 5 years, NTPC’s mid-year 6 

rate base would increase by $14.2 million by year 20 per Attachment 3, which represents 7 

only 4.0% of NTPC’s forecast 2022/23 rate of $356.1 million. NTPC’s mid-year rate base 8 

is expected to increase based on the five-year plan. The impact on mid-year rate base in the 9 

earlier years of adopting a more aggressive self-insurance approach would be less. 10 

I also agree with NTPC’s statement that reductions in limits pose a significant risk to the 11 

organization, but I disagree that an increase in the deductible would pose a significant risk 12 

if that deductible increase were self-insured as discussed above. That risk is potentially 13 

quantifiable and certainly manageable.  14 

Finally, I prepared the following table of insurance costs relative to gross property, plant 15 

and equipment for several Canadian utilities where that information is available: 16 

Table 13 – Analysis of Canadian utility insurance ratios relative to gross property, 17 
plant and equipment 18 

 19 
 20 

Each of these utilities use to a varying degree self-insurance. However, as shown above, 21 

NTPC’s insurance cost as a percentage of gross property, plant and equipment is 0.41% 22 

and much higher than all other utilities. The next closest utility is NB Power where the 23 

bulk of the insurance costs (almost 59%) relate to nuclear generation assets, which have 24 

their own unique risks from an insurance perspective. Part of the higher insurance costs 25 

NTPC is experiencing relative to these peers may be due to economies of scale and other 26 

factors such as the type of insurance, nature of the insured assets, and NTPC’s specifically 27 

assessed risks. NTPC is purchasing insurance for a lower dollar value of assets than the 28 

four other utilities I reviewed. However, I would expect that a portion of this difference is 29 

($ millions) NTPC AltaLink ATCO Electric NB Power BC Hydro
Forecast cost of all forms of commercial insurance 2.8                   7.3                   5.8                   13.3                 18.2                 
Gross property, plant and equipment 674.2               11,771.3         8,795.8           7,165.3           47,589.8         
Insurance as a percentage of gross assets 0.41% 0.06% 0.07% 0.19% 0.04%
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also due to the balance between obtaining commercial insurance and maintaining a policy 1 

of self-insurance for a reasonable amount of costs. 2 

A 25% reduction in commercial insurance, if achievable, could result in a reduction in 3 

forecast operating costs of $0.7 million per year before considering any costs of self-4 

insurance. For this reason, I recommend the Board direct the following: 5 

1. For NTPC to obtain from its broker and quantify the impact of an increase in the 6 

deductible up to certain permitted levels on the cost of NTPC’s commercial 7 

insurance; and 8 

2. For NTPC to comment on the analysis I conducted in Attachment 3, and in 9 

particular NTPC’s assessment of the likelihood of an insurable event occurring 10 

every five years at a cost of $5,000,000 per event, based on historically observed 11 

insurable events. 12 

Once NTPC has conducted the requested analysis, I recommend the Board direct NTPC to 13 

propose a solution that results in the most economical ratio of commercial and self-14 

insurance, and to provide all evidence supporting its decisions. If this evidence can be 15 

provided at the time of NTPC’s rebuttal evidence, it would be possible to reflect cost 16 

decreases in this test period. 17 

Q: Please outline your specific concerns with the other cost increases NTPC is 18 

forecasting for O&M costs. 19 

A: Based on the referenced concerns provided earlier, I have prepared the following table of 20 

cost increases proposed by NTPC: 21 



Evidence of Dustin Madsen, CPA, CA, CPA (IL, USA), CDP, CRRA 
NTPC 2022-2023 General Rate Application 

 

 
55 

Table 14 – Summary of remaining areas of O&M concerns 1 

 2 
 3 

As shown above, NTPC is forecasting an increase in O&M costs related to consultants and 4 

contractors of $1.1 million in the test period. These increases are based on the explanations 5 

provided by NTPC driven in large part by capital-focused work, including “asset 6 

management”, “portfolio planning and control”, “stage gating”, and work on “procurement 7 

contracts”. I can confirm that all work described above is ordinarily capitalized by other 8 

Canadian utilities rather than expensed. This is because this work has an enduring benefit 9 

that is required to permit NTPC to work on capital projects. For example: 10 

• Asset management plans are focused on developing a strategy to identify the key 11 

assets in the electric system that may require replacement, where the highest risk 12 

assets are, and best practices for ensuring assets are not retired too soon. NTPC 13 

confirms this purpose in its response to TGC.NTPC-11(b). While NTPC suggest 14 

the work relates to “new assets” I do not see this as a relevant distinction to qualify 15 

the work as O&M costs. In my opinion, these activities are not O&M related 16 

activities. While there are some O&M related elements to an asset management 17 

program those elements would be focused and identifiable. NTPC has not fully 18 

explained why these costs would fall into the O&M bucket. The core purpose of the 19 

asset management program as I discuss later is to assess the health of NTPC’s 20 

assets. Programs such as the pole replacement program, transformer replacements, 21 

Amount Reason
0.300      To support asset management maintenance plan.

0.340      
Support portfolio planning and control, related to a capital stage gating 
process for capital replacement projects.

0.205      
Tower maintenance and other building safety, as well as community 
automation.

0.246      

Human resource consulting and legal costs to support revising 
procurement contracts for increased risk management, safety compliance 
and other areas.

1.091      Total
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generator overhauls and other major overhauls39 all originate from these programs, 1 

and this work is capital work. Developing these processes will benefit multiple 2 

projects over multiple years and the work cannot be completed, or could not be 3 

completed effectively, absent such processes. 4 

• Portfolio planning and control, including the development of a capital stage gating 5 

process for capital replacement projects, is fundamentally capital work that is 6 

required to ensure that the work being performed is conducted in a reasonable and 7 

responsible manner. Similar to asset maintenance, this work has an enduring benefit 8 

over many capital projects and can lead to improved efficiencies thus providing 9 

clear benefits to capital projects. NTPC flagged this variance as an increase in 10 

O&M costs, but later explained in response to TGC.NTPC-11(c) that the costs are 11 

being capitalized through the “overhead supplies account”. This is the correct 12 

treatment, but I raised this as an issue as it should be confirmed that the entire 13 

amount is being charged through the overhead account. 14 

• Developing and revising procurement contracts, to the extent those contracts are 15 

used for the procurement of materials and labour used on capital projects, is a 16 

capital-related activity. Specifically, once again the work has a long-term benefit 17 

and will apply to multiple future projects. Further, without compliant contracts it is 18 

debatable whether NTPC could enter such contracts and thus complete the 19 

necessary capital work.  20 

In summary, it appears that a significant amount of the forecast costs is capital related. I 21 

note that the tower maintenance costs of $0.205 million are somewhat vaguely supported 22 

and may or may not be capital related. Similarly, some of the human resource costs appear 23 

to relate to other work. However, as noted earlier, human resource work is broadly 24 

designed to benefit the entire organization. This applies to both internal labour and external 25 

 
 
 
 
39 NTPC also appears to be expensing some costs related to overhauls of its generation assets as stated in response to 
TGC-NTPC-18. PSAS permit the capitalization of major overhauls of assets and thus these costs would not be 
expensed. A “five day overhaul” may qualify for capitalization if the overhaul improves the equipment or extends its 
life. 
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labour. Therefore, it would be reasonable to also capitalize a portion of other external 1 

labour costs where the work is broadly performed to support the entire organization, 2 

including capital FTEs. As stated above, I consider a rate of 25% to be reasonable at this 3 

time, subject to a more detailed review being conducted by NTPC. 4 

Further, as noted above, it appears that NTPC may be capitalizing all or a portion of the 5 

$0.340 million related to portfolio planning and control. This should be confirmed to be the 6 

case. 7 

In summary, I recommend the following: 8 

• NTPC be directed to capitalize the $0.300 million related to asset management. 9 

• NTPC be directed to confirm that the portfolio planning costs and all similar costs 10 

are being capitalized. 11 

• NTPC be directed to specifically explain what work is being done in relation to 12 

tower maintenance and why those costs are properly classified as an O&M cost. 13 

• NTPC be directed to quantify the amount of human resources consulting and legal 14 

costs related to revising the procurement contracts and to capitalize those costs. I 15 

would also support a capitalization rate that is reflective of the planned level of 16 

utilization of the revised procurement contracts. For example, if the contracts are 17 

used for both O&M and capital purchases, and 80% of the forecast costs are capital, 18 

then 80% of the costs should be capitalized. Additionally, NTPC should be directed 19 

to capitalize a portion of the remaining human resource costs at a rate of 25%, 20 

commensurate with my above recommendations. 21 

As a final point, I note that the items I reviewed above are only variance explanations of 22 

costs changing from prior periods. Given the conservative estimate of internal labour costs 23 

being capitalized, it is likely that a similar approach has been adopted for external labour 24 

costs and other related general operating expenses. In my opinion, there may be significant 25 

benefit in having NTPC review its practices in respect of the capitalization of other costs 26 

beyond just internal labour costs. To the extent there is a similar understatement of 27 

capitalized costs, NTPC may be charging current customers for costs that provide benefits 28 
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to many generations of ratepayers. This result, if it is occurring, would not be consistent 1 

with the principles of cost causation and intergenerational equity. 2 

6 Capital costs and business cases 3 

Q: Please outline your concerns with NTPC’s applied for capital and business cases. 4 

A: I have three primary areas of concern, including the following: 5 

• The Behchokǫ̀ EV Charging Station and in particular whether the project 6 

represents a legitimate ratepayer cost. 7 

• The Pole Replacement project for all regions, including whether the project is 8 

properly supported by sufficient data and analysis to warrant the planned 9 

expenditures. 10 

• NTPC’s proposed change in the business case threshold for reporting from 11 

$400,000 to $1,000,000. 12 

Q: Has NTPC supported its request for the Behchokǫ̀ EV Charging Station? If not, 13 

please provide your recommendation for the project. 14 

A: No. The Behchokǫ̀ EV Charging Station project has an estimated cost of $535,000 in the 15 

2022/23 test period.40 As for the need for this project, NTPC states: 16 

This project advances NTPC’s goal of reducing transportation related 17 

emissions, one of Canada’s largest greenhouse gas emissions sectors, by 18 

encouraging the adoption of EVs. One of the primary benefits of EV 19 

adoption is a reduction in transportation related GHG emissions 20 

compared to conventionally powered vehicles. NTPC’s goal is to reduce 21 

transportation related emissions by 10 percent by 2030. This project is 22 

one of the steps NTPC is taking to address transportation sector 23 

emissions. The availability of charging stations removes one of the major 24 

barriers to EV adoption as it helps EV drivers travel greater distances and 25 

 
 
 
 
40 NTPC 2022-23 General Rate Application, PDF page 658, Table 1. 
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reduces EV driver range anxiety. Other jurisdictions across North 1 

America have taken similar actions to encourage the development of 2 

charging infrastructure.41 3 

EV adoption is an important policy effort for governments to consider. However, for 4 

NTPC to begin incurring costs, which will be paid for by all customers, not just those with 5 

EVs, the costs must be reasonable. 6 

From a review of NTPC’s response to TGC.NTPC-17, it appears that the primary driver 7 

for NTPC’s efforts in this regard stem from a GNWT report entitled “Electric Vehicle 8 

Infrastructure Needs Assessment and Forecast”, dated October 30, 2020. Based on the 9 

report, as of spring 2020, there were 10 plug-in electric vehicles registered in the NWT. 10 

While I appreciate the purpose is to encourage additional EV adoption, it cannot be ignored 11 

that this represents a capital cost of approximately $53,500 per existing EV in the NWT 12 

($535,000/10). While this cost will decrease over time, it is not insignificant given the 13 

narrow group of the population that would currently benefit.  14 

In my opinion, this is not a reasonable cost for customers to bear at this time. While I do 15 

not question the legitimacy of the need for EVs to reach government goals on emissions 16 

reduction, nor do I question whether the project would potentially increase EV adoption, I 17 

nevertheless do not consider this cost to be warranted. 18 

Given the clear driver for the project is coming from the GNWT, and given that NTPC 19 

does not cite a clear legislative driver requiring it to incur these costs, I consider it would 20 

be more appropriate for this cost to be borne by the GNWT so that NTPC’s customers are 21 

not paying for costs that: 22 

a) They may never use; 23 

b) May only indirectly benefit from; and 24 

c) Will only direct benefit a small portion of the population of the NWT for the 25 

foreseeable future. 26 

 
 
 
 
41 NTPC 2022-23 General Rate Application, PDF page 657. 
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My understanding as set out above is based on NTPC’s submissions. Specifically, I 1 

understand the project is being pursued based on what appears to be a decision of NTPC. I 2 

consider the hurdle to approve the project to be whether the project as a whole will benefit 3 

all customers. 4 

I note this hurdle has been accepted by other regulators in Canada. For example, the New 5 

Brunswick Energy and Utilities Board (NBEUB) denied NB Power the recovery of certain 6 

costs that were forecast to be incurred in part “for reduction of greenhouse gas emissions, 7 

and accordingly, the reduction of carbon costs.”42 Specifically, in the Decision to Matter 8 

458, the NBEUB determined: 9 

First, the Board notes that NB Power does not follow a particular policy 10 

when deciding to invest in these projects. Second, it is unclear from the 11 

evidence that the financial feasibility has been evaluated in terms of 12 

weighing the costs against the benefits to ratepayers. Third, there is a risk 13 

that the facility itself and its commercial operations may not be viable 14 

financially. Finally, there is a risk that NB Power may be unable to 15 

successfully use the by-product gas.43 16 

Ultimately, the NBEUB denied NB Power’s request for the project on the basis that the 17 

