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0nlario,sEconomic0utlookandFiscalPlan;..j:.::i.:.:ii..:,;f@

Taxalion ßevenue

Government of Canada

lnfrastructure (777)

(681 )

income from Governmenl Business Enterprises

Ontario Power Generation lnc. and Hydro One lnc. (1 86)

0ntario Loüery and Gaming Corporation

Liquor Control Board of Ontarlo

All 0ther Government Business Enterprises
(1 6e)

0lhor Non-Tax Revenue

Power Sales

Other Non-Tax Revenue (118)

354

Total Revsnue Changes (23e).

I

t

t

0ther

(83)

t-. . ..
I

472
l

I

I ewforecast ls restated to reflect accounting

rnrngrl orr to the lmplementation of line-by-line consolídation of controlled, broadø!yb[:?::g_, 
,,^.

þ{å*,0-,,

ö|iË;ñÏ;; äi;i;il;tìànor the ioog sudsetanatur 200e lntarto Economtc 1uttook and Fiscat

Review revenue outlook, see Section D of this chapter'

Revenue Changes

Higlrlights of key 2009-10 l.euerrue changes from t}e FaIl2009 Ontario

Economic Outlook tind Fiscal Review lbrecast are as follows:

Ø Taxation Revenues are rtightiy higher (0.4 per cent) tl'ran projected

clue to favourable changes in the composition of econornic growth.

Ø T,-arrrf.rs from the Govern:ne¡rt of Canada for infrastructure are

$777 million lower due to revised timelines for capital projects and

changes in fedeml ftrnding. A si_grilìcant portion of the expenditure

piaru:ed for 2009-10 u/ill occlu in 2010-i 1 or later years't
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Ø oth"" Governnrent of canada transfers arc $96 n:illion hi.qher,

largely clue. to Labour Martet Program funcling rc'-profìle'd to 2009-10'

Ø th., combincclnet inconre of Hydro One Inc' and Ontario

Power Generation Inc' (OPG) Ls estimated to be S 186 million

lorvcr, large\' <lue to lorver clectric'ity market prices receive'd by

oPGlbritsunregulatc<Iarr<ln0D-contrac.'tecle]ectricit¡'outpttt.

ú Onttrio Lottery and Ganring Corporatio¡r net inconre i's

g83 million lo*;, mainly clue to lou'er gaming revenue fïom slot

machines and casinos'

Ø N.t incomc tfom the Liquor Control Board of Ontario is

g g 3 millio¡r higher,1.,* tå sü.onger-thân-expected salcs, inclurdin.q

tr etter- tha n - expe'cted sal es of highe r-margin products'

Ø eu other Government Business EnterPrises are $7 rnillion

higher, largely due to an accouurting change in reporting financial

,.lrrrl t, for thc O ntario N or thland Transp ortation Conrm iss ion

(ONTC). The impact <¡f the reporting change is fiscal\'neutral'

ú R"u.rrl-,es recordecl u¡rcler Power Sales are $472 million higher

clue t<¡ the. Lambton and Nanticoke support contract betu'een the

ontarioElectricityFinancialCorporationandoPG.Thcincreasein
..Pol\,erPurclrase''exPensefbrtheLanrbtonarrdNanticokecontract

is firlly offse.t by the increase irr rer,enues recove.red liom ele.cn.icity

ratePa)e.rs under Porver Sales'

Ø Oth"" Non-Tax Reventte is S 118 million los'er' largely due to

lolr,erElectricityDebtRetirementChar-{erevenue'lolverVehicle

ancl Dri'er Regístr ation Fees, lower Royalties, and loue r other Fees,

Licences and pår¡'its. These decreases are partially oil'set by hieher

Reimbtu'semetrts ærd Saies and Rentals revellues'
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The forecast for Income from Government Business Enterprises
is based on information provided by each of these enterprises. Revenues
from government enterprises are projected to increase by $0.s billion,
or at an arrtral âverage rate of 3.9 per cent, between 2009-10
and 2012-13.

The forecast for other ñon-Täx Revenue is based on infornration
provided by governmeniminist¡ies and provincial agencies. Between
2009-10 and 2012-13, other non-tax re'enues are. projected to
decline by $ 1.0 billion. Reimbursements fiom municipalities clecline
by $0.5 billion over this period due to the government's pre'r,iously
announced decision to upload t]re municþal share of the ontario
Disability support Prograrn costs. Most of the renraining clecline is clue
to the previously announced replacement of certain alcohol charges,
inclnding Bee' andwine Fees, with taxes beginning on July t,2o1o.
This chan-qe is revenue neutral to the government. Additional informaition
on this change can be found in ontario'sTäx plan for Jobs ancl Growth
available at ontario. caltaxchange.
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CHANGES SI¡\¡CE TFIE FA¡.1

ECANOMIC OUTLOOK ANI)

2{JO9 ONTAfrIO

FISCAL REVIEW

s-iiöñiiãi eæn omiî c tgtttþ

.lax Mgagql.p.

