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How Malmö, Sweden is charting
a sustainable course for its future



In 2000, the electrical industry 
in Ontario was restructured whereby 
local utilities were transformed 
from self-regulated public utility 
commissions into externally regulated 
private entities, and were to run like 
private corporations. For example, 
prior to restructuring, public utilities 
were non-profit corporations with no 
debt. After restructuring, they were 
required to take on debt whereby 
their debt equity ratio was to be 50 
percent debt to 50 percent equity 
and, if they did not take on debt, 
they were deemed to have debt for 
regulatory purposes. The result 
has been a dramatic change in the 
financial complexity of local utilities, 
with the result that utilities needed 
more expertise to deal with the new 
regulatory regime.

With the changes, the question 
arose as to how municipalities should 
respond to the increasing regulatory 
complexity of their local utilities. 
The response was varied. Many 
municipalities decided to continue 
under the new rules. Others, such as 
the City of Thorold, sold their utilities 
to Hydro One, the successor to the 
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local utilities
by John Bergsma and Joseph Kushner

HYDRO MERGERS
The St. Catharines Experience

provincially-owned Ontario Hydro, 
and others such as St. Catharines 
Hydro merged with Hamilton Hydro 
in 2005. The purpose of this article is 
to review the results of the 2005 St. 
Catharines Hamilton merger to form 
Horizon Utilities Corporation.

Amalgamation Process

Early after restructuring, St. 
Catharines Hydro Inc. presented 
its business plan to the City of St. 
Catharines, its shareholder. The plan 
included a strategic objective of 
seeking amalgamation opportunities 
with other utilities.

In September 2004, council was 
advised that due diligence of a merger 
with Hamilton Hydro had been 
completed and a merger was being 
recommended to the city for approval.

In October, two public information 
meetings were held at local high 
schools. The meetings were advertised 
in both newspapers and the radio. At 
the meetings, St. Catharines Hydro 
provided information on the proposed 
merger. The presentation outlined 
the requirements to proceed and the 
expected benefits to the city as the 

shareholder and its customers. The 
major benefits would be dividends to 
the city and low competitive rates.

A total of 131 persons attended the 
two meetings of which 106 were staff 
and directors of the utility. A report 
for council was prepared summarizing 
the questions and concerns raised 
and the responses by Hydro to those 
concerns.

The merger was opposed by unions 
and some members of the public who 
expressed concern that jobs would 
be lost, that the city would lose its 
autonomy, and that service levels 
would be worsened.

During the process, a management 
steering committee of both 
amalgamating utilities met on a 
regular basis with union, non-union, 
and management representatives. 
Assurances were given that collective 
agreements would continue to be 
honoured and that, rather than 
layoffs, redundant positions would 
be eliminated by early retirement 
incentive packages and voluntary 
separation packages. Both companies 
were committed to an open and 
transparent process.

On November 4, 2004, city 
staff reported back to council 
recommending the merger. In 
response to the concerns regarding 
the size difference between the two 
utilities, protective clauses were to 
be included in any agreement. The 
staff recommendation was approved 
by a slim majority of seven to six in 
favour.
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Payments from
St. Catharines Hydro:

Post-Merger (2005-2010)
and Pre-Merger (2001-2004)

Post-Merger Revenues
to City from

St. Catharines Hydro
Year

$2,909,7912010

2009

2008

2007

2006

2005

3,517,279

5,779,328

4,112,275

2,468,000

2,226,394
Total $21,013,067

Average $3,502,178

2004

2003

2002

2001

Pre-Merger Revenues
to City from

St. Catharines Hydro

$1,942,677

 2,019,527

2,782,458

406,910

$7,151,572Total

Average $1,787,893

Table 1

Why In Theory Mergers 
Should be Considered

Economic theory tells us that 
up to a certain size, larger firms are 
more efficient than smaller firms due 
to economies of scale. Eventually, 
economies of scale are exhausted 
whereby an optimal size is reached 
and thereafter larger firms become 
more inefficient than smaller firms.

Prior to restructuring, economies 
of scale were not that significant. 
However, after restructuring, the 
industry changed dramatically, 
resulting in additional regulatory 
burdens that were both costly and 
complex. For example, utilities that 
were previously debt free were now 
forced to take on a debt, which would 
result in a debt equity ratio equivalent 
to the private sector. Larger utilities 
were in a better position to respond 
to the new complexities, such as 
raising capital and conservation 
programs, which previously were not 
needed. Restructuring also required 
the old public utilities to be separated 

into different corporate entities: the 
delivery of electricity (poles and 
wires distribution), the retailing of 
electricity; and the generation of 
electricity. The delivery of electricity 
was a monopoly to be regulated by the 
Ontario Energy Board, whereas the 
selling of electricity and production 
of electricity were to compete in the 
private sector.

With respect to economies of scale, 
a commonly held view was that scale 
economies were significant in the 
delivery and selling of electricity, but 
not so in the generation of electricity, 
where technological change made 
small producers cost competitive.

