PPAs are not always the answer to the
renewable energy transition

Corporates need to diversify their approach to renewable energy
procurement and explore the products most suitable for them locally,
in order to realise their full renewable potential.

Introduction
Up until now, Corporate PPAs have been the ‘go-to’ method for corporate
renewable energy procurement, especially in North America and parts of
Europe.
They have driven substantial growth in big corporates transitioning to
renewable energy, particularly those with very large energy demands, who have
been the first to place renewable corporate PPAs right at the heart of their
strategy, as a supplement/alternative to the supply agreements corporates
traditionally have had with utility suppliers.

But (corporate) PPAs are not the only way to engage in renewables. In reality,
they are not suited to or accessible for most corporates, particularly smaller
organisations, those with fluctuating energy needs or when an organisation’s
main footprint is in emerging markets with monopolistic electricity market
structures.
The commercial availability of PPAs is still very limited outside the US and
Europe, and they generally come with an embedded risk and long-term
commitment.
With a long-term commitment comes exposure to price developments, and you
could end up paying above the market rate if the price forecast is wrong. And
because energy off-take is constant, you may pay for more energy than you
actually need.
It’s clear that PPAs are not always the answer, so how can corporates of all sizes
pursue renewable energy? In this paper, our PPA specialist Katharina Winter
from BayWa r.e., provides the answers. Everything from the benefits and
limitations of PPAs, to the alternative methods open to you. Our goal, as always,
is to help you realise your renewable potential, giving you the answers to
pertinent questions while tackling the most complex of subjects in a simple
way.

What is a PPA and how does it work?
Simply put, a Power Purchase Agreement (PPA) is a commercial
arrangement between a power producer and a power consumer for the
procurement of a defined energy volume, within a pre-agreed price
structure, for a pre-agreed period of time.
The electricity sold under a PPA can be from an existing renewable power
generation asset, or from a new project, supporting additional installation
of renewable capacity.
Contrary to convention, a PPA contract is technology-agnostic and can be
applied across technology types, from wind to solar and beyond. However,
the specific corporate PPA is always linked directly to a specific generating
asset, providing transparency and credibility.

What different types of PPA exist and how do they differ?
The most common types of PPA’s in the market today are the physical PPA’s
(1) behind the meter or (2) offsite, as well as the ‘virtual PPA’. Each has its
advantages and disadvantages, and is suited in different situations:
Physical (behind the meter) – where a renewable energy asset is situated at
the same location as the client and feeds energy into the mains of the
building, ‘behind the meter’, serving self-consumption. This can be on-site
or off-site (with a direct wire connection).
Many corporates with large facilities decide to engage in solar installations
through a third-party investor, who will own and operate a rooftop solar
system and use a PPA to secure the off-take, green attributes and energy
price. Companies using physical ‘on-site’ PPAs who want to be 100%
renewable typically, may still need to cover their remaining electricity
demands from other renewable sources, as a supplement to ‘the behind the
meter’ PPA.
Where the generation asset is located elsewhere and connected via the
public grid can also be regarded as a Physical solution. The main advantage
for this set-up is the size and scale of the off-take, which can cover large
energy demands.

Virtual (financial product) – where there is no physical delivery between the
renewable powerplant and the off-taker. In a virtual PPA, the developer and
buyer agree upon a strike price for a given unit of energy.
The corporate and the developer then respectively buy and sell at whatever
price the market dictates, with the difference between the strike and
market price then settled between the two parties. The Green Attributes
issued with the renewable power production is assigned to the off-taker.
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The benefits of PPAs
What type of companies are using PPAs?
With the liberalisation of power markets, PPAs have evolved beyond
prevailing power-utility contracts and found themselves firmly in the
corporate marketplace, where they have been used to secure long-term offtake of renewable energy.
For larger corporates they have become a powerful tool for achieving climate
goals, ensuring additional capacity while managing risk and exposure to
volatile commodity (electricity) prices.

According to Bloomberg New Energy Finance (BNEF), 43 corporations in 10
different nations signed contracts for more than 5.4 GW of wind and solar
projects in 2017, the largest volume seen to date in a trend of linear growth
over the past six years.
This included the two largest corporate solar PPAs to date: Apple’s 200MW
contract for a solar project in Nevada, and an even larger 1 GW contract
signed by data centre provider Switch, which was announced soon after.
What all these corporates have in common is large and predictable energy
demands, which make off-site PPAs very attractive. As the need for more
data capacity increases exponentially around the world, tech companies are
leading the charge with the installation of large-capacity renewable energy
plants at their new data centres.
Operations that consume large amounts of electricity, like data centres, are
referred to as ‘the perfect load’ for renewables. They fit the structures and
characteristics of PPAs very well. It’s no surprise then that five of the top six
PPA buyers in the world are currently tech companies powering their data
centres with renewables.
Among these companies, wind has been the main renewable source (as
shown below) and more than 50% of the worlds PPAs (measured in GW)
signed in 2017 and 2018 were in the US.

Operations consuming
large amounts of
electricity, are referred
to as ‘the perfect load’
for renewables.

When are PPAs the best route?
Stable long-term energy demand: for corporates who want to claim
renewable energy and know exactly where it comes from, PPAs are a good
route, particularly if your energy consumption is consistent over a long
period of time – anything from seven up to 15 years.
Large consumption: PPAs are particularly well suited in organisations, such
as data centres, where large amounts of energy will be consistently
consumed every day for the rest of its longevity. Here you have the perfect
load.
A liberalised energy market: the conditions for both buyers and sellers
need to exist for PPAs to work. In some countries, this is still not possible due
to state-owned monopolies, security and less mature energy trading
mechanisms.

