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Introduction

On behalf of the 200,000 CUPE Ontario members across this province we thank you for the opportunity to present our views on the Board’s discussion paper, “Review of Further Efficiencies in the Electricity Distribution Sector” .

CUPE Ontario represents over 2000 members in electricity distribution sector across the province.  This includes members at the countries largest municipal utility, Toronto Hydro.  Many of our members in this sector have first hand experience working and dealing with the consequences of the decisions and policy directives of the Ontario Energy Board.   It is their voice we bring to you today.

Our members are very concerned that OEB is once again contemplating further “efficiencies” in the distribution sector.  The word efficiencies has become a euphemism to mean many different things to many people.  For some efficiencies might mean lower costs through amalgamations, contracting out and privatization of services, the so-called “economies of scale” and so on.  However, we need to ask ourselves a basic question: “The electricity ratepayers of the province of Ontario are not asking for ‘efficiencies’ in the distribution sector.  In fact, we suspect it is not even on their radar screens.  The overwhelming majority of electricity ratepayers are quite satisfied with the reliability of their electrical distribution service and the rates they are presently being charged by their local distribution company. 

In light of the above, the Canadian Union of Public Employees strongly recommends the OEB must hold open consultations with those ratepayers who will ultimately bear the costs, the degradation in service levels and thus the decline in reliability of these “efficiencies”.  Because in the end, it is those ratepayers who are the so-called shareholders in their local utilities.  The ratepayers paid for their local utilities distribution system through their electricity rates as opposed to the municipal property tax base.  It is interesting to note that as we scan the list of organizations making presentations at this forum, none are the actual municipal shareholders.  Why is that?

Performance Based Regulation

First of all, before we begin our comments on the concept of further efficiencies, we must advise you that the current regulatory regime, also known as Phase I PBR, is having a devastating effect on LDC’s.  As any CEO who’s worth his or her salt will tell you, “You cannot cut your way to the top.”  Yet this is exactly what PBR is forcing utility management to do.  It is impossible for a utility to continually cut costs year after year but still be expected to maintain service criteria as set by this Board.  These two competing interests, of reducing costs and maintaining or improving customer service, are in the end incompatible.  

As workers forced to comply by PBR service and quality indicators have told us, time and again, short-cuts are taken where the safety for themselves and the public at large is sometimes compromised.  Utility management often uses the Board’s PBR requirements as the “Big Stick” to intimidate workers to work faster and even to work less safe by implying the “take a short cut route” this time, or bend the rules so as to meet the Board’s requirements. 

The Board should seriously consider what the consequences will be if one the one hand you have more mergers and amalgamations and in the same time frame you proceed to inact Phase II PBR.  

Mergers Amalgamations Acquisitions and Divestitures (MAAD) will not lead to cost savings

Rates- One of the main reasons we suspect the Board is contemplating further efficiencies in the distribution sector is to reduce a utilities overall operating and capital budgets on the hope that this will translate into lower rates.  If the intent is to decrease an LDC’s directly controllable revenues such as it’s distribution and customer charge this will not happen.  Initially these rates will most likely be harmonized by arriving at some median or average rate amongst the merged utilities.  In some cases the new entity would phase in increases to the highest charge from the former utilities.  On balance though a majority of the ratepayers will notice an increase in those charges directly under the control of the LDC.  

Then the newly formed LDC will look to increase it’s rates further at subsequent rate hearings before this Board as past experience will reveal that merged LDC’s seldom. if ever, reduce rates.

Privatization of utility services (contracting out) – The electricity distribution sector is one of the most highly unionized sectors in province.  As such many collective agreements will have some form of contracting out or job security type language to prevent the out right privatization of work.  Employers are then left with one option to reduce staff – voluntary separation and early retirement packages.  Once the proverbial ‘dust settles’ after the take up on a package is complete, employers will look to not replace any of the vacancies stemming from the package.  Employers will instead resort to the private sector filling those voids in an attempt to reduce costs.  

