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The CAE Alliance has reviewed the Procurement Discussion Paper and would appreciate clarification and/or answer to the following items and questions. (Quotes are taken from the Procurement Discussion Paper, unless otherwise noted.)
1.  Directives for Natural Gas Procurement
♦ “The OPA shall develop appropriate procurement processes for managing electricity supply, capacity and demand in accordance with its approved integrated power system plans. … The OPA shall apply to the Board for approval of its proposed procurement processes, and any amendments it proposes. … The proposed procurement processes, along with applicable evidence, will be filed with the Ontario Energy Board (OEB) as part of the IPSP submission.” 

♦ The OEB has the responsibility to ensure that the IPSP “complies with any directions issued by the Minister and is economically prudent and cost effective” (Section 25.28 (4) Electricity Restructuring Act, 2004).

♦ “Until the IPSP has been approved by the OEB, the OPA will meet identified resource requirements under the authority of directives issued by the Minister of Energy.”

♦ The Procurement Discussion Paper includes a copy of the Minister’s Directive of June 13, 2006, which includes the general direction regarding natural gas fired generation to “maintain the ability to use natural gas capacity at peak times and pursue applications that allow high efficiency and high value use of the fuel”.  

♦ Although the OPA acknowledges that there are considerable risks associated with price, volatility and supply of natural gas for electricity generation, the OPA has included approximately 7,000 MW of new gas-fired resources “of that amount, about 4,300 MW reflects procurements already committed or close to being committed…”, that is, prior to delivery of the IPSP to the OEB for approval.
Questions:  
The inclusion of this amount of natural gas fired generation – more than double the existing capacity, with the expectation of almost triple power production (11 TWh current; 30 TWh assumed by 2015) – is a significant piece of the restructuring supply.  Natural gas will provide a considerable part of the power for the GTA.  Natural gas fired generation will be increasingly relied upon for intermediate and peak power provision.  
(i)  The IESO notes that “the Ontario government has directed the OPA to negotiate with the Portlands Energy Centre to deliver 550 MW of new supply … The government has directed the OPA to negotiate with the Goreway Station project to deliver 860 MW of gas fired generation in Brampton … The OPA was also directed to seek new generation in the GTA west of Toronto …” which has since resulted in procurement of a contract for natural gas fired generation.  (IESO The Ontario Reliability Outlook, June 2006)

Is the OPA acting on specific direction from the Minister of Energy regarding this inclusion of natural gas generation?  
(ii) Has the OPA considered options and alternatives to natural gas fired power to relieve power supply concerns in the GTA and as coal replacement resources?
2.  Impact of Ministerial Directives on OPA credit rating
♦ In respect of Ministerial Directives and the impact of these directives on OPA credit rating, we note that the OPA had received a Global Credit rating of "Aa2, Stable" according to Moody's Investors Service, March 16, 2005.  The credit rating reflects credit strengths that include, "the OPA's legislated ability to levy fees and charges that are ultimately borne by Ontario's electricity consumers..." However, the rating also reflects credit challenges including, "the risk of political intervention by way of ministerial directive or changes to legislation ...the highly politicized nature of the electricity sector; potential regulatory risk related to the approval and recovery of the OPA's operating costs ... dependence upon the OEB to determine ... price ..."
Question:

Would the OPA kindly provide an update on current credit rating status, and advise whether the procurement process as influenced by the Ministerial Directives has in fact impacted OPA credit rating?

3. Impact of OPG on Competition 
In assessing whether sufficient supply-side competition exists and whether the necessary market features have been developed”, the OPA notes ‘several reasons, … why generation resource development have proved insufficient over the last several years. Frequently voiced market‐based reasons include … the presence of a dominant generator…”, which we assume is Ontario Power Generation (OPG).  
Questions:  
(i)  The OPA has noted that natural gas fired generation will “in effect replace coal fired generation”.  The CAE Alliance (and others) has provided the Ministry of Energy, the Ministry of the Environment, and the OPA with information asserting that billions of dollars will be spent on the gas-for-coal replacement with marginal environmental benefit – in terms of acid gas emissions and climate change potential.  
Under present market rules natural gas fired generation cannot compete with coal fired power.  Has it been deemed necessary for coal fired generation to be eliminated in order to encourage and ensure private market participation in Ontario?  
(ii)  Does the presence of a “dominant generator” reflect the reality that competition is limited because private, for-profit generation cannot compete with public utilities which operate for cost return only?  
4.  Principles Governing Procurement
The OPA describes principles which are to govern “any of the OPA’s procurement processes”.  

