
 
 
 
 

Relationship between  
Cost Per Customer and Number of Customers 

for Local Distribution Companies in Ontario 
 

Revised 
 
 
 
 
 
 
 

Prepared for Guelph City Council 
 

Re: Proposed Merger of Guelph Hydro Electric Inc and Horizon Utilities Corporation 
 
 
 
 
 
 
 
 
 
 
 

by concerned citizens 
 
 
 
 
 

Tim Allman, PhD, BEd 
Richard Chaloner, BA, LLB 

Dennis Galon, MEd, PhD 
Stephen Rodd, MSc(Econ), MCIP, RPP (ret.) 

David Sills, PhD 
 
 

18 September 2008 



Contents 
 

A. Background ................................................................................................................................ 3 
1. Local Control versus Economy of Scale................................................................................. 3 
2. Testing the Economy of Scale Assumption ............................................................................ 5 

 
B. The Data ..................................................................................................................................... 6 

1. Data Source............................................................................................................................. 6 
2. Data Definition........................................................................................................................ 7 

 
C. Results ........................................................................................................................................ 8 

1. Graph 1: Scattergram for all 84 LDCs.................................................................................... 9 
2. Graph 2: Scattergram for 81 LDCs (excluding 3 outliers) ................................................... 10 

 
D. Conclusion, Application, and Implication ............................................................................... 11 

1. Conclusion ............................................................................................................................ 11 
2. Application to Merger of GHESI and Horizon..................................................................... 12 

2.1. The Premise, Pressure, Deal, and Plan .......................................................................... 12 
2.2. The Deal: Guelph’s 24.25% Ownership but Shifting Revenue Share ........................... 13 
2.3. The Deal: $3.9 Million Annual Expense Reduction...................................................... 15 
2.4. The Deal: $40 Million Rate Reduction Benefit for GHESI Customers......................... 16 

3. Implication for Guelph if Horizon Merger is Rejected......................................................... 19 
 
Appendix....................................................................................................................................... 21 

 - 2 - 



A. Background 
1. Local Control versus Economy of Scale 
Although there are many issues for Guelph City Council (Council) to evaluate in reaching a 
decision on the proposed merger between Guelph Hydro Electric Systems Incorporated (GHESI) 
and Horizon Utilities Corporation (Horizon), in our opinion there are two central factors and 
these two factors are in tension.  

On the one hand, we believe there is a strong desire for GHESI to remain small to maximize 
local control and reap the benefits of that control. And on the other hand, there is a strong 
presumption that smaller Local Distribution Companies (LDCs), including GHESI, must grow 
much larger in order to benefit from the economy of scale in reduced costs, and thus lower rates 
for customers and increased return on investment for shareholders. 

Without citation, we suggest the desire to retain local control is a recurring theme in much of the 
citizen comment on the merger and also in the questions many councillors have asked in public 
session. 

The conviction that LDCs must grow to reduce costs is the predominant theme in the Business 
Case Summary1 (Case Summary), “a compilation of work performed by both [GHESI and 
Horizon], working collaboratively, towards a Business Case in support of a merger” (page 1). 
This conviction of the Boards of GHESI and Horizon is also attributed to industry experts, the 
Ontario Energy Board (OEB), and the Government of Ontario. 

“MergeCo” in the following excerpts is an invented name referring to the result of a Horizon and 
GHESI merger. In the Case Summary introduction, we are informed: 

“Industry experts believe that for an LDC to remain sustainable, maintain or improve 
service levels, and implement new information systems a minimum threshold of 500,000 
customers is preferred to enable a large enough base to recover these costs on a 
reasonable basis. 

“Consolidations have been occurring… The benefits of consolidation in the electricity 
sector have been demonstrated many times over by a number of utilities that have been 
active in this area. The proof of benefits to customers is so overwhelming that the 
Government of Ontario has adopted policies that support further consolidations. 

“The Ontario Energy Board, as well, has a view that further consolidations in the sector 
are necessary and welcome.… The OEB has been putting in place over the last few years 
a new rate regulation scheme that it refers to as Incentive-based Rate Mechanism (IRM). 
IRM requires utilities to achieve efficiency gains year over year. If the utility is not able 
to achieve its efficiency target it will be penalized in the form of reduced returns to 
shareholders. Utilities that are poorly resourced or prepared to tackle these challenges 
will find it increasingly difficult to continue as stand alone entities. Most are expected to 
sell or merge with larger entities with proven management. 

“Consolidations will continue to occur and the best ones will fit a plan of building 
regional utilities.… Ultimately it is conceivable that the sector will rationalize into seven 

                                                 
1 This document is available online at www.guelphhydro.com/merge/Business_Case_Exec_Summary_III.pdf. 
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or less regional utilities.… Large, high-density urbanized utilities, like MergeCo, are 
well-positioned to be the anchors of further consolidations in this model.… provid[ing] 
an attractive means to realize savings, rate reductions, and shareholder benefits as 
regulatory and cost pressures increase over time.… Early adopters will be in a position to 
best control their future and guide the direction of the utility.” (Case Summary, pp. 2-3, 
emphasis added) 

Summarizing their strategic plan, the Case Summary asserts: 

“The principal strategic goal of MergeCo is to create an entity that, through economies of 
scale, will enable greater customer value to be delivered in all communities 
served…while increasing shareholder value… 

“To achieve the principal strategic goal MergeCo must grow and build scale. Scale 
provides the means to deliver on our vision. MergeCo has set a five-year2 goal of 
achieving a customer base of over 600,000 by 2010.” (Case Summary, page 8) 
 

Please note the following concerning these convictions: 

• The minimum recommended LDC size is 500K. The growth target is over 600K 
customers by 2010. And if all Ontario customers (approximately 4.6 million) were 
consolidated into the suggested seven LDCs, the average size of each would be about 
650K. 

• GHESI currently has 50K customers. Therefore it must grow 10 to 13 fold to reach 
the range envisaged. If this growth were via merger rather than acquisition, then 
Guelph’s shareholder stake would be less than 10%. 

 
If we adopt percentage share as a measure of local control, then the Case Summary effectively 
asserts that Council must resolve the tension by choosing the economy of scale over local 
control. Council should approve this merger with Horizon and a probable series of future 
mergers. To put it crassly, but we believe fairly, the GHESI Board believes the notion of 
retaining any significant level of local control is an unrealistic fantasy. 

On 14 July 2008, BDR NorthAmerica (BDR), the city’s consultant retained to provide 
independent advice, invited Council to stand back from the merger proposal on the table and first 
consider the full range of options concerning GHESI and growth—hold, merge, or sell. One of 
the high-level summary slides in their presentation,3 “Criteria for Hold/Merge/Sell Decision,” 
generated considerable discussion. The original of this slide is reproduced in our appendix page 
A1. 

Using this slide, we would now like to suggest that the horns of this dilemma (the benefits of 
local control versus the benefits of the economy of scale) are not just central factors, but 
arguably the only two factors. 

We have rearranged this BDR slide below by deleting the column for the “sell” option, re-
ordering the value rows, and adding the column labelled “Tension Factors.” 
 
 

                                                 
2 Setting a five-year goal in 2008 that terminates in 2010 is a bit awkward. Presumably what is meant is that in 2005 
Horizon set a five-year goal to reach 600K customers by 2010, and MergeCo will adopt this goal. 
3 The full presentation is available online at www.guelphhydro.com/merge/BDR_presentation.pdf. 
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Criteria for Hold/Merge Decision 
Tension Factors Value Hold  Merge 

Community Identity and Presence     
Ownership and Control by the City     
Local Employment     

Local Control 
Community Development Goals     
Low Rates to Customers     Economy of Scale 
Highest Total Value Over Long Term     
Customer Service and Reliability     
Minimum Financial and Business Risk     
Maximum Immediate Cash for Municipal Projects     

No Difference 

Employee Satisfaction and Retention ??? ??? 
 