The track record for private sector contractors taking over work in utilities is not good.  In general, the contractors will initially bid low for the work to obtain a toe-hold in the company.  The contractor will, as a course of routine business, seek to extract as many “add-ons” or “extras” where possible to improve their profitability.  As years go by the utility will slowly lose it’s ability to conduct any aspect of the work once performed by it’s own staff.  This leads to the utility being held captive by he private sector contractor.  Within 3 –5 years, the utility is paying more for the work than if it had remained with it’s own internal staff.  Our members have told us that the quality aspects of the service delivered by the private sector is often inferior to that of LDC’s own workforce.  The reasons for this are:

· Pride in workmanship by the utilities own staff is superior

· Profit motive of the private sector leads to contractors cutting corners 

· Private sector contractors are usually less qualified than their public sector counter-parts

· Public sector is often better trained and

· Public sector is more safety conscious 

In light of the above, we submit that the Board’s focus and favour on the contracting-out of services will in the long run be rendered counter-productive, not to mention a huge blow to the remaining staff’s morale. 

Service degradation:

Local distribution companies, like many other companies, have both internal and external customers.  Many times external customers obtain information once the internal process has been completed.  When a MAAD is executed, both internal and external service suffers dramatically.

· Internal – Communication amongst divisions and departments are negatively impacted as the new organizational reporting structures are developed and put in place.  Even once this completed, communication amongst departments is hampered as internal “silos” start to emerge.  Especially if a downsizing has taken place, utiltiy management will become very territorial and attempt to re-establish their fiefdoms.  

The communication situation is further exacerbated as department’s which were once located all in one building are strewn over several buildings or satellite locations to cope with the increased service area.  

· External – Customers outside the utility also feel the pain of MAAD’s.  Whether you are a ratepayer phoning into a call centre seeking an answer to a query concerning your latest hydro bill or a consultant or developer attempting to obtain electrical service to your property, mass confusion will rein supreme for a very long time.  Literally hundreds of policies and guidelines need to be normalized, from billing structures to electrical supply policy and from where to pay your bill to what telephone number you dial in case of an emergency.  While these policies are being standardized, ratepayers are forced to endure a level of service that is most inevitably of lower rank to what they had become accustomed to prior to MAAD.
Harmonization of distinct operating cultures

Each of the 90 remaining LDC’s have over the years developed and implemented their own unique system operating criteria based on the history, workforce, geography and culture of the individual LDC.  No two LDC’s in this province are exactly alike.  They are dynamic and evolving entities.   In some cases, there may be no solid or sound technical reason as to why a procedure or a particular distribution system was built the way it is.  But rather it was arrived at perhaps because a worker had sustained a horrific accident and was maimed or worse perhaps a fatality occurred which then shaped that utilities practice on a going forward basis.  The following are just some of the key issues arising out of a MAAD and each has definite safety implications:  

· Work Practices/Procedures – The method by which a specific task is completed.  This is key to the workforce, particularly the skilled trades within a utility.  This is so that workers performing a task in one geographic region are performing the same task in another geographic area with the same tools and materials.      

· Nomenclature – The names that are associated with electrical apparatus within a utility, including communication with the control authourity.  When workers from  utilities are intermingled they are also expected to communicate with one another.  With the absence of a single nomenclature, designers and planners, trades and control authourity staff may lead to a communication error with one another and could result in a serious accident.  

· Symbology – The symbols used in a diagram or a feeder print to depict a specific piece of electrical apparatus.  The symbology is critical as it often used by trades and control authourity personnel to trouble shoot an outage call or to isolate and then restore power to a high voltage cable or feeder.  

To give you an idea of just how difficult the above three critical items are to harmonize, we cite some anecdotal evidence.  As you know, the former six utilities in the 416 area code under went a forced amalgamation and officially became known as Toronto Hydro back on January 1, 1998.  To this day, none of the above three aspects of have been fully harmonized.  By some Toronto Hydro executives own estimations this could take decades.  During this transition, safety continues to be compromised.  In fact, several serious incidents and near misses have occurred and are well documented.

Relocation – The transfer of workers from one work centre to another.  Relocation is a necessary evil as a consolidated utility will try to reduce some of it’s overhead costs by closing down it’s smaller head offices and service centres.  However, the Board should not underestimate the extent of worker resentment on this issue.  Often it means much more than just a longer commute to work.  

