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Electricity consumption represents only ½ the charges on the consumers’ monthly bill

The other ½ is for charges consumers have little control over – these other charges are rising
significantly

A 1st wave of change (2002-2005 – Deregulation) brought electricity price hikes of 33%- 52%

A second wave of change, resulting from electricity restructuring since 2005 brought price
increases which are just now being felt

A 3rd wave of changes – of greatest impact – will hit over the next few years
Costs to all consumers will rise as a result of the Green Energy Act, Smart Meters and Private

Power Generation Contracts
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EXECUTIVE SUMMARY

“I had hoped to live to forge a band of iron around the Hydro to prevent its destruction by the politicians.”
(Sir Adam Beck prior to his death, 1925)

If Ontario’s electricity system was in dire straits at the turn of this, the 21st century, we are in a worse position today
and we face a bleak future. Energy rates are set to escalate, impacting our economy and quality of life. Affordability
and reliability of electricity are threatened.

BILLIONS upon BILLIONS of dollars is being spent on electricity restructuring and we will have little to show for it.
$45 billion for new/refurbished resources
$10.2 billion for conservation/demand management programs – with unclear and uncertain results
$9+ billion for transmission infrastructure
$20 billion stranded debt (although we have been paying $1.085 Billion/year since 2001)
$2.3 billion for smart meters (plus monthly fees)
$18 - $46 billion cost to consumers as a result of the Green Energy Act - Plus resulting job losses

The percentage increases on power rates to consumers is distressing:
30%-150% higher electricity costs from new power generation – 80% of resources are to be new or refurbished
30% increase in administration costs for the electricity system in 1 year ($2.5 Billion 2007 - $3.5 Billion 2008)
20% increase in delivery costs of electricity to large consumers
10.6% increase in delivery costs to residential consumers over the next 2 years alone -20%-25% in some areas
13.3% increase in delivery costs in 2011 in addition to the above rate increases
12.5% increase in delivery costs to the farming community 2009-2010
8% increase on bills when the HST is introduced next year
33%-60% increase on electricity costs for small business/commercial users during business hours
33%-60% increase on residential costs during normal waking hours through the week
5+% increase for natural gas support payments
5% increase to fund conservation programs

These costs are indicative, not exhaustive. Ontario’s ratepayers will be reeling with the costs of an electricity system
that is neither reliable, nor affordable. Industry and manufacturing will continue to move out or simply close shop.

With the Darlington nuclear rebuild on hold; a decision to refurbish Bruce nuclear units, but potentially not
Pickering B units; coal closure; and significant new private generators in the mix, Ontario Power Generation will have
little market share. We are tossing out our public utility that, with oversight and accountability, could be revived to
provide power at cost to the people of this province.
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A decade of power restructuring has weakened our vital energy system. The attempt at creating an open electricity
market has failed – miserably! An open market promised competition to drive down prices and a moving of the risks
away from the consumer on to the developer. Four years ago the federal parliamentary research service noted the
fundamental flaws associated with the provincial government’s intervention in the electricity system – the potential
impacts on cost and risk to Ontario consumers. These flaws have found fruition in the ensuing years, as highlighted
in the following quotes, from the C.D. Howe Institute, “Power Failure: Addressing the Causes of Underinvestment,
Inefficiency and Governance Problems in Ontario’s Electricity Sector”.

“A market structure based on long-term contracts allocates credit risk to the buyer and ultimately to ratepayers or
taxpayers. … long-term contracts through a single purchaser (i.e. the OPA) provide generators with shelter from
significant risks, such as market prices dropping due to decreases in demand, or their product becoming uncompetitive
because of technological improvements in alternative generation. …

The current Liberal government has used its legislative powers to mandate that OPA planners include and ignore
certain technology choices. These measures may arguably be promoting inefficient decisions regarding generation
technology. …

Central procurement results in questionable cost-effectiveness and allocates risk in ways unfavourable to ratepayers.
These problems are compounded by the opportunities for political intervention in investment decisions and the high
administrative costs. …

While central procurement will help Ontario meet the needs for more generation investment in the short run, it is
questionable that it is the best mechanism of achieving a well-functioning electricity sector in the long run. Meanwhile,
central procurement in other jurisdictions has resulted in buyers paying prices significantly exceeding spot market
prices, in spite of the fact that buyers bear technology, market and credit risks.”