Best   Good   Lowest   Uncertain ??? 
 
The rows have been rearranged as follow: 

• First, the four values where the Hold option scored Best 
• Second, the two values where the Merge option scored Best 
• Third, the four values that exhibited no difference between Hold and Merge. 

 
In the left column, we contend that the four values that favour the Hold option are all derivative 
benefits of local control, and that the two values that favour the Merge option are all derivative 
benefits of the economy of scale factor.  

In other words, to the degree that BDR has successfully listed and correctly scored the relevant 
values for Council to weigh in deciding whether GHESI should remain small or grow larger, 
there are ultimately only two factors to consider. And these are the two factors we say have been 
in tension in the public discussion to date. 

2. Testing the Economy of Scale Assumption 
In his 21 July 2008 presentation to Council, Dennis Galon suggested there is a further relevant 
question about the relative size of LDCs that should be answered before Council focuses 
narrowly on the merger with Horizon. What is the numerical relationship between LDC size and 
costs? He outlined a simple procedure to quantify the conviction that growth will lead to cost 
reductions. Given two values for each LDC, its Cost Per Customer and its Number of Customers, 
each LDC could be represented as a dot on a graph with the Number of Customers on the x-axis 
and the Cost Per Customer on the y-axis. 

The resulting “scattergram” would likely exhibit one of the four patterns displayed in our 
appendix page A2. Each of these four cases shines considerable light on the tension between 
local control and the economy of scale. 
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The first pattern is an amorphous blob of dots. This would mean that there is no relationship 
between increasing LDC size and reducing costs. The economy of scale assumption is a false, 
and Council could opt for local control without any downside whatsoever. 

The second pattern is a straight line, and this would be the polar opposite of the amorphous blob. 
This would mean the larger an LDC grows, the greater will be the reduction in costs. In this case 
the horns of Council’s dilemma are irreducibly opposite. There is no happy medium, no way to 
have your cake and eat it too—one must choose either local control or the economy of scale. 

The third pattern is an L-shaped curve. This would mean that as LDCs grow larger, costs are 
reduced, but only so far. Eventually there are no further savings from growing larger. In this 
case, there would be a just-right size, a “sweet spot,” where the maximum benefits of the 
economy of scale could be achieved while remaining as small as possible in the interests of local 
control. And that sweet spot would be at the heel of the L. 

The fourth pattern is a U-shaped curve. This would mean that costs are reduced as LDCs grow to 
a certain size, then costs remain stable with further growth, but ultimately costs actually increase 
with additional growth. That is, the economy of scale ultimately becomes the cost of scale. 

For such a study, data consistency is fundamental; one must know that there is no apples-and- 
oranges problem. Generally this requires that researchers be intimately familiar with the field in 
question so that data from different entities can be intelligently “massaged” to produce 
consistency. Therefore, it was suggested that BDR be asked to do the study. 

After that Council meeting, however, BDR’s Paula Zarnett advised us that the requisite data was 
available on the OEB’s web page. 

B. The Data 
The context of our data source and the precise definition of the each data item, gives us 
confidence that our input data is sufficiently consistent and accurate4 for our purposes. 

1. Data Source 
The OEB has an ongoing study comparing LDC costs. The designation, name, and web page for 
this project are: 

• EB-2006-0268 
• Comparison of Ontario Electricity Distributors Costs  
• www.oeb.gov.on.ca/OEB/Industry+Relations/OEB+Key+Initiatives/Comparison+of+

Electricity+Distributors+Costs#20080625 
 
On this page, documents are listed by date and a descriptor. For the two documents on this page 
that we have considered, the following table lists the date, the descriptor, the name of the 
downloaded file, and the name we use here to refer to each document. 

Date Descriptor Downloaded Filename Our Name 
2008.06.25 Spreadsheet Comparison_of_Distributors_with_2007_data.xls LDC.Comparison.Xls 
2008.03.20 PEG Report PEG_Final_Benchmarking_Report_20080320.pdf PEG Report 
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The apparent purpose of project EB-2006-0268 is to assist the OEB to find fair and equitable 
ways to compare the relative performance of LDCs in the Board’s regulatory function of setting 
rates. Pacific Economics Group, LLC (PEG) was retained to study performance measures, and 
the PEG Report is their final result.5 

The data we analyzed is extracted from LDC.Comparison.Xls, and this file is an update of the 
data used in the PEG Report. PEG used data terminating in 2006, and LDC.Comparison.Xls 
updates the data in the same format to include 2007. 

The PEG Report identified the following five factors (page iv) driving the costs of LDCs, and 
developed statistics to represent each: 

• Operating Scale (number of customers, electrical volume delivered, km. of line) 
• Customer Density 
• System Undergrounding (percentage of lines underground) 
• Input Prices (cost of labour, material, services) 
• System Age (growth over preceding 10 years) 

 
PEG then developed two methods the OEB could use to benchmark the performance of LDCs. 

• Economic Model: using a formula based on the defined cost drivers, calculate the 
predicted costs for each LDC, and divide this by the actual costs to generate a 
performance index. On this index, low is good and high is bad. GHESI6 ranked 61st 
out of 86 LDCs. 

• Peer Group Index: compute the Cost Per Customer for each LDC and use this to 
compare LDCs within Peer Groups (LDCs with comparable business conditions). The 
OEB staff developed this approach, and PEG suggested improvements in the Peer 
Group categories and an improved unit cost metric. On this index, low is good and 
high is bad. GHESI7 ranked 32nd out of 86. 

 
The advantage of the economic model is that the relative performance of all LDCs can be 
compared directly, rather than just relative performance within peer groups. 

It appears that the OEB has imposed on LDCs a set of defined accounting and data collection 
categories to ensure comparability. If PEG with the OEB staff assistance found this data reliable 
enough for their complex mathematical manipulation, then this data is more than adequate for 
the simple graph plotting we have conducted. 

2. Data Definition 
Our graphs require two statistics for each LDC 

• Cost Per Customer averaged over three years (2005-2007) 
• Number of Customers in 2007 

                                                                                                                                                             
4 We should report, however, that the OEB recorded Number of Customers for GHESI in 2005 and 2006 was 
erroneously inflated by about 25%. We have used the correct figures supplied by GHESI. 
5 The full title is “Benchmarking the Costs of Ontario Power Distributors,” March 20, 2008. 
6 This ranking for GHESI is actually too low because it is based on incorrect Number of Customers for 2005 and 
2006 used by PEG rather than corrections GHESI had supplied the OEB. 
7 See preceding footnote. 
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Following a lead in LDC.Comparison.Xls, we use the three-year average for Cost Per Customer 
(that is, the average of Costs/Customers calculated for 2005, 2006, and 2007) to dampen the 
effect of erratic jumps in annual values. 

To compute these two statistics, we require six data items about each LDC: 

• Costs for 2005, 2006, and 2007 
• Number of Customers in 2005, 2006, and 2007 

 
For 65 LDCs, the “Cost Per Customer” spreadsheet in LDC.Comparison.Xls conveniently 
assembles the required data. In order to align our dataset with the dataset underlying the PEG 
Report, we have extracted the six required data items for 19 additional LDCs from elsewhere8 in 
LDC.Comparison.Xls. Our dataset, therefore, encompasses 84 LDCs. 