The quality aspects of the skilled trades in the distribution system are often lowered as workers are relocated into unfamiliar service territory.  Response times to emergency situations take longer as workers are not familiar with city streets in a new service territory.  Whereas workers were once specialists and intimately knowledgeable of the intricacies of their distribution system, relocation often results in workers having to learn new distribution and construction schemes from scratch.  Again, a process which will take years to accomplish before they once again are proficient and expert on the new system as a result of MAAD. 

Reliability – The cornerstone of any utility is the dependability of it’s service.  Peoples tolerance to remain without electricity has been severely lowered in light of the historic August 14th. Blackout.  Reliability and cost of electricity are very important for ratepayers and fluctuate between being ranked number 1 or 2 depending on the poll.

Yet when utilities undergo a MAAD, reliability is one of the first indices to suffer.  The reasons are, in our opinion, as set out above.  As regulators you may take heart in the fact that a utility is achieving or even exceeding the Board’s PBR quality indicators, where in fact customer’s are experiencing increased outage times from what they were accustomed to prior to the MAAD.  This is especially the case within the first 3 – 5 years following a MAAD. 
Furthermore, because of pressures to make a profit, utilities now incorporate something called ‘risk management’ into their everyday running of the distribution system.  This leads to a trade-off where you have cost savings on the one-hand versus reliability.  One must suffer and you guessed it  - reliability.

So, if the bottom line for all this pain of LDC consolidation is to lower costs then we submit that the Board has missed the mark.  The fundamental role of any electric utility is  to ‘keep the lights on’ or as we in the business refer to it as ‘reliability’.  This is what’s important to electricity ratepayers.  In a recent pole prepared by the Accenture company revealed 55% of those questioned stated that they were willing to pay more for electricity if it meant reliability would be improved. 

Economies of Scale – According to the Board’s thesis, this can only be achieved from further consolidation followed by the rationalization of services.  One of the areas often cited as a beneficiary of economies of scale is purchasing.  The theory suggests that the larger the utility, the greater its’ purchasing power.  For example, instead of buying say, 100 transformers, the larger consolidated utility will buy 200 transformer and thereby exert greater pressure of the vendor to lower the per unit price of the transformer.

Unfortunately, the reality is very different.  In fact, purchasing has become a complete disaster in many consolidated utilities.  Any of the purported advantages are nullified because utilities are also trying to cope with the ‘just-in-time’ mentality for delivery of products coupled with the new mantra of minimal inventories.  These competing interests result in chronic material shortages and much down time as workers wait for the material to be located and/or sourced.  

Basic utility materials like cable, poles, connectors and transformers are in often in short supply.  If a severe storm passes through creating damage to the overhead plant, much of the regularly scheduled capital work is seriously delayed as the stock of materials is quickly depleted.  Workers are often forced to hoard and store materials throughout the city at various substations just to try and complete projects on time.

Safety

While ratepayers may be concerned with reliability and/or rates, for workers employed in the distribution sector, safety is paramount.  When utilities are amalgamated, safety becomes a confusing mish-mash of various practices and standards. Best practices or bench marking, more often than not, results in the lowest common denominator rather than the highest common denominator. We demand that the OEB include safety levels and criteria as a fundamental indicator of a utilities continued license to distribute electricity.  In the end, it’s not about who can do it faster to save money in the hope of lowering distribution and customer charges, but rather who can do it safest.  Efficiency should not be the only policy objective of the Board.

We recommend the OEB conduct an analysis of the electrical incidents/accidents involving workers and the public following a MAAD by consulting with the Ministry of Labour.

Demand Side Management.

As the current OEB regulations are written it makes no financial sense for any of the 90 municipal utilities in Ontario to truly encourage their ratepayers to use less power when it’s revenues are based on how much electricity it sells.  Also it makes no financial sense for LDC’s to invest in sophisticated technologies like “Smart Meters”, that can be used to reward homeowners for using electricity responsibly and during ‘off-peak’ hours, if it again means that it’s revenues will suffer. 

The pressure on a local distribution company’s bottom line, as you know, should not be under estimated.  Most municipal shareholders are using them as a steady revenue stream of cash.  Moreover, with the dramatic changes brought on by Bill 35, The Energy Competition Act,  local utilities were corporatized and operate on commercial footing.  Many of these same utilities were essentially forced to re-affirm themselves as “for-profit’ entities one year ago under the Tory government’s Bill 210.

