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Wuskwatim price tag balloons 60%

Skyrocketing construction costs, higher Canadian dollar blamed

By: Mary Agnes Welch

Updated: March 13, 2008 at 02:00 AM CDT

Manitoba Hydro is determined to go ahead with construction of the Wuskwatim hydro generating station in Northern Manitoba, in spite of new estimates it will cost nearly 60 per cent more than originally thought.

The less-profitable project still has no one to build it, but Hydro is breaking construction down into smaller pieces in hopes of making contracts more attractive.

The issues were raised earlier this week at the Public Utilities Board, which is considering Manitoba Hydro's application for a 2.9 per cent rate hike this year.

The first northern hydro dam to be built in 20 years and its associated transmission lines are expected to cost about $1.6 billion. That's up at least 60 per cent from estimates made five years ago in the lead-up to a long and arduous set of environmental hearings. Back then, Wuskwatim and its transmission lines were slated to come in at roughly $1 billion.

Since then, construction costs have skyrocketed and Manitoba Hydro has had to contend with a high Canadian dollar that makes power sales to the United States slightly less lucrative. Even though the cost of short-term borrowing has plummeted, long-term interest rates have only shrunk a little, which doesn't help Hydro much.

On the plus side, officials told the PUB power prices are expected to remain high.

Wuskwatim was originally thought to have a 10 per cent rate of return -- the rate of profit earned from a capital investment. But that has dipped significantly as construction costs ballooned.

The rate of return is now "quite low," Hydro officials told the PUB on Monday. Hydro officials didn't have the new profit margin estimate at hand, but promised to submit it to the board.

Manitoba Hydro president and CEO Bob Brennan agreed the plant's profitability is shrinking, but he said Hydro has yet to add increased power sales into the mix. Export prices are healthy now and are expected to rise over the life of the dam. That revenue should buttress the rate of return.

"It's coming down, but it's still profitable," Brennan said.

The Crown corporation has secured some big power sales recently -- including one in January to sell 250 megawatts to Minnesota Power -- and more are percolating.

But the company is still searching for someone to build Wuskwatim after a deal with the only bidder collapsed earlier this year.

In the next few days, Manitoba Hydro expects to start issuing requests for tenders for the first large jobs at Wuskwatim, located just southwest of Thompson on the Burntwood River.

In January, talks with Kiewit Corp., a Nebraska-based construction firm, broke down and Hydro was left without a company able or willing to build the 200-megawatt dam.

Kiewit was the sole company with a bid that came close to meeting the terms of the original tender.

Since then, Brennan said, Hydro has broken the multi-year project up into more manageable chunks. First to go out to tender will be the excavation work and the construction of the coffer dam -- the temporary enclosure in the river that's drained of water so construction can be done under the waterline. Brennan hopes to have bids back in a couple of months.

After that, tenders will be issued for the bulk of the dam's construction.

Brennan said it's possible the dam could come in under the latest $1.6-billion price tag, but it's unlikely it will be pumping power a year early, as Hydro had hoped.

One of the arguments for building Wuskwatim was that U.S. customers were expected to pay a premium for "green" electricity. However, PUB lawer Bob Peters pointed out a new coal-fired electricity plant is being built in South Dakota that will generate much more electricity than Wuskwatim. "The desire to have green electricity appears to be not coming through as assumed, as evidenced by the fact that there's going to be some thermal generation competing with the Wuskwatim output."

Wuskwatim will eventually be needed to meet Manitoba's power projected demands, especially industrial power demands that have been on the rise. It's slated to be up and running by 2012.
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