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The First Vermont/Hydro-Québec Power
Contract

The 1984 Vermont contract with Hydro-Québec
provided the first of many Québec power imports
into New England, and the only one in which a
governmental agency—as opposed to utilities
companies—purchased the power.

By RicuarD H. SAUDEK!

Forty years ago, New England was consumed by an energy crisis that
dominated the economy, causing serious spikes in the costs of gas and
electricity. In retaliation for US support of Israel in the 1973 “Yom Kip-
pur War,” the Arab states of the Organization of Petroleum Exporting
Countries (OPEC) managed their oil production to create violent swings
in the prices of fossil fuels. The instability lasted through the 1970s and
into the 1980s. Over only three years, from January 1979 to January
1982, the price of crude oil rose 225 percent.” The cost of electricity,
which in New England was primarily produced by oil-fired power
plants, soared. Electric utilities pushed regulators for automatic rate ad-
justments to reflect the cost of fuel to run their plants. Media trumpeted
the impact of electric rates on citizens and businesses. Politicians joined
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the fray. Throughout New England, utilities and public figures, espe-
cially utilities regulators, took heat from legislators, the press, and the
public. Governors and regulators were desperate to find a way to deliver
some good news.

Thanks to a unique statutory scheme, a need to solve its particular
supply problems, and an aggressive governmental effort to do so, Ver-
mont led the way to a solution that was embraced by utilities and gov-
ernments throughout the region.

HyDpRrO-QUEBEC STARTS ITS DEVELOPMENT
AND VERMONT SHOWS EARLY INTEREST

In the early 1960s, René Lévesque, the future Québec premier, was
the minister of hydroelectric resources, then minister of natural re-
sources. On his watch, Québec embarked on the consolidation of far-
flung local power companies into Hydro-Québec (HQ), a provincewide,
government-owned utility, and a source of great pride to the French
Québec government. It was recognized as the major Québec economic
engine, making Québecois mditres chez nous—“masters in our own
house.” Its first major project was a 5,400-megawatt* hydroelectric
plant on the Churchill River in Labrador.

Vermont Governor Philip Hoff (1963—-1969) devised a plan to import
a fraction of that power to Vermont at a cost of less than half a cent per
kilowatt-hour—well below any existing alternatives.’

But the state’s utilities companies had other ideas. The first commer-
cial nuclear reactor in New England, “Yankee Atomic” at Rowe, Mas-
sachusetts, had begun to deliver power in 1961. Central Vermont Public
Service Corporation, Vermont’s largest utility, owned a share. By in-
dustry accounts, it was a great success.® Work was proceeding on con-
struction of the Vermont Yankee nuclear reactor, which would be deliv-
ering power in 1973. Utilities invested in reactors as an alternative to oil
and the wave of the future, enthusiastically quoting Lewis Strauss, the
first chairman of the US Atomic Energy Commission, who predicted
that nuclear power would be “too cheap to meter.”’

When the Hoff import plan reached the Vermont legislature, the sen-
ate voted to authorize the plan, but just as it looked as if it would pass in
the house, it was shunted off to a study committee, which spelled its de-
mise.! New attempts to open negotiations with Hydro-Québec, particu-
larly under Governor Thomas Salmon (1973-77), did not bear fruit.
Québec citizens have enjoyed very low-cost power from the Churchill
River project ever since.



VERMONT’S POWER SOURCES IN THE 1970s aND EArLy 1980s
I—HYDROELECTRIC POWER FROM NEW Y ORK

In 1958 and 1961, the Power Authority of the State of New York
(PASNY, now the New York Power Authority) built two large hydro-
electric power stations on the St. Lawrence and Niagara Rivers. Ver-
mont’s US Senator George Aiken, a strong advocate of public power,
supported these developments and obtained language in the federal en-
abling legislation requiring that a fraction of their output be sold to pub-
lic power entities in New York’s neighboring states to benefit farms and
residential customers. The extremely low cost of this power, less than a
penny per kilowatt-hour, was to be passed through to customers by
means of discounted rural and residential rates.