“presence of the above risks, combined with the absence of a policy for making these types 18 

of investment decisions, calls into question the benefits to ratepayers.”44 The test for 19 

funding of projects that may be speculative as to the benefits to ratepayers should be more 20 

rigorous than for other projects. This is particularly the case where only a limited number 21 

of customers are forecast to directly benefit unless the most aggressive incentives are put in 22 

place. 23 

Per the GNWT report, based on even the most aggressive incentive forecasts, there is an 24 

expectation of EVs representing 11.3% of the total vehicle population by 2030. With only 25 

significant incentives the share drops to 5.7%. While broad based consumer funding of EV 26 
 

 
 
 
42 NBEUB Decision n Matter 458, page 10, paragraph 47. 
43 NBEUB Decision n Matter 458, page 10, paragraph 50. 
44 NBEUB Decision n Matter 458, page 10, paragraph 51. 
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charging stations does provide an incentive as those who do purchase an EV would benefit 1 

from the sharing of costs with customers who do not have an EV, the forecast share of the 2 

population expected to purchase an EV remains relatively small. Put differently, there is a 3 

significant amount of speculation as to whether this project will result in a material 4 

increase in EV adoption to levels that would render the overall costs reasonable for all 5 

ratepayers to bear. 6 

For clarity, I would not oppose this project if there was more certainty that the project 7 

would result in a material increase in the adoption of EVs in the NWT given the positive 8 

benefits to all customers of emissions reductions. However, the evidence provided suggests 9 

marginal increases except under the highest incentive scenarios. Based on the evidence 10 

available I do not consider that NTPC has supported the necessity of the project as being 11 

one that should be funded by all customers. The project is simply too speculative as to the 12 

benefits customers will receive. Therefore, the costs of the project should be denied or 13 

alternatively be supported through government grants and other funding. 14 

Q: Please outline your concerns and recommendations in relation to NTPC’s pole 15 

replacement program. 16 

A: I am not opposed in principle to NTPC’s pole replacement program. That is, I accept that 17 

there is a legitimate need to replace poles before they fail. However, I do not consider that 18 

NTPC has adequately demonstrated the need for the size of the program or how the risks to 19 

NTPC’s wooden pole population have been addressed by NTPC’s significant and 20 

increasing spending on asset management programs. 21 

Per its business case, NTPC has forecast the cost of this program as $2,000,000 in 22 

2022/23.45 This is a significant cost. It is particularly significant given NTPC does not 23 

appear to have tracked its prior year pole replacement costs separately from new pole 24 

 
 
 
 
45 NTPC 2022-23 General Rate Application, PDF page 705. 
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installation.46 NTPC has advised that pole replacement costs over the last five years, 1 

including new pole installation, are as follows:47 2 

Table 15 – NTPC’s actual pole replacement and new pole installation costs 3 

 4 
As shown above, total costs for both pole replacement and new pole installation have only 5 

exceeded $2.0 million in 2018-19. However, there is no clarity as to what amount of the 6 

costs relates to pole replacement. In all other years, the costs were below and generally 7 

well below $2.0 million per year. These spending levels do not appear to support a sudden 8 

increase to $2.0 million in spending in 2022/23. This is particularly the case given that 9 

NTPC has significantly increased spending on its asset management program and systems, 10 

but still appears to have limited data regarding how its planned expenditures will improve 11 

the age or condition of its assets.48 The purpose of an asset management program, as stated 12 

by NTPC, is “to evaluate the health of NTPC’s assets.”49 More specifically, an asset 13 

management program should follow a plan that: 14 

1) Replaces assets prior to failure to the extent possible; 15 

2) Ensures the maximum amount of life and use can be obtained from the installed 16 

assets; and 17 

3) Minimizes the overall cost of asset maintenance and replacement efforts for the 18 

organization. 19 

Given the above, from the perspective of system reliability I do not support NTPC’s 20 

Option 3 in its business case, which is a run to failure program costing $1,337,901. 21 

 
 
 
 
46 TGC.NTPC-19(a) and (b). 
47 TGC.NTPC-19(a) and (b). 
48 TGC.NTPC-19(c). 
49 TGC.NTPC-11(b). 
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However, it remains unclear how this run to failure cost has been determined in light of the 1 

lack of information regarding historical pole replacement costs. 2 

For all these reasons, I recommend that the board approve pole replacement program costs 3 

at a level that is equal to $1,000,000 per year. Notably this level is consistent with the 4 

historical average spends for all pole replacement and new pole costs from prior years of 5 

approximately $1.3 million. I accept that this level may include spending that extends 6 

beyond just pole replacement work as NTPC was unable to provide historical information 7 

on pole replacement costs. However, I can also accept based on NTPC’s response to 8 

HR/FS.NTPC-29 that the average age of poles currently in service that are between 45 and 9 

60 years old is significant. While I accept there is a prevalence of aging assets, age is only 10 

one relevant variable. A pole can be 60 years old and still functioning well if conditions for 11 

the pole have been favorable.  12 

For this reason, poles should only be replaced if the asset management program can 13 

demonstrate based on testing a realistic risk of failure. Funding the pole replacement 14 

program at a rate of $1,000,000 in 2022/23 should achieve this objective until such time as 15 

NTPC provides additional evidence achieved from its advancing asset management 16 

program to support an accelerated level of spending. At a minimum, reducing the approved 17 

spending in light of the lack of evidence supporting the request also incentivizes NTPC to 18 

ensure it focuses on prudently spending only on those poles that are most appropriately 19 

replaced in the test period.  20 

Q: Do you support NTPC’s proposal to increase the business case reporting limit from 21 

$400,000 to $1,000,000? If not, why not. 22 

A: No, I do not, primarily because I consider that the test for approving a request to reduce the 23 

transparency of costs is whether the reduction eliminates a burden that will save ratepayers 24 

more than they will lose through the reduced transparency. As discussed below, I do not 25 

consider NTPC to have met this test. 26 

In its Application, NTPC submitted the following request: 27 

For future GRAs, the Corporation proposes to provide business cases and 28 

summaries of capital addition projects of $1 million or more. The 29 
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$400,000 threshold results in a substantial amount of effort to summarize 1 

while a $400,000 typically reflects less than a $40,000 (less than 0.4%) 2 

increase to revenue requirement. 3 

NTPC cites the materiality of the information as being the driver for the proposed change. I 4 

agree that materiality is a relevant concern. For example, disclosing immaterial information 5 

could be costly and require the utility to hire resources that would otherwise not be 6 

employed. NTPC itself states that the “$400,000 threshold results in a substantial amount 7 

of effort”. However, the materiality of information and the cost to present the information 8 

is only one factor that should be weighed by the Board. Other relevant considerations 9 

include whether the information asymmetry that naturally exists between a utility and other 10 

parties can be overcome or is addressed through other means. The other of course is 11 

whether a reduction of the suggested “substantial amount of effort” provides material 12 

benefits to ratepayers that outweigh the costs. 13 

In response to TGC.NTPC-1, NTPC states the following in respect of cost savings: 14 

The Corporation has not completed a quantitative analysis of the costs to 15 

prepare individual business cases. 16 

NTPC’s statement provides no overall cost to its operations of preparing business cases, 17 

nor does it provide the individual business case cost. NTPC does explain that its proposal 18 

would reduce the number of business cases from 48 to 16, which is a significant reduction. 19 

If the annual cost embedded within NTPC’s revenue requirement was $1 million, which 20 

would objectively equate to a “substantial amount of effort”, then arguably reducing the 21 

business case count from 48 to 16 should reduce the costs incurred by 67% (32/48). In my 22 

opinion, savings of $0.67 million per year would be significant for ratepayers and may 23 

warrant approval of NTPC’s request. However, this estimate is entirely speculative as 24 

NTPC has not itself quantified the level of effort required to support its statement. Notably, 25 

if for example the annual costs were $50,000 to prepare the 48 business cases, then I would 26 

not recommend the discontinuation of this practice and the reduction in transparency of 27 

projects for an O&M cost savings of $33,333 per year. 28 
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NTPC also suggests in its information response to TGC.NTPC-1 that it is preparing 1 

business cases for direct purchases, which NTPC believes it should not be doing. I 2 

disagree. While a business case for a digger truck may be more straight forward than a 3 

business case for a large hydro dam replacement, this fact would already be accounted for 4 

in the complexity of the business case. Put differently, it would take more effort to compile 5 

a complex business case for a large hydro dam replacement, and more details would be 6 

expected, than would be required or expected for a purchase of a digger truck. Further, it is 7 

reasonable for the Board and customers to have transparency into decisions to purchase 8 

costly digger trucks or any other equivalent direct purchase and the $400,000 threshold 9 

ensures such decisions are exercised carefully by NTPC. 10 

Lastly, NTPC states that its proposal “would not change the transparency of reporting 11 

capital projects.” I disagree. While parties can still identify the separately tracked projects 12 

and pose questions, absent business cases, parties are unlikely to have sufficient 13 

information to assess whether a question is warranted. Simply observing a one-line project 14 

name provides limited context for parties to assess whether the request is warranted. In all 15 

likelihood, projects under the newly proposed threshold would go untested. In any event, 16 

any testing would also ultimately only yield the same preliminary information that would 17 

otherwise have been provided in the business case and absent new process being approved 18 

there would be no ability of parties to further test and inquire into that information. For this 19 

reason, interveners would be prejudiced by the information asymmetry, or the process 20 

would be unnecessarily burdened with further process steps. Neither result is in the public 21 

interest. 22 

Based on the information provided by NTPC and my analysis outlined above, I can draw 23 

the following conclusions on NTPC’s proposal: 24 

1) NTPC has not quantified the annual cost of the “substantial amount of effort” it 25 

incurs to prepare the business cases; 26 

2) NTPC is not forecasting any savings to customers for its proposed change; 27 

3) NTPC would have prepared 32 fewer business cases in the current GRA if its 28 

request were approved, which is a substantial reduction; 29 
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4) NTPC’s proposal would reduce transparency of its costs and capital projects; and 1 

5) The reduced accountability and transparency may indirectly lead to decisions 2 

being made by NTPC that it would not otherwise make, whether intentional or 3 

not. 4 

Accordingly, I do not recommend that NTPC’s proposal be approved. Customers are not 5 

forecast to receive any material benefit in place of the reduction in transparency and I do 6 

not consider the risks of the proposal to be warranted. 7 

Alternatively, if the Board considers that information below $1,000,000 is not material to 8 

the Board’s deliberations, then I recommend the Board direct NTPC to quantify the annual 9 

cost of preparing its capital business cases, identify whether the costs are an internal or 10 

external cost, explain whether the cost is only incurred in years preceding a GRA and 11 

remove 67%50 of that cost going forward as applicable. This result will ensure that 12 

reduction of the “substantial amount of effort” will directly benefit customers. 13 

7 Depreciation rates 14 

Q: Please comment on Concentric’s depreciation study and its findings. 15 

A: Overall, I consider the depreciation study performed by Concentric to be reasonable and 16 

balanced, with three exceptions. Specifically, I have concerns regarding the proposed 17 

depreciation rates for three of NTPC’s largest accounts by investment, which are account 18 

341.00 (Diesel Plant – Structures and Improvements), 342.00 (Diesel Plant – Fuel Holders, 19 

Producers, and Accessories) and 343.00 (Diesel Plant – Prime Movers). 20 

Concentric recommended a life extension for Account 341.00 to a 35-S3 Iowa curve from 21 

the currently approved 32-S2.5 curve.51 I am supportive of a life extension for this account, 22 

but do not consider the proposed extension to be sufficient. Instead, I recommend a 40-S3 23 

curve. 24 

 
 
 
 
50 Based on removal of forecast business cases by 32 of 48. 
51 NTPC 2022-23 General Rate Application, PDF page 276. 
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For Account 342.00, Concentric recommends a shortening of the average life and a change 1 

of the curve to 27-R2 from the previously approved curve of 30-L4.52 I would recommend 2 

the Board either approve the continuation of the approved 30-L4 or alternatively approve a 3 

35-R3 curve. 4 

Finally, for Account 343.00, Concentric recommended no change to the average life or 5 

curve, instead choosing to stay with a 23-R3 curve.53 I recommend the Board approve a 6 

25-R3.5 curve. 7 

Each of my recommendations are discussed in further detail below. However, before 8 

addressing each account separately, it is important to note that all three accounts are to 9 

some extent interrelated, including Account 344.00 (Diesel Plant – Generators). All 10 

accounts directly relate to diesel plant and a review of Concentric’s depreciation study 11 

confirms that the accounts all have similar drivers behind their lives. Specifically, for each 12 

account, Concentric observes that the account relates to “diesel generating plants located in 13 

very remote parts of the NTPC service area.” Similarly, Account 342.00 and 344.00 both 14 

note the regular maintenance and overhauls cycle, but this is not cited by Concentric for 15 

Account 343.00. These similarities are important as several of NTPC’s peers do not appear 16 

to track accounts at the same level of detail and instead apply a combined rate to the total 17 

investment. In my opinion, these similarities support more consistency around the accounts 18 

in the absence of detailed engineering reasons supporting why individual components 19 

would have a materially different life. 20 

Additionally, as part of my review of Concentric’s 2020 depreciation study, I also 21 

reviewed the prior 2016 depreciation study submitted by Gannett Fleming as part of 22 

NTPC’s 2016-19 GRA.54 Based on this review, I found it interesting that the Gannett 23 

Fleming study arrived at different conclusions regarding certain of the above accounts, and 24 

that some information considered in the prior study was either not considered or at 25 

 
 
 
 
52 NTPC 2022-23 General Rate Application, PDF page 277. 
53 NTPC 2022-23 General Rate Application, PDF page 278. 
54 I understand that while the studies were completed by two different companies, that the same expert Larry 
Kennedy completed both studies for NTPC. 



