
Point Summary Assessment of the MOU’s Proposed Prices  

 

A. Core Conclusion: Value Remains Uncertain 

1. The provincial government claims the MOU will create a “significant and immediate increase in value” 

for Newfoundland and Labrador. However, with the information currently available, the agreement's true 

value cannot be determined. 

2. Assertions that the value of existing power will increase nearly 30-fold are incorrect. Even using Locke’s 

corrected estimate of 2.64¢/kWh, the actual gain cannot be calculated because essential 

data—particularly contract-by-contract power flows—is missing. 

3. Forecasted present-value revenue is not actual revenue. Cash may not materialize when needed, and 

costs could arise earlier than expected. Moreover, long-term cumulative revenue projections over a 

50-year horizon—whether expressed in nominal, real, or present-value terms—can be misleading 

because they obscure the timing and uncertainty of cash flows. 

4. Although forecasted prices are repeatedly described as “illustrative,” they are frequently treated in 

public communications as expected or quasi-guaranteed outcomes. In the absence of scenario analysis, 

this risks materially misleading the public about the certainty and magnitude of future benefits. 

 

B. Missing Information and Structural Gaps 

5. When the GWAC winter price of 5.9¢/kWh ends under the MOU, all power effectively shifts to the 

current ~0.2¢/kWh rate. Determining the true average price paid by Hydro-Québec requires knowing how 

much power flows under each contract, information that is not publicly available. 

6. The MOU provides no pricing details for Gull Island or for electricity from the planned Churchill Falls 

enlargement. 

7. It is unclear why electricity from the upgraded turbines is included under the pricing structure for 

“existing power.” 

8. Key data needed to estimate opportunity costs and differential rents is unavailable to the public, even 

though low load factors suggest these calculations have been performed internally. 

9. The MOU provides no alternative pricing, demand, or production scenarios (e.g., high-demand, 

low-water, or climate-stress cases), despite the long contract duration and acknowledged uncertainty. 

 

C. Forecasting Challenges and Pricing Uncertainty 

10. Prices outlined in the MOU are long-term forecasts for existing Churchill Falls power and for newly 

replaced turbine units. 

11. Future real values depend heavily on inflation assumptions and discount rates. 

12. The 2% inflation assumption aligns with the Bank of Canada’s target, but recent inflation has been 

higher, raising the likelihood of long-term deviation. 

13. Real electricity prices are expected to rise significantly due to increasing demand—driven by AI, 

electrification, and EVs—and a transition away from low-cost traditional energy sources. 

14. Forecasting electricity prices beyond five years carries substantial uncertainty; beyond ten years it 

becomes extremely unreliable. Beyond fifteen years, only scenario-based approaches are credible. 



15. Statements that prices may rise due to replacement costs, export prices, or Quebec wholesale prices 

are general observations unsupported by formulas or quantitative evidence. 

16. Revenue depends on both price and quantity. Climate change could affect water flows and production 

levels. Without detailed production forecasts, revenue projections remain uncertain. 

17. Historical experience illustrates the importance of inflation effects: for example, electricity priced at 

approximately 2.5¢/kWh in the early 1970s would be equivalent to roughly 19¢/kWh today using the 

Canadian CPI. This example is illustrative, but it highlights the scale of real-value erosion under fixed 

nominal pricing. 

18. Given low water rentals and NLH’s equity stake, Churchill Falls power remains very inexpensive for 

Hydro-Québec. This raises the question of whether Newfoundland and Labrador is effectively subsidizing 

HQ, particularly since Quebec households pay roughly half the electricity price of households in St. 

John’s. 

 

D. Calculation Errors and Methodological Issues 

19. Parsons’s reference to a 5.9¢/kWh present-value average is based on an incorrect calculation. 

Locke’s corrected value is 2.64¢/kWh. 

20. The discount rates used—5.822% for nominal prices and 3.822% for real prices—are not clearly 

explained. Their justification based on financing structure does not address the role of an appropriate 

social discount rate for public utilities. 

 

E. Transfer Pricing and Hydro-Québec’s Ownership Structure 

21. Prices paid by Hydro-Québec to CF(L)Co are internal transfer prices, not market prices. Because HQ 

owns 34.2% of CF(L)Co, a portion of any payment returns to HQ. The effective price paid by HQ is 

therefore only 65.8% of the stated price. 

22. Parsons’s proposed 2025 price of 1.63¢/kWh becomes 1.07¢/kWh after adjusting for HQ’s ownership 

share. Again, the absence of contract-flow data limits the ability to estimate true value. 

23. Quebec’s wholesale electricity “market price” is also a transfer price set by regulation, not determined 

by competitive markets. 

24. Hydro-Québec operates as a cost-minimizing public utility monopolist and monopsonist. Potential 

economic rents are deliberately dissipated through low prices to households and industry and through 

fiscal transfers, rather than revealed through market pricing. 

25. Hydro-Québec’s retail pricing serves broader policy goals: minimizing household costs, redistributing 

Crown-corporation revenue to residents, influencing equalization, and providing low-cost power to attract 

industry. 

 

F. Pricing Practices in the MOU vs. Industry Norms 

26. The MOU’s fixed annual pricing for existing power does not reflect standard industry practice. 

Market-based prices—whether internal to HQ or in export/import markets—vary daily and seasonally. 

Even Quebec households face higher winter prices under the Flex D structure. 



27. Seasonal or time-variant pricing is widely used to promote efficient electricity use and better reflect 

system costs. The absence of any such mechanism for Churchill Falls power represents a significant 

deviation from accepted utility practice. 

 

G. Broader Policy and Strategic Considerations 

28. Extremely low Churchill Falls power costs result not only from historical cost pricing but also from very 

low water rentals—an issue acknowledged within HQ but not addressed in the MOU. 

29. Hydro-Québec’s interest in further development on the Churchill River reflects the scarcity of 

comparable undeveloped hydroelectric sites within Quebec, increasing the strategic value of this resource. 

30. Hydro-Québec’s willingness to revisit historic pricing concerns has been conditional on Newfoundland 

and Labrador agreeing to finance new generation projects, such as Gull Island, even though much of the 

resulting electricity would be exported at relatively low prices. 

31. The MOU frames increased provincial revenue as a way to reduce government debt. In contrast, 

Quebec markets its electricity strategy as a way to support households, industry, and promote green 

energy. Newfoundland and Labrador may need to consider whether a similar approach would yield greater 

long-term benefits. 
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