In order to bring these benefits to Vermont, the 1967 Vermont legisla-
ture enacted 30 VSA §211, which provided that the Vermont Public Ser-
vice Board (PSB) and later the Vermont Department of Public Service
(DPS) had essentially unfettered authority to purchase power on behalf
of the state, the only condition being the governor’s consent.” This stat-
ute was unique, both in authorizing a state agency to buy and distribute
electricity and in imposing no limits on its authority to contract with any
sources of power. Its intent was to fulfill the requirement that a public
body purchase and distribute the PASNY power. The first Public Ser-
vice Board purchases were from the Power Authority; they totaled 150
megawatts, or roughly a quarter of Vermont’s needs in the late 1970s.
Vermont retail utilities delivered the low-cost power to rural and resi-
dential customers.

II—OIL-FIRED GENERATION

Despite its purchases from New York, Vermont shared the region’s
heavy dependence on oil-fired power plants. All New England utilities
relied heavily on oil, which until the 1970s had been low in cost and
stable in supply. Carbon emissions were not yet a general public con-
cern, although scientists were beginning to recognize their dangers and
the advantages of renewable energy.'® The OPEC manipulation of the
oil market drove utilities and public officials to look for alternatives.
President Jimmy Carter convened a meeting of governors and state en-
ergy officials with the purpose of exploring ways to convert to other
means of generation, such as small hydroelectric plants and wind gener-
ators. As if to emphasize the urgency of the situation, the president sat
alone on a stage, taking notes as the governors gave their advice from
the audience. In 1978, at Carter’s urging, Congress passed the Public
Utilities Regulatory Policy Act,'" providing incentives for independent
power producers to develop alternatives to fossil plants. Vermont be-



came an enthusiastic supporter of the program, resulting in small hydro
generators throughout the state and wind plants in several locations.

I—NUCLEAR POWER

The 1960s, 1970s, and 1980s saw a huge push from the federal gov-
ernment and the utility industry to develop nuclear power, resulting in
104 nuclear plants built in the US, nine of which were in New England.
However, by the late 1970s and early 1980s, many utilities regulators
and other public officials grew increasingly disillusioned with nuclear
power. At first, opponents who questioned its safety were dismissed as
attention-seeking kooks. But an increasingly large and vocal segment of
the public became more aggressive in voicing their concerns. Vermont
Yankee, which began operations in the winter of 1972-1973, soon drew
persistent, well-attended demonstrations that live on in the memories of
those who were there; it became a point of pride to have chained your-
self to the fence around the plant and dared the police to remove you.

Then, in March 1979, a partial meltdown and release of radioactive
gas occurred at the Three Mile Island nuclear plant in Pennsylvania.
The same month, a terrifying film, “The China Syndrome,” starring Mi-
chael Douglas, Jack Lemmon, and Jane Fonda, depicting a near-melt-
down of a reactor, arrived in theaters nationwide. The protesters felt
vindicated and utilities regulators became much more skeptical of sooth-
ing pronouncements from the industry and the federal government about
reactor safety.

Nonetheless, at this time two nuclear plants were under construction
in Seabrook, New Hampshire. Ultilities remained so enamored of the
prospects for nuclear power that even small Vermont publicly owned
municipal electric companies and electric cooperatives signed “hell or
high water” contracts to bear their share of all expenses of construction
for a share of the output of the plants, regardless of whether construction
was completed or whether the plants ever generated power. The con-
tracts gave them no control over the costs or construction decisions in
return for their commitments. Meanwhile, the costs of building and re-
pairing reactors proved greater than predicted by multiples. As costs in-
creased,? the tiny utilities had to increase their debt and rate burdens to
unsustainable levels. Litigation ensued over the validity of the con-
tracts. Ultimately, the Vermont Supreme Court held that the law did not
authorize the utilities to commit to contracts that were beyond the au-
thority granted the utilities by Vermont law and held the contracts void."
In addition, utilities were not allowed by regulators to reflect construc-
tion costs in their rates until the plant under construction was in ser-
vice."* Finally, work on the second Seabrook unit became unbearably



expensive and was halted in 1984. Two years later, the lead sponsor,
Public Service of New Hampshire, couldn’t escape the crushing debt
and filed the first major utility bankruptcy since the Great Depression of
the 1930s.

