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February 11, 2004.

Ontario Energy Board

P.O. Box 2319

2300 Yonge Street, 26" Floor
Toronto, ON M4P 1E4

To: Peter H. O’Dell, Assistant Secretary

Re: Ontario Energy Board (OEB)
Consultation re: Further Efficiencies in the Electricity Sector
RP-2004-0020

On January 21, 2004 the Ontario Energy Board (OEB) issued a notice of consultation to further review
efficiencies in the electricity distribution sector. One of the elements addressed in this notice was the
consideration of further consolidation of local distribution companies (LDCs) in the Province of Ontario.
There are currently 95 of these.

This letter is a submission by the Midland Power Utility Corporation (MPUC) stating the concerns of the
MPUC regarding the potential negative effects of such further consolidation upon the general
distribution of electricity, upon the efficiency of LDCs as they currently run and, most importantly, upon
the service being provided to the customer to whom services are ultimately delivered. This summary is
also intended to highlight some of the existing efficiencies currently realized and enjoyed by MPUC
customers as a result of having a local distributor.

1 Exiging Efficiencies Redlized Through MPUC Operding as a Private Business

1 MPUC expenses have decreased 8 per cent in the year 2003 over 2002 and a further
decrease in budget of 2 per cent is anticipated for the year 2004;

2. MPUC has arranged to share inventory with neighbouring LDCs,

3. MPUC has arranged with Barrie Hydro to share on-cal services with the Town of
Penetanguishene. MPUC provides service work and meter ingtdlationsfor Barrie Hydro.
MPUC aso provides metering services for the Tay Hydro Electric Corporation. MPUC
has arranged to work co-operatively to attain economies of scae with LDCs,
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MPUC isamember of the Cornerstone Hydro Electric Concepts Association Inc. (CHEC
Group), an organization which shares resources and expensesretraining and proceduresin
order to reduce costs per LDC and time spent by each individua LDC on these matters.
Co-operative ventures have effectively reduced the administrative burden on the OEB, for
example, thejoint filing of “ conditions of sarvice';

MPUC, as a matter of policy, continuoudy looks for more ways to gain efficiencies and
reduce costs for its customers.

Waysin Which MPUC isin a Unique Postion to Provide Efficient, Effective, Locd Service

1.

Response time re power outages is immediate because of MPUC's location and
particularized knowledge of the resdential and industria needs of its customer base;

Where servicelayouts and ingpectionsare required, loca ectriciansare ableto obtainthe
same within a maximum of five working days of thar origind request;

Locd contractorsand devel operstypically have new services connected within three days
of the issuance of a connection permit from the Electrical Safety Authority;

MPUC provides servicesto charitable organizations re decorative lighting indtdlations at
Chrigtmas, and banner ingdlations for various specid occasions and events, dl of which
maintains, supports and solidifies the business reaionship between MPUC and its
customer base;

Mutua knowledge of MPUC, its aff and employees of the resdentiad, commercia and
indugtrid communities crestes solid lines of communication which are abasic requirement
for efficiency during blackouts or other power irregularities;

Large industrid and commercid customers can be notified by e-mail and conference call
with respect to possible variationsin voltage that could affect their production, ie. during the
recent genera power blackout in the late summer of 2003, MPUC participated in
conference cals with the LDC sector in order to obtain red time information. These
vauable updateswere then passed dong to MPUC’ sindusdtrid customersimmediately, so
that decisions could be made on whether shifts should be brought on or not, the timing for
bringing power back on and, over the immediately following week, the process for
restoring fullest eectricity service.

Service Concerns Over Further Consolidation
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Thelossof control over customer basewould, in the view of MPUC, conditute theloss of
the service attributes set out in article 2 above;

The quick response times referred to in article 2 are not being enjoyed by dl dectricity
cusomersinthe Province of Ontario. MPUC often fields calsfrom Hydro One customers
who cannot reach Hydro One for information with respect to power blackouts or obtain
written responses to their correspondence;

The shareholder of MPUC isthe Town of Midland, giving the municipa Council avested
interest in the provison of eectricity servicesto voters/customers and cregting a synergy
between the municipdity, MPUC, and customers, dl of whom resde in the same
municipdity, toward the same god - the efficient and safe provison of dectricity. MPUC
hasavery red concern that any movement of the political base of ownership of theLDC to
another location would, of necessity, result in less distributor based serviceto the usersof
eectricity in Midland than to the users of dectricity located closer to the base of ownership
of any other entity;

Although it may be consdered by some to be a"soft" factor, the consumer desire for a
local connection is a very ed one and does in fact result in fewer time- consuming
customer complaints and collection issues.

Concerns of the Shareholder (The Town of Midland)

1.

Further consolidation removing MPUC from control in the Town of Midland would
condtitute the loss of a performing asset by the municipdlity;

The municipdity would lose asgnificant local employer if the MPUC were removed from
the Town of Midland,

A very red concernfor the Town of Midland re consolidation would be the ultimate loss of
potential manufacturing and industry customerswho provide essentia loca employment to
the Town of Midland. Businesses, when assessing location, look to communitieswhich can
provide reliable dectrica service as one of the essentid factors in making their find
decison. Intheevent that thereisnoloca connection between the distributor of dectricity
and the customers located in the Town of Midland, prospective new businesses will be
reluctant to locate in acommunity that may be the last to be served, not only inthe event of
crigs, but with respect to ongoing ingtdlations, ingpections and contracting work. The
Town of Midland isavitd community with abroad ranged commercid and industria sector
which requiresitsown integrated system for the distribution of dectricity and whichwill not
effectively function asasadliteto alarger centre which smply does not have the interests
of the Town of Midland and its eectricity consumers as a priority;



Building contractors, developers and commercid eectrical contractors look to the

infrastructure of any community asasgnificant factor in making decisions asto whether to
undertake significant projects. The presence of alocd, informed and responsive power
utility corporation is one of these factors.