Evidence of Dustin Madsen, CPA, CA, CPA (IL, USA), CDP, CRRA 
NTPC 2022-2023 General Rate Application 

 

 
68 

minimum not raised as a factor in the 2020 depreciation. I highlight these areas in further 1 

detail below. 2 

Finally, I noted from my review that Concentric is correctly calculating the depreciation 3 

rates for each account in its 2020 Depreciation Study using the Average Life Group 4 

procedure. This is visible in Section 8 of Concentric’s study where the detailed 5 

depreciation calculations are provided. As an example, the first account listed is Account 6 

118.00 with an average service life of 25 years. This same average life is applied to 7 

calculate the rate applied to each vintage of assets in the schedule, which is a 4.00% rate. 8 

Similarly, the overall composite rate is also 4.00% (assuming 0% net salvage), which is the 9 

result that would be expected using the Average Life Group procedure.  10 

In the Gannett Fleming 2016 Depreciation Study, the Average Life Group was also used, 11 

but in Part VII of the study there were differences in the detailed depreciation calculations. 12 

For example, for Account 343.00, while a rate of 4.35% was calculated, the annual accrual 13 

was not based on this rate. The overall composite rate is different. It is possible this 14 

difference could be due to the embedding of salvage. However, I identified this issue as I 15 

noted that Concentric calculated a change in rate in TGC.NTPC-13 Attachment 1 for 16 

Account 343.00 despite not recommending any actual change to the average service life for 17 

this account. I raise this issue for the Board’s consideration given Concentric is 18 

recommending rate impacts in the current 2022-23 GRA despite not recommending any 19 

underlying change to the applied for rates for some accounts. 20 

Q: Please discuss in further detail your recommendations for Account 341.00. 21 

A: Concentric recommends a life extension for Account 341.00, with a 35-S3 Iowa curve as 22 

opposed to a 32-S2.5 curve. As a starting point, I support a life extension. However, the 23 

life extension is too moderate.  24 

Account 341.00 records the lives of structures and improvements for Diesel Plant. 25 

Generally speaking, the assets are building and structures and not subject to the normal 26 

wear and tear of diesel plant such as fuel accessories, prime movers and generators. While 27 

the buildings and structures would need to be maintained for wear and tear, I would 28 

ordinarily expect the structure and buildings to be in use for a significant period of time, 29 
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likely extending for the life of several diesel generating assets.  As explained by Concentric 1 

in its 2020 Depreciation Study, the investment in this account can be described as follows: 2 

These generating sites typically have three generating units located in 3 

metal clad buildings with concrete foundations. 4 

I also note that the lives proposed for the structures in Account 341 are well below the lives 5 

proposed for structures included in Account 331.00, 352.00 and 361.00. While I appreciate 6 

that there may be differences in the structures, fundamentally each structure is a building 7 

intended to house physical assets. 8 

Concentric provided the following figure depicting each of the above curves against the 9 

observed retirement data:55 10 

Figure 2 – Account 341.00 depiction of various curves studied by Concentric 11 

 12 

As shown above, despite observed retirement data indicating that more than 70 percent of 13 

the investment survives beyond age 40, Concentric did not analyze any Iowa curves with 14 

an average service life beyond 35 years. This is particularly concerning as in the previous 15 

 
 
 
 
55 TGC.NTPC-13 Attachment 4. 
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Gannett Fleming 2016 Depreciation Study, Gannett Fleming concluded for Account 1 

341.00 as follows: 2 

The previous Gannett Fleming study recommended a 30-S2.5 Iowa 3 

curve. The review of average service life estimates for the applicable 4 

peer companies of Canadian utilities indicated a range of lives from 25 to 5 

50 years. It is the view of Gannett Fleming that the mortality experience 6 

as witnessed in the retirement rate study for this account provides the 7 

basis for the development of the average service life estimate. The 8 

currently approved 30-S2.5 Iowa curve produces a residual measure of 9 

11.31 through to age 20.5. In comparison, the Iowa 32-S2.5 as 10 

recommended in this study provides a good fit to the historic retirement 11 

pattern through the period of statistical reliance with a residual measure 12 

of 7.98 through age 29.5, is within the range of approved average service 13 

lives for comparable Canadian peer utilities, and is consistent with the 14 

expectation of the operational and management staff of NTPC. 15 

The range of lives for peers is between 25 to 50 years. In my opinion, a life trending closer 16 

to 50 years would provide a better fit to the observed retirement data as shown above. To 17 

illustrate this point, I created the figure below which depicts an Iowa 40-S3 and 45-S3 18 

curve, as well as Concentric’s 35-S3 curve. 19 
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Figure 3 – Analysis of alternative Iowa curves for Account 341.00 1 

 2 

As shown above a 40-S3 curve provides for a better visual fit to the data beyond age 24.5 3 

and is consistent with a 35-S3 curve through to age 20.5. Therefore, a 35-S3 curve only 4 

provides a better visual fit within a narrow band. Further, a 40-S3 curve provides a much 5 

better fit to the observed data beyond age 24.5, and thus is a superior overall 6 

recommendation. Similar observations can be made of the 45-S3 curve, though the visual 7 

fit to the observed data is not as good between approximately age 19.5 and 34.5. 8 

Accordingly, I recommend that the Board direct NTPC to use a 40-S3 curve as it provides 9 

for a better visual fit to the observed retirement data. A 40-S3 curve is also a moderate 10 

increase to the life that is more gradual than a move to a 45-S3 curve. Finally, a 40-year 11 

average life is well within the peer range of between 25 to 50 years.  12 

Approving a 40-year average service life as I recommend above, when applied to the 2022-13 

23 mid-year forecast property plant and equipment balance of $72,299,000,56 would yield a 14 

depreciation expense of $1,807,475 compared to the $2,066,000 recommended by 15 

 
 
 
 
56 TGC.NTPC-13 Attachment 1. 
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Concentric. The result is a reduction to the forecast depreciation expense of $258,525 in 1 

2022-23. There would also be secondary minor impacts on return and net salvage that 2 

would need to be calculated. 3 

Q: Please discuss in further detail your recommendations for Account 342.00. 4 

A: Per TGC.NTPC-13 Attachment 4, Concentric confirmed that it reviewed three different 5 

Iowa curves and life combinations, as follows: 6 

• Iowa 27-R2 – RM 1.2591 (Concentric’s recommendation); 7 

• Iowa 30-L4 – RM 1.3803 (Previously approved); 8 

• Iowa 35-R3 – RM 1.0053 (My recommendation); and 9 

• Iowa 25-R2 – RM 1.5092 (Not recommended by any party). 10 

Additionally, Concentric provided the following figure depicting each of the above curves 11 

against the observed retirement data:57 12 

Figure 4 – Account 342.00 depiction of various curves studied by Concentric 13 

 14 

 
 
 
 
57 TGC.NTPC-13 Attachment 4. 
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Lastly, in response to TGC.NTPC-13 Attachment 3, Concentric provided its rationale for 1 

disregarding Iowa 30-L4 and 35-R3. For Iowa 30-L4, Concentric states: “Worse 2 

mathematical and visual fit to the historical data”. For Iowa 35-R3, Concentric states: 3 

“Worse visual and mathematical fit through age 30”. 4 

I agree with Concentric that the mathematical and visual fit of the 27-R2 curve is superior 5 

to either 30-L4 or 35-R3 through age 30. However, overall Iowa 35-R3 has a superior 6 

mathematical fit to Concentric’s recommended curve of 27-R2. This is because a 35-R3 7 

curve has a better visual fit through age 10 than a 27-R2 curve and better fits the observed 8 

data beyond age 33. 9 

Importantly, a review of the observed data shows relatively few retirements experienced 10 

for earlier vintages of assets beyond age 29.5.58 Comparatively, there appears to be a 11 

higher degree of retirements in the age range of 7.5 to 24.5 years.59 As Concentric’s study 12 

notes, this account is subject to periodic maintenance, overhauls and replacements. This 13 

practice would generally result in the core assets remaining in place overtime as the 14 

retirement data shows.  15 

Further, a longer life is also consistent with the peer analysis provided by Concentric at 16 

TGC.NTPC-13 Attachment 5, at least for ATCO Electric which reports a 35-R3 Iowa 17 

curve for Account 342.00. 18 

In the Gannett Fleming 2016 Depreciation Study, the following evidence was provided in 19 

respect of this account: 20 

The relevant comparable utilities have an average service life ranging 21 

from 23 years to 35 years. Internal NTPC personnel have indicated that 22 

many of the early retirements in this account are related to a program 23 

replacing single wall tanks with double walled tanks. Double walled 24 

tanks are expected to have a longer life than the original single walled 25 

tanks, which should have a life lengthening impact. NTPC personnel 26 

 
 
 
 
58 NTPC 2022-23 General Rate Application, PDF pages 335 and 336. 
59 NTPC 2022-23 General Rate Application, PDF pages 335 and 336. 
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indicate that the new double wall tanks should have a life of 30 years. 1 

Consequently, Gannett Fleming recommends maintaining the currently 2 

approved Iowa 30-L4. 3 

As stated above, NTPC’s personnel previously advised that they were using a new double 4 

wall tank with a likely life of 30 years. Gannett Fleming also continues to confirm the peer 5 

range of 23 to 35 years. It is unclear as to why Concentric has not considered or addressed 6 

this evidence in its 2020 Depreciation Study. There appears to be no stated change in 7 

position by NTPC’s internal staff. In my opinion, there would be no reason to conclude 8 

that the policy for NTPC has changed from that stated above as it would be unusual for 9 

such a change to occur without being disclosed. Therefore, this evidence further supports a 10 

life lengthening, and certainly does not support a life at the lower end of the peer group 11 

range. 12 

Finally, NTPC follows the average life group (average service life) procedure as opposed 13 

to the equal life group procedure. Where the average life group procedure is employed, the 14 

primary consideration is the average service life. I highlighted this fact earlier when I 15 

explained how the average service life impacts the calculated depreciation expense. The 16 

actual profile of the Iowa curve, while important, is of less concern in the determination of 17 

the depreciation accrual. For this reason, I consider it important to not discount that a 18 

significant percentage (more than 40%) of the investment in Account 342.00, is surviving 19 

beyond 40 years. This observation is important as it supports the use of an average service 20 

life that more closely mirrors the longer observed life of the physical assets that have been 21 

studied, particularly where a 35-R3 curve provides the best overall mathematical fit to the 22 

observed retirement data despite not providing the best visual fit in all years observed. 23 

Therefore, for these reasons, I consider a 35-R3 curve to be preferred over Concentric’s 24 

recommended 27-R2. A 35-R3 Iowa curve provides a better visual fit to the observed 25 

retirement data through age 10 and after age 33. It also better reflects the retirement pattern 26 

for this account, which shows a pattern of core assets remaining in service well beyond the 27 

average service life due to a pattern of maintenance and overhauls.  While a 35-R3 curve 28 

does not fit the observed retirement data as well in the intermittent years, this is to be 29 

expected given the routine interim replacement and maintenance of assets in this account, 30 
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which would have life extending benefits. Finally, a 35-R3 curve aligns with the ATCO 1 

Electric peer data and will provide more consistency with the other accounts for Diesel 2 

Plant. 3 

Alternatively, for similar reasons to those set out above, I would recommend the Board 4 

direct the continuation of the currently approved 30-L4. Primarily though, a 30-year 5 

average life would be consistent with the life recommendations provided previously by 6 

NTPC’s internal staff. 7 

Approving a 35-year average service life as I recommend above, when applied to the 2022-8 

23 mid-year forecast property plant and equipment balance of $32,662,000,60 would yield a 9 

depreciation expense of $933,200 compared to the $1,210,000 recommended by 10 

Concentric. The result is a reduction to the forecast depreciation expense of $276,800 in 11 

2022-23. There would also be secondary minor impacts on return and net salvage that 12 

would need to be calculated. 13 

 14 

Q: Please discuss in further detail your recommendations for Account 343.00. 15 

A: Per TGC.NTPC-13 Attachment 4, Concentric confirmed that it reviewed three different 16 

Iowa curves and life combinations for Account 343.00, as follows: 17 

• Iowa 23-R3 – RM 1.442 (Concentric’s recommendation); 18 

• Iowa 25-R4 – RM 1.4044 (Not recommended by any party); and 19 

• Iowa 25-R3.5 – RM 1.3099 (My recommendation). 20 

Additionally, Concentric provided the following figure depicting each of the above curves 21 

against the observed retirement data:61 22 

 
 
 
 
60 TGC.NTPC-13 Attachment 1. 
61 TGC.NTPC-13 Attachment 4. 
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Figure 5 – Account 343.00 depiction of various curves studied by Concentric 1 

 2 
In response to TGC.NTPC-13 Attachment 3, Concentric advised that it disregarded Iowa 3 

25-R3.5 and 25-R4 because of a “Worse visual fit through age 22.5.” 4 

I agree with Concentric that the visual fit of the 23-R3 curve is superior to either 25-R3.5 5 

or 25-R4 through age 22.5, with the exception of age 0 through 7.5 which appears to be 6 

comparable and age 19.5, which appears to be a better visual fit to a 25-R3.5 curve. That 7 

said, it is important to also note that the overall mathematical fit of the Iowa 25-R3.5 curve 8 

is superior to a 23-R3 curve. 9 

This result is to be expected given that approximately 30% of the assets studied have a life 10 

in excess of 40 years. Concentric’s use of a 23-R3 curve has a strong visual fit but appears 11 

to discount the overall profile of retirements beyond age 22.5. I see no reason to ignore this 12 

longer trend and observed life of the assets.  13 

The Gannett Fleming 2016 Depreciation Study also reviewed Account 343.00 and 14 

provided the following evidence: 15 

Interviews with company management indicated that company policy 16 

regarding engine retirements in this account has changed since the last 17 

study. Previously engines were retired when they were replaced. 18 

However, recently it has been difficult to find compatible spare engines, 19 
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requiring old engines to be refurbished and placed in storage for 1 

replacements. This will have a life lengthening impact on the assets in 2 

this account. 3 

The above evidence was considered by Gannett Fleming in support of proposing the 4 

currently approved 23-R3 Iowa curve as opposed to a 21-S2.5 Iowa curve despite having a 5 

less superior residual measure. While this same evidence did not appear to be considered in 6 

the 2020 Depreciation Study, I consider it important to not ignore the pattern of 7 

refurbishment and the life lengthening impacts. In my opinion, these impacts are readily 8 

observed from the retirement data which shows a significant portion of the assets with lives 9 

beyond age 40. 10 

The assets in Account 343.00 are also in large part linked to the assets in Account 344.00 11 

