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Northwest Territories Power Corporation (NTPC) 

2022-23 General Rate Application 
 
 

NTPC Information Request Round 1 to the Thermal Generation 
Communities (TGC) 

 
 
 
NTPC.TGC-001 
 
Topic: Capitalization Policy 
Reference: Figure 1 – Evidence of Dustin Madsen 

 
Preamble: The Corporation requires additional information to understand Mr. Madsen’s 

analysis. 
 
Request: 
(a) Please provide a spreadsheet, with all formulae intact, that supports the labour capitalization rate 

figures presented in Figure 1. Please include references, including weblinks, to all sources relied 
on to prepare the information in Figure 1. 

(b) Please reconcile the information in Figure 1 for NB Power Transmission, NB Power 
Distribution, and NB Power Generation, with the 29.2% capitalization rate for NB Power 
quoted at line 18 of page 9 of Mr. Madsen’s evidence. 

(c) If Mr. Madsen considers NB Power to be a vertically integrated utility as stated at line 18 of 
page 9, why does Figure 1 provide labour capitalization rates separately for NB Power 
Generation, NB Power Distribution and NB Power Transmission? If possible, please provide a 
revised version of Figure 1 showing Mr. Madsen’s estimate of the labour capitalization rate for 
the integrated NB power utility. 
 

Response:  
The following responses were prepared by Dustin Madsen. 
(a) Please refer to NTPC.TGC-001 Attachments 1 through 4 for the requested information and 

exhibits that are not available through a weblink. Information relating to the source is provided. 
Additionally, Attachment 4 includes separate tabs which include the information used to derive 
the analysis provided. 

(b) As shown in NTPC.TGC-001 Attachment 4, the 29.2% is not a simple averaging of the 
percentages. Please refer to Attachment 4 for the detailed calculation which takes the 
individually reported labour dollars for each division and calculates a total percentage.   

(c) I provided the information in separate pieces as that is how NB power reports and manages each 
of its divisions. I did not include costs related to NB Energy Marketing, Corporate Services, or 
Energy Smart NB as in some cases portions of these costs are funded through different means or 
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not permitted to be collected from ratepayers. Rather than reconcile these differences I focused 
on the discrete distribution, transmission and generation (including PLNGS) divisions of NB 
Power to conduct my analysis. 
Therefore, I do not consider it to be appropriate to include the other divisions. However, as 
shown in Attachment 4, if these other divisions were considered the revised capitalization rate 
for the entire NB Power entity would be 25.8%. This ratio remains above my recommended 
capitalization ratio for NTPC. 
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NTPC.TGC-002 
 
Topic: Capitalization Policy 
Reference: Section 3 – Evidence of Dustin Madsen 
 
Preamble: The Corporation requires additional information to understand Mr. Madsen’s 

analysis. 
 
Request: 
(a) Please provide any and all quantitative information and analyses relied on by Mr. Madsen to 

support the statement that “Overall, a conservative capitalization policy will generally lead to 
higher short-term rates and lower long-term rates....” (page 7, lines 14 to 15). 

(b) With respect to Table 9 – please confirm that implementing Mr. Madsen’s recommendation 
would result in an increase to rate base, amortization expense, and return on rate base in the 
2022-23 test year. If the requested confirmation cannot be provided, please provide a detailed 
explanation. 
 

Response:  
The following responses were prepared by Dustin Madsen. 
(a) A conservative capitalization policy results in a lower level of costs being capitalized, all else 

being equal. As a result, operating costs are higher leading to higher current period costs, and 
capital assets values are lower leading to lower long-term rates, all else equal. Please also refer 
to the response to BR.TGC-001(a) and (b). 

(b) Confirmed. The rate base rate of return model employed by Canadian utilities ordinarily 
compensates a utility for return on and of capital that is invested. However, those costs are 
amortized over the life of the assets or derived as a percentage of the capital assets, and thus 
have a lower annual impact than would be experienced with the costs being expensed in a single 
period, all else equal. 
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NTPC.TGC-003 
 
Topic: Capitalization Policy 
Reference: Section 3 – Evidence of Dustin Madsen 

 
Preamble: The Corporation requires additional information to understand Mr. Madsen’s 

analysis. 
 
Request: 
(a) Please provide the specific source and show the calculation of the 8.8% overall labour 

capitalization rate for the operations department on page 35 of the evidence. 
 

Response:  
The following responses were prepared by Dustin Madsen. 
(a) Please refer to TGC.NTPC-9(b). The amount of 8.8% is taken by summing direct capital (4.1%) 

and indirect capital (4.7%) for the 2022-23 period. 
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NTPC.TGC-004 
 
Topic: Salvage approaches 
Reference: Section 4 – Evidence of Dustin Madsen 

 
Preamble: The Corporation requires additional information to understand Mr. Madsen’s 

evidence. 
 
Request: 
(a) For each of the alternative salvage approaches described at line 25 on page 44 through line 20 of 

page 45 of Mr. Madsen’s evidence, please provide examples of regulated Canadian utilities who 
use these approaches. Please provide supporting references to publicly available information. 
 