Generad Condderations

1.

Thedectricity generation and distribution system has undergone massive changes over the
last fiveto six years. MPUC suggeststhat, asin any industry, for oursto have credibility it
must be stable. It is suggested that now is not the time for further wholesale change;

The Province of Ontario dected to divest itsdf of full control of the production and
digtribution of eectricity in order to take advantage of the wisdom of the free market, in
other words, to let business decisions be made by businesses. This was, in part, the
purposefor the creation of individua LDCs. LDCshave been given severd opportunities
to consolidate if they saw fit from abusiness point of view. They continueto be freeto do
S0 if they so wish. At this point, to create mandatory regulations compelling independent
businesses who are operating on an increasingly efficient basis to consolidate, would be
completely contrary to the basic theory of the origind deregulation, which wasto dlow the
efficiencies of the market to ultimately benefit dl;

Part of the OEB's mandate and the philosophy of MPUC isthat the efficient provison of
electricity and customer service are primary goas. MPUC has driven to creete locd
relationships with loca businesses and residents and understand their unique needs on an
ongoing basisin order to satisfy and reach thesegods. Thiswill not be possibleif thereare
five or gx large LDCs in the Province of Ontario, the centres of which are hundreds of
miles away from the customers,

An MPUC being owned by the Town of Midland to serve the customersivoters of the
Town of Midland, iscontractudly, politically and commerciadly compelled to provide good
service, whereas an absentee owner/distributor would not be so compelled and could, in
fact, not help but view the provison of dectricity services to Midland as a secondary
priority to those customers closer to its centre of operations,

The generd argument that economies of scale are served by an increase in Sze is a
dangerous generaization which needs to be proven in fact in each and every case before
financid decisons are made on this basis. Hydro One, for example, which suffers from
sarvicedifficulties, the debt retirement charge, and theinefficiencies suffered from having to
serve remote locations does, in itsdlf, disprove this case. Contrary to studies that may
show that an increase in Size creates cost efficiencies, the fact remainsthat the two largest
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L DCshavethe highest ratesand haveyet to prove those efficienciesin the new deregulated
market. Infact, the efficiencies provided by anincreasein Szearelost by organizationsand
bureaucracieswhich becometoo large, creeting ascenario wherein itismuch more difficult
to hold individual s accountable and to keep track of the use/misuse of fundsfor the benefit
of the end users of any service. One of OEB's Sated godsisto set "just and reasonable
rates'. Thetwo largest LDCsin the province have the highest distribution rates;

Capitd costs have been spent by existing LDCs based on the concept that they would
continue to exist and function. It is not gppropriate or Satistically accurate to assessthe
efficiency of exigting LDCsimmediatdly after having made such capital expenditures,

It does not make sense to assess the efficiencies of LDCswithout taking into account the
bureaucratic aberrations under which they currently function. For example, LDCs are
responsiblefor collecting 100 per cent of the debt to the system for providing dectricity to
end users, but are only credited with approximately 20 per cent of the revenue from these
collection activitiesand are not credited in any meaningful way economicaly for thiswork;

Any proposed rationdization should only take place if it can be actualy proven to make
economic sensg, if it can be shown to improve customer value, and if it is made on a
voluntary bass by any LDC wishing to do so. Thiswould be in kegping with the origina
theory of deregulation, being that businesses will make good decisonsin their own self-
interest. Let the efficiency of the marketplace work. MPUC is aware that there are
efficiencies to be attained in the marketplace and through good business practices are
working to attain these efficencies. If rationdization is the ultimate god, then let the
marketplace be the source of those efficiencies,

Any change considered by the OEB should clearly be one that leads to further industry
gability and does not raise further questions,

One of the mgor reasons for the OEB impetus for further consolidation is that the OEB
does not wish to handle the administrative work of dealing with 95 LDCs. One practica
solutionto thisisto smplify deregulation or to usethe so-cdled"light handed” gpproach. A
magor efficiency could be achieved by reducing the paper/reporting work required by
LDCsfor multiple ad hoc (and sometimes overl goping) functions. Thereisno question that
LDCsmust be accountable, however, they could, asan dternative, report annualy to their
customers on important service areas and compare the same to other LDCswith respect,
for example, to rates, responsesto serviceinterruptions, timeto completelocates, and time
to respond to information requests. Most customers do not read large compendiums of
datidicd informationin any event, and would receive much more va ue from this gpproach.



-6-

The foregoing is a genera summary of the response of the MPUC to the suggestions by the OEB that
further consolidation be consdered. MPUC takesthe view that consolidation should berationa, and that
the decision to further consolidate by any L DC should be acommunity based decison thet in theview of the
LDC and its owner will in fact achieve further economies of scae without compromising rates and the
quality of the service, the provison of which isits main purpose for being.

Respectfully submitted,

David Winter, President
Midland Power Utility Corporation



