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The Consumer Advocate takes exception to a number of issues in Newfoundland Power’s1

2007 Capital Budget Plan, as follows:2

• The justification for proceeding immediately with the Rattling Brook refurbishment3

is not firmly supported;4

• Newfoundland Power has not taken all steps available to smooth year-to-year5

capital budget plan expenditures; i.e., additional programs could be deferred6

beyond 2007 in order to mitigate the impact of the Rattling Brook refurbishment;7

• Newfoundland Power is doing little to promote demand management and energy8

conservation; and9

• The Distribution Reliability Initiative does not adequately incorporate consumer10

value in the decision-making process.11

Each issue is discussed in greater detail below. 12

Timing of Rattling Brook Refurbishment13

Newfoundland Power’s application to proceed immediately with the Rattling Brook14

Refurbishment as outlined is not firmly supported.15
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The company’s response to CA-1.0 NP demonstrates that the Rattling Brook facility has1

been running nearly full-out over the past several years and particularly over the last two2

years.3

Notable is the relatively modest amount of monies that have been expended on the Rattling4

Brook penstock in recent years in order to patch and plug leaks.  As reported in response5

to CA-30.0 NP, the company’s total expenditures in respect of penstock maintenance from6

2002 to present were as follows:7

2002 - $13,000.008
2003 - $60,000.009
2004 - $20,000.0010
2005 - $13,000.0011
2006 - $40,000.0012

The foregoing expenditures include penstock repairs and plugging expenditures13

occasioned after de-watering the penstock which has occurred four times during the past14

five years (PUB-14.0 NP, p. 1, line 32).15

The company states (C.B.A. Vol. 2, Appendix H, p. H-2) that it estimates that penstock and16

surge tank maintenance costs are to be reduced by only $10,000.00 per year to reflect the17

penstock and surge tank rehabilitation initiatives it has proposed.18

Before embarking upon the immediate replacement of the penstock and incurring the19

attendant large capital expenditure, the Board should be satisfied that deferral is not an20

option.  The company acknowledges in response to CA-37.0 NP that certain types of leaks21

(of which there would undoubtedly be many along the penstock) can indeed be plugged22
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using wooden plugs.  The company states that in the low pressure end of the Rattling1

Brook penstock (the top 1250 metres) leaks of less than 75mm (3 inches) in diameter can2

sometimes be plugged without having to de-water the penstock.  In the high pressure end3

of the penstock (the lower 450 metres) it may be possible to plug leaks under 38mm (1.54

inches) without de-watering.5

The company has not established in this application that it has done all that it can6

reasonably do to deal (without de-watering) with leaks that do exist along the penstock7

before embarking upon the immediate replacement of the penstock at a projected cost of8

$11,705,000 (C.B.A. Vol 2, p. 11). 9

None of this is to suggest that the replacement of the penstock can be deferred indefinitely10

by taking these measures.  However, a further period of time could be potentially11

purchased through these means particularly if taken in conjunction with steps to shore up12

the supports for the penstock which are the most deteriorated.  Certainly it would be better13

than taking no steps at all to combat the leaks that exist.14

From the record on this application it is clear that the risk of catastrophic failure of the15

penstock and surge tank is considered remote (PUB 3.2 NP, lines 20-22 and 31).  Indeed in16

the Acres Report of November, 2003 (C.B.A. Vol 2, Appendix B) it is noted that the17

penstock was then 45 years old and that generally woodstave penstocks have a life of 5018

years.  Acres’ recommendation that the penstock be “replaced in the near future” was on19

the basis that it was expected that leakage problems would worsen causing operational20

difficulties and increasing maintenance costs.  The risk of catastrophic failure is not referred21

to as a justification for the replacement of the woodstave penstock in the Acres report.  As22
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regards the steel portion of the penstock, Acres expressly states that failure due to pitting1

corrosion will not be catastrophic.2

Given the remoteness of catastrophic failure of the penstock and surge tank, it must be3

observed that Newfoundland Power is seeking to replace the penstock when presently the4

price for hot rolled plate (CA-26.0 NP) is quite high relative to 2001, 2002 and 2003 prices.5

Newfoundland Power states that the North American market price for steel has increased6

184% over the period January 2001 to June 2006.  Indeed, the price increase has been7

dramatic since early 2004.  The price of steel is well known to be cyclical and it causes8

concerns that this project is being undertaken at a time when the price is nearly at its9

highest over the past five years and in the absence of reputable price forecasts for the10

coming year or two.11

It bears noting that the company in its application in the Capital Budget Plan section12

(C.B.A. Vol 1, p. 8, Table 4) summarizes the proposed 2007 capital projects by classification13

as set out in the Provisional Guidelines issued by the Board in 2005.  In that summary, the14

company indicates that none of the 26 capital projects in the plan are classified as15

“mandatory” (one of the capital projects in the plan is considered “justifiable” while the16

other 25 projects are considered normal).  Accordingly, it can be said that Newfoundland17

Power did not consider itself obliged to carry out the Rattling Brook refurbishment by18

reason of safety issues.19

Given the acknowledged remoteness of the risk of catastrophic failure of the penstock and20

surge tank, in our submission there is no evidential basis to warrant the Board assessing21

the company’s application by reference to the additional costs that may be borne in the22
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event that the penstock failed catastrophically (compared to the replacement of the1

penstock in a planned and orderly manner).2

The company has stated in its responses to Requests for Information (see ex. PUB 11.0 NP,3

p. 4, lines 17-18) that the inability to routinely de-water the penstock for operational4

reasons constitutes a continuing and serious operation limitation on the penstock.  Older5

woodstave penstocks tend to leak if they have been de-watered and in the case of Rattling6

