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5t Fobi's, ML

Carada A1 5X4
Telephone 700 726G
Facsimile 700 77

Via Courier

Ms. G. Cheryl Blundon

Director of Corporate Services and Board Secretary
Board of Commissioners of Public Utilities

120 Torbay Road

P.O. Box 21040

St. John’s, NI. AT1A 5B2

Dear Ms. Blundon:

Re:  Newfoundland Power
2007 Capital Budget Application

Yesterday afternoon we received Newfoundland Power Inc.’s Brief of Argument in relation
to the above captioned matter.

At page 19 (footnote 1) of the Brief, Newfoundland Power Inc. notes that the study by
McKinsey and Co. was not provided by the undersigned. Though Newfoundland Power did

not contact me prior to filing its Brief to seek a copy of the study, I feel it appropriate to
enclose eleven (11) copies of the same at this time by Hunter, Melnik and Semmi.

Yours very truly,

O’DEA, EARLE

THOMAS JOHNSON

TJ/cel
encl.

ce: Newfoundland Power hﬁc.
Mr. Peter Alteen
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Fesearch in Brief

What power consumers want

Most customers are satisfisd with the reliability of thelr electric service. So why are power
distributors still making huge infrastructure Invesbments?

Bichard Hunter, Ronen Meinik, and Leonards Seannd

2002 Number 3

Few would question the wisdom of electric-power distributors that invest in projects to reduce the
duration of the power outages their customers suffer, Recent research, however, suggests that
residential customers already find their service quite reliable. If this sentiment proves
widespread, distributors may be able to reduce thelr tolal network investment while making other
sarvice improvements.

Distributors regularly undertake massive and costly projects to improve the reliabitity of thair
systems: moving cables underground for protection from the weathar, rearranging network
architectures so that each ocutage affects fewer households, and Increasing the capacity of
transformers (which dilute power from the grid for domaestic use} to cope more successfully with
peak demand. In many countries, regulators require dis-tributors to meet set targets for
permissible power outages and impose hefty fines for those failing to do sa. Even without such
rules, many distributors, believing that fewer, shorter power outages must be their customers’
top priority, Invest heavily in refiability programs. Over the past five years, for exampie, an Asian
power company launched an extensive rellability effort, costing hundreds of millions of euros, to
reduce the length of its annual service interruptions per customer from less than five minutes to
less than twoe, theraby making itself more reliable than any other distributor we know. Of course,
highly reliable service truly is a priority for business custormers and for residential customers who
suffer long power cuts because of high winds or downed power lines; the people of Barcelona, for
instarice, won't soon forget the many hours without electricity they endured in late December
2001, But it is doubtful that residentizl consumers who have rellable service—those in most
developed markets and in some advanced emerging ones—wani (or would be willing to pay for}
service Improvements of any type,

Ouir recent survey of one electricity distributer’s customers, for instance, showed them to be
largely content with their service and almost obiivious of service interruptions, More than half
didn’t know the total length of the outages experienced during the previous year—approximatehy
two-and-a-half hours on average—and more than 80 percent of the remainder significantly
underestimated their duration. In a comparison of two regions, one with much more reliable
service than the other, the responses of customers in each showed that they had nearly identical
percaptions of the retiability of their electrical supply (Exhibit 1}, Finally, two-thirds of ali survey
respondents from Region A said that they would accept two hours of outages annually—even
though they currently suffered, on average, only 70 minutes. This easygeing attitude may seem
surprising, bub the gverage consumer is asleep one-third of the day and not at home for another
third, Moreover, atthough power may be Interrupted, on average, for two hours a year, many
customers suffer no cutages at all. Research conducted in the United Kingdom in 1999 showed
that its domestic consumers were even less bothered by the reliability of their electricity suppiy:
a5 percent were satisfied with it and two-thirds thought that electricity companies shouldn't make
additional investients to improve it

Inn any case, such nvestments may have little effect, When we analyzed the experience of
distributors in several countries, we found no clear correlation between the amounts spent to
improve the reliability of distribution networks and the duration of the power culs. in each region,
even when the regions compared had similar terrains and climates {Exhibit 2). There are three
reasons for these variations. First, some distributors are more efficient than others and can malke
themseives more reliable at lower cost. Second, returns on reliability investments (measured in
minutes of improved reliability per euro spent) necessarily diminish beyond a certain threshold,
which most distributors have already passed. Last, more than half of all power interruptions are
beyond a distributor’s contrel; they can cccur because of constraints on generating capacity,
autages in the transport network, or excavations by gas and water utilities, o cite a few
axampies, More Invastment in distribution networks can’t solve these three problems.

So distributors should taks the
time to find out what people genulnely value. Companies with a good track record may find that
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their customers, like those in
the survey, would prefer more
frequent and accurate billing,
shorter call-center waiting
times, or speadier connections
for new properties {(Exhibit 3)~
improvements that would be
relatively cheap to implement.
If distributors can show that
consumears actually want these
cheaper improvements instead
of the more gxpensive ohes

needed to improve the reliability of service, regulators might relax their present tough standards.
Since these standards are usually reconsidered every two or three years, the distributors shouid
undertake market research and draft thelr proposals in time to influence the next round,

EXEIBIT 3

What do customers really woes?
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Mesnwhile, distributors should
analyze the roof causes of their
power cuts and rigorously
evaluate any potential
investments to improve the
retiability of their netwaorks. Two
Central European distributors,
for example, after rigorously
reevaluating the reliability
improvements they had
intended to make, succeeded in
reducing the planned cost by 20
percent while achieving their
original targats. Many
distributors will certainly find
that redesigning their
maintenance procedures—for
example, by fielding additions!
BMErgency repair crews-—gouid

reduce the duraiion of thelr power outages a good deal more cheaply than could the usual large

infrastructure investments,
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Abowt the Sduthors
Richurd Hunter s a consultant and Ronen Melnik is an associate principal in Moinseys Tel Aviv office;
Lesnarda Senni s an assaciale principal in the Milan office.
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