Post-Merger Experience

With St. Catharines Hydro divided 
into three separate corporate entities – 
distribution, retailing, and generation 
– St. Catharines and five other local 
utilities formed a group to examine 
amalgamating their retailing activities. 
After several months of investigation, 
the group determined that retailing by 
a unified entity was not viable because 
economies of scale were so significant 
that the minimum efficient size to be 
competitive was approximately one 
million consumers, and therefore 
not attainable. St. Catharines Hydro 
therefore exited from retailing, as did 
the others in the group, and instead 
searched for partners in the wires 
business where economies of scale 
were also significant, but to a lesser 
extent.

As previously indicated, the St. 
Catharines-Hamilton hydro merger 
was controversial in the City of St. 
Catharines. Since then, the mood has 
changed and those councillors who 
were opposed to the merger are now 
more than satisfied that the merger 
was the correct decision in terms of 
superior dividends to the city and 
favourable customer rates compared 
to other communities.

As indicated in Table 1, the city 
has received substantial payments 
from St. Catharines Hydro since the 
2005 amalgamation. The revenue 
payments to the city doubled as a 
result of the merger from $1,787,000 
per annum prior to the merger 

to $3,502,178 after the merger. 
The total payment to the city in 
dividends, interest and debt payment 
is $21,013,067, plus $29,123,000 in 
a repayment of a promissory note 
and $8,200,000 in a recapitalization 
dividend for a total of approximately 
$60 million. As a result of these 
revenues, the city established a Hydro 
Fund, now called a Civic Project 
Fund, which currently has $37 million 
in assets.

Table 2 compares St. Catharines’ 
distribution rates with rates for 
the average of all other utilities in 
Ontario. What is striking from the 
two tables is that St. Catharines has 
substantially outperformed the rest of 
Ontario in mitigating cost increases, 
while at the same time delivering 
healthy dividends to the city. The 
superior performance would not have 
happened had the merger not taken 
place. Specifically, the above was 
achieved by annualized operational 
cost savings of five million dollars 
resulting in no increase in controllable 
expense per customer ($165 in 2005 
and still $165 in 2009) compared to 
an increase of 12 percent for all other 
utilities. At the same time, the average 
distributor needed 16 percent more 
revenue per customer, compared to 
Horizon needing only five percent 
more. Moreover, net income did not 
suffer, and is still above the industry 
average on a per customer basis.

Conclusion

The St. Catharines hydro merger 
with Hamilton is an unqualified 
success. The merger has resulted in 
both millions of dollars of dividends 
transferred to the city and lower 
rate increases for customers than 
would have been the case by staying 
independent. In addition, service 
levels have been improved.

Has your local utility done as 
well? Rate increases since 2005 can 
be readily compared and in the case 
of dividends, the comparison can be 
made on a per capita basis.1 The basis 
for comparison is the following St. 
Catharines numbers:

 ► 0% rate increase over five years; 
and
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Comparison of St. Catharines (Horizon)
 and other Utilities in Ontario 

Table 2

Item Utility 2005 2009 %

Operating cost per 
customer per year*

Revenue per
customer per year

Net income per
customer per year

St. Catharines (Horizon)

Ontario (average of others)

St. Catharines (Horizon)

Ontario (average of others)

Ontario (average of others)

St. Catharines (Horizon)

$165

$229

$360

$413

$50

$37

$165

$257

$378

$479

$50

$44

0%

12%

5%

16%

0%

19%

* Operating cost is the standard measure of “Operations, Maintenance and Administration”
 Source Data: OEB, Yearbook of Distributors, 2005 to 2009. (Data for 2010 not yet available). 
<www.ontarioenergyboard.ca/OEB/Industry/Media+Room/Publications/RRR+Reports/Yearbook
+of+Distributors>.

1 For more detailed data on LDC performance, 
see the “return on equity” figures for 
all LDCs in the Ontario Energy Board 
“Yearbook of Electricity Distributors” <www.
ontarioenergyboard.ca>. Alternatively, see 
slides 16 to 26 of the Horizon speech to the 
AMO-LAS 2009 Connections Conference 
where the rates and costs for all LDCs are 
compared. <www.horizonutilities.com/pdf/
HorizonAMOSpeech2010.pdf>.

 ► $3,500,000 in annual post merger 
revenues or $26.73 per capita 
versus pre-merger revenues of 
$13.65 per capita.
If the results are not as favourable, 

amalgamations should be considered. 
In so doing, we recommend the 
following procedures:

 ► detailed due diligence to determine 
the benefits;

 ► public meetings to explain the 
process;

 ► formation of a steering committee 
of both utilities to meet on a 
regular basis with representatives 

of the union, non-union and 
management;

 ► legal assurances that collective 
agreements would be honoured;

 ► assurances that redundant positions 
would be eliminated by early 
retirement incentive packages and 
voluntary separation packages, 
instead of layoffs; and

 ► legal guarantees to protect the 
minority shareholder.
With due diligence and an open 

and transparent process, one should 
expect the same positive experience as 
the City of St. Catharines.  MW
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