Number of Customers is defined in each of the annual data spreadsheets as a subset of the 
number of connections. The data distinguishes residential, business, street light, and sentinel 
connections. Number of Customers is the sum of residential and business connections; street 
light and sentinel connections are ignored. 

Costs is defined in the “Definition of Terms” spreadsheet as Total Operational, Maintenance, 
and Administrative (OM&A) expenses + Bad Debt Expenses. 

We should note that capital costs are excluded by this definition even though capital costs 
comprise roughly half of an LDC’s total costs (PEG Report, page 22). Another source9 says total 
LDC costs are comprised generally of 50% capital costs, 40% OM&A costs, and 10-12% for the 
cost of electricity lost in delivery lines. Nonetheless the focus of the OEB’s pursuit of efficiency 
through consolidation appears to be OM&A costs. The proposed GHESI-Horizon merger 
identifies $3.3 of $3.910 million of the projected merger savings as OM&A costs. Therefore, for 
our purposes, limiting costs to OM&A expenses is non-problematic. 

C. Results 
The adage “A picture is worth a thousand words” can be translated into the statistical world as 
“A graph is more eloquent than a table of numbers.” Since our results are graphical, we will let 
them do most of the talking in this section. 

Our results are two graphs and two tables (appendix pages A3-A6).  

Each dot on these scattergram graphs represents a single LDC, and the “coordinates” of each dot 
(the two numbers expressing its location in the plot relative to the x-axis and to the y-axis) are 
that LDC’s Number of Customers and Cost Per Customer. For example the coordinates for 

                                                 
8 There is a set of annual spreadsheets (for 2002 to 2007), with a wide range of data for each LDC. Whenever LDCs 
merged or were acquired, data is presented for the two pre-merged entities and for the sum of these entities from the 
year of union back to 2002. For example, GHESI acquired Wellington Electric Distribution Company (Rockwood) 
in 2005. For the pre-acquisition and acquisition years 2002-2005, GHESI data includes GHESI without Rockwood, 
as well as data for both combined. This is perfect example of intelligent data massaging to insure consistency. 
9 Page 63 in Cronin and Motluk, “How effective are M&As in distribution? Evaluating the government policy of 
using mergers and amalgamations to drive efficiencies into Ontario’s LDCs,” The Electricity Journal, Vol 20, Issue 
3, April 2007. 
10 Information from GHESI, email correspondence 19 August 2008. 
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Guelph are {48K, $197}; that is, GHESI had 48K customers in 2007, and a three-year average 
Cost Per Customer of $197. 

The two tables list these co-ordinate values for all LDCs in alphabetic order (Table 1) and in 
order of the Number of Customers (Table 2). Using these tables, one can determine the LDC 
represented by any dot11, and one can locate the dot that represents any given LDC12. 

The following analysis assumes readers have the relevant graph in front of them. 

1. Graph 1: Scattergram for all 84 LDCs 
In this view, the data exhibits at least an L-shape, and arguably a U-shape. The expected 
economy of scale has produced a clear down slope with the Cost Per Customer decreasing as the 
Number of Customer increases to roughly 75K, and then the curve goes flat until approximately 
300K. Somewhere beyond 300K, the economy of scale goes into reverse producing an indistinct 
up slope. 

At first glance, one might be inclined to visualize a gradual increase beyond 300K through two 
data points at roughly 650K and 1100K customers. However, with only two data points beyond 
300K, caution is required. For instance, a flat line continuing beyond 300K to perhaps 900K and 
then curving sharply up would also satisfy the available data. 

The two data points beyond 300K are Toronto Hydro-Electric System Limited (Toronto) at 
{680K, $236} and Hydro One Networks Inc. (Hydro One) at {1173K, $357}. Toronto is totally 
urban and Hydro One is overwhelmingly rural, and therefore each is affected by very different 
cost drivers. The fact that, despite these differences, both exhibit increased costs with increased 
scale suggests that the up slope of the U-shape is real, even though we only have two data points. 

We suggest the following conclusion—beyond 300K is terra incognita; the only thing we know 
is that somewhere above 300K the economy of scale becomes the cost of scale. 

The technical reader needs to be informed at this point that we have attempted to apply the 
standard best fit curves to this data, and that no good fits were found.13 Had we found a good fit 
curve, there would have been a single bivariate algebraic expression that explained the pattern 
visible in the data. Had such a formula been found, it could have been used to predict with some 
confidence the data required to complete the picture beyond 300K customers.  

The lack of such a single formula to explain the data does not mean that the pattern we see with 
eyeball inspection is not there; it simply means the pattern does not correspond to a simple 
mathematical formula. 

                                                 
11 To find the name of an LDC represented by a dot, use a vertical ruler to estimate the Number of Customers 
coordinate on the horizontal x-axis at the bottom of the graph, and use a horizontal ruler to estimate the Cost Per 
Customer coordinate on the vertical y-axis at the left side of the graph, and look up these values in Table 2. 
12 To find the dot representing any LDC listed by name in Table 1, read the coordinates for that LDC from the 
Number of Customers and Cost Per Customer columns, and find the dot at those coordinates in either scattergram. 
13 We explored best fit curves with Microsoft Excel’s trend line package. Visually, one would expect the U-shaped 
parabolic curve of quadratic expressions to produce the best fit, but quadratics produced an R2 = 0.11. The L-shaped 
curve of power equations produced an R2. = 0.13. The very best fit was the counterintuitive 3rd order polynomial, but 
its R2 of 0.15 was still much too low for serious consideration as explanatory. 

 - 9 - 



In Graph 1, the data is congested against the left border. By removing the two outliers on the 
right14 and one outlier on the top15 of the graph and re-computing, we obtain a decongested view 
of the lower left segment of the graph. The result is Graph 2. 

2. Graph 2: Scattergram for 81 LDCs (excluding 3 outliers) 
Deleting the three outliers does not distort the dataset in any way; it merely magnifies an area for 
closer inspection. 

Spread out in this fashion, the scattergram pattern is clarified for more precise description. 

The economy of scale reduces the Cost Per Customer from about $500 down to about $175 as 
LDCs increase in size from less than 1K customers to about 50K customers, and the Cost Per 
Customer then remains essentially flat as LDCs increase in size to about 300K customers. 

In terms of the tension between local control and the economy of scale, there is indeed a sweet 
spot that minimizes size while maximizing the economy of scale. At about 50K16 customers, 
municipalities concerned with this tension can, to put it colloquially, have their cake and eat it 
too.  

We would now like to explore the flat imaginary line between 50K and 300K. This line can be 
quantified17 by taking the average Cost Per Customer of the LDCs in this region, and we think it 
is reasonable to christen that line as “the economy of scale base line.” Some LDCs will have 
performed better than this base, others will have performed worse. But this average will be a 
reasonable estimate of the best performance shareholders and customers should expect from their 
LDCs. 

Thus calculated, the economy of scale base line = $180. This base would be expected to creep 
upward annually at the inflation rate of OM&A costs for LDCs. 

There is considerable variation around this base line of $180 (eight LDCs have lower Costs Per 
Customer, and nine have higher costs). The two worst performers are Windsor at {85K, $294} 
and Mississauga at {184K, $237}; 63% and 31% respectively over base. The two best 
performers are Barrie at {69K, $121} and Brampton at {125K, $130}; 33% and 27% 
respectively under base. 

