TRANSLATION BY GOVERNMENT SERVICES 

February 5, 2004

Main Legislative Building

Suite 450

Queen’s Park, Toronto, Ontario

M7A 1A4

Dear Minister Lalonde,

I would like to inform you that the Ontario Energy Board is studying the report by the Distributors’ Electricity Efficiency Policy Group (the DEEP Group). This first-rate report was commissioned by a few of the larger Ontario local distribution centers (LDCs) and focuses mainly on the economics of the electricity distribution sector. The US expert who wrote the report based his judgment on our new system, which does not work and is a carbon copy of the US system. The report concludes that if we want to make cost savings in distribution, the size of the customer base must be from 500,000 to 1.5 million. There are currently only 2 LDCs in Ontario that have this customer base: Toronto Hydro and Hydro One. If you refer to page 3 of the report, you will find that there are 95 LDCs in Ontario. The 44 smallest LDCs only represent 190,000 customers. If we were to rely on this report and implement its findings, there would be no more than 5 to 8 LDCs left in Ontario.

Is the OEB’s primary mandate not to protect the interests of customers by having a successful distribution system, quality service and the lowest rates? If we take a good look at the small LDCs, including Hydro 2000 Inc., there is no comparison in quality. Small LDCs have quick, efficient, personalized service. Many of them are very efficient in their staffing; in terms of a customer-to-staff ratio, many have a ratio of 500 to 700 customers per employee. Compare this to Hydro One, which has a ratio of 358 to 1 (1,250,000 customers/3500 employees).

 The small LDCs always have a well-maintained power system with high standards. They have fast repair and maintenance services for everyday needs and emergencies.   

If we were to compare the rates charged to customers by small LDCs to those charged by their larger counterparts, I would not be surprised to find out that the smaller ones charge up to 20% less. It is no secret that Hydro One and Toronto Hydro have very high rates in Ontario (see Table).




	Name of LDC
	# of
	Fixed
	Distribution
	Cost
	Cost

	
	customers
	Rate
	Rate
	1000 kWh
	2000 kWh

	
	
	
	
	
	

	Hydro 2000 Inc.
	1,120
	$10.81
	$0.0055
	$16.31
	$21.81

	(Alfred & Plantagenet)
	
	
	
	
	

	Cooperative Hydro Embrun
	1,700
	$11.01
	$0.0076
	$18.61
	$26.21

	
	
	
	
	
	

	Enersource Corporation
	170,000
	$11.06
	$0.0077
	$18.76
	$26.46

	Mississauga
	
	
	
	
	

	Hawkesbury Hydro
	5,500
	$5.37
	$0.0082
	$13.57
	$21.77

	
	
	
	
	
	

	Oshawa PUC
	47,000
	$7.68
	$0.0086
	$16.28
	$24.88

	
	
	
	
	
	

	Erie Thames Power
	13,000
	$12.34
	$0.0090
	$21.34
	$30.34

	
	
	
	
	
	

	Ottawa River Power Corp.
	10,041
	$12.54
	$0.0112
	$23.74
	$34.94

	(Pembroke)
	
	
	
	
	

	Toronto Hydro
	655,000
	$14.03
	$0.0134
	$27.43
	$40.83

	
	
	
	
	
	

	Hydro One
	1,250,000
	$16.84
	$0.0189
	$35.74
	$54.64

	
	
	
	
	
	

	
	
	
	
	
	

	Note: based on residential rates of 2003
	
	
	
	


If the above table is accurate, we can see that the more clients a LDC has, the higher its distribution costs. Based on the table on page 8 of the DEEP report, little savings are to be made in distribution. For 10,000 to 1 million customers, this savings is in the range of $0.014 to $0.0125 or $0.0015/kWh. How much will the amalgamations cost? 

To conclude, if the Ontario Energy Board, the Independent Electricity Market Operator (IMO) and Hydro One complain there are too many LDCs, we should return to the old system, when there were two or three reports to complete. Since deregulation, we have continually complicated and changed the system to the point where the OEB now requires a multitude of reports to better understand the impact. All these new post-deregulation requirements incur time and money, and supplementary costs to the customer. This report does not take into account the loss to the local economies (loss of jobs, contractors’ income, rental income and so forth), which will be transferred to the larger centers, where costs and salaries are higher. The big winners will be the larger LDCs that can recover the rates that were reduced for them and make money through the rates they charge. The customer, whose bill will increase from 20 to 30%, will be the only loser. The problem with the electricity industry is not distribution but generation—and that is where the focus should be.

In order for this report to have a positive impact, the amalgamations must be done on a voluntary basis. Merging the LDCs must result in decreased operating costs. The quality of service must be maintained or improved. In each of the amalgamations, the interests of the customers must be protected by providing the best services and products at the lowest possible prices. Private industry must be allowed to make acquisitions without paying capital gains taxes, like Hydro One and the municipal LDCs that are exempt from this tax, which would enable owners to get a fair value and not a rock-bottom price.

Thank you for your attention to this matter.

René Beaulne

Manager 