IvV—CoMPETITION FOR NEW YORK HYDRO POWER

By the mid-1970s, municipal utilities and electric cooperatives in
Massachusetts, Pennsylvania, and Connecticut began to challenge the
Vermont PSB’s right to buy the PASNY power. They complained that
the law required that public power entities in neighboring states to New
York receive a portion of the output of the hydro plants, that a state
agency like the Vermont Department of Public Service was not the in-
tended recipient, and that only municipal and cooperative utilities were
allowed to purchase the power.

A pitched legal battle ensued as Vermont sought to retain the 150
megawatts of very valuable power. After meetings and hearings at
PASNY, the case went to the Federal Energy Regulatory Commission
(FERC) for resolution. Meanwhile, PASNY allowed Vermont to re-
ceive the power for an additional five years, until 1985, to give it breath-
ing room while the commission considered the case. Ultimately, FERC
ruled that the Vermont scheme of buying the power for the whole state
through a state agency was not intended by the statutory language and
the power had to be divided among municipal and cooperative utilities
in all the neighboring states that were vying for it. As a result, the cus-
tomers of Vermont’s privately held utilities, who numbered many times
the customers of its municipals and co-ops, lost the benefit of this elec-
tricity. A small fraction of this valuable power continued to go to the
state’s municipal and cooperative utilities.

DeveLoPMENT BY HYDRO-QUEBEC OF THE JAMES BAY PrROJECT

In the late 1970s, Hydro-Québec took the bold and challenging step
of planning and building four massive hydroelectric plants along the
La Grande River, which runs into James Bay roughly 600 miles north of
Montreal. In early 1984, the New York Times described these efforts
and their results:

With giant James Bay, Hydro-Québec has become the biggest company
in Canada in terms of assets and profits, which were $23.1 billion and

$800 million, respectively, at the end of 1982. By the same measures, it
is bigger than any American private or public electric utility.

“We believe that Hydro-Québec is presently and will continue to be the
premier electric company in the world,” says Kidder, Peabody & Com-
pany, the investment house. . . .



Enough rock and dirt was moved to build the Grand Pyramid of Cheops
80 times, while 18,000 workers consumed more than 200,000 tons of
food. Some 127,500 tons of explosives changed the contours of the wa-
tery taiga that constitutes Québec’s north. What emerged were eight main
dams, 198 dikes and dozens of turbines and generators in three enormous
power stations along the Le Grande [sic]. One station is underground, in a
cavern-like structure more appropriate in a James Bond movie.

Hydro-Québec now has available 26,400 megawatts, which is enough to
more than meet all of the electricity needs of New York and New
Jersey.!?

To put the size of the Québec plants in perspective, Vermont’s 2023
estimated peak electric load was about 1,050 MW and New England’s
historical peak is approximately 25,000 MW. All told, New England,
with a population of about 15 million, has available about 28,000 MW
of generation in case an extreme need arises;'® Québec, with 8.8 million
people, now has generating capacity of more than 37,000 MW.

VERMONT’S LEADERSHIP
I—OPENING A DIALOGUE WiTH HYDRO-QUEBEC

In January 1978, the administration of Richard Snelling was estab-
lishing neighborly relations with the Québec administration of René
Lévesque. Recognizing that Hydro-Québec was owned by the province,
the first approach was through government channels. I was dispatched
to meet with Claude Laliberte, Québec’s deputy minister of energy, on a
frigid day in Québec City. We spoke generally about the ability of the
Vermont government to buy power and Québec’s additions to its power
supply. Within a few weeks, I was invited to meet with Hydro-Québec
personnel. We assembled a team that included a PSB lawyer, engineer,
and economist, and met in Montreal with the assistant to the president of
Hydro-Québec and a team of lawyers, power marketers, and engineers.
It was evident that Hydro-Québec was interested in the prospect of sales
to New England and on behalf of Vermont, we were happy to help start
a process that we hoped would lead to much bigger things.