As such, we recommend the removal of any rules or regulations that in effect financially penalize a LDC when they engage in energy conservation efforts. We recommend that local utilities be compensated for any savings resulting from their own investment and their customer’s savings stemming from its’ conservation initiatives.  To this end, the OEB does not to “re-invent the wheel” so-to-speak.  You need only look at how the Board regulates the natural gas industry throughout the province.  Electrical utilities should treated similar to the natural gas industry, where conservation is rewarded by the government providing funding to deliver conservation programs, compensation for lost revenues and so on.

LDC’s must have a clear role in promoting and delivering these conservation  programs.  This can only happen if they are rewarded, or at the very least not punished, for doing so.  The Board must eliminate the financial barriers that keep LDC’s from aggressively promoting conservation

Furthermore, the OEB must begin to reinstate energy conservation and efficiency programs with clear and realistic targets.  The best way to accomplish this is through publicly owned LDC’s.  After the crisis in California, the state government reduced demand by a full 12% in a single year by instituting the”20/20” plan.  To put this into perspective, 12% of the state of California electricity usage translates to  3600 MW of power, which is equivalent to the output of the Darlington nuclear station at less than one/tenth the cost.  The state authourity encouraged customers to reduce their power demands by 20% and the authourity then cut their bills by another 20%.  They also gave out 180,000 fluorescent light bulbs in low-income neighbourhoods, offered rebates on energy efficient appliances and brought in new insulation and building standards.    

There are some conservation programs that have worked in Canada too, like PowerSmart in British Columbia, and these must expand.  There must also be effective consumer education programs coordinated by the Board.

Furthermore, many LDC’s were able to control their electrical water heating loads  thereby enabling an LDC to shave their peaks and save energy during high demand periods.  The electric water heating control system has been essentially dismantled as a result of regulations introduced by the Board.  We recommend that this directive be reversed immediately  

Jobs

We must retain and expand the supply of decent, well-paying, unionized jobs in the electricity sector in the province.  Every day, thousands of women and men throughout the province of Ontario are on the front line, providing a vital service to our communities.  The cruel irony is that these workers are constantly under attack as the mania to do more with less is pushed down onto them.  

In the last decade more than 20,000 unionized workers were cut from the electricity sector in the province with more than 5,000 of those job cuts coming from various downsizings or ‘efficiencies’ in the distribution sector.  The significant contribution of these workers to the integrity and reliability of the various distribution systems throughout the province of Ontario was sacrificed for the sake of “efficiencies”.   The pattern of cutbacks, privatization and casual employment has been witnessed throughout the sector.   It is time once again for the Liberal government to support our jobs and to fight for public ownership of our basic community services, including electricity.  

This must include good jobs in the future from new energy conservation programs.  The current regulatory structure requires that LDC’s act solely as a ‘wires companies’ whose core business is to distribute electricity.  Thereby LDC’s earn revenue based on the amount of electricity sold and does not allow for the provision of conservation programs.  This has instead been left to the exclusive domain of a LDC’s retail affiliate companies or the private sector.  The electricity distribution sector must once again become a “career of choice” for Ontario’s youth.

Conclusion

CUPE members throughout Ontario can be very proud of the historic struggles to protect public power in the past decades.  Unfortunately, those struggles are not over yet.  Electricity is a fundamental human right and like every other human right, we must fight to ensure that is enshrined in our laws and accessible to all of Ontario’s citizens.

Restructuring by means of the Mergers, Amalgamations, Acquisitions and Divestitures will inevitably lead to contracting out and privatization by piece meal.  Also, utility consolidation will lead to even more job loss and inefficiencies in the short term and in the longer term it will lead to at best an uneven quality of service than what ratepayers had come to expect prior to these changes taking place.  This will be the case for decades to come.

The only course of action is to stop the destruction of this once wonderful service.  We call on the Ontario Energy Board to halt any further MAAD, and instead revert and organize local distribution companies to their original non-profit status as Sir Adam Beck wanted.
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Bruno E. Silano 
Dharam Boodhoo
Antoni Shelton
Shelley Gordon

President,

Co-chair

Executive Assistant
Researcher

CUPE Local One
EUWCC

CUPE Ontario
CUPE National

Toronto Hydro workers 


Page 9