Of special interest is the position of GHESI and Horizon: 

 Guelph at { 48K,  $197} is $17 or   9% over base. 
 Horizon at  {232K, $161} is $19 or 10% under base. 
 
We end this discussion of our results with a few observations about the variation around the $180 
base line. 

                                                 
14 These outliers have already been identified as Toronto at {680K, $236} and Hydro One at {1173K, $357}. 
15 This third outlier is Great Lakes Power at {12K, $692}, a rural LDC headquartered in Sault Ste Marie. 
16 It should be pointed out, however, that there are about a dozen LDCs that have managed to buck the trend and 
maximize economy with fewer customers. Since this study is intended for Guelph City Council and GHESI is 
already at the 50K sweet spot, we have not explored that phenomenon any further. 
17 We also unsuccessfully attempted to calculate a reliable slope for this line by isolating the 17 data points in the 
47K to 300K range and computing a linear regression. After excluding an outlier at {85K,$294}, the plotted line 
suggested some negative slope (y = -0.038x), but with an R2 = 0.0092 this result cannot be taken seriously. 
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There are two reasons for this variation:  

• The PEG Report identified four LDC cost drivers in addition to size, and some of this 
variation is due to more or less favourable business conditions for individual LDCs in 
terms of these cost drivers.  

• The rest of the variation is due to performance difference, greater or lesser efficiency 
than the average represented by our $180 base line. 

 
None of us have the requisite expertise to comment on the relative weight of these two causes 
either in general or for individual LDCs. But if the OEB’s Incentive-based Rate Mechanism 
(IRM) is successful in squeezing year over year efficiency gains out of LDCs, then the variation 
due to inefficiencies will be reduced. The effect ought to be less variation around the base line if 
our analysis were recomputed in future years. 

D. Conclusion, Application, and Implication 
On July 14, BDR invited Council to stand back from the Horizon merger, and broadly explore all 
options, and the intent of this study is to complement BDR’s presentation by exploring the 
relationship between LDC size and costs in general. 

In this final section, we will  

• restate briefly our conclusions on this general question,  
• apply at length our results to the proposed merger with Horizon, and 
• suggest briefly further action for Guelph should the merger be rejected. 

1. Conclusion 
The direct conclusions from our data are by now obvious. The relationship between OM&A 
Costs Per Customer and Number of Customers for Ontario LDCs has three phases: (1) As size 
increases from under 1K to about 50K, costs decrease from as much as $500 to about $180 Per 
Customer. (2) From about 50K to 300K customers, the Cost Per Customer remains essentially 
stable at about $180. (3) Beyond 300K, the picture is not clear, but at some unknown point costs 
begin to escalate as size increases. 

We suggested at the beginning of this report that all of the criteria BDR listed for deciding 
between hold or merge are derivative of two factors, and thus Guelph’s decision hinges logically 
on how Council resolves the tension between local control and the economy of scale. By sheer 
coincidence, our data demonstrates that Council does not have to choose between the horns of 
this dilemma. GHESI is at the sweet spot of 50K customers, the minimum size required to 
maximize the economy of scale. 

However, our data also reveals that GHESI’s 2005-2007 average Cost Per Customer of $197 is 
10% above the $180 base line. Our three closest cities (Kitchener at $145, Cambridge at $158, 
and Waterloo at $179) are below the base. GHESI did not rank well in the PEG Report’s 
economic model performance index.18 There are reasons, therefore, to expect that GHESI will 
eventually be squeezed for greater efficiencies by the OEB. 

                                                 
18 GHESI was 61st out of 86, but incorrect customer numbers were used for this calculation. When the calculation is 
corrected, GHESI’s rank will be worse. 
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It should be acknowledged that these suggestions that GHESI is significantly inefficient could be 
incorrect. The PEG Report also ranked LDC performance within peer groups and concluded 
happily that for the most part the two methods produced the same relative performance ranking 
for most LDCs. GHESI is an exception—61st out 86 in the economic model, but 32nd out of 86 in 
the peer group model. This could mean that the PEG economic model, the model PEG 
recommends be used by the OEB in setting rates, discriminates against GHESI’s circumstances. 

Whatever the explanation for Guelph’s higher rates relative to our neighbours, the data excludes 
the notion that GHESI is too small to maximize the benefits of the economy of scale. 

2. Application to Merger of GHESI and Horizon 
We now turn from general considerations to the merger that is in front of Council. 

2.1. The Premise, Pressure, Deal, and Plan 
The logic of the Case Summary can be broken down into four sequential steps, and we plan to 
consider each step separately. These steps are: 

• The Premise: in order to remain viable, all Ontario LDCs will have to grow to a minimum 
size of 500K customers in order to benefit from the economy of scale. 

• The Pressure: the Government of Ontario and the OEB are applying carrot and stick 
measures to encourage LDCs to consolidate through mergers, acquisitions, and sales. 

• The Deal: GHESI and Horizon provide an excellent merge fit, resulting in a company with 
280K customers and a $3.9 million reduction in costs, while retaining 24.25% ownership for 
Guelph, a share that exceeds our proportion of customers in MergeCo. 

• The Plan: MergeCo plans an aggressive program of further growth with a target of more 
than 600K customers by 2010, a mere two years hence. 

 
Our data establishes that the premise is incorrect by 10 fold, positing 50K rather than 500K as a 
minimum LDC size to maximize the benefits of the economy of scale. 

The presumptive rationale for the pressure to consolidate is to benefit the residents and 
businesses of Ontario with lower rates for the local distribution of electricity. On that 
assumption, the pressure is warranted up to a minimum size of 50K customers, but pressuring 
LDCs to grow beyond that size is not warranted by the data. 

Our data establishes that the plan to grow within two years to more than 600K customers is 
risky, and certainly cannot be justified as the wise pursuit of the economy of scale.  

Since the deal itself (the full Business Case) is secret, private citizens are not in a position to 
directly evaluate its merits. Citizens are reduced to indirect comment. Our comments are based 
upon our exploration of the following three high-level summary statistics, two from the Case 
Summary, and one from other GHESI literature: 

• Guelph’s 24.25% shareholder interest 
• $3.9M annual cost reduction in MergeCo 
• $40M over ten years in rate reduction for GHESI customers 

 

A key point in what follows—indeed the thrust of our entire development here—is our rejection 
of the $40 million figure as an expression of the financial benefits of the proposed merger for 
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Guelphites. We will be suggesting that $10 million over ten years would be a more appropriate 
figure.  

There is one other financial component to the deal mentioned in the Case Summary: 

 “The Municipalities, as shareholders, will benefit through increased and more stable 
dividends: 
• A one-time pre-merger capital adjustment flowing to the respective shareholder” 
(Case Summary, page 5) 
 

Although this is cited as such in the Case Summary, this is not properly a benefit of the merger. 
GHESI has confirmed “this recapitalization dividend could be paid regardless of whether the 
merger occurs or not.”19 

The purpose of this capital adjustment is to initialize MergeCo with a 50:50 debt to equity ratio. 
To the extent GHESI and Horizon bring more than 50% equity into the merger, the excess will 
be paid out as dividends. The approximate amounts expected to be distributed are: 

• Guelph  $1.5 to $2.0 million 
• St. Catharines $1.5 million 
• Hamilton  $5.5 million 

2.2. The Deal: Guelph’s 24.25% Ownership but Shifting Revenue Share 
Traditionally, monopolistic municipal services are delivered either by private corporations or by 
public utilities operating as divisions of a municipal corporation. 