(Diesel Plant – Generators), which Concentric has proposed a life extension for with a 32-12 

R3 Iowa curve as opposed to a 28-R4 curve. I understand the prime movers included in 13 

Account 343.00 are in effect the engine that powers the generators in the diesel plant. 14 

While the two components have different purposes, they would both be subject to general 15 

overriding conditions that broadly influence the forces of retirement, such as the regular 16 

schedule of maintenance and overhauls described by Concentric in support of the life 17 

extension for Account 344.00. 18 

Principally, life extending efforts for Account 344.00 should also impact Account 343.00 19 

unless NTPC’s internal staff can explain why those regular maintenance efforts would not 20 

also benefit Account 343.00. I see no reason to increase the disparity in the lives of these 21 

two accounts as Concentric is recommending, particularly given the superior mathematical 22 

fit that is achieved through the use of a 25-R3.5 Iowa curve.  23 

Accordingly, I recommend the Board direct NTPC to use a 25-R3.5 Iowa curve for this 24 

account. A 25-R3.5 curve provides a better mathematical fit to the entirety of the observed 25 

retirement data without discounting later years. Further, it achieves a superior average 26 

service life that provides a better approximation of the actual observed life, while also 27 

factoring in the fact that the life extending efforts for Account 344.00 should absent 28 

evidence to the contrary also impact Account 343.00. 29 
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Approving a 25-year average service life as I recommend above, when applied to the 2022-1 

23 mid-year forecast property plant and equipment balance of $91,855,000,62 would yield a 2 

depreciation expense of $3,674,200 compared to the $3,895,000 recommended by 3 

Concentric. The result is a reduction to the forecast depreciation expense of $220,800 in 4 

2022-23. There would also be secondary minor impacts on return and net salvage that 5 

would need to be calculated. 6 

Q: Does this conclude your evidence? 7 

A: Yes. This concludes the evidence of Dustin Madsen, CPA, CA, CPA (IL, USA), CDP, 8 

CRRA in the NTPC 2022-2023 General Rate Application. 9 

 
 
 
 
62 TGC.NTPC-13 Attachment 1. 
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WORK EXPERIENCE 
 
Consultant, Regulatory and Financial Reporting             December 2011 - Present 
Summary of Work for Various Clients                 Calgary, Alberta 

 Preparation of expert testimony in a wide variety of areas including cost-of-service, 
revenue requirement, income tax, valuation, depreciation, and cost of capital. 

 Hands on experience in the strategic planning, development and coordination of all 
elements of regulatory proceedings, including preparation of interrogatories, 
evidence, responding to information requests, oral testimony, and preparation of 
written argument and reply argument. 

 Recognized expertise and detailed knowledge of financial reporting and treasury 
processes, utility income tax principles, and International Financial Reporting 
Standards (“IFRS”), including a significant amount of online and face-to-face teaching 
experience. 

 
Accounting, Finance, Tax and Regulatory Consultant                        January 2016 – Present  
Emrydia Consulting (owner)/MCPC (owner)      Calgary, Alberta 

 Preparation of evidence and expert testimony both written and oral on a variety of 
areas, including cost-of-service, revenue requirement, income tax, valuation, 
depreciation, and cost of capital. Some examples of oral testimony include: 

• Witness in the New Brunswick Power 2020-21 GRA on all revenue 
requirement matters. 

• Witness in AltaLink’s 2019-2021 GTA on matters related to AltaLink’s 
proposed change in salvage collection methodology, the reasonableness 
of AltaLink’s applied for salvage costs, and line clearance mitigation 
expenditures. 

• Witness in the AESO’s Capacity Market Application on various matters 
pertaining to the AESO’s application. 

• Witness in Alberta PowerLine Fort McMurray West 500 kV Project, on 
matters pertaining to AESO compliance with legislative requirements, and 
cost concerns related to routing and the competitive procurement process. 

• Witness in ATCO Electric Transmission’s 2018-2019 GTA on matters 
related to deferral and reserve accounts, fixed and variable compensation, 
operating costs, head office costs, allocated costs, depreciation matters, 
and other various areas. 

• Witness in the 2018 Generic Cost of Capital (“GCOC”) Proceeding on 
matters relating to generic income tax methods and the recommended 
capital structure. 

• Witness in ATCO Electric Transmission’s 2015-2017 General Tariff 
Application (“GTA”), on matters relating to regulatory accounts, 
forecasting accuracy, approach to budgeting, operating costs, income 
taxes and other financial matters. 

 Prepared a comprehensive cost-of-service study for an Alberta based distribution 
facility owner. 

 Prepared a comprehensive business and succession plan for an Alberta based 
distribution facility owner. 

 Completed a business valuation, including a calculation of the fair market value and 
replacement cost new less depreciation value of the assets of an Alberta based 
distribution facility owner. 

 Provided advice to various parties in Alberta’s regulated and unregulated utility 
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industry on numerous matters including cost-of-service rate design, business issues, 
hedging, regulated rate option calculation, and other specific matters. 

 
Business Valuation and Accounting/Regulatory Risk Consultant      Nov 2015 – January 2016 
Berkshire Hathaway Energy Canada                 Calgary, Alberta 

 Advise senior management at Berkshire Hathaway Energy Canada on potential 
acquisition risks and rewards. 

 Evaluate all financial, treasury, regulatory, operational and legal elements of potential 
acquisitions and coordinate with other senior team members to develop a go/no-go 
proposal for each potential acquisition. 

 Construct and maintain a business valuation model to support calculations of the 
enterprise value, including development of assumptions around levered/unlevered 
discount rates, cash flows, terminal values and certain tax assumptions depending upon 
the ultimate structure of the transaction. 

 
Regulatory Specialist (Consultant)          November 2012 – July 2015 
AltaLink L.P.                    Calgary, Alberta 

 Drafted or coordinated the drafting of AltaLink’s 2012/2013 Deferral Account 
Application and 2015/2016 GTA, including responses to information requests, updates to 
the applications and other matters as required.  

 Assisted AltaLink, working in conjunction with other Alberta utilities, in the drafting of 
the 2013 GCOC R&V application and the Utility Asset Disposition (UAD) Appeal. This 
work included detailed research and analysis into GCOC and UAD matters. 

 Actively engaged in the AUC proceeding to assess the AltaLink sale, including responses 
to information requests and responding to due diligence questions from the sale itself. 

 Prepared AltaLink’s 2011, 2012, 2013 and 2014 Reports on Operations and Finances in 
compliance with AUC Rule 005. 

 Assisted in the coordination of the 2013/2014 GTA oral hearing, including undertakings, 
preparation of cross-examination questions and monitoring of oral testimony. 

 Prepared the public and confidential rebuttal evidence, responses to additional 
information requests, and argument/reply argument for the 2013/2014 GTA. 

 Acted as AltaLink’s lead representative on a variety of key applications filed by other 
Alberta Utilities, including PBR applications, GCOC, capital tracker applications, GTAs, 
Deferral Account Applications, and also the AESO’s Tariff Application. 

 Automated the majority of the Report on Operations model and improved the 
documentation related to the process, thereby reducing the time required to update the 
Report on Operations to a matter of a couple weeks rather than a couple months. 

 Automated and refined the Hearing Cost and Legal Cost process, including filing of costs 
with the AUC, reconciliation of costs for accounting purposes, and installation of an 
improved internal information system for gathering and reporting. 

 Continued monitoring of other proceedings and performed all other duties as required by 
the Vice President, Regulatory Rates and Tariffs. 

 
Manager, Financial Reporting (Contract)            April 2012 – October 2012 
AltaLink L.P.                    Calgary, Alberta 

 Managed the Financial Reporting group, and performed all duties as required of the 
Manager, Financial Reporting and any other duties as required. 

 Coordinated the implementation of BPC to assist with the consolidation of financial 
results in SAP. 
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 Provided technical IFRS input for a variety of projects and Canadian Electricity 
Association matters. 
  

Consultant, Corporate Finance and Tax          February 2012 – April 2012 
Enerflex Ltd.                    Calgary, Alberta 

 Assisted with pre-implementation planning for IFRS 9 through 13. 
 Reviewed the hedging policy in place at Enerflex to assess ongoing effectiveness and 

provided feedback on a new treasury management system. 
 Reviewed annual financial statements, Management’s Discussion and Analysis and the 

AIF, and provided feedback for changes and improvements to the first quarter financial 
statements. 

 Performed a review of existing accounting policies including embedded derivative review 
of major contracts, lessee and lessor accounting, segmented reporting, borrowing costs, 
stock options and more. 

 
Manager, Forecasts and Budgets        January 2010 – November 2011 
IFRS Project Manager/Sponsor               February 2007 – December 2010 
Senior Financial Accountant, Financial Reporting       February 2007 – March 2010 
FortisAlberta Inc.                   Calgary, Alberta  

 Prepared/reviewed monthly, quarterly and annual forecasts and all associated financial 
analysis for the CFO in comparison to actuals. 

 Review of regulatory filings and annual regulatory financial statements submitted to the 
Alberta Utilities Commission. 

 Preparation/review of annual Business Plan for approval by Board of Directors. 
 Improvement of monthly and daily treasury forecasts and involvement in debt issuances 

and responses to due diligence requests. 
 Management and review of the monthly tax calculation and development of various tax 

planning strategies from both a regulatory and financial reporting perspective.  
 Assisted in the review of all corporate tax processes and calculation of tax provisions, as 

well as, design of complex tax planning strategies. 
 Responsible for the planning and oversight of the conversion to International Financial 

Reporting Standards including the review of all policy papers, issues lists, system 
conversion issues etc. 

 Responsible for financial reporting, including the preparation and review of financial 
statements in accordance with Canadian generally accepted accounting principles, the 
preparation and review of the MD&A, preparation of the monthly management report, 
and preparation and review of accounting research and policies. 

 Involved in the design, implementation and ongoing improvements of various accounting 
processes and internal controls within financial reporting, accounts payable, capital 
assets, inventory, general accounting, treasury, taxation and payroll. 

 Provided IFRS transition course for all Finance staff at FortisAlberta. 
 Demonstrated effective time management, organization, supervisory and problem 

solving/analytical skills. 
 
Vice Chair, CEA`s Finance and Accounting Subcommittee        May 2011 – December 2011 
Member             May 2007 – December 2011 
Canadian Electrical Association       Ottawa, Ontario 

 Attended all bi-annual meetings as an active participant involved in presentations at the 
meetings, organized special purpose conference calls, prepared response letters to both 
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the IASB and AcSB on a variety of topics, and assisted in the special subcommittee on 
Rate Regulated Accounting. 

 Assisted the Chair in the preparation of meeting content, arranging speakers and guest 
attendees, and other duties as requested. 

 
IFRS Classroom Facilitator                       June 2009 – November 2011 
IASeminars                           London, England 

 Classroom facilitator for IASeminars focusing on IFRS accounting within the Utilities 
and Energy industries. 

 
Experienced Module Facilitator                January 2006 – September 2009 
CA School of Business                            Calgary, Alberta 

 Facilitated Modules 1 to 5 multiple times with class sizes between 8 and 20 students. 
 
Senior Auditor                              September 2003 – February 2007 
Deloitte and Touche LLP           Saskatoon, Saskatchewan/ Calgary, Alberta 

 Performed review, audit, SOX 404 and CSOX work for a variety of large multi-national 
clients including Petro Canada, Potash Corporation, and Superior Propane, as well as 
review and audit work for smaller to mid-sized for profit and not-for-profit organizations. 

 Completed personal tax returns and assisted in the audit of corporate tax provisions. 
 Provided audit and oil and gas accounting training to new and existing staff at Deloitte. 

 
 
EDUCATION                     
 
Certified Rate of Return Analyst 
Society of Utility and Regulatory Financial Analysts 
 
Certified Depreciation Professional 
Society of Depreciation Professionals 
 
Certified Public Accountant 
Illinois Board of Accountancy 
 
Chartered Professional Accountant 
Chartered Professional Accountants of Alberta 
 
Chartered Accountant 
Institute of Chartered Accountants of Alberta 
 
Bachelor of Commerce, Major in Accounting, with Great Distinction 
University of Saskatchewan 
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	1 Introduction
	A:  My name is Dustin M. J. Madsen. I am the President of Emrydia Consulting Corporation, which is a consulting firm providing services to parties participating in the electric, gas and water utility industry in North America. My business address is 8...
	A: I have nearly 20 years of experience in auditing, accounting and regulated businesses. I received a Bachelor of Commerce, major in accounting, awarded with Great Distinction from the University of Saskatchewan. I am a Canadian Chartered Professiona...
	My curriculum vitae is attached to this evidence as Appendix A and provides a complete description of my qualifications, regulatory and professional experience. I have provided services in several jurisdictions in North America and have testified befo...
	A:  In this matter, I have been retained by the Town of Inuvik, Village of Fort Simpson and the Town of Norman Wells (hereafter collectively referred to as the Thermal Generation Communities or TGC).
	A: I was retained by TGC through its counsel to review Northwest Territories Power Corporation’s (NTPC) 2022-2023 General Rate Application (the Application) and determine whether certain issues would benefit from independent expert opinion evidence. F...
	 Capitalization policy
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	 Miscellaneous operating costs
	 Business cases
	 Depreciation
	After conducting a more detailed review of the evidence submitted by NTPC and its expert, Concentric, in relation to depreciation rates, I determined that I had three focused concerns with the depreciation parameters proposed by Concentric. These conc...
	A:  In accordance with the instruction I received, I completed an assessment of the cost-of-service application filed by NTPC to determine whether the applied for revenue requirement and other requests would result in rates that are just and reasonabl...
	A:  Confirmed.

