February 13, 2004

Ontario Energy Board

P.O. Box 2319, 2300 Yonge Street

26th Floor

Toronto, ON  M4P 1E4

Attention: Paul B. Pudge, Assistant Secretary

Dear Mr. Pudge:

Re: RP-2004-0020

The challenge I face is to have this submission read, as it is assembled, with a great deal of frustration and with 44 years of experience in this industry; private, public and semi-public, as it is now.  We have prepared reports before and only the MacDonald Committee listened.  Needless to say, we would not be in the position we are today had the MacDonald Report been accepted.
Perhaps the following analogy will put our industry into perspective:

Today, I feel as though I am playing on a challenged hockey team.  Certainly, the Board of Governors has never played the game but have foot the bill for the losing team.  The coach has never played the game, the assistant coaches have some bench experience; however, never been on the line to take the hits, the players all speak different languages and the goalie is the LDC.  The goalie is restricted in movement by the rules, policies and ever increasing stress by his players.  Because of the confusion and the fact that he has difficulty in moving because the coaches have provided him with a helmet that is too big, falls down over his eyes, thus restricting every next move.  In fact, in all of the confusion, his players are now not shooting at the opponents net, but at him.  Behind the goalie is the net, the customer.
What does the LDC have, the customer, because without the customers, no one gets paid.  We are the last bit of protection or hope for the customer because all of the players are out skating around fiercely trying to hog the puck and be the game hero.  The spectator is out there chanting and wanting affordable and quality performance, reliability that the game will be played on schedule and the ability to watch the game when they want.

The spectators want a team that will win.  Forget the fighting, play the game to simple rules that they can understand and will benefit all fans including everyone (residential, small business, medium and large industry) as one team.  Ontario, must win the game for everyone’s benefit, not just a select few.

Having painted the picture and for how I view our industry, I submit the following:
I have read several reports on how other jurisdictions have set up their industry and I have also read, with great interest, the DEEP Report that has addressed many issues.  Ontario is not the U.S.  For the most part, we have a different population density.
I really feel, especially in Ontario, that reports are purely political, not wanting to hurt anyone’s feelings in fear of repercussion from superior levels.  This is the way I see it.

To begin with, the customer is completely forgotten.  Each party appears to be addressing their own issues to protect ‘their own turf’ and, in many cases, expand it and make an extra dollar.  In that the customer, in most cases, is also the shareholder, as he/she is the taxpayer, we have to listen to their needs.  Without customers, one does not have a very viable business as there is no revenue.

What, then, does the customer want?

1. A safe system.

2. Affordable electricity.

3. An efficient system (they are furious with unaccountable administration).

4. Reliability.

5. Availability.

6. Customer service.

I would think the Government should want the same to get the customer/taxpayer off their back.  In addition, they have the Ontario Hydro debt plus the new debt being incurred on the system that they must repay.
Let’s look at a few basics.

1. Why then are we in a problem?
It is quite obvious if a business such as a monopoly business does not perform, it is a reflection of management and policy.  When the light came on to say there was a problem, the solution was to through the baby out with the bath water, both good and bad.
2. Why are we having an entire industry problem?
First, the Government did not listen to the recommendation of the MacDonald Report.  Someone knew better.  Would we be in the predicament today if we would have initially tackled generation and not tried to do the whole market at once?
3. Is the major problem not the commodity, availability and cost?  Why?
Management and political interference.  I might also say perhaps at times Ministry against Ministry (i.e. labour and environmental regulations) has added to the costs.  In some cases, management had their hands tied by one ministry or the other.  In other cases, it was plain mismanagement.
If you were building a house, you would get bids on the materials, know your prices and order the material.  Presumably, a wise builder would buy the best product at the best price.  If he is short of a board, he then goes to the local merchant and purchases the board at the market price, without the discount.  It does not appear that way in the electrical market in Ontario.  We will pay suppliers a higher price than they quoted.  This analogy is oversimplified but the point is we should buy power at a fixed contract bid price.  This should at least give us product price in advance, if we had a combination of some long and short term contracts.

To design a market based on someone that has already fallen off of the cliff is not the wisest choice.  We should design our program on basic business principles.
4. There are now new inefficiencies entered into the system since Market Opening that must be addressed.  What would I recommend we do about it?
The first, essential thing is remember the ‘KISS’ principle.  The system must be simple and not complicated.  It should be accountable, reliable, efficient, available and affordable.

