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Hamilton Chamber Of Commerce 
Policy Recommendation: Electricity Distribution and Economic Development in City of Hamilton New Business Parks
Issue:

Electricity distribution rates in the City of Hamilton’s new business parks – Ancaster, Airport and North Glanbrook Business Parks – and the new Airport Employment Growth District are higher than the City’s other business parks. 
The new business parks are all served by Hydro One Networks Inc., the provincial government-owned electricity distributor, rather than Horizon Utilities Corporation, the distributor owned by the City of Hamilton (and the City of St. Catharines). (See Appendix 1 for a map of the business parks and the boundary between Hydro One and Horizon).

In addition to the unnecessary duplication of effort from having two distributors serve the same city, the application of Hydro One’s higher rates in these business parks increases the cost of business in Hamilton and weakens the locational attractiveness of Hamilton for businesses compared to other municipal jurisdictions in Ontario. (See rate comparisons in Appendix 2). The rate differentials are attributable to Hydro One’s higher costs of operation compared to Horizon. (See controllable costs comparisons in Appendix 3).
Background: Context for Horizon Acquiring Hydro One’s Service Territory in Hamilton

Since 1999, Horizon has sought to acquire the Hydro One Networks’ assets and customers in the whole of the City of Hamilton, but Hydro One has refused to entertain negotiations. Hydro One’s policy on divestment is focused on avoiding “stranded costs” and prefers not to sell assets and customers without first acquiring offsetting customers. (See Attachment 3: Hydro One Networks Distribution Rationalization Strategy). 

While Hydro One Networks did buy a large number of utilities during the commercialization of the sector in 1998 to 2000, it has not been successful since in large part because its costs and rates are higher. (See rate cost comparisons in Appendix 2). In the case of Hamilton’s business parks, stranding of assets would be minimized if Hydro One divested because, with the exception of the Ancaster Business Park, the lands are largely undeveloped. These lands, while rural in character, are now part of Hamilton’s “urban” official plan, having previously been in its “rural” official plan.
Hydro One came to have its presence in the City of Hamilton – now estimated to be 30,000 customers – because Ontario Hydro, its predecessor, was the service provider in most rural municipalities in Ontario. In Hamilton-Wentworth Region, prior to the amalgamation of the former lower and upper-tier municipalities into the new City of Hamilton in 2000, Ontario Hydro served all of Glanbrook and most of Ancaster and Flamborough. 

For its part, Horizon serves the City’s pre-amalgamation urban communities, namely the former City of Hamilton, the City of Stoney Creek, the Town of Dundas, the core area of Ancaster and the Waterdown and Lynden portions of the former Flamborough Township.
 While Ontario Hydro had a legal requirement to pass customers or service territory to the former Hamilton Hydro under the laws governing Ontario’s “public” utilities, Hydro One has no such obligation to Horizon under the Ontario laws governing “commercial” utilities. (See explanation of the two governing frameworks in Appendix 4).
The immediate concern of the Hamilton Chamber of Commerce is the cost of doing business in Hamilton’s new business parks and how it impacts the attraction of new businesses. Based on the rate comparisons in Appendix 2, customers locating in these business parks could be served at lower costs by Horizon. Moreover, the relatively undeveloped nature of the business parks suggests Hydro One could be fairly compensated for the assets and customers without significant and unresolved stranded costs. 

RECOMMENDATIONS:

The Hamilton Chamber of Commerce recommends that the Government of Ontario direct Hydro One Networks Inc. to divest its distribution assets and customers in the City of Hamilton’s new business parks to Horizon Utilities Corporation to assist in the rejuvenation of the economy in Hamilton, and more specifically that:
1. Horizon Utilities Corporation acquire Hydro One Networks’ distribution service territory and customers in the Ancaster, Airport and North Glanbrook Business Parks and the Airport Employment Growth District with the purpose of lowering the cost of business in Hamilton and, in the result, become the Ontario Energy Board licensed local electricity distribution company in place of Hydro One Networks. 

2. Hydro One Networks Inc. divest its service territory in the City of Hamilton’s new business parks, which are all now within Hamilton’s “urban” rather than “rural” official plan boundary and adjacent to or in close proximity of Horizon’ service territory, to Horizon Utilities Corporation, with Horizon providing reasonable compensation to Hydro One Networks.
3. Hydro One Networks’ transfer of assets, customers and licences to Horizon Utilities Corporation occur as soon as possible because the new business parks and employment lands in the City of Hamilton served by Hydro One Networks are currently largely undeveloped, meaning these portions of its service territory have few customers, and thereby would result in minimized stranded costs in a divestment by Hydro One Networks.
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Appendix 1: New Hamilton Business Parks and LDC Service Territories
NB: Black line is Horizon’s service territory boundary.

[image: image1.png]



Appendix 2: Rate Comparisons – Hydro One Networks and Horizon Utilities
Most Ontarians would not be aware that electricity distribution rates differ dramatically across Local Distribution Companies (LDC), and these differences are particularly significant for commercial customers. While transmission charges for customers are roughly the same across LDCs (since Hydro One is the transmitter for almost all of Ontario’s LDCs), distribution only comparisons reveal the significance of the rate differences. 