	2 Executive summary
	A: Overall, I consider that NTPC represents a well-run utility that seeks to minimize its costs where possible. However, there appear to be policies in place within NTPC that limit its ability to minimize its overall revenue requirement for ratepayers...
	A: As set out in further detail below, I recommend a series of reductions and changes to the amounts and requests NTPC seeks approval of. Specifically, I recommend the following:
	Please note that the above items are a summary and by necessity exclude context that is necessary to understand both the recommendation and any alternatives I have considered. These recommendations must be reviewed having regard for the entire context...

	3 Capitalization policy
	Q: How can a capitalization policy directly impact a utility’s cost of service?
	A: Utility companies are characterized as asset intensive businesses. That is, for a utility to provide service to its customers, the utility is required to construct and operate physical assets. Generation facilities are constructed to provide electr...
	Without these assets, NTPC would be unable to provide its customers with the core services it is required by legislation to provide. NTPC’s revenues are primarily comprised of the core elements of a utility revenue requirement typically considered in ...
	In summary, much of the work performed by NTPC would not be performed absent the construction of its physical assets. NTPC’s capitalization policy and practices directly influence the amount of costs being capitalized in any given year. A conservative...
	Q: Have you conducted any analysis of NTPC’s capitalization rates relative to other Canadian utilities?
	A: Yes. After completing an initial review of NTPC’s application, I reviewed the overall composition of NTPC’s O&M labour and capital labour costs relative to my experience with other Canadian utilities and observed that NTPC’s O&M labour costs appear...
	I reviewed available public data for most large Canadian-based utilities. In addition to the utilities where information was determined to be available, I also reviewed publicly available data for:
	 ENMAX;
	 EPCOR;
	 Maritime Electric;
	 Hydro Quebec;
	 Newfoundland Hydro;
	 Northland Utilities;
	 Nova Scotia Power;
	 SaskPower;
	 Ontario Power Generation;
	 Toronto Hydro; and
	 Fortis BC.
	I was unable to identify comparable information for the above listed entities. Some of the information appears to not be disclosed. In other cases, the utility is currently operating under an incentive-based form of regulation and there is limited cur...
	Notwithstanding that information is unavailable for some Canadian entities, I consider the analysis presented below provides a reasonable representation of the experience of other Canadian regulated utilities. Importantly, the data relates solely to e...
	The results of the above analysis are shown below:
	Q: Please comment on the results of your analysis in Figure 1.
	A: As depicted in Figure 1, NTPC is forecasting to capitalize 16.1% of its internal labour costs in the test period. This is the lowest rate of capitalization among the utilities I reviewed by a significant margin. The next closest utility is NB Power...
	In my opinion, NTPC’s capitalization rate is quite a bit lower than I would expect of a regulated electric utility experiencing a heightened level of capital work.
	Q: What would be a reasonable rate of capitalization of internal labour for NTPC?
	A: As discussed in further detail below, absent evidence of external drivers influencing a lower rate of capitalization, I would expect NTPC’s capitalization rate to be generally consistent with the rate of capitalization for BC Hydro (37.3%), Manitob...
	It is possible for a utility to have a capitalization rate as low as NTPC’s of 16.1%, but there would need to be some significant underlying drivers for this low rate of capitalization. For example, NTPC would need to be at a relative steady state whe...
	( Replacing aging infrastructure continues to be a primary focus for the Corporation. The increase in capital projects has resulted in the addition of five FTE’s in Projects and engineering. These positions include, a Manager of Portfolio Planning and...
	( Replacing aging infrastructure continues to be a primary focus for the Corporation. The increase in capital projects has resulted in the addition of five FTE’s in Projects and engineering. These positions include, a Manager of Portfolio Planning and...
	[Emphasis added]
	NTPC elaborated on this statement in response to HR/FS.NTPC-8 as follows:
	NTPC continuously reviews the quantity and the type of work required to support reliable service to customers in hiring for any vacant position in the Corporation and fills positions only as required, whether related to aging infrastructure or otherwi...
	[Emphasis added]
	The above evidence confirms that if anything there would be an expectation of higher capitalization rates for NTPC in the test period due to the heightened focus on replacing aging infrastructure, retention of new FTEs for this purpose, and a capital ...
	Another potential contributing factor to a low capitalization rate could be if a utility is structured in a manner where its internal staff focus almost exclusively on day-to-day maintenance and all capital work is planned, coordinated and executed by...
	It is reasonable to expect capitalization rates will vary by utility and by specific circumstances. For example, transmission utilities will generally have the highest rate of capitalization because transmission assets are fewer in number than distri...
	Similarly, capitalization rates can vary over time. If a utility is going through a high capital build phase of its life cycle, it would be expected that capitalization rates for internal labour would increase to the extent that workload is supported ...
	A final consideration is the ratio of generation assets to other assets. As discussed above, a higher ratio of generation assets may lead to a lower capitalization rate. NTPC’s assets are split between generation, distribution and transmission as show...
	NTPC maintains a significant amount of generation assets. Specifically, as shown above, NTPC’s generation assets make up approximately 73% (($217,225+$276,545)/$674,154) of the total gross plant for the 2022-23 test year. This ratio is unique when com...
	 BC Hydro 36.7% (excluding unfinished construction of which much is the Site C project);6F
	 Manitoba Hydro 43.6% (excluding construction in progress);7F  and
	 NB Power 63.7% (excluding construction in progress).8F
	These ratios are lower than NTPC’s ratio of generation to other assets. This trend also aligns with NB Power having a lower capitalization rate (29.2%) than either BC Hydro (37.3%) or Manitoba Hydro (35.9%) as discussed above. However, it is important...
	In my opinion, NTPC is unique in that it has a low level of capitalization of internal labour costs relative to other Canadian utilities. This is notable given the context of NTPC’s statement around its strategic direction as follows:
	NTPC recognizes that rate increases cannot be the only solution to challenges facing the NWT electricity sector. NTPC’s strategic planning process aspires to reduce the gap between electricity rates in the NWT and the Canadian national average as well...
	Reducing costs and increasing sales have been and will continue to be key areas of focus for NTPC. Already, increased contributions from renewable and lower cost generation sources, such as Liquified Natural Gas (LNG) and by-product purchased power ge...
	The strategic direction adopted by NTPC is important. Cost control and increasing sales will help to reduce impacts on customers. However, cost control efforts are significantly constrained when each new FTE or position retained by NTPC has a signific...
	For context, total O&M labour costs for NTPC are forecast to be $28.1 million10F  in the test period. Total labour charge outs to capital are forecast to be $5.4 million.11F  Total labour charges for NTPC are $33.5 million in the test period, which pr...
	For example, BC Hydro which is also a government owned vertically integrated utility has a capitalization ratio of 37.3%. All else being equal, if both NTPC and BC Hydro each experienced a required 5% increase in labour costs in the year, the rate imp...
	For all these reasons, I would consider a reasonable level of capitalization for NTPC to be closer to that of NB Power, but likely not much higher than the capitalization rate of 37.3% reported by BC Hydro. Absent a detailed overhead and capitalizatio...
	Q: Have you reviewed NTPC’s capitalization practices and overhead policy, and do you have any comments regarding these matters?
	A: Yes, I have, and based on that review I have several concerns. Capital costs are charged to a project either directly or indirectly. Directly charged costs are costs such as a line person constructing a physical asset. Indirectly charged costs can ...
	It is difficult for me to comment on the reasonableness of any direct charges from NTPC to a project. Arguably these types of charges should be clearly understood and quantifiable. However, some utilities exercise discretion in the level of effort th...
	NTPC provided its overhead policy in response to TGC.NTPC-10 as Attachment 1. On the surface, the overhead policy does not appear out of the ordinary and appears to be aligned with the requirements of Public Sector Accounting Standards (PSAS). For exa...
	PS3150 requires that overhead costs capitalized in the period be directly attributable to the construction or development activity. These include technical and administrative work prior to the commencement of and during construction.
	However, a review of certain information provided by NTPC confirms that differences in capitalization practices do exist between NTPC and other Canadian utilities as I discuss below.
	Before proceeding further, I consider it important to emphasize that I am a Chartered Professional Accountant, and I am not recommending that NTPC capitalize costs that are appropriately expensed in accordance with PSAS. That said, accounting for cert...
	Q: What are the PSAS requirements for capitalization and the best practices for applying these standards?
	A: All costs must be properly classified as either an operating or a capital cost. From an accounting perspective, the matching principle is informative in this context. Specifically, where a cost has no future benefit, the cost should be recognized i...
	Under PSAS the requirements for measurement are set out in PS 3150.10 Tangible Capital Assets as follows:
	.10     The cost of a tangible capital asset includes the purchase price of the asset and other acquisition costs such as installation costs, design and engineering fees, legal fees, survey costs, site preparation costs, freight charges, transportatio...
	[Emphasis added]
	As set out above, the PSAS requirements do not specifically set out a list of items that can be capitalized. Illustrative examples are provided and in the context of overheads, the costs must be directly attributable.
	Most of the utilities that I have reviewed and compared NTPC against apply and comply with International Financial Reporting Standards (IFRS). IAS 16.11 Property, plant and equipment provides the following guidance for the measurement of costs:
	16      The cost of an item of property, plant and equipment comprises:
	(a)     its purchase price, including import duties and non-refundable purchase taxes, after deducting trade discounts and rebates.
	(b)     any costs directly attributable to bringing the asset to the location and condition necessary for it to be capable of operating in the manner intended by management.
	(c)     the initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located, the obligation for which an entity incurs either when the item is acquired or as a consequence of having used the item during...
	17      Examples of directly attributable costs are:
	(a)     costs of employee benefits (as defined in IAS 19 Employee Benefits) arising directly from the construction or acquisition of the item of property, plant and equipment;
	(b)     costs of site preparation;
	(c)     initial delivery and handling costs;
	(d)     installation and assembly costs;
	(e)     costs of testing whether the asset is functioning properly (ie assessing whether the technical and physical performance of the asset is such that it is capable of being used in the production or supply of goods or services, for rental to other...
	(f)     professional fees.
	18      An entity applies IAS 2 Inventories to the costs of obligations for dismantling, removing and restoring the site on which an item is located that are incurred during a particular period as a consequence of having used the item to produce inven...
	19      Examples of costs that are not costs of an item of property, plant and equipment are:
	(a)     costs of opening a new facility;
	(b)     costs of introducing a new product or service (including costs of advertising and promotional activities);
	(c)     costs of conducting business in a new location or with a new class of customer (including costs of staff training); and
	(d)     administration and other general overhead costs.
	[Emphasis added]
	The measurement of tangible capital assets under PSAS and IFRS is consistent. This assessment is informed by my extensive experience as a manager and consultant in the financial reporting and accounting departments of regulated financial utilities, ex...
	While IAS 16 provides more detail, including examples, than PSAS 3150 does, both standards as emphasized above focus on the core concepts of costs being “directly attributable” and required to ensure an asset is capable of being used as “intended”. Th...
	Broadly speaking, in practice I have interpreted this requirement to generally mean that if a cost would not be incurred absent the presence of the capital program, then that cost should be capitalized to the capital projects in the year. This is a co...
	Q: Is NTPC complying with your interpretation of the best practice for applying the above capitalization standards?
	A: No. NTPC stated in response to TGC.NTPC-10(f):
	Indirect overhead refers to the costs within the Project and Engineering Division and one department within the IT division. NTPC has identified certain positions as dedicated to capital – i.e. their positions would not exist if the Corporation did no...
	[Emphasis added]
	NTPC states quite clearly that indirect overheads are only charged on costs, and thus FTEs, that are within the Project and Engineering Division and one department within the IT division. In my experience, this approach appears to ignore that many oth...
	 Accounting/Internal audit – There is a certain level of accounting resources all companies will require, regardless of the nature of their business. This base level of accounting resources should be expensed as an operating cost each year. However, ...
	 Treasury – Due to the very nature of regulated utilities, where operating costs are recovered as part of the cost-of-service, there is no need to issue debt to fund operating costs. Instead, debt issuances are typically made either to pay for new as...
	 Customer service – By their nature, utilities provide an essential service within a monopoly area. Therefore, customers have few if any alternatives to the purchase of electricity. For these reasons, many customer-service focused roles within a util...
	 Legal – A significant amount of effort is required from a legal perspective to construct an asset. Permitting, contracting, procurement, regulatory requirements, land purchases, negotiating land rights, and other general legal services such as devel...
	 Regulatory/Budgeting – Most regulatory work related to developing a tariff application would not be capitalizable as that work does not materially vary due to the nature of operating or capital work. Further, tariff applications are often required b...
	 Procurement/Materials/Inventory management – Inventory management as whole for a utility is critical. From maintaining critical spares to ensuring adequate materials are purchased for upcoming projects, the procurement, materials and inventory manag...
	 Safety/Training – Safety is an important consideration within a utility, and this applies both in the field and in the office. Office focused safety efforts are properly expensed. However, safety efforts and training focused on ensuring the safe con...
	 Information technology – NTPC has advised that certain of its information technology employees are capitalized. From the evidence provided this does not appear to represent a significant number of employees. However, in my experience a significant n...
	 Human resources – For similar reasons to information technology staff, it is also reasonable to conclude that human resources staff can be capitalized. As an example, if there are 100 staff in the utility and 50 are directly related to capital work,...
	 Executive – Many utilities also capitalize a portion of executive time for the same reasons set out above. Specifically, many executives are solely dedicated to groups that perform capital work. Other executives manage staff that are capital in natu...
	It is reasonable to conclude that if capital work was non-existent or significantly reduced then the resources identified above as examples could be eliminated in full or retained on a part-time basis. Therefore, it is reasonable and compliant with ac...
	Q: Do you have any concerns with the practice of some utilities to not capitalize administrative overheads?
	A: No. As noted above, IAS 16.19 provides some additional guidance on costs that are not permitted to be capitalized. While not directly within the PSAS, I consider it reasonable to consider this guidance. One such cost is broadly framed as “administr...
	Context for this guidance is warranted. Specifically, this guidance does not prohibit the capitalization of a cost for an employee that is generally in an administration or general role, such as an accountant. Rather, it simply confirms that where an ...
	Put another way, if an employee is an engineer working in the operations department, but that employee focuses entirely on vegetation management work related to existing assets (i.e. not the vegetation management work required to construct new assets)...
	Q: Is the capitalization of these costs aligned with well-established regulatory principles surrounding the recovery of prudently incurred costs?
	A: Yes, and in fact I would argue that the core regulatory principles require the capitalization of costs that are directly caused by the existence of a capital program. Most notably, I consider the principle of intergenerational equity to be fundamen...
	Another core principle supporting a proper capitalization of costs, is the principle of cost causation. Cost causation requires that a party who triggers a cost should pay for that cost. In the case of specific utility costs, it is also important to c...
	Rate stability is another core principle. Specifically, to the extent possible utility rates should be designed in such a manner to avoid significant volatility from year-to-year. In the same sense, the utility itself should be operated in a manner th...
	Finally, an over-riding principle in utility regulation is the principle of fairness. Fundamentally, utility ratepayers should pay their fair costs to support the utility operations. Even where a cost may be appropriately classified as a period operat...
	Each of the above principles supports a proper classification of costs as capital or operating, while also contemplating that the treatment must be fair to both current and future ratepayers. In my opinion, the current level of capitalization at NTPC ...
	Q: Are you aware of any recent and detailed evidence regarding the capitalization of internal labour costs similar to what you recommend above?
	A: Yes. However, I also note that most utilities do not have a frequent testing of their capitalization levels by employee. Instead, much of this testing occurred at a detailed level on transition from Canadian General Accepted Accounting Principles t...
	There is recently available information for both AltaLink and ATCO Electric. While this evidence relates to two transmission focused utilities, which may be more capital intensive than NTPC, I still believe this evidence demonstrates a clear and appro...
	Attachment 1 to my evidence is an FTE listing provided by AltaLink in its recent 2022-2023 General Tariff Application. Included in Attachment 1 is a listing of 747 FTEs and the relative percentage of the FTE that is capital. Almost every FTE within Al...
	Importantly, the 2022-2023 test year for AltaLink represents a period of low capital build relative to prior years. Despite this relatively low level of capital, AltaLink’s internal labour capitalization remains high, which is to be expected given the...
	Earlier I provided a listing of positions which I considered to be eligible for capitalization, but which NTPC appears to not capitalize. The following extracts from Attachment 116F  confirm that AltaLink is capitalizing similar costs. Indeed, AltaLin...
	Each of the tables above support the conclusion that it is reasonable and an approved practice in Canada to capitalize internal labour costs for employees beyond just those dedicated to the Project and Engineering Division and one department within th...
	ATCO Electric provides very similar evidence as shown in Attachment 2.17F  Notably, ATCO Electric also capitalizes similar internal labour costs as AltaLink. This includes human resources, accounting, certain executives and other positions. Many of AT...
	Q: Can you comment on the reasonableness of the specific FTE additions forecast by NTPC in the test period?
	Yes. As stated by NTPC, several of the forecast FTE additions are driven either in whole or in part by an increase in capital work, though a significant portion of the forecast salaries is being charged to O&M costs.
	I appreciate that the capital program management FTEs are capitalized. This makes sense and is appropriate given the description of the work. However, for other FTEs such as information technology, operational maintenance and human resources, I would ...
	Turning to the specific FTE additions, excluding capital program management, NTPC provided the following breakdown of Information Technology FTEs between operating and capital in response to a TGC information request:18F
	As shown above, the overall capitalization rate for the above positions is 15.15% and relatively consistent with the overall ratio of 16.1% discussed previously. NTPC also provided more detail of the work performed for each position. For the IT Infras...
	Monitoring and maintaining the availability and performance of servers, storage, printers, end user devices, and data centers. This includes managing printers to ensure availability, performing file system configuration, and monitoring and testing sys...
	The description of the overall work for this position all points to work related to the management of assets used by NTPC staff. Further, the explanation for the capital work allocation of 15.4% also cites largely the same work. It is unclear based on...
	Based on Attachment 2, ATCO Electric capitalizes 2.6 of its 7.6 Information Technology Services FTEs, which is a ratio of 34%. While this ratio remains higher than NTPC’s proposed capitalization ratio it is lower than I observed for AltaLink. It is im...
	Similar concerns can be drawn for the other positions forecast by NTPC. The Applications Support and Maintenance Analyst is capitalized at a rate of 5.1% and the Manager of IT Applications and Support is capitalized at a rate of 2.6%. Both the ratios ...
	A core concept of capitalization is whether the asset can continue to provide the service intended if certain work is not performed. Normal course maintenance of an asset is often expensed but if the work is necessary to ensure the asset can function ...
	Finally, the SCADA Specialist is capitalized at a rate of 37.5%, and is described as follows by NTPC:
	Primarily an administrative role in security, SCADA applications, and SCADA operations. The position supports the growth in Operational Technology by monitoring critical assets to ensure reliability and implementing security measures on critical asset...
	AltaLink maintains seven SCADA focused positions in-house per Attachment 1. Once again, the nature of the work being performed by this position would naturally be largely the same between the two entities. The average rate of capitalization for the se...
	In my opinion, the first three positions listed above should be on average capitalized at a rate of 63% and the SCADA Specialist should be capitalized at a rate of at least 70%. These ratios would better align with best practices observed in the indus...
	Turning to the Human Resources positions forecast by NTPC, NTPC confirmed in response to TGC.NTPC-7(b) that none of the forecast Human Resource time was allocated to capital. As discussed earlier, AltaLink allocated 61% of each of its human resource s...
	A capitalization rate of 0% as proposed by NTPC for these new positions, and presumably for existing human resources FTEs, is not reasonable given that NTPC is a utility operating in an asset intensive industry. Instead, the overall capitalization rat...
	The final area of FTE additions, excluding succession planning, is Operational Maintenance. In response to a TGC information request, NTPC provided the following breakdown of its operational maintenance positions:21F
	The information provided by NTPC in its Application does not clearly explain whether the 8 new FTEs are all charged to O&M costs. However, there is no clear statement that the individuals are being charged to capital either. Based on the lack of clari...
	 Plant Superintendent/Trades Helper;
	 Hydro Electrical Field Engineer;
	 System Operator;
	 Powerline Technician;
	 Electrician – Hydro;
	 Electrician – Thermal;
	 Senior Vegetation Coordinator; and
	 Environmental Licensing Analyst.22F
	In my opinion, a significant portion of these forecast costs should be capitalized. Alternatively, even if the overall labour capitalization rate of the Operations department of 8.8% in 2022-23 is used, that rate is low.
	As I noted earlier, given the prevalence of generation assets within NTPC, it is reasonable for NTPC to have a lower overall capitalization rate than entities such as AltaLink or ATCO Electric. However, a ratio of 8.8% is low and appears to be quite c...
	This type of work is typically capitalized as it enhances the asset’s physical life or functionality. This work is properly capitalized, as is any effort that directly or indirectly supports the capital program. In this case, NTPC has provided insuffi...
	Comparatively though, AltaLink’s operations departments have a much higher rate of capitalization. Specifically, the “Field Operations”, “AB Project & Operations”, “South Field Tech”, “South P&C Techs”, “North P&C Techs”, “North Field Technicians”, “M...
	I appreciate that it is difficult to directly compare AltaLink’s operations departments to NTPC given the differing businesses, but I still consider this analysis to be directionally informative. Specifically, the difference between a 39% rate of capi...
	Absent a fundamentally different approach to operating its utility, such as a practice of having all capital-related work planned and coordinated by external contractors without any internal resource input,23F  I would expect that the capitalization r...
	Q: Please summarize your recommendations in relation to NTPC’s capitalization of costs and quantify any adjustments that may be required.
	A: First and foremost, NTPC confirmed in response to TGC.NTPC-10(b) and (c) that:
	There has been no formal study completed in relation to overhead capitalization.
	I would prefer to provide a detailed report by position that provides my rationale for what portion of each FTE should be capitalized versus expensed. However, absent a detailed and formal study properly assessing whether work performed by NTPC is cap...
	Second, in advance of this study being completed I recommend an overall adjustment to NTPC’s capitalized labour. Delaying such an adjustment until more detailed information exists has its benefits, but if that more detailed study confirms an under cap...
	Therefore, I recommend that the Board direct an overall reduction to NTPC’s applied for revenue requirement to reflect a labour capitalization rate of 25%, net of an average rate of depreciation applied to those assets and allowed for return. The spec...
	In summary, I recommend that the applied for revenue requirement be reduced by $2.7 million as set out above. The $2.7 million would be recorded as a deferred cost and amortized using the blended amortization rate I calculated above of 3.33%. Once NTP...
	It is important to emphasize that the magnitude of this adjustment could be significantly greater if it is confirmed that NTPC is significantly under capitalizing its costs as I note above. For example, if the above adjustment were recalculated to app...
	Whichever adjustment is approved it is important that NTPC begin to capitalize all costs that directly support its capital program. NTPC is seeking a significant rate increase, which it is proposing to phase in. As I discuss in the next section of my ...
	Ensuring that NTPC’s internal labour capitalization is truly reflective of its cost structure and support for its physical and intangible assets will ensure fair rates are charged to ratepayers while also supporting intergenerational equity and NTPC’s...
	I also note that the estimates I provided above do not include any labour burden, such as training costs, rent, meals, etc. In addition to capitalizing labour costs, NTPC should also quantify the level of other indirect support costs for each FTE and ...
	The final recommendation I have in this area relates to the incremental FTEs forecast by NTPC in this Application. To the extent the Board is not satisfied with a generalized adjustment as I set out above, I nevertheless recommend that the applied for...
	 Information technology FTEs, excluding SCADA, should be capitalized at a rate of 63% and the SCADA Specialist should be capitalized at a rate of at least 70%.
	 Human resource FTEs should be included with a capitalization rate of 25% as opposed to 0%.
	 Operational FTEs should be included with a capitalization rate of between 15 to 25%.
	I consider the above adjustments to be reasonable given that NTPC has not adequately supported that the costs should be heavily weighted toward operating costs. This recommendation is subject to the Board’s separate assessment of the need for the posi...