FederalPaymenlq... .

Government EnterPrises

Pow.er Sales (Fiscally.ll eutral)

AllOth_er

Total Revenue Chanqes

ntoiålttu-lqellgypt.ad-d.-dy9toro.un-d¡ng'

lnlerim Plan 0utlook

2009-10 2010-11 2011-12

0.6 0.7

(orä. . f9'9)
0,7 1.0- (ffi) to,¿)

0.4 0,4

.f,il. fo'?)
1.0 1.2

0.2

0.ö

id:ti
(0.2)

0,5

. "..Q,U
"...(q..21.

The mecliun-term forecast for total reYellues is sliUhtly lolver in 2009-10

but lriglrer in 201G-1 1 and 2011-12 compared to the Fall 2009 onturio

Economic Outlook and Fiscal Reviett'.

stronger Economic Growth pro.jections (see section c of. dris

chapter) have increased the outlook lbr taxation reventles.

Tax Measures announcecl since the Fall 2009 2ntario Econonic Outlook

an,J Fiscal A¿r,ieq,har.e resultecl in a modest decrease in projectecl revenues'

Tlrese inclucle nìeasures arurou¡rcecl in this Sudgct; atlditional point-of-

sale exemPtions fbr the provincial component of the HST for qualifyine

prepared ioocl ancl ber,erages sold for'$4.00 or less and print newsPaPers;

o.r¿,tr. imPact of paralleling lneasu¡'es announced in the 2010 federal

btr.dget. For.,i*tuils on measures annotlnced in this Budget, se'e Chapter III:

Tüx and'Pension Systemsfor ?ntario's Futute'
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The forecast f'or Federal Payments has changed due to revised

tirnelines lbr cçital proj ects funded tlu.ough I'eder-al-provincial

infrastructure stimulus programs, and reflccts the outlook fbr existing
federaþrovincial firnding arrangem ents, based on current dem ograp hÍ c,

economic and fìscal inforn:alion.

Net income from Governrnent Business Enterprises is lou,er over
the foreca^st period. The outlook fbr the combùred net incomes of Hydro
One Inc. and Ontario Polver Generation Inc. (OPG) has decreased

in each year over the medium term primarily due to lolver OPG
earnings as a result of lorver projecrted marlcet eiectricitl' prices for its
unregulated and non-contracted generation. Ontario Lottery and Gaming

Corporation net incorne is lorver over the forecast period, largely due

to the projected impact of a sn'ong Canadian dollar and an unfavourabie
economic outlook for LI.S, border states. These decreases are ¡:artially
offset by a higher net income outlook for the'Liquor Control Boa¡d

of Ontario.

Re'venues recorded under Power Sales are higher over the forecast

period due to the Lambton and Nanticoke support contract between
the Ontario Eleceicity Financial Corporation (OEFC) and OPG.
The increase in. Power Purchase expense for rùe Lambton and Nanticoke
contract is ftrlly offset by the increase in revenues recovered from
electricity ratepayers rmder Polver Sales.

Other revenue changes largely ¡eflect lolrer revenrle from the

Electricity Debt Retirement Charge,Vehicle and Driver Regisrration
Fees, Crolvn Stumpage Royalties, and Other Fees, Licences and Permits,
partially offset by higher Reimbursements and Sales and Rentals revenlre.
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Í Section H: Details of Ontario's Finances

This section provides i¡fonnation on the Province's historical

performance, key fiscal inclicator.s, and details on Ontario's I'iscal plan

and outlook.