The exploratory discussions soon led to a one-year arrangement
whereby Hydro-Québec would supply up to 59 megawatts to Vermont
from a hydroelectric plant on the St. Lawrence River north of New York
State. The New York Authority agreed to let Vermont arrange transmis-
sion of the electricity across northern New York to Vermont. This was
the beginning of the State of Vermont/Hydro-Québec relationship. Ver-
mont administration officials began a series of meetings in Montreal that
would shape the terms of a larger Vermont contract. Governor Snelling,
accompanied by his counsel William Gilbert and me, visited the massive



construction project on the La Grande River in its early stages. Gilbert
and I followed up with several meetings with the Hydro-Québec power
marketers. We discussed in particular our need to replace the PASNY
power and to wean Vermont from oil, as well as future regional needs.

Governor Snelling, who followed the discussions closely, made sure
he was fully briefed whenever he met with the premier or energy offi-
cials, and saw to it that they understood Vermont’s willingness and abil-
ity to make a ground-breaking contract of real benefit to both sides. He
discussed potential purchases with Premier Lévesque, Minister of En-
ergy Yves Bérubé, and other key officials, with the aim of developing a
larger Vermont contract and a new source of energy for New England.

Snelling also retained the global investment firm Lehman Brothers to
advise him on the feasibility of forming a Vermont power authority to
build and maintain the transmission infrastructure necessary to import
the power in case the utilities refused to do so. Later, when asked at a
press conference how the state would deliver the power if the utilities
refused, he said, “We’ll form a power authority and build transmission
or take over their wires.” Within minutes, the president of Vermont’s
largest utility called me to ask if that was true. I replied, “If the gover-
nor said it, it’s true.”

“THE ELECTRIC COMMUNITY”

Governor Snelling chose the Conference of New England Governors
and Eastern Canadian Premiers meeting in Vergennes, Vermont, on
June 26, 1980, to deliver his vision. With an audience that included Pre-
mier Lévesque and the other Eastern Canadian premiers, as well as New
England governors and energy officials, he proposed that completion of
the Canadian power plants be accelerated ahead of Canada’s needs, for
export to the US. The US would finance the acceleration, and ownership
would be entirely Canadian:

[A] combination of vision, daring and international cooperation can cre-

ate a most favored region as a result of the very circumstances which
now make the region disadvantaged. . . .

The proposal is for a massive, accelerated international investment in
the thorough development and utilization of generation potential, pri-
marily in Québec, Labrador, and Ontario.!”

Snelling continued that while we talk in generalities about interna-
tional cooperation,

Trillions of gallons of water are flowing downhill at sites of enormous
power potential in Canada. The energy so represented is dissipated and
lost forever, [and] unnecessary depletion of world supplies of gas, oil
and coal is occurring. The loss is irreparable and irrevocable. The an-



nual value of “lost power replaced” [by] potential hydropower is over
five billion dollars.'®

Meanwhile, members of his administration used the meeting to dis-
cuss with Québec representatives the outlines of a Vermont/Hydro-Qué-
bec agreement larger than the one already in place.

QUEBEC SOVEREIGNTY MOVEMENT

These were also exciting times for the province. In the 1970s,
Lévesque led the new Parti Québecois, which sought the literal separa-
tion of the province from Canada. Québec had its own trade representa-
tives in several US cities and engaged in cross-border diplomacy as if it
weren’t beholden to the government in Ottawa. This underscored the
impression that Québec and Québec alone would make decisions relat-
ing to cross-border transactions; and although the movement was ulti-
mately defeated in a 1980 referendum, Québec continued to operate on
its own in relations with states south of the border."

Meanwhile, the enormous job of research, engineering, financing, and
marketing the new power projects fell to company personnel. Fortu-
nately, HQ had sophisticated, aggressive leaders and a deep staff, who
worked with SNC Lavalin, the large Québec engineering firm, and ma-
jor financial institutions to achieve these tasks.