As the expression goes, without trying to put all of the toothpaste back into the tube, the following are some basic opinions in each sector.

Generation
· New generation – investors want:

· Stable and guaranteed market.

· A minimum price to accomplish return on investment.

· Accessibility to the market.

· Set price mechanisms (i.e. how one is to bill for the commodity [demand and energy]).
· The OEB should set a premium price (for example, 20 years) for new generation that would recover development cost with an inflating index tied to the cost of living for operating or agree to purchase new generation at a premium for the period to cover new generation capital.

Existing Generation

There is a suggestion that OPG should be split up.  I would suggest that plants be costed independently of one another and in competition with one another for the lower price.  But first, we must decide on what performance basis you want to judge one to the other.  Profit or cost of KwH for generation.
This is where the government has to make a decision.  If the decision is profit, no doubt the plant will drop in reliability.  Again, this is a management decision because they can have a Cadillac where a good Chevrolet would suffice.  It would appear that perhaps OPG has had some problems as to what the shareholder wants.

The customer wants power at an affordable cost and they want to know what they are going to have to pay for it in advance of using it.  Industry needs this if our industry and Province is to grow.

IMO
I see the IMO as purchasing power for the Province at the best price but through long term and short term contracts, forecasting with LDC inputs.  The hourly varied price concept is not to the customer’s benefit.  The OEB could define the parameters respecting the portfolio mix and such details as:

· Minimum percentage of contracted supply

· Renewable supply percentage

· Adequacy obligation

LDC’s could contract for supply from the IMO and it would be up to the LDC to not to supercede their estimated forecast or be penalized by purchasing the surplus at the spot market.  An incentive could be given for purchasing below the forecast amount.  This poses a problem as the commodity is a pass through.  To overcome this, a demand rate may be required to offset the cost of peaking to the utility and the customer.  I am sure this process can be rationalized to everyone’s mutual benefit.
OEB

In addition to the LDC purchasing their requirements, the LDC should have the opportunity to purchase power from other generators, thus enhancing Ontario’s supply.  In addition, the LDC could possibly utilize new local generation, reducing transmission requirements.
Looking at various definitions of ‘efficient’, we found the following:

a. Acting or producing effectively with a minimum of waste, expense, or unnecessary effort.

b. Exhibiting a high ratio of output to input.

(The American Heritage Dictionary of the English Language, Fourth Edition)

Causing effects; producing results; that makes the effect to be what it is; actively operative; not inactive, slack, or incapable; characterized by energetic and useful activity; as, an efficient officer, power.

Webster’s Revised Unabridged Dictionary, 1996, 1998

1. Being effective without wasting time or effort or expense;

2. Able to accomplish a purpose; functioning effectively;

WordNet 1.6, 1997 Princeton University
The Ontario Energy Board must be a great deal more cost effective.  The cost that the OEB is adding to the LDC’s far outweighs any benefit.  This is, without a doubt, driven by political pressure.  LDC’s are being stripped of being permitted to manage its own affairs to the benefit of the shareholders and the large majority of the customers.  Restricting or interfering with customer deposits was irresponsible.  Leave the LDC run its own operation to meet local needs.  Some utilities may or may not require deposits but at the most, it is only collecting cash in advance before the product is used as we do at the gas pump.

The continual requirement of reporting and simultaneous reporting of different reports has done nothing but add to the stress and staff workload.  At one time, management could work 7-8 hours per day.  Today, due to rules, regulations and reports, the work week becomes 60 to 70 hours.  
What has the customer gained from all of this?  Absolutely nothing.  This is partially due to direction of the Government and partially due to the fact that the OEB has become a self-serving albatross as they attempt, in a short time frame, to learn the electrical distribution system in Ontario.
When I complained of the six-hour power interruption to 10,800 of my customers, the response I received from the OEB was that the file was being closed as Hydro One had taken adequate action.  Millions of dollars are being spent and nothing about the concern of outage time, in the event of equipment failure.  If we were to send the ten copies required of our Conditions of Service to the OEB every time the OEB changes the rules, we would be cutting half of the trees in Algonquin Park.  There is absolutely no need for a heavy handed approach.  We had three complaints from the OEB in that past two weeks; one was actually directed at Hydro Ottawa for no billing, and the other two were intended for Hydro One.  In my opinion, if the responsibility for service was placed on local Board of Directors, rather than the OEB, these concerns would be attended to far more promptly and efficiently.  There appears to be little value to the customer.  In the old Ontario Hydro controlled world, these calls never existed.  We must bring normality and common sense back to the industry.