	4 Salvage costs
	Q: Please briefly comment on how salvage costs are recovered within utility rates for NTPC.
	A: NTPC calculates a net salvage percentage by subtracting costs of removal from gross salvage proceeds and comparing the net salvage amount to the original book costs retired by vintage of assets. This approach results in the current dollar cost to s...
	While NTPC applies the Traditional Approach, which is preferred, NTPC is not proposing to phase in the entire cost of salvage calculated under the Traditional Approach in this Application. While I appreciate the rationale for this decision, it is also...
	Q: Please elaborate on your concerns with NTPC’s phased-in approach to collecting net salvage and your recommendations to address your concerns.
	A: While the collection of net salvage in rates is properly viewed as a collection of current amounts for the payment of future costs, it is important to remember that those future costs are unavoidable. While the quantum may be a subject of debate th...
	As an example, Account 342.00 – Diesel Plant – Fuel Holders, Producers, and Accessories represents 4.89% of NTPC’s overall investment as of 2020 and Concentric recommends a net salvage rate of -25%.25F  This implies that over the life of the assets an...
	The issue is that Concentric’s phased-in approach, perhaps by necessity as I discuss later, materially understates the likely cost to salvage these assets. For Account 342.00, Concentric has recommended a full negative net salvage rate of 75 percent (...
	To illustrate the magnitude of approving even Concentric’s recommended negative 75 percent net salvage for Account 342.00, I note that in response to TGC.NTPC-13 Attachment 1, NTPC calculated that the full impact of collecting salvage for this account...
	Salvage costs are not only unavoidable, like capital costs, they can be significant in any one period. As a result, failure to fund the collection of net salvage can cause the unfunded salvage cost to grow significantly. Put another way, the issue bec...
	NTPC advised that in the 2011 depreciation study it estimated that it had a surplus of $20 million in net salvage accumulated amortization.28F  This surplus based on the 2016 study decreased to $6.3 million.29F  It does not appear that a more current ...
	The calculation of the net salvage accumulated depreciation from 2017 assumed a theoretical calculated target net salvage balance of $33.4 million to establish the surplus of $6.3 million, for a combined balance at that point in time of approximately ...
	In summary, I am concerned that the size of the unfunded net salvage accumulated depreciation balance may be significantly higher than previously estimated. I am also concerned that there does not appear to be a more current estimate of the calculated...
	Q: Please provide your recommendations regarding net salvage.
	A: Based on the above I have the following recommendations:
	 I recommend that the Board approve NTPC’s applied for phase-in of net salvage as it appears likely that the current net salvage accumulated depreciation balance is in a deficit balance relative to the target. I appreciate why the Board approved the ...
	 I recommend that the Board direct NTPC to establish the net salvage accumulated depreciation account as a separate account that is tracked in its schedules. Transparent reporting of the balance is important to ensure that all parties are aware of th...
	 I recommend that the Board direct NTPC as part of its next study to track and calculate the theoretical calculated net salvage accumulated balance. The balance would be recalculated at the time of each GRA filing. I consider it important for all par...
	 I recommend that the Board direct NTPC to outline in detail and consider the viability of potential alternatives to the Traditional Method to collecting net salvage, which I discuss further below.
	As I noted earlier, I consider the Traditional Approach to be preferred over alternative approaches to collecting net salvage. I do not intend to address the pros and cons of various alternatives to the Traditional Approach at this time. However, in l...
	Several viable alternatives exist to the Traditional Approach to collecting net salvage, including but not limited to:
	 An asset retirement model approach where the entire future obligation is calculated then discounted back to current dollars.
	 A constant dollar net salvage approach where an estimate of future inflation is developed and embedded within the calculation of net salvage costs.
	 A sustainable modified traditional method of collecting net salvage that provides for a clear discounting of upfront salvage costs, which results in a back-ending of the eventual cost of salvage as the assets are amortized. For example, a separate n...
	 A special purpose entity vehicle could be created to both hold and finance any unfunded future salvage costs. This approach has some benefits as it could yield favorable rates of financing if permitted by legislation to be created, could provide sig...
	 NTPC could be directed to cease collection of salvage costs permanently and either treat the costs as a period cost or an amount that is deferred over a greater period of time subject to the size of the salvage costs. As an example, less significant...
	As set out above, there are several potentially viable options that could be presented to the currently proposed phased-in approach to collecting net salvage. It is important to emphasize that I am not recommending at this time any of the above approa...
	As noted above, it would be timely to assess whether the Traditional Approach is viable at the same time as a detailed review of NTPC’s capitalization practices is conducted. Many Canadian utilities successfully recover net salvage using the Tradition...

