The Ontario Difference

Ontario policy makers and legislators should have confidence that the circumstances in Ontario are fundamentally different than those in Alberta and California.

· Demand / Supply Balance: Whereas the reserve margin in each of Alberta and California is in the range of 5-6%, the reserve margin in Ontario is, at the present time, a manageable 18%, above the average for the US markets to which Ontario is connected. However, Ontario does have a need for smaller, more flexible generation resources to alleviate the risk to the system from its current heavy reliance on large, relatively inflexible units. 

· Diversity of Supply: Ontario’s exposure to high natural gas prices is low: only 4% of Ontario’s generation is gas-fired, compared to 53% in California and 25% in Alberta. In light of Ontario’s supply mix  and demand/supply balance, we can say with a high degree of confidence that Ontario prices will be lower than the prices in the connected US markets.

· Scope for Demand-Side Response: Unlike California and Alberta, Ontario has not capped retail rates.  Accordingly, there is far greater scope for Ontario retail consumers to respond to and reduce consumption in response to peak prices.  Moreover, in the new Ontario wholesale marketplace, we should reasonably expect increased demand-side price responsiveness, particularly by dispatchable industrial load.  With hourly spot pricing, a relatively small amount of demand-side response by industrial wholesale load will serve to reduce peak demand and, as a consequence, mitigate peak prices.  Ontario has gone much further than all other North American jurisdictions – including California and Alberta – towards incorporating dispatchable load into the market design. California is just now – in the midst of a crisis – struggling to incorporate the type of demand-side mechanisms that the Ontario market will have from the outset.

· Price Stability: Ontario has adopted a range of mechanisms that will provide price protection to all Ontario consumers.  The two key mechanisms are the rebates payable to all consumers under the Market Power Mitigation Agreement and the “transitional” pricing arrangements available to many industrial customers.  Moreover, Ontario distributors are able to retain third party suppliers to provide power at a fixed price to their standard supply customers. None of these mechanisms will adversely affect the financial position of distributors.  By contrast, the retail price caps imposed in California and Alberta may “protect” consumers but at the cost of adversely impacting the financial position of the utilities.

Ontario policy makers and legislators must appreciate that one similarity among Ontario,  California and Alberta is the high degree of uncertainty faced by anyone contemplating investment in those markets.  In Ontario, that uncertainty is directly attributable to the continuing delay with respect to market opening.  Unless Ontario moves quickly to open the market and dispel that uncertainty, investment capital will quickly move on to other markets where more certainty exists.  The loss of that new investment will adversely impact the demand / supply balance and prices in the Province and drive Ontario in the direction of California and Alberta. However, by acting now and opening the market in Fall of 2001, Ontario can avoid the circumstances in which California and Alberta presently find themselves.
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