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Good morning, ladies and gentlemen.  My name is Bryne Purchase your Chair of this session of Governing Energy.

And I bring greetings and best wishes for a successful meeting from Ontario’s Minister of Environment and Energy, the Honourable Chris Stockwell. 

I can assure you that I will keep my opening remarks brief. The world of energy governance is unfolding even as we meet here!

On May 1st, we entered into an exciting new era in Ontario’s history.  Following the lead of many jurisdictions throughout the world, we opened our electricity market, both wholesale and retail, to competition.

Why did we do that?  Quite simply the governance model represented by, our old, vertically integrated monopoly was no longer working.  

How did we know it was not working? Prices had increased dramatically throughout the 1980s and early 1990s.  In fact, wholesale electricity prices increased by 94 per cent between 1983 and 1993.  By then, Ontario had moved from having one of the lowest to one of the highest electricity prices in Canada.

And when consumers did not like higher prices, successive governments simply froze them – in fact, for eight years until 2001.

But the governance problems or their manifestations did not go away.  Debt skyrocketed, even as operating performance declined. Contributing much to the scale of the problem was the “black box” of a highly complex nuclear technology controlled by a single builder, redesigner and operator.

The result, by the end of the nineties, was a colossal 38 billion dollars of debt and other liabilities.  And all of this was guaranteed by provincial taxpayers.

Sharply rising prices, skyrocketing debt and a much deteriorated operating performance were the symptoms then of a more fundamental malaise in the way we governed the generation, transmission and distribution of electricity in the Province.

Indeed, Ontario’s restructuring process was designed specifically to address the underlying governance problems. 

And, as a result of this fundamental redesign, we believe that prices, over time, will be considerably lower than they would have been under the old monopoly-based system.

A recent economic analysis by Fred Lazar, a professor of economics at York University, compared projections of what prices would have been under the old monopoly, with forecasts of competitive prices in our new market.
Even under the most conservative assumptions, his analysis shows that Ontario electricity customers should save between three and six billion dollars by 2010.

Furthermore, if it were not for the residual stranded debt that ratepayers must still retire, savings would be even higher, in the range of 10 to 13 billion dollars.

Incidentally, our market has opened without most Ontarians even being aware of a change. It has been remarkably smooth sailing so far, thanks to the collective efforts of the many organizations involved. We owe them all a debt of gratitude.

Now the words “deregulate” and “privatize” are highly emotional and typically generate fierce political debate. But what did the government really do when it restructured the old governance model?

The old Ontario Hydro was a monopoly that, for all intents and purposes, regulated itself.  In short, it was unregulated, except for a broader political process.  The model was supposed to be power at cost, and costs – you guessed it – always went up!

The current government changed all that.  The new governance structure now subjects the generation assets of the old monopoly to the governance of a competitive marketplace.  

Now the idealized model of a competitive marketplace is the perfect governance structure. Agents always do what the principals want, and they do so at least cost. 

I do not want to belabour the governance characteristics of a perfectly competitive market, but the thinking of professional economists is deeply steeped in this model.  They constantly use it as their benchmark against which all real world markets are assessed.

And to make sure that our real world electricity market remains true to this model, it is itself extensively regulated by two new independent regulatory bodies to ensure financial viability, safety and reliability, and a fair and open competitive process.

But as significant as these changes are, they are not the entire change in the governance regime.
The “natural monopoly” transmission, and rural distribution parts of the old company were made into a commercial company, again regulated by an independent regulator and under a new performance-based regulatory regime. 

The new regime will provide a powerful incentive to lower costs and share the gain with consumers as lower prices.  Other local distribution companies in Ontario, largely owned by municipal governments, operate under the same regulatory regime.

Another important change in governance is the introduction of commercial, for-profit companies into both the generation as well as the wires segments of the business. The intent here is to facilitate the application of a powerful added incentive for cost reductions that will be shared with consumers as lower prices. This is sharing is assured by both the existence of competition on the one hand, and of performance based regulation on the other.

We have accomplished much since the Government’s legislation in 1998.  But the details of the new governance structure will be continuously “tweaked” to iron out wrinkles or add new design features.  We will learn and adjust as we go.

We have, of course, gained much knowledge from the experiences of others. And in my view we have a much more robust market, and regulatory design - or governance model if you will - as a result.  

And, in this regard, there is much to commend fora such as today’s workshop.  So let the day begin in earnest with our first presenter Mr. Reg Watson.  Reg will lead us through the intricacies of Bill 35 and the governance of statutory bodies and business corporations.
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