For example, Guelph’s local distribution of cable television and local distribution of natural gas 
is provided by private corporations. The sole fiduciary obligation of private corporate boards is 
to maximize return on investment to the shareholders who have elected them. Since such boards 
have no financial obligations to customers, the only thing that prevents price gouging for such 
monopolistic services is government regulation. 

On the other hand, local transit and local water services are public utilities operating as divisions 
of the Corporation of the City of Guelph. The sole fiduciary obligation of Council, as the “board” 
of this corporation, is to provide the desired level of service at a reasonable price to the 
customers who have elected them. There are no shareholders expecting a profit. 

LDCs are, by comparison, a weird sort of creature, neither entirely fish nor fowl. As originally 
constituted, LDCs like GHESI are private corporations 100% owned by the municipality served, 
and 100% of its customers are that municipality’s business and residential taxpayers. Thus: 

shareholders = customers = taxpayers 

100% of LDC revenue is from customer-taxpayers, and 100% of the dividends paid to the 
municipality ends up in the pockets of the shareholder-taxpayers via property tax reductions. 
Although councillors might disagree about the balance between taking dividends and keeping 
rates down, there is no inherent conflict in Council’s fiduciary obligations to shareholder-
taxpayers and customer-taxpayers.  

                                                 
19 Email correspondence dated 10 September 2008. 
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But once consolidation via acquisition or merger begins, the balance between shareholders and 
customers is easily upset. 

For instance, when Wellington Electric Distribution Company (Rockwood) was acquired by 
GHESI, 1700 Rockwood customers ceased to be shareholders. They are now “merely” customers 
contributing to that revenue pool from which Guelph taxpayers alone benefit through dividends. 

With MergeCo, relative interests are more complex and will shift over the years. Since the 
merger is perpetual, and that is a long time, these competing interests warrant conceptual 
analysis. 

Guelph will have a 24.25% ownership in MergeCo. In 2007, Guelph supplied 17.03% of the 
combined GHESI-Horizon customer base, but these customers paid 22.06% of the combined 
GHESI-Horizon revenue. Our revenue share is greater that our customer share because of 
Guelph’s mix of corporate versus residential customers relative to Hamilton-St. Catharines. 

At merger Guelph taxpayers will continue to have a slightly higher ownership share than revenue 
share, but our revenue share will increase due to our higher growth rate until the difference 
disappears when rates are equalized, which is expected to occur in 2012. At that point ownership 
percentages and revenue percentages will both be very close—24.25% for Guelph, 75.75% for 
Hamilton-St. Catharines. 

Because of Guelph’s high rate of customer growth (2.7% versus 0.7% for Horizon), beyond 2012 
MergeCo’s revenue share from GHESI customers will progressively become larger than our 
fixed ownership share of 24.25%; and, of course, the reverse will be true for Horizon. 

The interests of owners, who want high dividends, and customers who want lower rates, are 
conceptually in conflict. When ownership exceeds revenue share, the collective best financial 
interest of a municipality’s taxpayers is higher dividends paid for with higher rates. When 
revenue share exceeds ownership share, the collective best interest of a municipality’s taxpayers 
is low rates and no dividends. 

Therefore, prior to equalization in 2012, Guelph would be minimally better served financially by 
high rates and high dividends, and beyond 2012 our financial best interest will be progressively 
better served by low rates and no dividends. 

Since the Case Summary (page 5) anticipates “stable shareholder returns equal to the regulated 
Maximum Allowable Return (‘MARE’),” this aspect of the deal favours Guelph initially, but in 
the very long term beyond 2012 the deal is progressively more favourable to Horizon for as long 
Guelph’s growth exceeds that of Hamilton-St. Catharines. We do not have the data to quantify 
this phenomenon. 

But this picture of conflicting and shifting interests is less complex than what is likely to actually 
occur. Remember, MergeCo plans to more than double by 2010 reducing Guelph ownership to 
less than 10%. The pattern of ownership and revenue share among an unknown number of 
partners will certainly be more complex. 

Will this ever be a problem?  

That is a political question, and “ever” is a very long time. Given the general volatility in the 
energy sector including electricity, a powerful crystal ball would be required to imagine how 
future provincial governments might react if Ontarians in some communities were to develop 
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strong negative emotions about their contributions via their electricity bills to the taxpayers of 
other municipalities. 

There is one clear conclusion from this reflection.  BDR should add a new value to the list of 
the benefits derived from local control—the simplicity of fiduciary obligations when 
shareholders = customers = taxpayers. 

2.3. The Deal: $3.9 Million Annual Expense Reduction 
On its own without an appropriate context for comparison, $3.9 million in savings is 
meaningless—it could conceivably represent a 1% reduction of a very large number, or a 75% 
reduction of a smaller number. 

In this section we will do two things: 

• generate a context to express $3.9 million as a percentage reduction 
• apportion this savings among the three partner municipalities 

 
We can generate an appropriate context for comparison as follows: 

1. GHESI has graciously broken down this $3.9 million for us as $3.3 million20 in OM&A 
savings and $0.6 million in capitalized expenses. Since we, following the OEB lead, have 
studied only OM&A costs, we have attempted to contextualize only that component of the 
projected savings. 

2. We assume that the merger will be consummated in early 2009, and therefore 201021 will be 
the first full year to experience the entire cost reduction. 

3. From data for the years 2002 to 2007, we project GHESI and Horizon costs and their number 
of customers forward to 2010. These calculations are summarized in appendix page A7. 

4. We then reduce combined GHESI and Horizon OM&A by $3.3 million to get 2010 values 
for MergeCo. 

The results of these arithmetic manipulations are exposed in the following table:  

Merger Cost Reduction Benefits in 2010 
LDC OM&A Customers Cost/Customer 
Combined (without merger) $55,032,286 289,064 $190 
MergeCo (OM&A reduced by$3.3M) $51,732,286 289,064 $179 
Reduction (Benefit of Merger) 6.00% -- (6.0%)      $11 

 
Without a merger, the combined OM&A costs for GHESI and Horizon is projected at $55.0 
million in 2010. With a merger, the Case Summary projects savings of $3.3 million, reducing 
MergeCo OM&A costs to $51.7 million to service a projected 290K customers. The Cost Per 
Customer would be reduced from $190 to $179, a reduction of $11. 

Therefore, the financial benefit of the merger will be a 6% reduction in OM&A and in the 
Cost Per Customer. (This does not include the $0.6 million reduction of capitalized expenses in 
2010 that we are unable to express as a percentage reduction.) 

                                                 
20 Email correspondence 19 August 2008. 
21 GHESI advised in an email on 29 August 2008 that cost reductions are expected to be achieved 12 to 18 months 
after the merger. 
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The Business Case does not distinguish between GHESI and Horizon as the source22 of the 
projected savings. We can, however, apportion the benefits of these savings assuming they are 
paid out as either dividends or as rate reductions. In the following tabulation, the ownership 
percentages and customership percentages for 2012 on the left produce the dividends or rate 
reduction amounts on the right. 

Distribution of $3.9 Million Cost Savings as Dividends or as Rate Reductions in 2012 
  Percentages Dollars 
  Guelph Hamilton St. Catharines Total Guelph Hamilton St. Catharines 
As Dividends  24.25% 59.77% 15.98% $3,900,000 $945,750 $2,331,030 $623,220 
As Rate Reductions 24.25% 75.75% $3,900,000 $945,750 $2,954,250 
 

Because ownership and revenue share are uniquely equal in 2012, the merger benefit for Guelph 
taxpayers will be $946K whether cost savings are paid out as dividends or as rate reductions. 
After 2012, Guelph’s proportion of rate reductions will be progressively larger because of our 
higher growth rate. 