Ontario's Economic Outlook and Fiscal Plan
... . _.. ..-.Tj:fr:{..T!Ììå

T

n

I
lnterlm i Plan

2009-10 ! 2010-11

0ullook

2011-12 2012-13

l'-

I

Revenue s6.4 i 106.9 107.t 112,0

108.8 t 115.9 112,9 114.3

lnterest on Debt2 8.9 ' 10.0 11.1 12.5

Reserve

rt.ti tzs.g tz¿i tza.g

-; 0.7 1.0 .1.0

Accumulated Deficit3 134.6 154.3 171.6 182,8

rd accounting change for the

/Vole: Numbers may not add due to

revised presentation ol education property taxes.
2 lnterest on Debt expense is net ofinlóresi capitalized during constructlon of tan-9ible_-capital assets of

EO.i Uitt¡on in 200ú10, $0.2 biilion in 201G-11, $0.2 billion in 2011-12, and $0.2 billion in 2012'13.

r Ñst Oebt ts calculated as the difference between liabilities and financlal assets. The annual change in Net

OeOt is equat to the surplus/deflcit ol the Province plus the change ln non'financial ass.ets; and the

cnange in tne fair value ol the ontario Nuclear Funds, Accumulated Oaficit is calculated as the difference

betwãen ilabilities and total assets. The annual change in the Accumulated Deficit ls equal to the surplus/

deficit plus the change in the fair value of the Ontario Nuclear Funds'

s*er,,w.':i'ru -l?l¡li -qftzl tlz..g tlLgl,
Not Debts
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.þ!psüer.!4PrEg{¡-q -
Social.Housing_-.

Wait Times Reduction Fund

!ttpú99þg!_P3y$ents

)vemmenl Business-ont4riotr[ettrã

Liqu-01_Q9¡!¡-ol.B.g4L9!_0JLa.{!9-

9¡elq.&sel@3trlion-EqE@ @6!. -
0ther Governmenl

-trv-

0lher Non-Tax Revenue :#r :---Æ
_qEg!¡clty,]De!!Betirg4gtl@r.99________._____9!t _.____e70;...- _91?_.._ ___el_6_.PowerSales 929 953: 1,436 1,385ffi':==:ïæffi:ffi:::.#'
Eeerand wine Fggg_@pj¡g9g_!yl3¡):__-___-_._____.-{6!_.__ .45e-!... .__-{9.. . .. _...11!..

_Ng!_neq!qtt9t9t&ge"legchasq.col!ß9!-Ljqþi|jy_..-...__.__ 3s8 .--_*_gæj--...._. j948 . -..-_. 33e

193 205: 184 195_tqv-el!ig9__--_tqv-d!i99__-- _ -..._._.-_ 1s3__
Miscellaneous Other Non-Tax Rsvenue 943

Total Reuenue

Sales Tax in 2010-1 1 includes Retail Sales Tax and Harmonizod Sales Tax. As announced in lhe 2009
Eudget, eflective July 1, 201 0, the Retail Sales Tax wlll be replaced with a value-added tax and combined
with the federal Goods and Seruices Tax to create a federally administsred Harmonized Sales Tax.
Education Property Tax (EPT) revenue, rather than netting against Education expense, will now be

reported as revenue. These presentation changes are f¡scally neutral.3 Beer and Wine Tax replaces reduced Beer and Wine Fees (-$343 million) and the reduced sales tax on

._-_alcoltolþ[{]-11i|!ig'r_ilThe¡1p_lglel¡gggygrygtor_tllgllgyllge.
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Study Objective

Ontario's Hybrid Electricity Market
Recent Price Trends

Identified Issues
\Atrholesale Market Price Fidelity
Incentive Design of Contracts or Regulations

Ontario Power Authority-

GA Cost Recovery Impact on Future Electricity Costs and Economic Activity

Feedback

reso

Ðt=t=l

z



IESO and OPA, have coordinated efforts to address electricity
pricing issues in Ontario.

This work reviews the effectiveness of the current hybrid structure,
specifically the pricing and cost recovery mechanisms, h meeting
the governmenfs energy poliry objectives.

Identifies three fundamental aspects that are inter-related, thus
requiring consideration as part of an integrated framework.

Contemplates what, If arry,
incremental changes might be
made to promote k"y policy
objectives to the benefit of the
Province.

3'



o Ontario has a hybrid market structure, consisting of a competitive
wholesale energy market and significant amounts of centrã[y
procured or regulated supply.
o The wholesale enerry market is used to dispatch generation efficiently

and to prod\rce price signals that coordinate the actions of the many
diverse participants.

o Central procurement and regulated prices are used to ensure that kuy
goverrunent eneîW policy objectives are achieved.

4



. Recent electricity prices have led corrunentators to question the
"sensiblÏifl' of electricity prices in Ontario.

o The HOEP portion of the energy cost on the customer bill has decreased
significantþ while the Global Adjustment (GA) charge has risen.

