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Topic:  Relationship between Replacement of Ageing Assets and O&M 

 

Reference:  Russ Bell Evidence Page 19 

 

Quotes: 

 

Further, the Board should address the inconsistency in the NTPC position. If 

NTPC is replacing aging assets, then there should be no need for increase in 

operation and maintenance costs related to replacing aging assets. I would 

expect that older assets that approach the end of life should require more 

maintenance than a new asset. As such, if the Board approves the capital related 

to replacement of aging assets, than all incremental operation and maintenance 

costs related to maintaining replaced assets should be removed from the 

forecast revenue requirement. 

 

 

Requests: 

 

a)  Please provide the analysis done by Mr. Bell that shows a link between O&M 

increases (including travel) and replacement of ageing assets. 

 

b)  Please indicate whether travel and other expenses directly or indirectly 

related to replacement of ageing assets should be capitalized as opposed to 

being expensed. 

 

 

Response: 

a) As noted in A 13 of the HR/FS evidence, and in Footnote 42 (TGC-NTPC-11 (b)), NTPC 

states: 

Given the quantity of new assets replacing aging infrastructure in 2022-23, 

additional funds were added to the budget to provide for these operational 

costs. 

Mr.  Bell interprets his to mean that additional funds were added to the NTPC operating 

budget as a result of replacing older assets with newer assets.  Mr. Bell asserts that older 

assets require more maintenance than newer assets, and as such, the replacement of older 

assets with newer assets should result in lower operational costs, not higher operational 

costs.   Mr. Bell’s recommendation relates to the apparent assertion by NTPC that the 

replacement of aging assets has caused it to budget for increased operational costs. In the 

same information response, as cited at A13, NTPC refers to $0.3 million “to cover the 

operational costs of managing new assets into NTPC’s system as a result of the 
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replacement of aging infrastructure.”  Any maintenance savings resulting from newer 

assets should at least offset this increased cost. 

b) If the cost results in an increase in capacity, or lengthening of the asset’s expected life, 

then the costs could be capitalized.  If the costs only maintain the current capacity or 

expected life the costs are maintenance.   

Mr. Bell expects that the costs of installing new assets to replace aging assets should be 

capitalized, and would be capitalized by NTPC. 
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BR HRFS 2 

 

Topic:  Forecast Accuracy 

 

Reference:  Russ Bell Evidence Page 23 

 

Quotes: 

 

In order to assess forecast accuracy, NTPC will need to provide robust forecasts 

for each year that can then be compared to actual results to assess forecast 

accuracy. I would expect that a sophisticated and mature organization such as 

NTPC would have a robust budgeting and business planning process. As such, I  

would recommend that the Board direct NTPC to file detailed copies of its 

operating and capital budgets with the Board each year. The Board and parties 

can then use these budgets to compare to actual operating and capital costs to 

assess the accuracy of the NTPC forecasts and forecasting methodology. 

 

Requests: 

 

a) Based on the information filed on the record of these proceedings as well as 

the Reports of finances and Operations available on the Board’s website, 

please provide an assessment of NTPC’s forecasting accuracy in relation to 

the 2016/17, 2017/18 and 2018/19 years (i.e. the 2016/19 GRA test years). 

 

b)  Please comment on the analysis requested in a) 

 

 

Response: 

a) Mr. Bell notes that for the 2016/17, 2017/18 and 2018/19 test years, the annual report of 

operations and finances includes the actual results and the approved forecast.  Mr. Bell 

has used this data in his analysis.  See the attached spreadsheet, BR HRFS 2 Attachment. 

Mr. Bell would note that forecast variance trends over time are most useful in assessing 

forecast accuracy, and the forecast methodologies supporting the forecasts.  Further, more 

recent years are more closely associated with current forecast methodologies and 

assumptions.   

As such, Mr. Bell notes that the most recent years, 2019-20 and 2020-21, do not have any 

forecast to compare to.  Mr. Bell maintains his recommendation that, for years with no 

test year forecast, NTPC should provide an internal budget forecast that was prepared for 

the particular year, as a proxy for an approved forecast in a test period. 
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b) Based on the high-level data included in the annual report of finances it is difficult to 

make meaningful comparisons.  There appears to be no staffing analysis, such as FTEs by 

department, that would allow a meaningful analysis of the forecast accuracy of staffing 

levels.    

Mr. Bell notes that for O&M, the total O&M over the three years is $5.130 million higher 

than forecast, or 4.05%.  This masks wide swings depending on the function. 

 

Transmission is consistently lower than forecast.  Distribution is consistently higher than 

forecast, and Billing & Customer Accounting is consistently lower than forecast.  General 

Expense is lower in 2016-17, and higher in the other two years, and overall is 23.11% 

higher than forecast. 

For two functions, Transmission and Billing & Customer Care, there is consistent pattern 

of under spending.  I note that there is an offset between Transmission and Distribution.  

This may well be due to a shift between distribution and transmission brushing.  I would 

recommend that for Billing and Customer Accounting, there is evidence that the forecast 

should be reduced by 45% 

For capital, overall, Capital Expenditures are $12,536,000 (18.65%) higher than forecast, 

but Capital Additions are $9,914.000 (12.53%) lower than forecast.  This appears to 

suggest that NTPC has spent more on capital, but has not completed the projects in as 

timely manner as expected.  

Based on this, it appears that NTPC’s forecast methodology does not accurately reflect 

actual performance.   

 

 

Total 

Forecast

Total 

Actual

Higher 

(Lower) 

than 

Forecast %

Transmission 1,365 667 -698 -51.14%

Distribution 8,922 10,089 1,167 13.08%

Billing & Customer Accounting 1,410 775 -635 -45.04%

General Expense Functions 8,679 10,685 2,006 23.11%
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