Ontario consumers are paying close to $4 Billion each year for energy experts in this province yet we have
unprecedented political intervention. Policy directives are the basis for all decisions made in the electricity sector.
Political will - not sound scientific and economic principles - is driving energy policy. Ideology, influenced by
lobbyists is clouding the judgment of current decision makers. The public is largely misinformed but people are now
beginning to see the changes taking place – on their electricity bills, in their inability to oppose current changes, and
in the continuing loss of manufacturing jobs in this province.

Carol Chudy
Co-Chair, CAE Alliance
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THE PRICE OF POWER
Where We Were; Where We Are; Where We are Headed

1 Where We Were
1.1 An Overview of the History of Electricity in Ontario 4
1.2 Market Days 5
1.3 Rising cost of power – Chart: Historical Snapshot of Regulated Prices 6
1.4 Why Are Electricity Costs Rising? 7-9

2 Where We Are
2.1 The Cost of Electricity – Who Pays What? 10-12
2.2 Chart – Electricity Service Cost to Consumer 13
2.3 How is Commodity Price Determined? 14-18
2.4 Adjustments: Provincial Benefit/Global Adjustment & OPG Rebate 15-17
2.5 Charts: Commodity Costs – Determining the Price of Power Produced 19-20
2.6 Present Power Use in Ontario 21

3 Where Are We Headed? Up, Up and Away – 7 Reasons
3.1 Higher Cost of Replacement Resources 22-23
3.2 Impact of Smart Meters 24-29
3.3 Impact of Coal Phase Out 30
3.4 Impact of the Green Energy Act 31-33
3.5 Impact of the Provincial Benefit 34
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2.7 Other 35

4.0 Impacts of Higher Electricity Prices 36-37

5.0 Where Will We Be in 2015-2020? 38-40
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2. THE “MUSH” SECTOR – Municipalities, Universities, Schools, Hospitals

This sector paid the regulated rate (fixed price), the same as low volume consumers, with the option to pay wholesale
market price until November, 2009.

Now they pay the wholesale market price, plus adjustments (Provincial Benefit).

Although this will save these consumers from the price hikes during peak and mid-peak hours once Smart Meters
are installed, they will be subject to the volatility and increasing costs of the wholesale market. This will impact both
provincial and municipal taxes, the source of revenue for this sector.

3. INDUSTRIAL/MANUFACTURING & Other Large Volume Users – Pay wholesale market price

Those who consume more than 250,000 kWh a year - Industrial facilities, large retail operations such as
supermarkets or department stores and other medium and large-sized businesses

** Those that pay the wholesale market price have their bills adjusted to reflect the true cost of power. The
Provincial Benefit and the OPG rebate (now cancelled) are included as either a credit, or charge. (See pages 15 – 17.)
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2.3 HOW IS COMMODITY PRICE DETERMINED?

The commodity cost is the price for power actually used by a consumer and represents about ½ of
the electricity bill. For residential and other lower volume users, the price is calculated based on the
kWh used multiplied by the regulated rate, as shown on page 10.
For large consumers (in excess of 250,000 kWh/year) the power price is calculated based on the
market price at the time the power was consumed. The market price is determined as follows:

1. The Independent Electricity System Operator (IESO*) determines electricity needs for the
following day, plus a reserve. (Accurate within about 2%)

2. Power generators determine how much of that load they can supply and at what price. They
make an offer of supply and price to the IESO.