	5 Miscellaneous operating costs
	Q: Briefly outline the specific areas of NTPC’s operating costs that you are concerned with.
	A: I have already outlined my earlier concerns with NTPC’s capitalization of internal labour charges and will not repeat that evidence. In addition to those concerns though, I note NTPC is requesting material cost increases in several areas, which I d...
	 $1.544 million increase due to the higher insurance premiums.
	 $0.300 million increase in contractors and consultants to support the asset management maintenance plan.
	 $0.340 million increase in consultants and contractors to support portfolio planning and control. As the Corporation continues to emphasize the need for capital replacement projects, capital stage gating process are required for project scoping and ...
	 $0.205 million increase in consultants and contractors in hydro operations related to tower maintenance and other building safety, as well as community automation.
	 $0.246 million increase in human resources consultants and contractors for legal and risk management. Legal costs have increased as the Corporation revises procurement contracts for increased risk management and safety compliance and to update the t...
	First, I will address NTPC’s proposed increase in insurance costs. Afterwards, I will address more broadly what appears to be proposals to increase O&M costs for items that are more appropriately charged to capital.
	Q: Do you support the proposed increase in insurance costs?
	A: No. NTPC is forecasting a $1.544 million increase in insurance costs in the test period. Overall, the cost of insurance has more than doubled from $1.5 million in 2018/19 to $3.1 million in 2022/23. As a percentage of total O&M costs, insurance has...
	At the outset, it is important to note that I understand two key points in relation to insurance costs. First, the costs are not generally within NTPC’s control as third-party insurance is determined broadly in the market and NTPC’s size would not aff...
	Notwithstanding the above, it is important to consider that NTPC does have alternatives available to it with regards to how it insures its assets and given the rising cost of insurance in the market, I consider it prudent for NTPC to review those alte...
	Regarding the first point, utilities in North America, including Canada, have a long-standing practice of self-insurance. The history of self-insurance stems in large part from the fact that traditionally it was either impossible or extremely cost pro...
	Insurance by its nature is a difficult issue to conduct a cost benefit analysis of. This is because insurance is intended to protect against an event that is by its nature unpredictable both in timing and in overall magnitude. Further, commercial insu...
	All that said, when faced with insurance costs that have more than doubled since 2018/19, despite an overall decrease in insured values,32F  I consider it necessary to assess more fully the need to commercially insure assets.
	As set out in TGC.NTPC-11 Attachment 1, the majority of NTPC’s insurance costs are being driven by its property insurance. This is not surprising as NTPC is an asset intensive entity. I have no concerns with the other forms of insurance being obtain b...
	First, NTPC has actively sought to increase its main deductible from $300,000 to $1,500,000 in the test period. This is a positive change and effectively increases the self-insured portion of any losses incurred by NTPC to any of those losses below at...
	Second, NTPC has sought to reduce the insured value of its assets. This action as well represents a risk-focused effort by NTPC, at least in part, to either identify assets that are no longer owned by NTPC and thus do not need to be insured or that wo...
	The above actions have been taken by NTPC and have provided for some reduction in the insurance costs for NTPC. The question is whether NTPC has gone far enough given the likelihood and risk of an insurable event occurring within certain limits. In my...
	NTPC’s insured value for the period September 2021 to September 2022 is approximately $1.1 billion, with a limit on the coverage of $450.0 million.34F  NTPC’s mid-year rate base per schedule 11.0 is forecast to be $356.1 million. Clearly any insurable...
	Under NTPC’s current approach with a main deductible of $1,500,000, there may be several events occurring each year that would not be covered by the property insurance. However, assuming $1,500,000 of costs occurs each year, and those costs are capita...
	In Schedule 11.1, NTPC provides the following breakdown of insurance proceeds received and which currently are offsetting gross property, plant and equipment:
	As the above table shows, insurable events are not common occurrences. The last insurable event occurred in 2020-21 with proceeds of $5.0 million. Infrequency of insurable events is to be expected. However, while insurance proceeds received have incre...
	While this information provides some indication of costs and benefits, they cannot be directly compared. This is because the payment of insurance is not only for the observed benefits received but also for the unquantifiable protection against potenti...
	It is difficult to quantify the potential savings to NTPC of increasing its deductible. However, in response to TGC.NTPC-11(a)(iv), NTPC states:
	In 2019 NTPC had experienced a loss, which combined with a property insurance market that was beginning to harden resulted in a rate increase of 35.7%. The full insurance program was broadly remarketed; however, it was found competitive alternatives w...
	In 2020 the previous loss continued to increase, and the hard insurance market was fully developed. Property insurance rate increases were commonly above 50% on renewals with an adverse loss experience. On this renewal the year-over-year rate increase...
	NTPC’s statements allow for the approximation of the impact of two increases in the deductible. In 2019, NTPC was experiencing a potential increase for loss free accounts of between 10 and 20%, an additional 25% claims penalty, and a 7.5% increase in ...
	Similarly, in 2020, NTPC was experiencing a 40.24% increase, but reduced its insured values by 14% and increased its deductible from $1,000,000 to $1,500,000, for a net rate increase of 20%. NTPC did not specifically quantify the impact of the deducti...
	Between the two events, it appears that based on the limited information available at this level of insurance, the cost of $100,000 of deductible appears on a rough approximation to be a 1% increase in insurance. This ratio will of course decrease at ...
	However, assuming a reduction of 25% could be achieved, I have prepared Attachment 3 to this evidence. Attachment 3 includes the following assumptions:
	1. Insurable costs of $5,000,000 occur every five years.
	2. Those costs are covered through self-insurance and financed at the current WACC of 5.4% plus an assumed depreciable life of 40 years.37F
	3. Base commercial insurance is $2,797,000 and is forecast to increase by 3% per year.
	4. Insurance savings are 25% per year owing to the deductible increase.
	Based on these assumptions, there would be a positive net present value (represented by a negative in Attachment 3) of $1.9 million over the next 40 years and $2.3 million over the next 20 years. Of course, this calculation makes several assumptions, ...
	The point of Attachment 3 is to demonstrate that under a series of potential conditions, it is possible that NTPC could increase its deductible, reduce its commercial insurance costs, and maintain lower overall rates for ratepayers. In response to TGC...
	The decisions to increase deductibles; while impactful, would not threaten the financial stability of NTPC. Decisions with respect to reduction in limits or increased levels of self-insurance would, however, pose a significant risk to the organization...
	[Emphasis added]
	I agree with NTPC that its decision to increase its deductibles are impactful as demonstrated above. Further, I agree that those increases would not threaten the financial stability of NTPC. Even in the case of a $5,000,000 event every 5 years, NTPC’s...
	I also agree with NTPC’s statement that reductions in limits pose a significant risk to the organization, but I disagree that an increase in the deductible would pose a significant risk if that deductible increase were self-insured as discussed above....
	Finally, I prepared the following table of insurance costs relative to gross property, plant and equipment for several Canadian utilities where that information is available:
	Each of these utilities use to a varying degree self-insurance. However, as shown above, NTPC’s insurance cost as a percentage of gross property, plant and equipment is 0.41% and much higher than all other utilities. The next closest utility is NB Pow...
	A 25% reduction in commercial insurance, if achievable, could result in a reduction in forecast operating costs of $0.7 million per year before considering any costs of self-insurance. For this reason, I recommend the Board direct the following:
	1. For NTPC to obtain from its broker and quantify the impact of an increase in the deductible up to certain permitted levels on the cost of NTPC’s commercial insurance; and
	2. For NTPC to comment on the analysis I conducted in Attachment 3, and in particular NTPC’s assessment of the likelihood of an insurable event occurring every five years at a cost of $5,000,000 per event, based on historically observed insurable events.
	Once NTPC has conducted the requested analysis, I recommend the Board direct NTPC to propose a solution that results in the most economical ratio of commercial and self-insurance, and to provide all evidence supporting its decisions. If this evidence ...
	Q: Please outline your specific concerns with the other cost increases NTPC is forecasting for O&M costs.
	A: Based on the referenced concerns provided earlier, I have prepared the following table of cost increases proposed by NTPC:
	As shown above, NTPC is forecasting an increase in O&M costs related to consultants and contractors of $1.1 million in the test period. These increases are based on the explanations provided by NTPC driven in large part by capital-focused work, includ...
	 Asset management plans are focused on developing a strategy to identify the key assets in the electric system that may require replacement, where the highest risk assets are, and best practices for ensuring assets are not retired too soon. NTPC conf...
	 Portfolio planning and control, including the development of a capital stage gating process for capital replacement projects, is fundamentally capital work that is required to ensure that the work being performed is conducted in a reasonable and res...
	 Developing and revising procurement contracts, to the extent those contracts are used for the procurement of materials and labour used on capital projects, is a capital-related activity. Specifically, once again the work has a long-term benefit and ...
	In summary, it appears that a significant amount of the forecast costs is capital related. I note that the tower maintenance costs of $0.205 million are somewhat vaguely supported and may or may not be capital related. Similarly, some of the human res...
	Further, as noted above, it appears that NTPC may be capitalizing all or a portion of the $0.340 million related to portfolio planning and control. This should be confirmed to be the case.
	In summary, I recommend the following:
	 NTPC be directed to capitalize the $0.300 million related to asset management.
	 NTPC be directed to confirm that the portfolio planning costs and all similar costs are being capitalized.
	 NTPC be directed to specifically explain what work is being done in relation to tower maintenance and why those costs are properly classified as an O&M cost.
	 NTPC be directed to quantify the amount of human resources consulting and legal costs related to revising the procurement contracts and to capitalize those costs. I would also support a capitalization rate that is reflective of the planned level of ...
	As a final point, I note that the items I reviewed above are only variance explanations of costs changing from prior periods. Given the conservative estimate of internal labour costs being capitalized, it is likely that a similar approach has been ado...