Table 1 below compares five typical customers – four commercial and one residential – for Horizon and Hydro One. Brantford Power and Burlington Hydro are included for added validity to the higher rates of Hydro One. When transmission is included with distribution, the total bill percentage difference is lessened, but the cost difference is still a significant cost of doing business.
Table 1: LDC Rate Comparisons
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(distribution and transmission tarrifs only)
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Example 1: Small Commercial 13,000 kWh  GSe (G1)   GSe (G3)   UGSe 

Distribution Cost 92.96         56.76         196.79        514.50         517.15         291.45         

Transmission Cost 219.47       247.89       228.60        200.16         200.16         203.00         

Customer Cost (Monthly) - delivery only 312.43       304.65       425.39        714.66         717.31         494.45         

Example 2: Light Manu. 350 kW, 40,000 kWh  GSd (G1)   GSd (G3)   UGSd 

Distribution Cost 554.54       682.43       1,008.22     n/a  3,415.54      2,633.65      

Transmission Cost 1,496.96     1,677.71     1,825.62     n/a  1,129.86      1,164.86      

Customer Cost (Monthly) - delivery only 2,051.50     2,360.14     2,833.83     n/a  4,545.40      3,798.51      

Ex. 3: Mid-size Manu. 1,000 kW, 600,000 kWh  GSd (G1)   GSd (G3)   UGSd 

Distribution Cost 1,116.14     1,405.75     2,745.21     n/a  9,669.84      7,470.30      

Transmission Cost 7,567.09     8,083.20     8,501.05     n/a  6,577.90      6,677.90      

Customer Cost (Monthly) - delivery only 8,683.23     9,488.95     11,246.26    n/a  16,247.74    14,148.20    

Example 4: Manuf. 3,000 kW, 1,800,000 kWh  ST 

Distribution Cost 2,844.14     3,631.35     8,089.81     1,790.43       n/a    n/a  

Transmission Cost 22,701.27   24,249.60   25,503.15    25,841.37      n/a    n/a  

Customer Cost (Monthly) - delivery only 25,545.41   27,880.95   33,592.96    27,631.80      n/a    n/a  

Example 5: Residential 1,000 kWh R1 R2 UR

Distribution Cost 25.09         22.96         30.00          53.38           88.99          44.66          

Transmission Cost 18.03         19.97         18.26          17.54           17.24          17.32          

Customer Cost (Monthly) - delivery only 43.12         42.93         48.26          70.92           106.23         61.98          


Source: Ontario Energy Board 2010 Rate Orders – See Attachment 2 and 3 for excerpts. 

http://www.oeb.gov.on.ca/OEB/Industry/Regulatory+Proceedings/Applications+Before+the+Board/Electricity+Distribution+Rates/2010+Electricity+Distribution+Rate+Applications
Notes on rate calculations in Table 1: See Attachment 1 for the detailed rate calculations.

Notes on Hydro One Networks’ rate categories: G1 – General Service single-phase power; and, G3 – General Service three-phase power); GSe – General Service Energy billed; UGSe Urban General Service Energy billed (areas with contiguous groupings of 3,000 customers and 60 customer per kilometre); GSd – General Service Demand billed; UGSd – Urban General Service Demand billed; ST – Sub-transmission – customer has more than 500 kW of average monthly capacity and the customer owns the transformation equipment); R1 – Residential High Density (more than 15 customer per kilometre); R2 – Residential Normal Density (less than 15 customer per kilometre, but where the customers are full-time residents they would receive Rural and Remote Residential Rate Protection, bringing the rate down towards the R1 rate); UR – Urban Residential (areas with contiguous groupings of 3,000 customers and 60 customer per kilometre).
Example 1 represents the profile of a sizable small business (13,000 kWh), such as a corner store with extensive refrigeration and lighting. Customers under 50 kW customers are energy-billed (kWh) rather than demand-billed (kW). In this rate category, Horizon’s distribution rate is approximately $93 and Hydro One’s normal distribution rates are over just over $500, and just under $300 in urban areas. The urban rate would only be applicable, possibly, in the Ancaster business park, where there the urban density criterion may be met, and not in the other new business parks.

Example 2 represents a light manufacturing customer (350 kW), where the electricity is used for lighting and ventilation but not extensive motive power. These customers are demand-billed, with some minor charges varying on energy-billed, and would normally be served with three-phase power. Where Horizon’s charge for distribution is just over $500, Hydro One’s GSd rate is just over $4,500 and its urban UGSd rate is just under $3,800.

Example 3 is a mid-sized manufacturer (1,000 kW), the size that would use electricity for production and ones which the City would wish to locate in the new Hamilton business parks. These customers are demand-billed, with some minor charges varying on energy-billed. Where Horizon’s charge for distribution is just over $1,100, Hydro One’s GSd rate is almost $9,700 and its urban UGSd rate is just under $7,500.