3. The IESO matches demand with available supply based on lowest cost first. Offers are
accepted from lowest cost to highest bid until the electricity demands are met. All suppliers –
regardless of the price they offered – receive the highest price – the last offer accepted. This
price is called the “Market Clearing Price”.

4. The IESO accepts bids until about 2 hours before the power is needed, adjusting for weather
and demand. The IESO instructs the successful bidders when to generate power for the
system.

5. The IESO runs a “real-time” market, i.e. purchases of electricity are made when needed.

6. The Market Clearing Price approach should ensure the lowest possible price while maintaining
reliability of the system. This however is complicated by the need to pay power suppliers set
contract prices. (see next page)

7. For a more detailed explanation, visit www.ieso.ca
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2.5 COMMODITY COSTS – DETERMINING THE PRICE OF POWER PRODUCED
2008

OPG Non-
Regulated

Assets
29%

Contract
(20%) +
Market
Price
(10%)
30%

OPG
Regulated

Assets
41%

Baseload - Consistent
Generation – Approx 67.5
TW hours
Average Price $45/MWh **
Consists of:
OPG Nuclear – Darlington
& Pickering (6600 MW) 50
TWh +/- @ $49.50/MWh
plus
Baseload Hydro – 1st 1900
MW generated in any given
hour
17.5 TWh +/- @ $33/MWh

Capped Rate – 85% of:
OPG Intermediate/Peaking

Hydro $44/MWh
Plus Coal Stations

$48/MWh

Hourly Ontario Electricity
Price (HOEP) – MARKET
PRICE
OPG Lennox; OPG Baseload
Hydro > 1900 MW;
Remaining 15% of OPG
Coal + Private Contracts
(Bruce Power, etc) + Market
Participants + Imports
Average - $55/MWh =/-

Until 2008, about 70% of the power consumed in Ontario was generated from OPG public assets at capped or regulated
prices. The market price was set primarily by low cost coal (55+% of the time) and hydro (20+%), thereby mitigating the
effect of market price.
As OPG assets are retired (i.e. coal plants, Pickering B- those in the red and green sections) the market portion (blue
section) rises. Replacement generation comes from higher cost private generation and higher cost renewables, with
nothing to offset these costlier resources. See chart on following page.
Market price will be set primarily by higher cost natural gas – about 85% of the time.

* *Recent changes – OPG nuclear $55/MWh; OPG Baseload Hydro $36/MWh

OPG average sales
price for power

generated in 2008 =
$47/MWh



COMMODITY COSTS

OPA – Generation Procurement Cost Disclosure

Renewable – Feed in Tariff – Wind, solar etc
$131 – $820/MWh

The above chart shows the potential commodity price structure in 2014 once the coal fired power
plants are removed from service, and the Pickering B units not slated for refurbishment.
change further – 2016-2020 – once further OPG nuclear assets are removed from service.

As noted, OPG average sales price for power generated in 2008
Price of $51.70/MWh. Contract prices for all types of new generation are higher than market price
for power (OPA). Bottom line – higher cost for electricity as OPG units are retired and new
generation is added to the supply mix.

**

COMMODITY COSTS – 2014 PROJECTION

Wind, solar etc

The above chart shows the potential commodity price structure in 2014 once the coal fired power
nts are removed from service, and the Pickering B units not slated for refurbishment.

once further OPG nuclear assets are removed from service.

As noted, OPG average sales price for power generated in 2008 was less than the average Market
ontract prices for all types of new generation are higher than market price

higher cost for electricity as OPG units are retired and new
generation is added to the supply mix.
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The above chart shows the potential commodity price structure in 2014 once the coal fired power
nts are removed from service, and the Pickering B units not slated for refurbishment. This will

once further OPG nuclear assets are removed from service.

s than the average Market
ontract prices for all types of new generation are higher than market price

higher cost for electricity as OPG units are retired and new

$36 - $55/MWh

OPG average sales
price for power

generated in 2008 =
$47/MWh

Less than the average
Market Price of
$51.70/MWh