Response:  
The following responses were prepared by Dustin Madsen. 
(a) I am unable to provide examples of utilities who employ many of my recommendations as 

several are unique and not currently employed in Canada. Several of the recommendations are 
in various stages of being considered in the United States. Most regulated Canadian utilities use 
the Traditional Approach for collecting net salvage costs.  
I am aware that EPCOR Distribution and Transmission, Manitoba Hydro and AltaLink have 
been approved to add the cost of salvage for existing assets to the cost of net assets in certain 
cases, or otherwise expense the assets as a period cost. These approvals are publicly available, 
but I do not recommend this approach be used to collect net salvage costs and thus have not 
summarized the publicly available information regarding these approvals. 
I am also aware of Enbridge Gas Inc.’s use of a constant dollar net salvage approach. NTPC is 
also aware of this approval per its response to TGC.NTPC-20(e).  
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NTPC.TGC-005 
 
Topic: Recommendations 
Reference: Section 2 – Evidence of Dustin Madsen 

 
Preamble: The Corporation requires additional information to understand Mr. Madsen’s 

recommendations. 
 
Request: 
(a) Confirm Mr. Madsen’s recommendations to increase salary capitalization, lower depreciation 

rates, and increase self-insurance, if adopted, would decrease NTPC’s cash generation? If not 
confirmed, explain. 

(b) Confirm Mr. Madsen’s recommendations to increase salary capitalization, lower depreciation 
rates and increase self-insurance, if adopted, would increase ratebase and increase debt in 
NTPC’s capital structure? If not confirmed, explain. 

(c) Comment on the future revenue requirement implications of Mr. Madsen's recommendations on 
the 1.5 times interest coverage ratio paid on Thermal Zone assets in lieu of a return on equity 
and the degree to which he considered this in developing his recommendations? 

(d) In the event Mr. Madsen’s recommendations were adopted, please discuss how the implications 
of NTPC potentially generating less cash and issuing more debt could be managed, including 
any adverse impacts on Thermal zone customers from higher debt/lower equity? 
 

Response:  
The following responses were prepared by Dustin Madsen. 
(a) I can provide the requested confirmation only for lowering depreciation expense, which would 

have the impact of decreasing NTPC’s cash generation.  
Where NTPC receives revenue to pay for salaries as an operating cost there is no positive 
impact on cash flows. The revenues are offset by the expense. If these amounts are capitalized, 
then the costs are removed from operational cash flow and added to rate base, through securing 
equity and debt, where they will trigger return and amortization, each of which will improve 
NTPC’s operating cash flows. Cashflows would remain similar, but would be funded 
differently. 
For insurance costs, the same logic applies. If treated as an operating cost, the costs are offset by 
the revenues and have no positive or negative impact on operating cash flows. If the costs are 
instead treated as self-insured costs and capitalized, the amounts would increase rate base, 
through securing equity and debt, as well as return and amortization, thus leading to higher 
operating cash flows going forward. This approach aligns with the current approach of 
amortizing insurance proceeds received by NTPC. Again, cashflows would remain similar, but 
would be funded differently. 
 

(b) Confirmed. As noted above, this is a normal result of rate base rate of return regulation. 
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(c) I did not calculate a precise impact on increased debt funding and financing for the Thermal 
Zone assets in particular. Instead, I estimated the impact of additional capitalization at the total 
level. I acknowledge that there would be some increase in debt costs if operating costs are 
reduced and capitalized. However, the impact of increased debt financing costs would be a 
percentage of the total costs capitalized.  

(d) I did not conduct a detailed assessment of NTPC’s cash flows or the impacts of my proposals on 
NTPC’s cash flows. In any event, the only recommendation I provided that results in lower 
operating cash flows is a reduction to depreciation rates. In my opinion, depreciation rates 
should be set independently of the impact on operating cash flows. Those impacts, while 
important and which must be addressed, are secondary to ensuring the depreciation rates are 
reasonable. Any debt or equity that is issued would be permitted to receive financing due to its 
inclusion in rate base, acknowledging the unique nature of the Thermal Zone assets. Any 
preference for higher cashflows from rates should not drive capitalization policy, as this should 
be based on proper principles. This financing would assist in supporting NTPC’s cash flows 
going forward. Please also refer to the response to (a) above and my response to BR.TGC-001. 
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NTPC.TGC-006 
 
Topic: Insurance costs 
Reference: Section 5 – Evidence of Dustin Madsen, page 51, line 23 through page 52, line 2. 

 
Preamble: The Corporation requires additional information to assess the reasonableness of Mr. 

Madsen’s evidence. 
 
Request: 
(a) Please provide all working papers, analysis and references used by Mr. Madsen to confirm the 

reasonableness of his assertion that “the cost of $100,000 of deductible appears on a rough 
approximation to be a 1% increase in insurance” and that a reduction of 25% is achievable. 

(b) Did Mr. Madsen consult with any insurance industry experts or sources to confirm the 
reasonableness of his assumptions? 

(c) Please provide a summary of Mr. Madsen’s qualifications as an insurance expert, with reference 
to the CV provided with the submission. 
 

Response:  
The following responses were prepared by Dustin Madsen. 
(a) Please refer to my evidence for all analysis I relied upon to support this assessment. 

Specifically, I relied upon the historical information provided by NTPC. I also clarified that my 
assessment was a “rough approximation” and that NTPC would need to further assess the cost 
impacts. 

(b) No. Further, there would be no way I could have obtained a private insurance quote on NTPC’s 
assets to assess the impact of an increase in NTPC’s deductible. As stated in response to (a), my 
assessment and recommendation was based on the observed cost decreases experienced by 
NTPC and the fact that NTPC’s cost of insurance relative to its peers appears to be high. 

(c) The experience I relied upon to support my opinion is as outlined in my CV. Specifically, I 
assessed the cost reductions achieved by NTPC in prior years due to increases to its deductible, 
assessed peer information, and then calculated the impact based on a theoretical example of 
increasing self-insurance of certain costs. My evidence does not opine on the reasonable level of 
insurance costs NTPC would be able to receive in the private insurance market and thus does 
not require qualification as an insurance expert. 
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