S/ñrsth

s60

sso

$4o

s30

$zo

sao

$-
aprr<!8 Jul{t8 Oct<)8

æHOEtr 
-GA 

æOPG Rebaè
Jan<}s) Apr<!9

-AlLln 
Energy Ctrarge
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o HOEP has declined 37% from the year before*.

. All of these factors put downward pressure on the market price.

* Weighted HOEP for the period lanuary to August 2009 compared to lanuary to August 2008.

"" Simple aoæage of prio tn NyISq MISO, PIM and ISO-IVE
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o Regional market prices have fallen consid,erably, driven by
analogous supply and demand factors. Trade helps to stabúize
prices and facilitates price convergence between markets.

$rrnith
Lt-s

t'os

95

a5

7S

6s

¿15

3s

¡pr{8 JUF¡f}8 Oct<}a Jan-OEl apr{9

-o-tEscl -¡-mlSo +tgo-IrtE -à{-Ilylso +pJM
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Negative prices can occur when demand is less than the supply of
self-sche duling/intermittent generation and b aseload generation.

Off-peak demand has decreased, while off-peak supply has grown.
Negative prices reflect an unwillingness or inability of generators to
reduce their output, offering to pay to stay on-line.
o (i.e.: Nucleør or lrydro units límited by operøtional or enaironmentøl constrøints)

Exports play an important role in achieving an efficient outcome.

Other jurisdictions have also experienced negative prices, though to
a lesser degree.

B



o GA is the difference between the total payments mad.e to certain

o

o

contracted or regulated facilities and any offsetting market revenues.

o

o

There is an inverse relationship between GA and HOEP.

This creates a moderating effect on the volatility of the all-in
energy price paid by consumers, providing price stability-

GA costs have increased almost five-fo1d compared to last year*.

Low market prices mean reduced wholesale market revenues,
thereby increasing the need for revenue recovery through GA.

o Other factors (outside of HOEP) have also driven GA costs upwards.

OEFC entered into a Contingency Support Agreernent for Lambton and
Nanticoke facilities as part of OPG's carbon dioxide reduction strategy **.

g,ZOO MW of OPÀcontracted supply has come online in the last L2 months.

* 
lan - Aug2008: 8545M,lan- Aug2009: $2,562M

9'

Rates paid to OPG regulated nuclear and hydro assets increased by 1'J. "/o.

** 
Q7-2009: S39M, Q2-2009: ç74LM
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o Efficiency of \Mholesale Market Prices and Price Fidelity

Incentive Design of Contracts or Regulations

GA Cost Recovery

1l'
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Issue: Are wholesale market prices efficient?

Efficient prici^g - price is equal to the marginal (opportunity) cost of
the last increment of generating capacity used to balance supply and
demand at any point in time.

Prices that do not equal marginal cost at each point in time induce
inefficient production and consumption decisions.

tz



o Issue: Do supply contracts provide the incentives for suppliers to
operate in the wholesale market when efficient to do so?

Clean Energy Supply contracts, using deemed dispatch, motivates(

units to offer at their marginal cost.

NUG contracts pay a fixed price for output. \Atrhile innovative at contract
inception (pre-market), these contracts create distortions under our hybrid
market structure. Contribute to SBG and inefficient pricing.

o

1.3



o Issue: Does the current approach to GA cost recovery encourage
demand response that will reduce the need for costþ new capaclty?

A large share of GA costs represent the fixed cost of capacity that
was built to meet demand in a few peak hours.

However, these fixed costs are currentþ recovered equally in all
hours based on consumPtion.

This means there may not be sufficient incentive to reduce our

system peak demand and avoid the need to build new capacity-

L4



o Issue: Is the current approach to GA cost recovery harmful to the
province' s industrial competitiveness?

o GA costs are fixed and largely sunk cost that must be recovered
from consumers. These costs are sunk, as they have been
contractually incurred and generaþ cannot be avoided.

M*y of the more mobile consumers are businesses that create jobs.
The exit of these consumers can lead to a reduction in economic
activity and the loss of jobs in the province.

15"



The Coincident Peak allocation methodology - GA costs are

allocated to consumers based upon their demand during the system

peak hour(s) of demand in a given period (month1y, annually, etc.)

o Consistent with methodology used by OEB for allocating
transmission system costs.

OEB 's Time-of-use allocation for RPP customers

o GA payments made to different sources of generation allocated
in different hours (off-peak, mid-peak and peak) according to
when assets are most like to operate. Objective is to restore the

1":2:3 ratio for TOIJ prices.

16



Flave we properly characterizedthe issues?

Are there other issues to be udáressed ?

t,