When one looks at the definitions of ‘efficient’, the OEB has done nothing but add to cost and created an unlevel playing field.

Transmission
This must be separated from the distribution wing of Hydro One if we are even to get any sense of a level, transparent, playing field.  EDA may have down listed it on priorities; however, a major concern is transparency.
Rationale for Number of Utilities

Much has been said about the number of LDC’s.  “If it is not broken, don’t fix it.”  Any amalgamation must be voluntary, provide added value, reduce operating costs, increase the level of service and, above all, must meet customer needs.  The majority of utilities, including Ottawa River Power Corporation, have accomplished the following, compared to large utilities:
· Lower rates (see Schedule ‘A’ of Addendum)

· Better service

· Better reliability

· Availability from both customer service and supply

· More advanced customer programs
· Providing local employment

· Providing dividends to local downloaded municipalities

When utilities are too large, they tend to become inefficient with slow decision making and create make work projects within a built empire.  The smaller utilities are much more accountable to the customer.  Some utilities have only one or two employees, but are supplying that community with every need they seek in an efficient manner.  Simultaneously, these utilities are also providing, at a much lower operating cost, local employment.  The MacDonald Committee recommended wall-to-wall utilities, thus eliminating Hydro One.  This still has a great deal of sense for the majority of Ontario.
Unfortunately, common sense appears to not prevail.  We had a Tim Horton’s franchise which Hydro One built a $200,000 line to supply which was across the street from our three phase supply.  In fact, it cost more to change one joint use pole to service the building than it would of to supply the transformer and services by ORPC.

Hydro Debt

This is the debt of our Government.  In the scenario of Hydro One distribution, if the asset were transferred to the prominent LDC in the area will perhaps reduce the Provincial responsibility by transferring the liability to the LDC.  The Government would recoup that funding over 20 years as a receivable and perhaps show a better financial position, plus receive additional PILs.
Any rationale for amalgamation must be based on customer benefit.  To have Hydro One assume small utilities would be a catastrophe for the customer.  Experience has proven this fact.  In most cases, the LDC is an asset to the municipality.  It is the only the municipal asset that stands to make a return on the investment as roads, recreation, sewer and water do not.  This continued revenue, although from their taxpayer, is helping to offset other continued downloading.
Local utilities continue to represent the customer and, may I repeat, without the customer, you do not have a business but a lot of stranded assets.

In summary, the previous Government jumped off the cliff without checking the depth of the water.  They broke their necks.  Please check the water before making another attempt.  This subject does require a lot of consultation, but the customer must be kept in mind because s/he is the voter.  Every phase, from the Ministry to the OEB to the LDC must be reviewed.  New and changing policy has certainly added cost to the Customer cost.

It is time we put it right as all the changes have certainly not improved the delivery system.  Any changes must be value added.

I often feel that consultant reports to the Government are what they feel the Government wants to hear.  My apologies; however, I think this report is what the Government should hear to make things right.
Respectfully submitted,

Murray L. Moore, President

Ottawa River Power Corporation

283 Pembroke Street West

P.O. Box 1087

Pembroke, ON  K8A 6Y6

Email:  mlmoore@orpowercorp.com
Fax:  (613) 732-9838

MLM/mtd
Attach.

Cc:  Honourable Dwight Duncan, Minister of Energy

ADDENDUM to RP-2004-0020

 Review of Further Efficiencies in the Electricity Distribution Sector

February 13, 2004
In the few hours we have been given to comment on this background to the Board Staff report, we wish to submit the following comments:

In the distribution sector, it is assumed by the staff of the Ontario Energy Board that ‘bigger is always better’.  This is not necessarily the case.

In this world of competition, may I suggest that there is really no size that is necessarily better.  The bigger a company is, the larger the problem and more people are affected by those problems (i.e. Ontario Hydro).  I realize that other countries have been viewed as examples; however, to prove my point, business is business.
· To date, Walmart in Canada has been successful.

· Eaton’s, The Bay, Kmart, Zellers, Enron and other large franchises have failed.

· Small, independent retailers have survived profitably and others have failed.

The major challenge that I see for the LDC’s is to educate the regulator.

‘The proof is in the pudding’.  The attached Schedule ‘A’ indicates a rate comparison which exemplifies this utility’s performance as far as costs are concerned in the Province of Ontario.  Size is, quite obviously, not a prerequisite for efficiency.  The rates of even smaller utilities are excellent.