Therefore, $10 million over ten years is a fair measure of the rate reduction benefit of the 
proposed merger for Guelph. 

2.4. The Deal: $40 Million Rate Reduction Benefit for GHESI Customers 
Our calculation of $10 million obviously does not jive with this $40 million figure. 

The promise that GHESI customers will have their rates for the local distribution of electricity 
reduced by $40 million over ten years is not contained in the Case Summary. The proposition is 
found in at least two other official documents23 issued by the proponents of the deal—page 6 in 
“Council_Report_Summary_III.Pdf” (Council Report) and page 1 in 
“Merger_Fact_Sheet_Final.Pdf” (Fact Sheet).  

The Fact Sheet states: 

 “What happens if we do NOT merge?… 
•        We will not be able to offset rate increases effectively. If we don’t grow, we believe 

that Guelph Hydro customers could pay up to $40 million more in rates over the next 
10 years. That is a very expensive cost of saying no!” 

 

On 3 June 2008, the Guelph Tribune reported:  

“Power users of all sizes in Guelph stand to save more than $40 million over a 10-year 
period if Guelph Hydro merges with the Hamilton-St. Catharines electrical utility, says 
Guelph Hydro Electric Systems Inc. chair Paul Truex. The savings would come from an 
average drop of 20 per cent in the customer-distribution rate that is a part of hydro bills, 
he said at last week's city council meeting.”  

Although not contained in the Case Summary, and thus presumably not part of the Business 
Case, in our opinion this $40 million has become the dominant figure representing the 

                                                 
22 In an email dated 19 August 2008, GHESI explained “Our approach was to design a new organization that was 
optimal…This new organization was then compared to the total of the existing two utilities to determine the 
expected savings. We did not look specifically at the separate pre-merged entities to determine how much savings 
would come from each of them.” 
23 Both documents are available on GHESI’s website at www.guelphhydro.com/merge/learnmore.php. 
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financial benefits of merger in the press,24 in the minds of the public, and perhaps in the 
assessment of councillors. 

At first, we thought this figure was an error—by what magic could Guelph’s $10 million share of 
cost savings generate $40 million in rate reductions? 

The explanation provided by GHESI25 is neither an error nor magic, but it is perplexing. This   
$4 million annual rate reduction has two components: 

• Component A: $1 million from Guelph’s share of merger cost savings of $3.9M. 
• Component B: $3 million from the rate equalization among MergeCo customers. 

 

There is no problem with Component A. It is Component B that perplexes us—we disagree that 
the $3 million should be considered a benefit of the proposed merger.  

But first, let’s list the facts26 behind GHESI’s calculation. 

At the present time GHESI rates are higher than Horizons, and this rate differential will continue 
post merger until the next rate application by MergeCo to the OEB. That application must occur 
by 2014, within five years of the merger. The Case Summary, however, states that MergeCo 
expects to apply in 2012. 

At that time, rates in Guelph, Hamilton, and St. Catharines will be harmonized. For GHESI 
customers collectively this will mean a $3 million annual reduction, and for Horizon customers 
there will be a counterbalancing $3 million annual rate increase. There is no magic here—the 
money to pay for Guelph’s rate reduction will be taken from the pockets of Horizon’s customers 
in Hamilton and St. Catharines. 

We don’t think Component B is something Guelphites should be proud of, and it does seem 
unlikely that citizens of Hamilton and St. Catharines will find this phenomenon comforting. 
However, when Component A and B are combined, Hamilton and St. Catharines should 
experience no rate change whatsoever. That is, Horizion’s $3 million share of the cost savings 
will cancel the $3 million rate increase that equalization would otherwise have imposed on 
Hamilton-St. Catharines. 

Our concern here is whether this equalization shift of $30 million over ten years from one group 
of MergeCo customers to another should be described as a benefit of the merger. It depends, in 
our opinion, on the cause of Guelph’s higher rates, and whether they could be reduced without a 
merger. 

On the one hand, if the cause of GHESI’s higher rates is lack of scale, then there is solid reason 
to believe they cannot be lowered except by merger. In this case, the reduction is fairly construed 
as a direct benefit of merging. Since the entire case for merger is based, essentially, on this 
proposition, it is not surprising the merger proponents stress this figure to a Guelph audience. 

On the other hand, if insufficient customer base is not the cause of our higher rates, then this $30 
million is not a fair statistic to represent the benefits of merger. If the cause of higher rates, for 

                                                 
24 The Guelph Mercury has tended to report the $40 million as a 20% drop in average local distribution rates. The 
Tribune, as cited above, has reported the reduction as $40 million and as 20%. 
25 Email from GHESI dated 29 August 2008. 
26 GHESI has confirmed these facts in emails dated 29 August and 10 September 2008. 
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instance, is inefficiency, then there is solid reason to believe that the OEB will require GHESI 
“to achieve efficiency gains year over year”27 driving rates down without a merger. 

“The solution to pollution is dilution” is a wicked slogan that fits this scenario. The $30 million 
shift captures the phenomenon of diluting Guelph’s inefficiency in the ocean of Horizon’s 
efficiency. Guelphites are notoriously unhappy sending our garbage down the highway. 
Similarly, we should not be proud of the idea of shifting our inefficiency over to Hamilton-St. 
Catharines. 

Since our data rejects the notion that GHESI is too small to maximize efficiency, we reject the 
notion that $30 million is an appropriate figure to include in the computation of merger benefits. 

In the end, it is a matter of semantics, of perspective. What matters is that Council and 
Guelphites understand the distinction in the source of money to pay for promised rate reductions 
between: 

• $10 million over ten years from merger cost reductions, and 
• $30 million over ten years shifted from Hamilton and St. Catharines. 

 

--------- 

We conclude our evaluation of the publicly available information on the GHESI-Horizon merger 
with a comment on credibility. 

Without access to the Business Case, private citizens are effectively invited to accept on faith 
that the merger is sound. The only ground for a rational judgement of faith is credibility. 

In this case, since the proponents of the deal have their premise wrong, and since they have 
succumbed to unwarranted pressure, and since their presentation in Guelph of the deal stresses a 
questionable $40 million in rate savings, and since they plan rapid, risky growth beyond 300K 
customers, one could argue that credibility has not been earned. 

Our analysis supports that argument. 

However, we acknowledge that despite these serious flaws in public packaging, the Business 
Case itself could still be financially sound. 

Our data is unambiguous about one thing only—such a large merger is not necessary for Guelph 
to take advantage of the economy of scale. Even if the Business Case establishes that there will 
be considerable savings, this is only anecdotal evidence. The broad statistical picture 
demonstrates that similar scales of cost control have been achieved by similar-sized and smaller 
LDCs, and no evidence has been presented to suggest GHESI is inherently unable to do as well 
as our neighbours. 

If our initial premise of a tension between a desire for local control and the expectation of 
savings from the economy of scale is correct, then the merger with Horizon should be rejected as 
unnecessary, as not worth a 75% reduction in local control. 

                                                 
27 The Case Summary is very clear; “The OEB has been putting in place over the last few years a new rate regulation 
scheme that it refers to as Incentive-based Rate Mechanism (IRM). IRM requires utilities to achieve efficiency gains 
year over year.” (page 2) 
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3. Implication for Guelph if Horizon Merger is Rejected 
If Council rejects the proposed merger for any reason, and also finds merit with this report, then 
consideration should be given to further action in two areas. 

