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A great deal of newspaper ink will be spilled over the Ontario Hydro initial public offering, and with good 

reason – how often can you participate in an inescapable for-profit monopoly?   The deal to sell off a 

small portion of Ontario Hydro deal was so over-subscribed that the utility could have been sold off 

completely and still not have satisfied investor demand.  Clearly the public are interested in owning this 

utility, whether or not this is a good investment or not remains to be seen.  

In fact, Ontario Hydro is likely to be a decent enough stock with some warts.  Many will wonder how the 

public interest is served in selling off a public utility; turning a government-run utility into a for-profit 

concern is likely to hit Ontarians in the pocket books, if not today then soon enough.  The Ontario 

government is, like many provinces and municipalities, starved for cash. The province has the 

unenviable title as the largest sub-sovereign debtor on a per-capita basis; nobody on the planet owes 

more than Ontarians by virtue of where they live. This is short-term thinking, so sell today an asset 

which could be worth a great deal more in the future, politicians rarely think beyond one election out 

though. There is little to complain about at this point though, the deal – for better or worse – is done, 

and the plan is to eventually sell even more of the public utility.  The Ontario Hydro sale was, quite 

literally, a big deal.  There will be several more in the future, and it is in the interest of the Ontario 

government to make sure that the stock performs. There will be a great many things to like about 

Ontario Hydro as an investment.   

One investment thesis suggests buying brands you cannot avoid using, to own shares of your bank, your 

phone company, your grocery store, and in this way every time you bank, dial, or buy you are in effect 

paying yourself.  Maybe owning shares in Ontario Hydro is a way for power users to effectively pay 

themselves, which may make it a compelling purchase.  But simply buying a provider because it provides 

is a recipe for disaster.  A stock requires some testing before it qualifies as even something to consider 

for a portfolio.   

Ontario Hydro shares will come with an initial dividend rate of 84 cents per year, 21 cents per quarter, 

which represents slightly more than a four percent yield for the new shareholders.  If four percent 

sounds compelling, that is no doubt by design.  Four percent represents slightly more than TD Bank, but 

slightly less than Bank of Montreal.  The yield will have been chosen in an attempt to attract income-

hungry investors, and in fact the dividend was fixed at 84 cents before the shares were sold to investors.  

This dividend policy is somewhat the cart before the horse, and smacks of how income trusts were sold 

in their heyday.  Which is not to suggest that Ontario Hydro will suffer the same fate if many income 

trusts; this is in fact a real business with real assets behind it, real sales, real revenues, and a hundred 

year track record.   

And based on these details, it might sound like it is time to back up the truck and buy every share you 

can get.  The IPO is sure to be hot, the dividend sounds reasonable, and consumers lack an easily 

accessible out – this all sounds like it adds up to a winner for every portfolio.  Of course many will 

commit tens of thousands of dollars to a stock based on the story – and the story is pretty good.  Many  
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of those same investors would never buy a used car without looking under the hood, taking the 

salesperson at face value that this little red racer was problem free.  Ontario Hydro has headwinds, they 

are unlikely to impact the rampant buying expected when the stock opens for trading, while these issues 

are not going to be problems on day one, they will matter for investors.   

First among Ontario Hydro’s issues is that running a government agency and a public company are 

strikingly dissimilar.  As a public utility, profit generation was a secondary consideration to keeping the 

lights on; shareholders have no secondary consideration to profits. This change in attitude is seismic.  

Are the current managers capable stewards of a capital intensive business which is now subject to 

shareholder discipline?  An annual dividend to the provincial government, if profitable in any year, was a 

far softer target than a quarterly distribution of 21 cents per share. And if we are to discuss Ontario 

Hydro as a publicly traded vehicle, we should probably at least casually mention the more than $8.7 

billion dollars in fixed income debt they have issued.  Electric generation is a capital intensive business, 

and as a stand-alone company Ontario Hydro may find the costs of debt servicing heading higher.  The 

IPO of Ontario Hydro is likely to be hot, but a hot IPO is no guarantee of future success. Which is not to 

shoot holes in the future of this new venture just for the sake of doing so, power generation and 

transmission are viable businesses.  

And we know this because there are some darlings out there, already trading and tested, who operate in 

this sector.  A core name in our Private Wealth Equity Fund for years, Emera has raised its dividend at 

least once a year since 2007, moving from a quarterly payout of 22.5 cents a share all the way to 47.5 

cents this November. ATCO’s common stock has laboured of late, losing just over 18% in the last 

calendar year. But even with that more recent slide five-year holders of the stock have gains of over 

forty percent, and have seen the dividend hiked each year, now offering 24.75 cents a quater – up all 

the way from 13.25 cents in 2010.  Also notable is that Emera carries less than a billion dollars in debt, 

and ATCO has precisely zero – another feather in the caps of their disciplined managers.  If opportunities 

present themselves, their balance sheets offer an opportunity for leverage, where Ontario Hydro’s 

leveraging has already happened.   

And Ontario Hydro carries a peculiarity that Emera and ATCO do not.  At some point, another huge block 

of stock will be sold by the Ontario government.  This phenomenon, called overhang, plagued Petro-

Canada and its share price until the Federal government divested itself of shareholdings. Petro-Canada 

was always deemed a value, a stock with all the characteristics of being a potential performer.  Petro-

Canada’s performance was just that, potential rather than actual, and in 2009 the governmental entrant 

in the energy sector was purchased by Suncor.   

Will Ontario Hydro be a great stock, beating ATCO or Emera in the long run?  This is unknowable, but 

with Emera and ATCO we have tested management, and for shareholders experience has to count for 

something.  Many potential investors in Ontario Hydro were left out of the initial public offering, and if 

there is an IPO ‘pop’ they will feel as though they have been left behind. This short-term thinking is 

completely natural and yet totally wrong.  Share ownership is not about owning a stock that roars out of  
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the gate and from there success is found. Share ownership is entirely about owning a small piece of a 

business, and the success of a business is measured in returns to shareholders over years.  There are 

other less newsworthy names operating in exactly this business, with enviable track records.  Not 

getting an allocation in the Ontario Hydro IPO might turn out to be a great thing for your account after 

all.  
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