APPENDIX B
ESSEX POWER CORPORATION

Background Information:
On October 29, 1998, the Ontario Legislature passed Bill 35, The Energy Competition Act creating an environment for significant change to the electricity industry in Ontario.  In response to the legislative and regulatory changes, the former Hydro Electric Commissions of Amherstburg, Essex, Kingsville, Lakeshore, LaSalle, Leamington and Tecumseh retained the consulting firm RDII Utility Consulting & Technologies Inc. (RDII) to prepare a business plan addressing the changes of the new Ontario electricity marketplace.

The report titled Essex County Utility Restructuring Report was completed on November 26, 1999.  In addition to completing a valuation of each utility, RDII assessed various strategic options available to the utilities inclusive of governance considerations, separation and operations planning, financial and regulatory considerations, customer information systems, customer relations and marketing as well as power procurement.

The desired outcome was the creation of a single utility serving the customers of Essex County.

The guiding principles were as follows:

· Explore options for the purpose of reducing electricity rates in Essex County

· Increase electricity service levels in Essex County

· Increase firm value to maximize shareholder investment

· Maintain a local presence and control over the management of electricity services

· Ensure compliance with provincial statutory and regulatory obligations

The analysis identified four strategic options for the consideration of utility management and the municipal shareholder.  The options considered were as follows:

1. Incorporate and retain a LDC and a jointly owned competitive energy services affiliate;

2. Merge the local utilities or create a single LDC county-wide

3. Attempt individual restructuring on a municipality by municipality basis 

4. Sell existing electricity businesses to a third party.

At the conclusion of the analysis, the Hydro Electric Commissions of Amherstburg, LaSalle, Leamington and Tecumseh decided to retain their electricity businesses and create a single LDC (regulated) called Essex Powerlines and a jointly owned competitive (non-regulated) energy services business called Essex Power Services.  A third competitive business was created called Essex Energy (home energy products and services).  All three businesses are owned by Essex Power (holding company).
Notably, at that time the other original study participants decided to follow a similar path resulting in the creation of ELK Energy.

Ultimately, the rationale for taking the above action was based on local belief that the proposed company would create the best opportunity to:
· Control local electricity rates and thereby retain a competitive advantage to encourage local economic development
· Expand the customer base contributing to lower electricity rates for all customers

· Enjoy the future value of a well-run distribution company and services company – earning  higher profit margins on product and service offerings

· Maximize the core competencies of a trained and skilled workforce

· Maintain public confidence through visible local management and control of energy costs

· Harmonize local distribution rates

· Broaden existing customer base with an expanded product and service offering

· Reduce labour costs by achieving improved economies of scale

· Realize capital expenditure transition cost and on-going savings

· Generate additional opportunities to lower customer rates by outsourcing some core competencies to other utilities