First, we have no reason to doubt that the province and OEB, supported by consensus among 
many industry experts, are applying pressure for LDCs to consolidate beyond GHESI’s current 
48K customers. Even if Guelph were to reject the Horizon merger in part because this pressure is 
not in the best interests of citizens, our local decision will not make that pressure go away. 

Guelph, under the leadership of Mayor Farbridge and this Council, is beginning to accumulate an 
impressive track record of influencing policies of the Government of Ontario and its agencies. 
The York District lands, Places to Grow population targets, and green belt expansion appear to 
be instances in which careful argument by a smaller player is influencing provincial 
bureaucracies. 

Should this merger be rejected, it would be prudent and in Guelph’s self-interest to once again 
attempt to redirect provincial policy. 

Were Council to agree, we would suggest our study be redone and expanded28 by industry 
experts as background for a concerted effort to remove this pressure for consolidation of LDCs 
beyond 50K customers. Prior to the reorganization of LDCs, some industry experts, working on 
data for 1993, found essentially the same 50K sweet spot as our study for their equivalent of 
OM&A costs; and when they included capital costs, their sweet spot became 75K.29 Recently, 
other industry experts have found fault with the OEB’s preoccupation with OM&A cost 
reductions through the economy of scale, suggesting instead that attention ought to be on capital 
costs.30 

Second, our study fixes the low end of the sweet spot at 50K in 2007. If the OEB were to 
continue to impose regulatory burdens on LDCs, that sweet spot could climb to some higher 
level over time. It might be prudent, therefore, to encourage GHESI to explore more modest 
mergers or acquisitions as a precaution, a hedge against failure to dissuade the OEB from its 
current course.  

In our view, acquisitions or mergers or cooperative agreements with local partners, perhaps even 
limited to Wellington County, should be explored. We already have many cost sharing 
arrangements with the county, and Guelph could one day be more tightly involved with the 
county in a two-tier municipal arrangement. If the province were to become convinced that 

                                                 
28 For example:  
• we have used Cost Per Customer as a measure of unit output. The PEG Report suggests using a more complex 

metric involving the volume of electricity delivered and length of delivery lines as well as number of customers. 
• why do some LDCs smaller that 50K perform as well as larger LDCs? 
• what happens when capital costs (or all costs) are plotted against LDC size? 
• for mergers since 1998, how do pre-merger expectations compare with post-merger results? 
• what are the polled opinions of independent industry experts on LDC consolidation? 
• why do some LDCs such as GHESI produce dramatically different PEG rankings with different methods? 
29 Joseph Kushner, Steven Renzetti, and Isidore Masse. “Electrical Utilities: Do we have too many?” Canadian 
Business Economics, Summer 1997, pp. 73-78. 
30 Frank Cronin and Stephen Motluk. “How Effective are M&As in Distribution? Evaluating the Government’s 
Policy of Using mergers and Amalgamation to Drive Efficiencies into Ontario’s LDCs.” The Electricity Journal, 
April 2007, Vol. 20, Issue 3, pp. 60-68. 
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Hydro One’s higher Costs Per Customer are due to its excessive size, they may be interested in 
selling LDC components around Guelph. Centre Wellington Hydro Limited (Fergus) has 6100 
customers, and thus, according to our data, ought to be considering consolidation. Further, 
Fergus is ranked 82nd out of 86 in the PEG Report, and thus ought to expect pressure from the 
OEB for improved efficiencies. Therefore, merging would make sense for Fergus, and GHESI 
might well want to express interest in discussions. 
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BDR Slide “Criteria for Hold/Merge/Sell” 
(Presentation to Guelph City Council, 14 July 2008) 

 
 

 

Criteria for Hold/Merge/Sell Decision 
    

Value Hold Merge Sell 
Community Identity and Presence       
Ownership and Control by the City       
Low Rates to Customers     ??? 
Customer Service and Reliability       
Minimum Financial and Business Risk       
Maximum Immediate Cash for Municipal Projects       
Highest Total Value Over Long Term       
Local Employment       
Employee Satisfaction and Retention ??? ???  ???
Community Development Goals       

 
Best   
Good   
Lowest   
Uncertain ??? 
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Graph 1: Cost by Customers Scattergram (All 84 LDCs)
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Graph 2: Cost By Size Scattergram (excludes 3 outliers)
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Table 1: LDCs in Alphabetic Order 
 

Local Distribution Company Number of 
Customers 

Cost Per  
Customer   

Local Distribution Company Number of 
Customers 

Cost Per  
Customer 

Atikokan Hydro Inc. 2K $399   Lakefront Utilities Inc. 9K $204 
Barrie Hydro Distribution Inc. 69K $121   Lakeland Power Distribution Ltd. 9K $231 
Bluewater Power Distribution Corporation 36K $261   London Hydro Inc. 142K $166 
Brant County Power Inc. 9K $293   Middlesex Power Distribution Corporation 7K $212 
Brantford Power Inc. 37K $197   Midland Power Utility Corporation 7K $261 
Burlington Hydro Inc. 62K $196   Milton Hydro Distribution Inc. 23K $201 
Cambridge and North Dumfries Hydro Inc. 49K $158   Newbury Power Inc. 0K $255 
Centre Wellington Hydro Ltd. 6K $239   Newmarket - Tay Power Distribution Ltd. 31K $189 
Chapleau Public Utilities Corporation 1K $415   Niagara Falls Hydro Inc. 35K $247 
Chatham-Kent Hydro Inc. 32K $162   Niagara-on-the-Lake Hydro Inc. 8K $207 
Clinton Power Corporation 2K $284   Norfolk Power Distribution Inc. 19K $229 
COLLUS Power Corp. 14K $211   North Bay Hydro Distribution Limited 24K $221 
Cooperative Hydro Embrun Inc. 2K $202   Northern Ontario Wires Inc. 6K $282 
Dutton Hydro Limited 0K $250   Oakville Hydro Electricity Distribution Inc. 60K $196 
E.L.K. Energy Inc. 11K $155   Orangeville Hydro Limited 10K $181 
Eastern Ontario Power (CNP) 4K $380   Orillia Power Distribution Corporation 13K $271 
Enersource Hydro Mississauga Inc. 184K $237   Oshawa PUC Networks Inc. 51K $163 
ENWIN Powerlines Ltd. (Windsor) 85K $294   Ottawa River Power Corporation 10K $205 
Erie Thames Powerlines Corporation 14K $329   Parry Sound Power Corporation 3K $306 
Espanola Regional Hydro Distribution Corporation 3K $280   Peninsula West Utilities Limited 15K $260 
Essex Powerlines Corporation 28K $221   Peterborough Distribution Incorporated 34K $181 
Festival Hydro Inc. 19K $182   Port Colborne (CNP) 9K $462 
Fort Erie (CNP) 15K $297   PowerStream Inc. (Markham, Vaughn +) 236K $180 
Fort Frances Power Corporation 4K $276   PUC Distribution Inc. 33K $222 
Grand Valley Energy Inc. 1K $325   Renfrew Hydro Inc. 4K $204 
Great Lakes Power Limited 12K $692   Rideau St. Lawrence Distribution Inc. 6K $233 
Greater Sudbury Hydro Inc. 43K $263   Sioux Lookout Hydro Inc. 3K $389 
Grimsby Power Incorporated 10K $162   St. Thomas Energy Inc. 16K $216 
Guelph Hydro Electric Systems Inc. 48K $197   Thunder Bay Hydro Electricity Distribution Inc. 49K $223 
Haldimand County Hydro Inc. 21K $293   Tillsonburg Hydro Inc. 7K $236 
Halton Hills Hydro Inc. 20K $220   Toronto Hydro-Electric System Limited 680K $236 
Hearst Power Distribution Company Limited 3K $229   Veridian Connections Inc.(Pickering) 109K $174 
Horizon Utilities Corp. (Hamilton, St.Catharines) 232K $161   Wasaga Distribution Inc. 11K $157 
Hydro 2000 Inc. 1K $212   Waterloo North Hydro Inc. 50K $179 
Hydro Hawkesbury Inc. 5K $141   Welland Hydro-Electric System Corp. 21K $183 
Hydro One Brampton Networks Inc. 126K $130   Wellington North Power Inc. 3K $287 
Hydro One Networks Inc.(rural Ontario) 1173K $357   West Coast Huron Energy Inc. 4K $350 
Hydro Ottawa Limited 287K $150   West Nipissing Energy Services Ltd. 3K $135 
Innisfil Hydro Distribution Systems Limited 14K $211   West Perth Power Inc. 2K $237 
Kenora Hydro Electric Corporation Ltd. 6K $224   Westario Power Inc. 21K $203 
Kingston Electricity Distribution Limited 27K $189   Whitby Hydro Electric Corporation 38K $206 
Kitchener-Wilmot Hydro Inc. 83K $145   Woodstock Hydro Services Inc. 14K $223 
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Table 2: LDCs Ordered by Number of Customers 
 