Questions:

(i)  “Fairness - the procurement process must be conducted fairly … in an unbiased fashion” … “Competitive – scope and terms … must be open and accessible to a broad range of interested parties”.  
It has been noted that OPG has been precluded from certain RFP processes?  Is this the case, and if so, why?  (Although OPG was not "excluded" from the RFP process, the board of directors was "directed not to bid" according to Minister Dwight Duncan, The Standing Committee on Estimates - Ministry of Energy, October 6, 2004)  

Can we assume that the Portland’s contract and OPG’s involvement in the nuclear rebuild/refurbish assessment represent a reversal of this policy?
(ii)  “Transparency -  the procurement processes … expectations and deliverables have to be disclosed to all interested parties” … “Communication - the procurement processes must include extensive public engagement and easy access to timely information”.  

The CAE Alliance believes that contract details, such as those made under the CES process, should be open and available.  Power consumers are ultimately responsible for the costs and risks associated with resource inclusions.  Is the OPA willing to make these contracts available for public scrutiny?
5.  Creation of a competitive market

♦ The OPA has a “long-term vision” for the “creation of a competitive market” for electricity supply in Ontario.  (Mr. Jan Carr, address to AMPCO, April 28, 2006) This is a goal in procuring both CDM and generation supply, as reflected throughout the procurement document, and other OPA information.  
♦ Mr. Carr notes that “One of the reasons why competitive restructuring has failed to take root in Ontario … is that past restructuring attempts focused too much on the supply side of the business and not enough on the needs of consumers. … the establishment of a competitive system for the supply of electricity in Ontario must proceed with the needs and preferences of the consumer as our foremost consideration.” (address to AMPCO, April 28, 2006)
Question: 
It is widely recognized that public power, when properly administered, is most cost effective.  For example, the report “Levelised Unit Electricity Cost Comparison of Alternate Technologies for Baseload Generation in Ontario”, prepared by CERI, August, 2004, concludes that publicly financed generation is less costly than is private, merchant generation.   What studies, surveys or other criteria have been used by the OPA to conclude that competitive and private procurement of power generation is in the best interests of the province?
6.  Private Sector Procurement

♦ Mr. Carr indicates that such a competitive system would result in “shifting the risks of development away from consumers to the private sector investors behind those developments”. 
♦ There is concern however, that the contracts entered into reflect the eagerness to secure private investment at cost to Ontario ratepayers.  “Rather than push ahead with fundamental electricity market reforms, the Government of Ontario has opted to focus its efforts on contracting directly with the private sector to build new generating capacity.  This approach entails potentially significant financial risks for the province and, ultimately, for the electricity ratepayers and taxpayers of Ontario, as the province in providing investment guarantees to private-sector electricity generators in an effort to attract investments.”  (Library of Parliament – Parliamentary Information and Research Service – “Ontario’s Electricity System:  Is There Light at the End of the Tunnel?” – September 22, 2005)
♦ Mr. Carr has indicated that procured contracts will give an "assurance of a minimum level of revenue" to the merchant generators.  Also he notes that "the OPA has its own credit rating and its creditworthiness derives its authority to recover all its costs from customers... the Province is not obligated in these transactions ... the OPA is spending public money. ... this mechanism transfers some risk away from the developers of the contracted generation toward customers."  ("Perspectives of the Ontario Power Authority on the Consequences of Bill 100” February 23, 2005)

Question:

In light of the above comments, what assurances can the OPA provide stakeholders that investors and not consumers will bear market risks, particularly regarding long term contracts for natural gas fired generation? 
7. Market Incentives  
It has been necessary to implement certain incentives to encourage investment in power generation in Ontario.  For example, “Producers of clean power enjoy tax advantages if they contribute to the province’s supply of green power before January 1, 2008.” Also, “An immediate, 100 percent corporate income tax write-off and a capital tax exemption for assets acquired after November 25, 2002, and before January 1, 2008 that are used to generate electricity from clean, alternative, or renewable energy sources; A sales tax rebate on building materials purchased after November 25, 2002, and before January 1, 2008 that are incorporated into facilities that generate electricity from clean, alternative energy sources.” … “Natural gas is exempt from Ontario fuel taxes…” (Ministry of the Environment - Ontario’s Clean Air Action Plan, June 21, 2004)

Questions:  

(i) In terms of the “fairness” criteria, does the OPA consider these factors when comparing projects for generation supply?  

(ii)  Do all generators - private investor or public utility - benefit from these advantages?
(iii)  Power generators benefit from incentives not provided to other private industry.  Does the OPA consider the cost implications of lost tax revenue in public coffers when factoring full cost of power from each supply source?  
8.  Market Concerns
(i)  Criteria for selection of a proposal, includes “experience in delivering similar projects” and “financial strength”. While these attributes may protect the Ontario ratepayers from risk, they may limit competition.  If only a few candidates meet criteria, they may be granted multiple projects thereby nullifying the desired outcome of market participation.  Also, in the competitive process, winning proponents from one procurement process may have an unfair advantage going into future procurement proceedings.

