
The Growing Cost of Electricity 
Production in Quebec

These decisions were made in a context in 
which more recent projects have high pro
duction costs. The latest rate hike request 
that HydroQuébec submitted to the Régie 
de l’énergie is, according to the Crown 
corporation, “basically attributable to new 
electricity purchases […]. The growth of 
costs related to electricity purchases ex
plains almost the entirety of the rate in
crease of 2.8%.”3

Does the economic argument justify the 
government’s decisions with regard to the 
wind power sector, hydroelectric projects 
and biomass? To answer this question, this 
Economic Note compares the costs of the 
different energy sectors.

The energy surplus

To produce electricity, Quebec can rely on 
power projects totalling 42,551 MW of ins
talled capacity,4  which is the electrical pro
duction capacity at any given moment. A 
large portion of this electricity comes from 
what is called patrimonial energy, which 
is a certain quantity of electricity that 
HydroQuébec Production must supply to 
HydroQuébec Distribution at a price fixed 
by the government. This electrical produc
tion comes mostly from large projects like 
the La Grande and the Manic complexes, 
where production costs are low.

HydroQuébec Production also sells what is 
called postpatrimonial energy, produced in 
addition to patrimonial energy using more 
recently constructed large dams.

For the past few years, decisions related to the 
development of electricity production have 
been made in the context of an “energy sur
plus.”5 This expression can be misleading since 
it does not refer to electricity produced but not 
used. It is instead a description of the situation 
in which HydroQuébec Distribution finds 
itself when it is obligated to accept delivery of 
a certain amount of electricity production that 
it must then resell at a loss.

If the electricity could be resold profitably, on 
the domestic market or by exporting it, there 
would be no talk of a surplus. This notion the
refore reflects the financial losses caused by 
electricity provision whose cost is above selling 
prices.

The example of TransCanada Energy’s gas
fired power plant located in Bécancour pro
vides a good illustration of the financial 
consequences associated with an energy sur
plus. HydroQuébec Distribution, which has 
a supply contract with this company, opted to 
pay out compensation in order for the power 
plant not to produce electricity, given the cur
rent state of the market. The amount of this 
compensation is confidential, but is estimated 
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The Quebec government 
announced a few weeks 
ago that it will award 
contracts for 800 
megawatts (MW) of 
electricity production 
using wind turbines.1  
A few months earlier, 
however, under the 
pretext that Quebec was 
faced with the prospect 
of an energy surplus, 
the government put an 
end to six community 
hydroelectric projects.2 
According to the 
government’s press 
release, the decision to 
cancel these projects 
was made for “obvious 
economic reasons” among 
others, and could mean 
savings of $24 million a 
year. The production of 
electricity using biomass, 
for its part, is apparently 
not being questioned.
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to be between 200 and 250 million dollars a year.6 In its Supply 
Plan, HydroQuébec does not expect to make use of this power 
plant before 20172018.7

Three main sectors

Despite the existence of these surpluses, or of electricity produced 
at a loss, the Distribution division of HydroQuébec is currently 
tied in to 58 longterm supply contracts.8 These contracts commit 
HydroQuébec to purchase a certain amount of electricity even if 
doing so is not costeffective. They consist of three main kinds of 
projects, or sectors, that are relatively recent.

Community hydroelectric  
power plants (147 MW9) 

This program, established in 2009, initially had thirteen projects. 
There were eleven left before the recent announcement by the 
Department of Natural Resources that it did not wish to carry on 
with six of them. They are developed by municipalities or native 
communities that remain in control of the projects. The scale of 
each power plant is modest, which is to say less than 50MW of 
installed capacity. Private developers are hired to build the power 
plants and to manage them. These supply contracts are generally 
good for 20 years, renewable for an additional 20year period. 
If they are renewed, HydroQuébec can set a different purchase 
price. Once the supply contract is over, ownership of the power 
plants is transferred to the Department of Natural Resources.

Wind farms (3119 MW10) 

Since 2003, the government has committed HydroQuébec to a 
supply program of electricity produced by wind turbines. The 
projects are generally accepted after a request for bids stipulating 
certain elements, for example a requirement that 60% of the parts 
used to construct the windmills be made in Quebec and 30% in 
the Gaspé region. The supply contracts are for 20 years. The wind 
farms have differing useful lifespans depending on the quality of 
their components, maintenance and weather conditions, among 
other things. Nevertheless, after 20 to 25 years, they must be dis
mantled and retain no residual value.

Biomass cogeneration  
power plants (248 MW11) 

These electrical power plants use forest residues to produce elec
tricity. Since 2011, HydroQuébec has had in place a program to 
purchase electricity produced by small scale projects—50 MW 
or less. The six contracts finalized in 2012 are for durations of  
15 to 25 years and bind HydroQuébec and the owners of these 
power plants, which are mainly forestry product companies like 
Tembec, Resolute Forest Products and Fortress.12

A comparison of the sectors

The data made available by the government and by Hydro
Québec do not reveal the financial impact of these new electri
city production projects in these three sectors. Despite this lack 
of transparency, a thorough search of the data has allowed us to 
obtain some ballpark figures.