Local Distribution Company Number of 
Customers 

Cost Per  
Customer   Local Distribution Company Number of 

Customers 
Cost Per  
Customer 

Dutton Hydro Limited 0K $250   Woodstock Hydro Services Inc. 14K $223 
Newbury Power Inc. 0K $255   Peninsula West Utilities Limited 15K $260 
Grand Valley Energy Inc. 1K $325   Fort Erie (CNP) 15K $297 
Hydro 2000 Inc. 1K $212   St. Thomas Energy Inc. 16K $216 
Chapleau Public Utilities Corporation 1K $415   Norfolk Power Distribution Inc. 19K $229 
Clinton Power Corporation 2K $284   Festival Hydro Inc. 19K $182 
Atikokan Hydro Inc. 2K $399   Halton Hills Hydro Inc. 20K $220 
Cooperative Hydro Embrun Inc. 2K $202   Haldimand County Hydro Inc. 21K $293 
West Perth Power Inc. 2K $237   Westario Power Inc. 21K $203 
Sioux Lookout Hydro Inc. 3K $389   Welland Hydro-Electric System Corp. 21K $183 
Hearst Power Distribution Company Limited 3K $229   Milton Hydro Distribution Inc. 23K $201 
West Nipissing Energy Services Ltd. 3K $135   North Bay Hydro Distribution Limited 24K $221 
Espanola Regional Hydro Distribution Corporation 3K $280   Kingston Electricity Distribution Limited 27K $189 
Parry Sound Power Corporation 3K $306   Essex Powerlines Corporation 28K $221 
Wellington North Power Inc. 3K $287   Newmarket - Tay Power Distribution Ltd. 31K $189 
Eastern Ontario Power (CNP) 4K $380   Chatham-Kent Hydro Inc. 32K $162 
West Coast Huron Energy Inc. 4K $350   PUC Distribution Inc. 33K $222 
Fort Frances Power Corporation 4K $276   Peterborough Distribution Incorporated 34K $181 
Renfrew Hydro Inc. 4K $204   Niagara Falls Hydro Inc. 35K $247 
Hydro Hawkesbury Inc. 5K $141   Bluewater Power Distribution Corporation 36K $261 
Kenora Hydro Electric Corporation Ltd. 6K $224   Brantford Power Inc. 37K $197 
Rideau St. Lawrence Distribution Inc. 6K $233   Whitby Hydro Electric Corporation 38K $206 
Northern Ontario Wires Inc. 6K $282   Greater Sudbury Hydro Inc. 43K $263 
Centre Wellington Hydro Ltd. 6K $239   Guelph Hydro Electric Systems Inc. 48K $197 
Tillsonburg Hydro Inc. 7K $236   Cambridge and North Dumfries Hydro Inc. 49K $158 
Midland Power Utility Corporation 7K $261   Thunder Bay Hydro Electricity Distribution Inc. 49K $223 
Middlesex Power Distribution Corporation 7K $212   Waterloo North Hydro Inc. 50K $179 
Niagara-on-the-Lake Hydro Inc. 8K $207   Oshawa PUC Networks Inc. 51K $163 
Lakefront Utilities Inc. 9K $204   Oakville Hydro Electricity Distribution Inc. 60K $196 
Lakeland Power Distribution Ltd. 9K $231   Burlington Hydro Inc. 62K $196 
Port Colborne (CNP) 9K $462   Barrie Hydro Distribution Inc. 69K $121 
Brant County Power Inc. 9K $293   Kitchener-Wilmot Hydro Inc. 83K $145 
Grimsby Power Incorporated 10K $162   ENWIN Powerlines Ltd. (Windsor) 85K $294 
Orangeville Hydro Limited 10K $181   Veridian Connections Inc.(Pickering) 109K $174 
Ottawa River Power Corporation 10K $205   Hydro One Brampton Networks Inc. 126K $130 
E.L.K. Energy Inc. 11K $155   London Hydro Inc. 142K $166 
Wasaga Distribution Inc. 11K $157   Enersource Hydro Mississauga Inc. 184K $237 
Great Lakes Power Limited 12K $692   Horizon Utilities Corp. (Hamilton, St.Catharines) 232K $161 
Orillia Power Distribution Corporation 13K $271   PowerStream Inc. (Markham, Vaughn +) 236K $180 
Innisfil Hydro Distribution Systems Limited 14K $211   Hydro Ottawa Limited 287K $150 
Erie Thames Powerlines Corporation 14K $329   Toronto Hydro-Electric System Limited 680K $236 
COLLUS Power Corp. 14K $211   Hydro One Networks Inc. 1173K $357 

- A6 - 



 

Calculation Summary: Projection of OM&A Costs 
and Number of Customers to 2010 
1. We assume that the merger will be consummated in early 2009, and 
therefore 2010 will be the first full year to see the full reduction of $3.3 
million in OM&A costs. 

2. Using OEB data for 2002 to 2007 contained in LDC.Comparison.Xls, 
we calculated the annual increases in OM&A costs and in Number of 
Customers separately for both Guelph and Horizon; and then we 
calculated the average annual rate of increase in OM&A and customers. 
This gives: 

Average Annual Rates of Increase 2002 to 2007 
LDC  OM&A Customers 

Guelph  5.39% 2.69%
Horizon   3.97% 0.70%

 
3. Using these rates, we projected OM&A and Number of Customers 
through 2008 and 2009 to 2010; and then combined the results to estimate 
what the OM&A costs and customer numbers would be without a merger: 

Projected Values for 2010 
LDC OM&A Customers Cost/Customer 

Guelph  $11,908,773 51,676 $230
Horizon  $43,123,513 237,388 $182
Combined (without merger) $55,032,286 289,064 $190 

 
4. We reduce the combined OM&A by $3.3 million to get 2010 values for 
MergeCo; and then we calculated comparative statistics: 

Merger Cost Reduction Benefits in 2010 
LDC OM&A Cost/CustomerCustomers  
Combined (without merger) $55,032,286 289,064 $190 
MergeCo (OM&A reduced by$3.3M) $51,732,286 289,064 $179 
Reduction (Benefit of Merger) 6.00% -- $11 
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