THE MARcH 1983 NEw ENGLAND UTILITIES’ LETTER OF INTENT

Snelling’s “Electric Community” speech proved prophetic. Pressure
grew within the New England political and regulatory communities to
look to the North for power. Gradually, the utilities came around, react-
ing to the financial pressures created by oil and nuclear generation. On
March 21, 1983, two and a half years after Snelling’s speech, a gather-
ing of New England governors and top Québec officials convened in
Faneuil Hall in Boston for the execution of a letter of intent between the
sixty-four-utility New England Power Pool and Hydro-Québec. The let-
ter provided for construction of a large power line connecting the vast
Québec system to New England and contemplated an initial eleven-year,
$500 billion contract to begin in the fall of 1986.

COMPLETION OF VERMONT NEGOTIATIONS

Meanwhile, Vermont’s discussions of a Vermont-specific firm power
contract proceeded. On the Québec side was Jacques Guevremont, di-
rector of export sales (soon to be promoted to executive vice president),
and his staff. The discussions necessarily involved a dance, with
Guevremont acting as if HQ were in no hurry to sell, and Vermont say-



ing that, if they were going to buy, it would have to be at a very reason-
able price and the timing would have to be right. Finally, in September
1983, Guevremont and I met in Montreal and I told him that the time to
start power flowing was the fall of 1985, when Vermont Yankee would
be closed for several months to replace cracked pipes and refuel, and
Vermont’s New York power would likely be cut back. Unless Vermont
could get reasonably priced electricity from Hydro-Québec, it would
have to substitute expensive oil-generated power. The savings generated
by a well-timed Hydro-Québec purchase would encourage Vermont to
build facilities to receive power at the border. There was no time to
waste—a contract had to be in place by mid-1984.% Intense, detailed
negotiations ensued.

EXECUTION OF THE AGREEMENT

On July 25, 1984, in the Executive Chamber of the Vermont State
House, the president of Hydro-Québec, the governor of Vermont, and
the Vermont commissioner of public service executed the first Vermont/
Hydro-Québec firm power contract, enabling Vermont to tap into Qué-
bec’s vast hydroelectric resources. The 1984 Vermont contract pro-
vided the first of many Québec power imports into New England, and
the only one in which a governmental agency—as opposed to utilities
companies—purchased the power.

The final agreement provided for the delivery of 150 megawatts of
firm power? for ten years beginning September 1, 1985, through a
200-megawatt connection with the Vermont transmission grid at a new
substation that had been built by Vermont utilities at Highgate, on the
Québec border. It was Québec’s first firm power export agreement. Un-
like most power contracts, it was not dependent on the operation of a
single generator: It was “system power,” guaranteed to flow when
scheduled by Vermont and backed up by the vast Hydro-Québec sys-
tem. (A related agreement covering the additional capacity of the High-
gate connection provided for the scheduling of 50 megawatts of “inter-
ruptible” power, depending on Vermont’s needs and Québec’s ability to
provide it.) The prices were favorable to Vermont compared to other
sources at the time; they ranged from 3.3 to 4 cents per kilowatt-hour for
the first five years, then going for the second five years to 80 percent of a
number representing essentially the average cost to New England utili-
ties of burning fossil fuel for power.?

On July 25, 1984, the Executive Chamber in the State House—the
room in which the governor holds ceremonial bill signings and special
events—was decked out in the flags of the US, Vermont, Québec, and



Signing the contract in
the Executive
Chamber in the State
House on July 25,
1984. Lefi to right:
Richard Saudek
signing for the State of
Vermont; Yves
Duhaime, the Quebec
Minister of Energy,
Gov. Snelling, signing
approval; Guy
Coulombe, HQ
President & CEO,
signing for HQ, and
Georges Lafond, HQ
Executive VP for
Marketing, who |
headed the division of
HQ that negotiated
sales contracts.
Courtesy of the author.

After the signing of
the contract. Left
to right: M. Du-
haime, Gov. Snel-
ling, M. Coulombe,
and M. La-

fond. The flags of
Vermont, Quebec,
the US and Canada
were overhead.
Courtesy of the
author.