In order to be able to compare the different sectors, we must esta
blish the difference between the average cost for each of them and 
the average price at which HydroQuébec sells its electricity. If the 
cost is higher than the sale price, then the electricity produced 
by this sector is de facto subsidized. If the government did not 
require it to do so, HydroQuébec Distribution would not pro
cure this electricity, except as insurance.13 It amounts to an impli
cit subsidy to the particular sector and to the specific power plant 
owners.

We obtain an estimate of the average cost of electricity for each 
sector by adding up the following costs:

•	 The supply cost, which corresponds to the price at which 
HydroQuébec Distribution buys the electricity from the 
source. This cost per kilowatt hour varies substantially from 
one project to another.

•	 The costs of integrating wind power projects to the Hydro-
Québec network. These costs are essentially zero for the other 
sectors. Wind being irregular by nature, the network must 
therefore be balanced and complementary energy from ano-
ther source must be guaranteed if the electricity produced is 
less than anticipated.14

•	 The average transportation and distribution costs, including 
losses on the networks, to deliver the electricity from the 
production site to customers.

Despite the existence of these surpluses, 

the Distribution division of Hydro-Québec 

is currently tied in to 58 long-term supply 

contracts which commit it to purchase a  

certain amount of electricity even  

if doing so is not cost-effective.

Among the different sectors, only patrimonial energy is cur
rently costeffective for HydroQuébec.15 Wind turbines, on the 
contrary, are the most expensive, followed by biomass power 
plants and small power plants, as shown in Figure 1.

While they are all subsidized insofar as the cost of each kWh is 
greater than its sale price, the sectors do not all have the same 



production levels or the same installed capacity. By taking 
into account the actual production of each sector, we find that 
HydroQuébec indirectly subsidizes the wind power sector 
to the tune of $695 million a year. Biomass and small power 
plants are far behind, as shown in Figure 2.

In the case of the Bécancour power plant, as we saw above, the 
annual loss is estimated at between $200 and $250 million a 
year. This amount of compensation was agreed to in advance, 
but it corresponds exactly to the cost of the contract binding 
HydroQuébec Distribution and TransCanada Energy.

Hydro-Québec indirectly subsidizes the wind 

power sector to the tune of $695 million a year.

In the case of small power plants, the value of the implicit 
subsidy is overestimated since, unlike wind power, commun
ity power plants pay water rentals, which are transferred to 
the Generations Fund. Also, ownership of community power 
plants is transferred to the government when the supply 

contracts are up, a nonnegligible value, whereas wind farms 
have little or no residual value and are not transferred to the 
government.

An urgent need for rational decisions

The above analysis shows that in the end, the approval of new 
electrical production projects is not based on a rational econo
mic analysis. HydroQuébec being a Crown corporation whose 
sole shareholder is the Quebec government, the government 
determines in part the development of new projects, sometimes 
based on political objectives like supporting certain industries 
or regions. The CEO of HydroQuébec himself recognizes this 
and states that new projects stemming from ministerial decrees 
“had nothing to do with planning for HydroQuébec’s needs.”16

The current decisionmaking process explains for the most part 
the growing cost of electricity production in Quebec, and the resul
ting rate increases for consumers. Obtaining the best possible elec
tricity rates would require that HydroQuébec’s investment 
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Note : The prices indicated here are projections for 2013, except for patrimonial and 
postpatrimonial energy from HydroQuébec Production (HQP), whose prices are 
those of 2012. 

Sources for figures: See annex on the MEI’s website.

Note : The implicit $36million subsidy for small power plants does not take into 
account the cancellation of 6 small power plant projects, which reduced the implicit 
subsidy to $16 million for the 5 remaining projects. This saving of $20 million, 
according to our calculations, is estimated at $24 million by the Quebec Department 
of Natural Resources. 

The ranges presented here reflect the fact that certain documents provided different 
estimates of integration costs for wind power and of the compensation paid out to 
TransCanada Energy. 

Figure 1 Figure 2 Total cost of a kilowatt hour  
by sector (¢/kWh), and sale price 

Implicit annual subsidy  
by sector (in millions of dollars)
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decisions be depoliticized by resorting to calls for bids that are 
general instead of specific to certain energy sectors, which would 
let the best price win regardless of the technology used to produce 
the electricity.

As for subsidies granted to regions or industries, they must at 
the very least be transparent so that Quebecers can debate them, 
instead of being buried in the general costs of the Crown corpor
ation. This need was already mentioned in an earlier Economic 
Note.17 The goal of this current text has been to shine a light on 
the subject.

The implicit $695million subsidy to the wind power industry in
creases costs for all Quebecers, and this has a negative impact on 
the economy since this sum could have served other purposes.18 
The alleged positive economic impact of this industry is in fact 
just an inefficient displacement of money. 

Obtaining the best possible electricity rates 

would require that Hydro-Québec’s investment 

decisions be depoliticized by resorting to calls  

for bids that are general instead of specific  

to certain energy sectors.

In a context of surplus energy and financial rigour, wanting to 
save money makes a lot of sense. By the government’s own logic, 
“obvious economic reasons” should lead it to reconsider the most 
expensive projects, which are the wind farms.
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