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By Fax to:  (416) 325-3745
By Email to: webprem@gov.on.ca
November 14, 2002
The Honorable Ernie Eves, Premier

Room 281, Legislative Building
Queen's Park 
Toronto ON M7A 1A1 

Dear Premier Eves,

The National Energy Marketers Association (NEM) and its members are deeply concerned about significant impacts that the Action Plan announced by the Ontario Provincial Government will likely have on the North American energy markets.  It is our understanding that Ontario plans to cap electricity prices to all consumers at less than three U.S. cents per Kilowatt-hour (4.3 cents Canadian) through 2006.  While obviously well intentioned, our experience in California leads us to believe that capping energy prices, particularly for extended periods of time, creates enormous economic dislocations and undermines our mutual goals of conservation, load shifting and adequate supplies.  Additionally, our experience has shown that such measures also hurt taxpayers and small consumers over the long-term.

Given the billions of dollars and significant time and resources devoted to helping Ontario prepare what has become known as a model market design for all of North America, NEM and its members would appreciate the opportunity to work with your government to mitigate the possible damage that many believe will result from the implementation of this Action Plan.  Specifically, the market design that was in effect already included substantial rebates to consumers to offset higher prices in times of scarcity.  Extending these rebates will undermine the significant investments that have already been made and erode investor confidence in making new investments in both generating capacity as well as demand response technology.

The message included in the news release was that this Plan was designed to address “unacceptable” situations where families and businesses were facing bills they couldn’t afford.  Ultimately, a fully functioning competitive market should benefit all consumers through lower prices and the introduction of innovative products.  However, to realize those benefits the market must be allowed to evolve and function properly for a sustained period and provide both consumers and investors with the correct price signals.    Competitive suppliers and customers worked with that measure and the market flourished in the short time it was allowed.  Fixing the price for all consumers for fours years will eliminate competition and undermine demand side management as well as investment in new capacity.
While the social welfare goals of protecting low income and small consumers can efficiently be addressed within the current rebate structure, extending these rebates in time and to all consumers will actually exacerbate generation scarcity and encourage indiscriminate consumption without regard to price, precisely at a time that the Provincial Government is concerned about encouraging alternative energy sources and additional supplies.  Tax credits, holidays and other incentives are worthwhile policies, however, the United States has instituted such credits for wind, solar and other energy sources without the long term success that was intended.  The reason has always been inadequate pricing signals to sustain those investments.  NEM is seriously concerned that the Action Plan announced this week will suffer from a similar lack of pricing efficiencies.

Should the Provincial Government decide that price caps are necessary, we would urge the government to ensure that, at a very minimum, large commercial and industrial customers continue to see and respond to real-time hourly price signals and be subject, without subsidies, to the wholesale marketplace.  This will ensure that large consumers can and will respond to price signals with load shifting and conservation, freeing up additional supplies to minimize the dislocations and possible shortages that will otherwise fall on other consumers.  Additionally, given the government’s intention to implement interval metering for all consumers, NEM urges your consideration of the negative impacts that price caps will have on the intended benefits of such technology.  Indeed, NEM members currently offer residential load shifting products and many of our members were active in your markets until the Action Plan was announced.  Clearly, it is in the interest of all members of the North American energy market to ensure equitable and efficient pricing throughout the continent.  Our members and your government have a vested interest in bringing the lowest cost energy supplies to every consumer.  This is the only way our members can invest in Ontario, compete for new customers, offer new products and grow their businesses.

Again, we urge your reconsideration of implementing price caps through 2006 and extending them to all consumers regardless of size or income.  We would appreciate an opportunity to discuss these issues with you directly or through a conference call so that all of our members can participate in the dialogue.  Additionally, I would also like to personally invite you to address the CEOs of our industry at our National Restructuring Conference on April 3 and 4, 2003.  

The favor of your prompt reply would be greatly appreciated.

Respectfully submitted, 
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Craig G. Goodman, Esq.






President

CC:
Mr. John Baird

Fax: (416) 325-6364
3333 K Street, NW, 
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Washington, D.C. 20007
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