Brook, the facility has been operated for some time with a view to avoiding de-watering7

unless it is essential.  Nonetheless, it has been de-watered either partially or fully four times8

since 2000 (for durations ranging from less than 6 hours to 6 days) and was put back into9

service each time albeit with varying degrees of plugging activity following  the same as10

detailed in PUB 11.0 NP.  It is noted that when the penstock had to be de-watered (for11

reasons other than the Acres inspection and assessment) to make repairs to either the surge12

tank manhole or a significant leak at the upper end of the woodstave penstock the de-13

watering exercise took no more than one day.  It is submitted that if steps were taken to14

plug and patch leaks that can now be undertaken without de-watering the penstock, the15

amount of time necessary to plug leaks following a de-watering event would be reduced.16

In addition, the taking of steps now to plug the more significant leaks that presently exist17

would decrease the chances of those leaks developing into problems that would necessitate18

a de-watering event.19

Smoothing of Year-to-Year Capital Expenditures20

The capital budget for 2007 is about $10 million, or close to 20%, higher than in previous21

and forecast years. As Newfoundland Power states on page 19 of the 2007 Capital Budget22
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Plan, “with the exception of the Rattling Brook Hydro Plant Refurbishment Project in 2007,1

the planned expenditures are expected to remain relatively stable for all asset classes, and2

consistent with expenditures incurred during the 2002 through 2006 period”.3

Newfoundland Power indicates that it accepts the Board’s view of the desirable effects of4

year-to-year capital expenditure stability (page 18 of 2007 Capital Budget Plan), but it is not5

evident that Newfoundland Power has taken all steps available to mitigate the effects of6

the Rattling Brook refurbishment on 2007 expenditures.7

Newfoundland Power has suspended the Distribution Reliability Initiative for 2007 to8

balance overall capital expenditures due to the upward pressure of the Rattling Brook9

project (page 17 of the 2007 Capital Budget Plan). More such cuts are necessary to bring10

2007 expenditures in line with historical and forecast figures. For example, consideration11

should be given to suspending until 2008 other “preventative capital maintenance12

programs” such as the Substation Strategic Plan (page 14 of 2007 Capital Budget Plan) and13

the Transmission Line Rebuild Strategy (page 15 of 2007 Capital Budget Plan). 14

If the Board decides that Newfoundland Power should proceed with the Rattling Brook15

refurbishment in 2007, the Consumer Advocate recommends that the Board order16

Newfoundland Power to suspend all non-essential programs until 2008 in an effort to17

reduce the capital budget in the 2007 calendar year to historical levels of approximately $5218

million (see Chart 3 – Capital Expenditures, page 10 of 2007 Capital Budget Plan).19

Demand Management and Energy Conservation Initiatives20

It is difficult to understand why a distribution and supply utility such as Newfoundland21

Power does not have cost information available for energy efficiency initiatives (line 19,22
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CA-13.0 NP). During these times of high primary energy and electricity prices, and public1

awareness of the environment, energy efficiency should be a high priority. In fact,2

Newfoundland Power states on page 4 of the 2007 Capital Budget Plan that “the Company3

incorporates energy efficiency considerations in its capital management practice”. Why is4

Newfoundland Power not also promoting energy efficiency programs for its customers?5

There is not a single item in the 2007 Capital Budget relating to customer energy efficiency6

programs. 7

Customer energy efficiency programs can be economic, particularly in Newfoundland8

when the oil-fired Holyrood Generating Station with its very high energy production costs9

is operating during most of the year. Energy efficiency programs are consistent with10

sustainable development and environmental initiatives such as greenhouse gas reduction,11

and provide consumers a measure of control over their electricity bills. 12

The Consumer Advocate urges the Board to order that a comprehensive energy efficiency13

study be undertaken by an experienced firm to identify cost effective programs for retail14

consumers in the Province.15

Distribution Reliability Initiative16

Newfoundland Power has suspended the Distribution Reliability Initiative for 2007 (page17

17 of 2007 Capital Budget Plan). They state their intent to re-commence the program in18

2008. The program is summarized in PUB-21 NP as follows:19

• Analyzing reliability data for the previous 5 year period;20



1 See enclosed article entitled, “McKinsey sees utilities overspending on reliability more than
customers care” in the August 4, 2003 edition of Electric Utility Week at p. 19-20.
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• Identifying the 15 worst performing feeders in terms of SAIDI, SAIFI and customer1

minutes;2

• Carrying out an engineering assessment on those feeders; and3

• Based on the data and engineering assessments, proposing reliability based projects4

for the upcoming budget.5

The question posed in CA-44.0 NP is “how is the target SAIDI tied to the value customers6

place on reliability?” The response states that “Newfoundland Power manages its business7

with due regard for its customers’ expectations of reliability and price. But it does not8

employ the linkage suggested by the question to do so”. 9

It is important that this linkage between customer value and reliability be established.10

Utilities typically over-emphasize the value of reliability to customers, and invest too much11

to upgrade an aspect of service that customers already find satisfactory.1 It would appear12

that Newfoundland Power is spending money to improve reliability without knowing if13

customers are content with current levels of reliability, and whether or not they are willing14

to pay higher rates for improved reliability. Newfoundland Power needs to identify the15

number of hours of service outages that customers are willing to accept, and needs to16

understand the correlation between amounts it spends on improving reliability, and the17

resulting improvement in reliability. It is very difficult for the Board to approve18

expenditures when it does not have such information. 19
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The Consumer Advocate recommends that the Distribution Reliability Initiative be1

reviewed with the goal of incorporating customer value measures prior to re-commencing2

the program in 2008.3

Respectfully Submitted by:4

THOMAS JOHNSON5
CONSUMER ADVOCATE6








