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        WHAT GOES UP … 
 
      ONTARIO’S SOARING ELECTRICITY PRICES AND HOW TO GET THEM DOWN 
 
 
In October, 2014, The Fraser Institute published a report co-authored by Ross 
McKitrick and Tom Adams that examined why electricity prices in Ontario are rising 
and whether there are options available that could put the province back on a 
trajectory of lower prices. This is a summary of the key findings in the report. 
 
Electricity prices in Ontario have been rising faster than inflation for about a decade. 
According to forecasts by the Independent Electricity Systems Operator (IESO), this 
trend will continue. The focus of the report is on the energy, or commodity, cost of 
electricity, not on the other costs associated with transmission, distribution and 
taxation.  
 
The Ontario electricity pricing system is complex. It blends together the wholesale 
or “competitive settlement” price (the Hourly Ontario Electricity Price or HOEP) and 
the Global Adjustment, a side payment that provides electricity generators with 
revenue guarantees set by the provincial government. While the HOEP has declined, 
the Global Adjustment has risen from minus $10 per megawatt hour (MWh) in 2005 
to about $60/MWh, or 6 cents per kWh, today. 
 
As the electricity system in Ontario is one in which the government owns, operates 
and regulates almost every part of the system, the starting point for determining 
prices is not the action of competitive market forces but rather the total system 
revenue requirement as approved by the Ontario Energy Board. The total system 
revenue requirement will rise from about $90 per MWh in 2004 to about $140 per 
MWh in 2016. These costs are recovered through a series of rates that vary by 
customer class. Residential customers pay the highest rates; their inflation-adjusted 
rates have risen from about $125 per MWh in 2004 to $175 per MWh in 2013. 
Commercial rates are lower, but rose from about $95 per MWh in 2004 to $140 per 
MWh in 2013. Industrial customers, who pay the lowest rates, are divided into two 
classes, A and B. Class A, consisting of specified large industrial customers, get 
especially low rates, which rose from about $60 per MWh in 2004 to about $85 per 
MWh in 2013. In short, Class A industrial customers today pay about half the price 
for electricity that residential customers do, because a higher share of total revenue 
requirements has been placed unto the shoulders of the residential users. 
 
The Ontario Electricity Financial Corporation (OEFC), the Ontario Power Authority 
(OPA) and the IESO administer the Global Adjustment (GA). The formula for its 
calculation is complex and much of it, surprisingly, is not publicly documented. The 
generation portion of the GA recovers costs for OPA-contracted generation, OEB-
regulated generation, and generation contracts entered into by the former Ontario 
Hydro now administered by the OEFC. Of these, most GA costs arise from contracts 
the OPA has with generators. Some of these contracts are at fixed prices per unit of 



 2 

deemed output – a structure applied to wind and solar contracts. The OPA also has 
contracts with generators, including most gas-fired capacity, where the generator 
receives a monthly revenue guarantee per unit of available generation, offset by 
calculated operating profits per unit of deemed input. To understand what increases 
the GA, one must understand that it is now influenced not only by production levels 
but also by changes in generating capacity within different generator classes, offset 
by revenues earned within those classes.  
 
McKitrick and Adams developed an econometric model to determine the key system 
elements that drive the level of the GA. The results are as follows: 
 

 Solar and wind systems provide just under 4 percent of Ontario’s power but 
account for about 20 percent of the average commodity cost.  

 Each additional 1 MW of new wind capacity adds about two cents per MWh 
to the GA, after taking into account the offsetting effect of revenues from 
wind production. The system-wide cost effect is about 3.6 times the direct 
Feed-in-Tariff (FIT) payment burden. 

 Solar power generation has large direct costs to the system; the weighted 
average costs of existing solar FIT contracts, less the HOEP, is $460 per MWh 
(The FIT rates range from $288-$713/MWh). However, because solar 
represents an extremely small percentage of total generation, its system-
wide cost is only 60 percent of the direct costs. 

 Each additional MW of new hydro over the past decade has added about 1.5 
cents per MWh to the GA. This is far higher than the historic costs of adding 
incremental hydro capacity. 

 Power imports can potentially reduce the GA, but exports occur under 
circumstances that increase it. Encouraging increased domestic consumption 
at times of surplus baseload would reduce power costs in Ontario. 

 Replacing 500 MW of nuclear capacity by wind would, because of the 
intermittent availability of wind, require 3500 MW of wind capacity, 
potentially raising the GA by $73.50. Adding new hydro would increase the 
GA by $7.00. There are better options available than either of these. 

 If the province continues with its plans to expand solar and wind production 
even further, the trajectory of Ontario power prices will accelerate upwards 
even faster than at its current trend. 

 
The report offers six suggestions for reducing the costs of power to Ontario.  
 

 Add no more high-cost hydroelectric units to the current generating mix. 
 Impose a moratorium on new wind and solar contracts and terminate 

existing FIT contracts that have not yet reached what the OPA calls a Notice 
to Proceed. 

 Rescind existing long-term FIT contracts and subject renewables to market 
competition. 
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 Maintain 4 of 12 coal units in an operable state, after completing their 
current conversion to clean-burning units. 

 Explore the possibility of contracting for firm supplies of electricity from 
Quebec to bridge nuclear refurbishment and avoid the need for costly 
storage. 

 Subject nuclear refurbishment to a cost-benefit test. Nuclear refurbishment 
should be undertaken only if the project will pay for itself and the risk of a 
cost overrun is placed on the private sector. 

 
Summary by Robert Lyman 
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