N
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Canada. Guy Coulombe, the president and CEO of Hydro-Québec, and
Yves Duhaime, the Québec minister of energy, were accompanied by
Jacques Guevremont, the HQ principal negotiator, and Georges Lafond,
Executive Vice President for Exports. Coulombe signed for Hydro-
Québec; 1 signed for the State of Vermont, and Governor Snelling
signed his approval, as required by statute.

Power began to flow across the border in September 1985.



VERMONT UTILITIES FoLLow wiTH THEIR OWN HYDRO-QUEBEC CONTRACT

The following January, Governor Madeleine Kunin took office and
soon the Vermont utilities approached Hydro-Québec about negotiating
their own contract, which would build on the agreement reached by the
Department of Public Service. These discussions resulted in a contract
signed in December 1987 among Hydro-Québec and the Vermont utili-
ties that would change the interruptible 50 megawatts in the state con-
tract to firm power beginning in 1990 (halfway through the term of the
state contract) and increase the total to 200 megawatts in 1995, after the
expiration of the state agreement.

Over the forty years since power started to flow under the department
contract, Hydro-Québec has furnished from 25 to 38 percent of Ver-
mont’s electric needs, as
Vermont’s dominant and Firm
most reliable source. It gm:iclté Power
has made Vermont the garantie Contract
state with the most re-
newable energy in its

electricity mix.? HydroOuébeC Stvgrtﬁ_'gnt

Cover of the 1984 contract.
Most of the later contracts
had fancier covers. The
contract with HQ all have
two columns: one in French
and one in English. Courtesy
of the author.

NEw ENGLAND IMPORTS

In October 1986, a major transmission line from Québec to New
England was energized. By the early 1990s, a much larger line from
the La Grande generators to Massachusetts, capable of delivering up to
2,000 megawatts but usually operating at 1,200 megawatts, was in-
stalled to supply power throughout New England. And New England
companies and Hydro-Québec are currently planning new transmission
capable of delivering more than an additional 1,000 megawatts.



AN AppiTioNAL REGIONAL BENEFIT OF HYDRO-QUEBEC POWER

One of the many advantages of Hydro-Québec power is that it pro-
vides reliable baseload energy that allows the region to develop solar,
small hydro, and wind energy, which aren’t capable of generating around
the clock all year. Nuclear advocates often promote nuclear generation
as providing that function, but reactors must shut down periodically to
refuel and many (including Vermont Yankee) have been or are in the
process of being permanently dismantled and not replaced. Contrary to
early predictions, they have become very costly to build and maintain.

POwWER PURCHASES BY THE VERMONT GOVERNMENT ARE REINED IN

Shortly after the first Vermont contract was negotiated and signed,
lobbyists set about convincing the Vermont legislature to enact legisla-
tion that would assure that the Department of Public Service never again
had unlimited freedom to purchase power and sell it in state. As a result,
the legislature enacted laws that pancaked a series of reviews of any pro-
posed department power resale. These included review by a board com-
prised of key legislators and chaired by the governor; full Public Utility
Commission hearings, with representation of the public by the attorney
general; and constraints on the department concerning discovery of util-
ity “trade secrets,” presumably including internal analyses of potential
power sources and likely future wholesale prices. In short, the depart-
ment has been squeezed out of any reasonable ability to act on its own to
buy power and resell it for the benefit of Vermont consumers.*

A NOTE ON CONTROVERSIES

It has not been the purpose of this account to cover the controversies
surrounding the Hydro-Québec power developments. The tribes (in
Canada “First Nations”) native to the area, particularly the Cree, led by
their eloquent and combative Grand Chief Matthew Coon Come, op-
posed the James Bay projects, accusing the power company of flooding
Native burial grounds, damaging fishing habitats, and in general de-
stroying much of what was valuable to First Nations. Litigation ensued
and various trusts were set up to compensate for the dislocations. How-
ever, relations continue to be strained decades later.
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