Question:

Has the OPA limited the amount of production or number of projects that any one generator may be allowed to provide?

(ii) Opening the Ontario energy market to private players creates a potential for market monopolies outside of the public utility.  In the U.S. and Europe, mergers and acquisitions of power generators are creating larger power companies which impacts competition.
For competition in the marketplace to become a reality, there must be a diversity of suppliers.
Question:
Are there mechanisms in place to prevent private generators from having too large a share in the market?  For example, if a gas generating company acquires other facilities, by merger or acquisition, operating in Ontario, is there anything to prohibit a company from impacting pricing?  What measures have been taken to ensure that private investment will not lead to extravagant price hikes for the Ontario ratepayers?
For example, when Brascan plants (4 Mississagi hydroelectric plants purchased from OPG) "moved to market price, they bid in at a very high price. Brascan boasted about how much money they made off those plants. They said, 'It only cost about 3 cents/kwh to produce electricity but we were selling it at 14 cents, 20 cents a kilowatt hour.'" (The Standing Committee on Estimates - Ministry of Energy, October 6, 2004) 

9.  Market Enticement at Ratepayer Expense  

The OPA indicates that in order to “preserve competitive tension, different mechanisms may be employed” such as to “pay honoraria to losers to offset their costs of preparing and submitting proposals to ensure that a sufficient number of proponents stay involved toward the latter stages of a procurement process”.  

Questions:

(i)  Is this not an example of unnecessary costs to entice and ensure market participation that ultimately pass to the ratepayer?  
(ii)  Are these costs not usually borne by the investor, as part of the risks of business that will now pass to the Ontario consumers?

10.  Market Participation for Conservation/Demand Management

The OPA procurement paper includes discussion of processes for procuring market participation in CDM (Conservation/Demand Management). According to Section 25.30 (2) (2) of the Electricity Act, as amended, the OPA is to “identify and develop innovative strategies to accelerate the implementation of conservation, energy efficiency and demand management measures”.

Question:


Would it not be most cost effective for the Conservation Bureau to directly implement and administer CDM programs and projects? The OPA provides the example of the Building Owners and Managers Association (BOMA) program targeting energy savings in commercial buildings in Toronto.  Selected as the program delivery agent, BOMA is responsible to hold competitive procurement processes for program designers, managers and for evaluation, monitoring and verification consultants, as well as the creation of a standard offer for energy savings reductions.   This seems to merely create another layer of administration and an overlap of services.

11.  Load Serving Entities
The OPA procurement process must consider “obligations to facilitate greater competition and reduce OPA procurement in the future”.  The future responsibilities of the OPA are vague and it is unclear how or when the OPA will divest itself of procurement responsibilities.  It appears that the OPA may hand this process over to “load serving entities” (LSE) to secure future supply. 

Questions:
(i) Would the OPA kindly clarify the concept of the LSE.  

(ii)  Is this not the creation of yet another administrative entity?

(iii)  Who will administer existing contracts, those currently procured by the OPA, and future contracts?

(iv) The OPA notes that a structure whereby LSEs contract with generators to ensure their customers’ supply “transfers risk from electricity consumers to the LSEs and generators themselves”.  Are these LSEs not an arm or agent of the OPA or are they yet another private enterprise that will benefit from the restructuring of Ontario’s electricity system at cost to the ratepayer?

12.  Consumer Consultations

According to Section 25.30 (2) (1) of the Electricity Act, as amended, the OPA is to “consult with consumers, distributors, generators, transmitters and other persons who have an interest … to ensure that their priorities and views are considered…”  

Members of the CAE Alliance attended the OPA workshop held Nov. 22-24, 2006.  Among the approximate 200 participants, we noted very little representation on behalf of the residential consumers in Ontario.  
Questions:

(i) Other than a very few organizations like ours, who is speaking for the Ontario public, the homeowner and average taxpayer?
(ii)  How is the OPA going about providing information to, and obtaining input from the average Ontarian in order to “ensure that their priorities and views are considered”?

Summary

The CAE Alliance believes that in the quest for the “creation of a competitive market” for electricity supply, Ontario taxpayers will pay far more than necessary for power generation through market incentives including tax relief and rebates, guaranteed “support” payments, tariffs, etc.  The Electricity Restructuring Act, which grants the OPA power and authority to engage in contracts for power procurement, nowhere precludes the OPA from securing power supplies from our public utility, thereby eliminating the need for subsidies and additional layers of administration.  Stakeholders have advised the OPA that “in the end, the Ontario economy must be the most important priority – the economy is the primary driver of all decisions in the Province”. (Decision Partners – Report to OPA, Supply Mix Advice and Recommendations, December, 2005)
The OPA concern for the ratepayer, from a procurement perspective, can be summed up as seeking “value for cost”, whereas Ontarians want “power at cost”.  
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