Example 4 is a large manufacturer (3,000 kW), the size that would use large volumes of electricity for production and ones which would be prized for the Hamilton business parks. These customers are demand-billed, with some minor charges varying on energy-billed. Where Horizon’s charge for distribution is approximately $2,850, Hydro One’s ST rate is less expensive at just under $1,800. In this case, unlike the others however, the combined price of transmission and distribution is less expensive with Horizon ($25,545) than Hydro One ($27,632).
Example 5 is the standard OEB comparison for residential customers (1,000 kWh). Since the concern here is business parks, this category is included for illustration purposes, but also to demonstrate that Horizon does not cross-subsidize from its residential customers to keep commercial rates low. Horizon’s distribution rate of $25.09 per month is less expensive than Hydro One’s R1 rate of $53.38 (areas with 15 to 60 customers per kilometre) and UR urban rate of $44.66 (areas with 3,000 customers and more than 60 customers per kilometre). 

Appendix 3: LDC Operating Cost and Other Comparisons 

Horizon Utilities has among the lowest rates across all customer classes of all LDCs in Ontario and also has among the lowest operating costs and the highest returns. Hydro One likewise makes strong financial returns, but it achieves them from among the highest operating costs and the highest rates of any LDC in Ontario. (See Table 2).

Since 2005, Horizon has held its controllable costs per customer (Operations, Maintenance and Administration) relatively constant, moving below and above and back to $165 per customer. Hydro One’s OM&A, for its part, has increased to $424 per customer, which is a 43% increase over 2005.

Table 2: LDC Cost Comparisons

	Metric
	LDC
	2005
	2006
	2007
	2008
	2009
	∆ 05-09

	OM&A / 
	Horizon 
	$165
	$148
	$159
	$172
	$165
	0%

	Customer
	Hydro One
	$296
	$338
	$410
	$392
	$424
	43%

	O&M / 
	Horizon 
	$56
	$53
	$54
	$77
	$78
	39%

	Customer
	Hydro One
	$192
	$204
	$241
	$244
	$255
	32%

	Admin. / 
	Horizon 
	$110
	$95
	$105
	$95
	$87
	-21%

	Customer
	Hydro One
	$104
	$134
	$169
	$147
	$169
	63%

	Return 
	Horizon 
	7.20%
	10.13%
	8.33%
	8.59%
	6.51%
	

	on Equity
	Hydro One
	6.77%
	8.41%
	5.78%
	7.08%
	8.96%
	


Source: Ontario Energy Board Yearbook of Distributors (2005 to 2009). 

NB: OM&A means Controllable Costs, or Operations, Maintenance and Administration, and O&M is Operations and Maintenance. 
When comparing LDC operating cost performance and how these costs drive rate differences, customer density is an explanatory factor. Horizon has urban density and Hydro One, on balance, generally has rural density. This explains, in part, why Hydro One has a higher Operation and Maintenance per customer (O&M) than Horizon, although Hydro One is more than three times more expensive.

Density does not, however, explain why Hydro One’s costs for administration, which is not density driven, are higher than Horizon’s and have increased at a faster rate. Indeed, since 2005, Horizon has decreased its Administration cost per customer by 21% from $110 to $87. Hydro One, for its part, has increased its comparable cost by 69%, from $104 to $169. Arguably, with 1.2 million customers compared to Horizon’s 234,000, Hydro One’s administration costs per customer should be less than Horizon’s.

Addressing the future of Hydro One is not the purpose here. Rather, the issue is that the City of Hamilton has new, largely undeveloped business parks on the edge of Horizon’s service territory that could be served by an urban distributor rather than the historic rural distributor that now controls the newly urbanizing areas with the amalgamated City of Hamilton. Horizon is a lower costs distributor than Hydro One in the Hamilton service areas and therefore should be the LDC for the Hamilton Business Parks.
Appendix 4: Governing Framework for Transfer of Service Territory 

Until 1998, any Ontario municipality had a right to create a municipal electric utility to its full municipal boundary and any municipal electric utility had the right to annex Ontario Hydro service territory up to the full municipal boundary, including after a municipal amalgamation or annexation. In this regard, Ontario Hydro was the provincial residual provider, not unlike the role of the Ontario Provincial Police, serving those communities that had not created a utility. This arrangement was based in the Power Corporation Act and the Public Utilities Act that governed Ontario Hydro and the municipal electric utilities. 

With the passage of the Electricity Act, 1998, and the Ontario Energy Board Act, 1998, all municipal electric utilities and Hydro One Networks, as the successor to Ontario Hydro’s distribution business, were recreated under Ontario’s Business Corporations Act (OBCA) and referred to as Local Distribution Companies (LDCs). Together, this meant that all utilities had service territory licensed by the Ontario Energy Board and Ontario Hydro was no longer just a residual provider. A municipally-owned LDC like Horizon could not annex from Hydro One, but rather needed to buy the assets and customers and seek a licence amendment from the Ontario Energy Board.
� Horizon Utilities Corporation took its name after Hamilton Hydro Inc. merged with St. Catharines Hydro Distribution Inc. in 2005.  Hamilton Hydro Inc. was the post-amalgamation successor to the municipal utility commissions serving the former Hamilton, Stoney Creek, Dundas, Ancaster (portions) and Flamborough (portions). 