Your report has the mission to recommend further efficiencies in the electricity sector.  We beg you to look at the Key Result Areas or the Key Indicators; price, customer service, customer satisfaction, reliability, availability and customer value.  Unfortunately, it appears we are all being painted with the same brush.

If the number of LDC’s are reduced, where then is the competition?  In the distribution sector, how would we know if Utility ‘A’ is out of line?  Indicated on the attached Schedule ‘A’ are the rates of other utilities that we are currently competing with to be better than.  Ottawa River Power Corporation knows very well how it competes in service.  We operate a “fire truck” service.
Presently, our major increase in operating cost is largely due to the Ontario Energy Board and the reports and changes we are required to provide to educate the OEB staff.  They should be well informed of every aspect of the electricity industry and not assume that every off-shore jurisdiction is necessarily in a better operating position than Ontario.  I classify the OEB in the class of ‘Uncontrollable Structural Efficiency’ as listed in your report, Ontario should lead, not follow.

Of interest was Section 3.3, paragraph 3 on page 13 of your discussion paper, 

“Some of the barriers that may impede the adoption of efficiency enhancing initiatives are:

· non-economic objectives such as local control;

· absence of discipline applied to under-performing distributors and managers; . . .”

I would suggest that one look in the mirror and look at all utilities.  What has happened to the big utility?  Who has to come to the rescue now?  The majority of, if not all, small utilities are performing to very high standards while, at the same time, utilizing technology to the maximum benefit of their customer.

I now refer to Section 5, page 18 of your discussion paper (Policy Objectives and Valuation Criteria).  Of the six stated objectives, Ottawa River Power Corporation has excelled in
all six objectives.

· Ottawa River Power Corporation has facilitated new generation.

· Ottawa River Power Corporation has provided access to generation, to date, at our cost.

· Ottawa River Power Corporation has had the best interest of our customers and consumers in mind with respect to prices, reliability and quality of service.

· When addressing our issue regarding reliability with the Minister of Energy and the Ontario Energy Board, we received a response from the OEB stating there were no guidelines for transmission response.  It is unthinkable to fathom that a six-hour response from Hydro One is satisfactory.

· Regarding economic efficiency, generation, transmission and distribution, we are bound by specific codes but we do push for separation of transmission from HONI distribution.

· With respect to maintenance, our service, reliability and availability proves our competency.
· Regarding efficiency, as mentioned earlier in this report, Ottawa River Power Corporation is a leader in attempting to partner to provide our customers with the tools to acquire maximum efficiency in operation, DSM and DR.

In response to the Discussion Paper’s specific questions:

6.2 - 
Incentives

PBR may be expanded to reward LDC’s for DSM and DR performance.  Do not over regulate this.  This has a detrimental effect.  It must be kept in mind that efficiency is “when you get out more than what you put in”.
6.3 -
Load Serving Entities

If a local utility is permitted to purchase power locally, at a better price than the IMO, it should be acceptable.  These contracts should not necessarily be at the Ontario Market Base Rate.  Other than that, I feel the IMO should be the supplier of all electricity not contracted for or default supply.  LDC’s already exist; they have the tools, allow them to perform their job.

6.4 -
Distribution System Planning

Common sense, not rules and boundaries are the key to efficiency.  Ottawa River Power Corporation had a case where we supplied a customer as it saved Hydro One a minimum of $40,000.  In another case in a different municipality, Hydro One paid approximately $200,000 to supply a single service where we could have served the customer for $10,000.

6.5 - 
Technological Innovation

Our system on the 44, 12.4, 4.16 KV system is SCADA controlled, remote meter reading for quicker control.  We also have load management in place.  We are just waiting for the rules to be clarified in order that we may once again utilize this system for the benefit of our customer, shareholder and Province of Ontario.
Once again, it would appear that incorrect assumptions are being made.  I would encourage your staff to visit the Ottawa River Power Corporation to see how we operate.  We currently provide billing services for an additional 4,000 + customers.  We would like to expend our IT services to others but; unfortunately, we are restricted by rules.  We are certainly available to assist other utilities in construction projects or in emergency situations.  To our mutual benefit, we assist others with accounting and design questions.

In summary, the staff of the Ontario Energy Board has to know the picture of the electricity system in Ontario before making recommendations that, in turn, affect our customers.
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