	6 Capital costs and business cases
	Q: Please outline your concerns with NTPC’s applied for capital and business cases.
	A: I have three primary areas of concern, including the following:
	 The Behchokǫ̀ EV Charging Station and in particular whether the project represents a legitimate ratepayer cost.
	 The Pole Replacement project for all regions, including whether the project is properly supported by sufficient data and analysis to warrant the planned expenditures.
	 NTPC’s proposed change in the business case threshold for reporting from $400,000 to $1,000,000.
	Q: Has NTPC supported its request for the Behchokǫ̀ EV Charging Station? If not, please provide your recommendation for the project.
	A: No. The Behchokǫ̀ EV Charging Station project has an estimated cost of $535,000 in the 2022/23 test period.39F  As for the need for this project, NTPC states:
	This project advances NTPC’s goal of reducing transportation related emissions, one of Canada’s largest greenhouse gas emissions sectors, by encouraging the adoption of EVs. One of the primary benefits of EV adoption is a reduction in transportation r...
	EV adoption is an important policy effort for governments to consider. However, for NTPC to begin incurring costs, which will be paid for by all customers, not just those with EVs, the costs must be reasonable.
	From a review of NTPC’s response to TGC.NTPC-17, it appears that the primary driver for NTPC’s efforts in this regard stem from a GNWT report entitled “Electric Vehicle Infrastructure Needs Assessment and Forecast”, dated October 30, 2020. Based on th...
	In my opinion, this is not a reasonable cost for customers to bear at this time. While I do not question the legitimacy of the need for EVs to reach government goals on emissions reduction, nor do I question whether the project would potentially incre...
	Given the clear driver for the project is coming from the GNWT, and given that NTPC does not cite a clear legislative driver requiring it to incur these costs, I consider it would be more appropriate for this cost to be borne by the GNWT so that NTPC’...
	a) They may never use;
	b) May only indirectly benefit from; and
	c) Will only direct benefit a small portion of the population of the NWT for the foreseeable future.
	My understanding as set out above is based on NTPC’s submissions. Specifically, I understand the project is being pursued based on what appears to be a decision of NTPC. I consider the hurdle to approve the project to be whether the project as a whole...
	I note this hurdle has been accepted by other regulators in Canada. For example, the New Brunswick Energy and Utilities Board (NBEUB) denied NB Power the recovery of certain costs that were forecast to be incurred in part “for reduction of greenhouse ...
	First, the Board notes that NB Power does not follow a particular policy when deciding to invest in these projects. Second, it is unclear from the evidence that the financial feasibility has been evaluated in terms of weighing the costs against the be...
	Ultimately, the NBEUB denied NB Power’s request for the project on the basis that the “presence of the above risks, combined with the absence of a policy for making these types of investment decisions, calls into question the benefits to ratepayers.”4...
	Per the GNWT report, based on even the most aggressive incentive forecasts, there is an expectation of EVs representing 11.3% of the total vehicle population by 2030. With only significant incentives the share drops to 5.7%. While broad based consumer...
	For clarity, I would not oppose this project if there was more certainty that the project would result in a material increase in the adoption of EVs in the NWT given the positive benefits to all customers of emissions reductions. However, the evidence...
	Q: Please outline your concerns and recommendations in relation to NTPC’s pole replacement program.
	A: I am not opposed in principle to NTPC’s pole replacement program. That is, I accept that there is a legitimate need to replace poles before they fail. However, I do not consider that NTPC has adequately demonstrated the need for the size of the pro...
	Per its business case, NTPC has forecast the cost of this program as $2,000,000 in 2022/23.44F  This is a significant cost. It is particularly significant given NTPC does not appear to have tracked its prior year pole replacement costs separately from...
	As shown above, total costs for both pole replacement and new pole installation have only exceeded $2.0 million in 2018-19. However, there is no clarity as to what amount of the costs relates to pole replacement. In all other years, the costs were bel...
	1) Replaces assets prior to failure to the extent possible;
	2) Ensures the maximum amount of life and use can be obtained from the installed assets; and
	3) Minimizes the overall cost of asset maintenance and replacement efforts for the organization.
	Given the above, from the perspective of system reliability I do not support NTPC’s Option 3 in its business case, which is a run to failure program costing $1,337,901. However, it remains unclear how this run to failure cost has been determined in li...
	For all these reasons, I recommend that the board approve pole replacement program costs at a level that is equal to $1,000,000 per year. Notably this level is consistent with the historical average spends for all pole replacement and new pole costs f...
	For this reason, poles should only be replaced if the asset management program can demonstrate based on testing a realistic risk of failure. Funding the pole replacement program at a rate of $1,000,000 in 2022/23 should achieve this objective until su...
	Q: Do you support NTPC’s proposal to increase the business case reporting limit from $400,000 to $1,000,000? If not, why not.
	A: No, I do not, primarily because I consider that the test for approving a request to reduce the transparency of costs is whether the reduction eliminates a burden that will save ratepayers more than they will lose through the reduced transparency. A...
	In its Application, NTPC submitted the following request:
	For future GRAs, the Corporation proposes to provide business cases and summaries of capital addition projects of $1 million or more. The $400,000 threshold results in a substantial amount of effort to summarize while a $400,000 typically reflects les...
	NTPC cites the materiality of the information as being the driver for the proposed change. I agree that materiality is a relevant concern. For example, disclosing immaterial information could be costly and require the utility to hire resources that wo...
	In response to TGC.NTPC-1, NTPC states the following in respect of cost savings:
	The Corporation has not completed a quantitative analysis of the costs to prepare individual business cases.
	NTPC’s statement provides no overall cost to its operations of preparing business cases, nor does it provide the individual business case cost. NTPC does explain that its proposal would reduce the number of business cases from 48 to 16, which is a sig...
	If the annual cost embedded within NTPC’s revenue requirement was $1 million, which would objectively equate to a “substantial amount of effort”, then arguably reducing the business case count from 48 to 16 should reduce the costs incurred by 67% (32/...
	NTPC also suggests in its information response to TGC.NTPC-1 that it is preparing business cases for direct purchases, which NTPC believes it should not be doing. I disagree. While a business case for a digger truck may be more straight forward than a...
	Lastly, NTPC states that its proposal “would not change the transparency of reporting capital projects.” I disagree. While parties can still identify the separately tracked projects and pose questions, absent business cases, parties are unlikely to ha...
	Based on the information provided by NTPC and my analysis outlined above, I can draw the following conclusions on NTPC’s proposal:
	1) NTPC has not quantified the annual cost of the “substantial amount of effort” it incurs to prepare the business cases;
	2) NTPC is not forecasting any savings to customers for its proposed change;
	3) NTPC would have prepared 32 fewer business cases in the current GRA if its request were approved, which is a substantial reduction;
	4) NTPC’s proposal would reduce transparency of its costs and capital projects; and
	5) The reduced accountability and transparency may indirectly lead to decisions being made by NTPC that it would not otherwise make, whether intentional or not.
	Accordingly, I do not recommend that NTPC’s proposal be approved. Customers are not forecast to receive any material benefit in place of the reduction in transparency and I do not consider the risks of the proposal to be warranted.
	Alternatively, if the Board considers that information below $1,000,000 is not material to the Board’s deliberations, then I recommend the Board direct NTPC to quantify the annual cost of preparing its capital business cases, identify whether the cost...

	7 Depreciation rates
	Q: Please comment on Concentric’s depreciation study and its findings.
	A: Overall, I consider the depreciation study performed by Concentric to be reasonable and balanced, with three exceptions. Specifically, I have concerns regarding the proposed depreciation rates for three of NTPC’s largest accounts by investment, whi...
	Concentric recommended a life extension for Account 341.00 to a 35-S3 Iowa curve from the currently approved 32-S2.5 curve.50F  I am supportive of a life extension for this account, but do not consider the proposed extension to be sufficient. Instead,...
	For Account 342.00, Concentric recommends a shortening of the average life and a change of the curve to 27-R2 from the previously approved curve of 30-L4.51F  I would recommend the Board either approve the continuation of the approved 30-L4 or alterna...
	Finally, for Account 343.00, Concentric recommended no change to the average life or curve, instead choosing to stay with a 23-R3 curve.52F  I recommend the Board approve a 25-R3.5 curve.
	Each of my recommendations are discussed in further detail below. However, before addressing each account separately, it is important to note that all three accounts are to some extent interrelated, including Account 344.00 (Diesel Plant – Generators)...
	Additionally, as part of my review of Concentric’s 2020 depreciation study, I also reviewed the prior 2016 depreciation study submitted by Gannett Fleming as part of NTPC’s 2016-19 GRA.53F  Based on this review, I found it interesting that the Gannett...
	Finally, I noted from my review that Concentric is correctly calculating the depreciation rates for each account in its 2020 Depreciation Study using the Average Life Group procedure. This is visible in Section 8 of Concentric’s study where the detail...
	In the Gannett Fleming 2016 Depreciation Study, the Average Life Group was also used, but in Part VII of the study there were differences in the detailed depreciation calculations. For example, for Account 343.00, while a rate of 4.35% was calculated,...
	Q: Please discuss in further detail your recommendations for Account 341.00.
	A: Concentric recommends a life extension for Account 341.00, with a 35-S3 Iowa curve as opposed to a 32-S2.5 curve. As a starting point, I support a life extension. However, the life extension is too moderate.
	Account 341.00 records the lives of structures and improvements for Diesel Plant. Generally speaking, the assets are building and structures and not subject to the normal wear and tear of diesel plant such as fuel accessories, prime movers and generat...
	These generating sites typically have three generating units located in metal clad buildings with concrete foundations.
	I also note that the lives proposed for the structures in Account 341 are well below the lives proposed for structures included in Account 331.00, 352.00 and 361.00. While I appreciate that there may be differences in the structures, fundamentally eac...
	Concentric provided the following figure depicting each of the above curves against the observed retirement data:54F
	As shown above, despite observed retirement data indicating that more than 70 percent of the investment survives beyond age 40, Concentric did not analyze any Iowa curves with an average service life beyond 35 years. This is particularly concerning as...
	The previous Gannett Fleming study recommended a 30-S2.5 Iowa curve. The review of average service life estimates for the applicable peer companies of Canadian utilities indicated a range of lives from 25 to 50 years. It is the view of Gannett Fleming...
	The range of lives for peers is between 25 to 50 years. In my opinion, a life trending closer to 50 years would provide a better fit to the observed retirement data as shown above. To illustrate this point, I created the figure below which depicts an ...
	As shown above a 40-S3 curve provides for a better visual fit to the data beyond age 24.5 and is consistent with a 35-S3 curve through to age 20.5. Therefore, a 35-S3 curve only provides a better visual fit within a narrow band. Further, a 40-S3 curve...
	Accordingly, I recommend that the Board direct NTPC to use a 40-S3 curve as it provides for a better visual fit to the observed retirement data. A 40-S3 curve is also a moderate increase to the life that is more gradual than a move to a 45-S3 curve. F...
	Approving a 40-year average service life as I recommend above, when applied to the 2022-23 mid-year forecast property plant and equipment balance of $72,299,000,55F  would yield a depreciation expense of $1,807,475 compared to the $2,066,000 recommend...
	Q: Please discuss in further detail your recommendations for Account 342.00.
	A: Per TGC.NTPC-13 Attachment 4, Concentric confirmed that it reviewed three different Iowa curves and life combinations, as follows:
	 Iowa 27-R2 – RM 1.2591 (Concentric’s recommendation);
	 Iowa 30-L4 – RM 1.3803 (Previously approved);
	 Iowa 35-R3 – RM 1.0053 (My recommendation); and
	 Iowa 25-R2 – RM 1.5092 (Not recommended by any party).
	Additionally, Concentric provided the following figure depicting each of the above curves against the observed retirement data:56F
	Lastly, in response to TGC.NTPC-13 Attachment 3, Concentric provided its rationale for disregarding Iowa 30-L4 and 35-R3. For Iowa 30-L4, Concentric states: “Worse mathematical and visual fit to the historical data”. For Iowa 35-R3, Concentric states:...
	I agree with Concentric that the mathematical and visual fit of the 27-R2 curve is superior to either 30-L4 or 35-R3 through age 30. However, overall Iowa 35-R3 has a superior mathematical fit to Concentric’s recommended curve of 27-R2. This is becaus...
	Importantly, a review of the observed data shows relatively few retirements experienced for earlier vintages of assets beyond age 29.5.57F  Comparatively, there appears to be a higher degree of retirements in the age range of 7.5 to 24.5 years.58F  As...
	Further, a longer life is also consistent with the peer analysis provided by Concentric at TGC.NTPC-13 Attachment 5, at least for ATCO Electric which reports a 35-R3 Iowa curve for Account 342.00.
	In the Gannett Fleming 2016 Depreciation Study, the following evidence was provided in respect of this account:
	The relevant comparable utilities have an average service life ranging from 23 years to 35 years. Internal NTPC personnel have indicated that many of the early retirements in this account are related to a program replacing single wall tanks with doubl...
	As stated above, NTPC’s personnel previously advised that they were using a new double wall tank with a likely life of 30 years. Gannett Fleming also continues to confirm the peer range of 23 to 35 years. It is unclear as to why Concentric has not con...
	Finally, NTPC follows the average life group (average service life) procedure as opposed to the equal life group procedure. Where the average life group procedure is employed, the primary consideration is the average service life. I highlighted this f...
	Therefore, for these reasons, I consider a 35-R3 curve to be preferred over Concentric’s recommended 27-R2. A 35-R3 Iowa curve provides a better visual fit to the observed retirement data through age 10 and after age 33. It also better reflects the re...
	Alternatively, for similar reasons to those set out above, I would recommend the Board direct the continuation of the currently approved 30-L4. Primarily though, a 30-year average life would be consistent with the life recommendations provided previou...
	Approving a 35-year average service life as I recommend above, when applied to the 2022-23 mid-year forecast property plant and equipment balance of $32,662,000,59F  would yield a depreciation expense of $933,200 compared to the $1,210,000 recommended...
	Q: Please discuss in further detail your recommendations for Account 343.00.
	A: Per TGC.NTPC-13 Attachment 4, Concentric confirmed that it reviewed three different Iowa curves and life combinations for Account 343.00, as follows:
	 Iowa 23-R3 – RM 1.442 (Concentric’s recommendation);
	 Iowa 25-R4 – RM 1.4044 (Not recommended by any party); and
	 Iowa 25-R3.5 – RM 1.3099 (My recommendation).
	Additionally, Concentric provided the following figure depicting each of the above curves against the observed retirement data:60F
	In response to TGC.NTPC-13 Attachment 3, Concentric advised that it disregarded Iowa 25-R3.5 and 25-R4 because of a “Worse visual fit through age 22.5.”
	I agree with Concentric that the visual fit of the 23-R3 curve is superior to either 25-R3.5 or 25-R4 through age 22.5, with the exception of age 0 through 7.5 which appears to be comparable and age 19.5, which appears to be a better visual fit to a 2...
	This result is to be expected given that approximately 30% of the assets studied have a life in excess of 40 years. Concentric’s use of a 23-R3 curve has a strong visual fit but appears to discount the overall profile of retirements beyond age 22.5. I...
	The Gannett Fleming 2016 Depreciation Study also reviewed Account 343.00 and provided the following evidence:
	Interviews with company management indicated that company policy regarding engine retirements in this account has changed since the last study. Previously engines were retired when they were replaced. However, recently it has been difficult to find co...
	The above evidence was considered by Gannett Fleming in support of proposing the currently approved 23-R3 Iowa curve as opposed to a 21-S2.5 Iowa curve despite having a less superior residual measure. While this same evidence did not appear to be cons...
	The assets in Account 343.00 are also in large part linked to the assets in Account 344.00 (Diesel Plant – Generators), which Concentric has proposed a life extension for with a 32-R3 Iowa curve as opposed to a 28-R4 curve. I understand the prime move...
	Principally, life extending efforts for Account 344.00 should also impact Account 343.00 unless NTPC’s internal staff can explain why those regular maintenance efforts would not also benefit Account 343.00. I see no reason to increase the disparity in...
	Accordingly, I recommend the Board direct NTPC to use a 25-R3.5 Iowa curve for this account. A 25-R3.5 curve provides a better mathematical fit to the entirety of the observed retirement data without discounting later years. Further, it achieves a sup...
	Approving a 25-year average service life as I recommend above, when applied to the 2022-23 mid-year forecast property plant and equipment balance of $91,855,000,61F  would yield a depreciation expense of $3,674,200 compared to the $3,895,000 recommend...
	Q: Does this conclude your evidence?
	A: Yes. This concludes the evidence of Dustin Madsen, CPA, CA, CPA (IL, USA), CDP, CRRA in the NTPC 2022-2023 General Rate Application.
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