Why are corporates choosing PPAs?
No investment in assets: With all types of PPA (on-site/physical/virtual)
there is no actual investment in assets, just an agreement to buy a certain
amount of energy for a certain number of years, and a commitment to pay an
agreed price for the electricity.
It’s highly appealing to corporates who don’t have to invest in the asset and
can keep it off their balance sheet. Instead they manage the electricity costs
as operating costs, paying a fixed amount for the energy and green
attributes, for a fixed duration.
Accessibility: The common theme of corporates already using PPAs is their
large size and location. They predominantly have operations based in the US
and Europe, where PPAs are commonplace, unlike the rest of the world
where availability and access are still very limited.
In the UK and US there has for many years been an increase in corporate
PPAs thanks to renewables subsidies, tax incentives, volatile electricity prices
and greater availability of renewable resources. However, geographical
variances still present challenges in many other parts of the world.

PPAs are not for everyone...
While PPAs have been used effectively and successfully by some corporates,
they are not the only route to renewable energy for companies. There are
limitations and challenges which corporates should be aware of:
Availability: PPAs are very popular in the US and other liberalised electricity
markets, but the structures favouring PPAs are not found in many other
places in the world, especially in the developing world, which for many
companies represents the majority of their carbon footprint.
Political development: The liberal market price on energy is very dependent
on political development, so no one really knows what the price will be in the
future. The PPA is structured in a way that the developer/off-taker are jointly
agreeing on an energy price forecast model, for the duration of the contract.
This requires some serious knowledge and forecasting capabilities, and even
then the market price of energy is still volatile.
Duration: PPAs, owing to their relatively short history, have not been the
most flexible solution for corporates, who often struggle with long
commitment terms (10-15 years) which are still the norm for PPAs today.
Lack of flexibility: Unfortunately, most PPA structures available in the
market are still lacking features to accommodate flexibility in the off-take of
energy. Those corporates which are susceptible to changes – e.g. if they are in
a state of re-organisation, have changing levels of electricity consumption or
evolving real-estate plans – may be less suitable for PPAs. In many cases,
termination could occur and potentially attract compensatory payments.
Demand vs. supply: Typically, the common challenge for onsite PPAs is the
management of excess power produced in a period, which cannot be stored
and used later. The baseload of electricity consumption of corporates
compared with the solar-energy production limited to daytime, posed an
inherited challenge.
Price: Very often, PPAs are long-term in nature – and are attractive to
corporates who prefer stabile energy cost, as the ‘hedging’ stabilises the
energy costs. For others, this could present a financial risk in the context of
both energy costs and the amount of energy being locked in for PPA period.

What are the alternative routes to renewable energy?
In some countries, offsite PPAs are simply not available today because of
monopolies and lack of market mechanisms. In this context, where location
is a barrier to PPAs but there is an appetite for renewables on a large scale,
there are other options. The corporate can either make a direct investment,
secure a leasing set up or pursue the Renewable Energy Attribute Certificates
(EAC) route, availability permitting.
For some corporates, EACs are the only option, as few have the property and
infrastructure necessary to generate their own renewable energy at scale,
and many operate in countries that do not currently support PPAs.

Other options:
Direct ownership of renewable assets is commonly used as an alternative
pathway for corporates, although significant initial capital expenditure
(CAPEX) is required.
Green certificates emerged out of Europe and the US and are a popular and
effective means of procuring renewable energy. They offer corporates a
flexible solution and have become the established method to track
ownership of renewable energy.
Buying EACs (separate from power) is a procurement mechanism that
enables corporates to demonstrate the power purchased from the grid is
100% renewable and generates ‘zero carbon emissions’. Due to the simplicity
of contracting for EACs it has become the leading way for organisations to
purchase credible green power. For more information on corporate
procurement of EAC’s, please read our whitepaper on the topic.
Joint PPAs (or aggregated PPAs) work for smaller corporates entering the
renewable transition who have a lower energy demand and therefore find it
beneficial to join forces with other companies to meet the power off-take
matching the powerplant size of the developers. Also, larger corporates are
joining aggregated PPA deals if they in certain countries have activities with
limited energy consumption. This risk-sharing approach is becoming
increasingly popular, but again is restricted by availability.

A diverse strategy – the optimum solution
An integrated renewable energy strategy is the optimum solution for both
small and larger organisations on the path to 100% renewable energy, where
PPAs may feature as just one part of the strategy.
A diversified strategy is by far the best route to a 100% renewable energy and
comes with significant benefits. It gives you the ability to use renewable
energy to power all of your operations, wherever they are located.
There’s no ‘one size fits all’ and it’s not restrictive. Every location around the
world will be subject to different market conditions and renewable energy
factors, from different products to levels of availability.
All renewable procurement options should be explored including PPAs,
EACs, direct investments and direct power procurement.
By taking a flexible approach, corporates can optimise their renewable
energy strategy and effectively manage risk, selecting the best products for
them. They can be adaptive to wider market conditions while maximising
local market conditions and renewable energy types.

Changes in the RE market
As the cost of energy from wind and solar reduces to become more
competitive with conventional sources, we can expect to see a rise in the
popularity and uptake of renewable energy. Renewable energy prices are
already competitive in some countries, and are generally expected to be on
par with, or below, conventional energy prices by 2022 in major markets.
So, we can potentially expect to see an increase in variation of ‘PPA-like’
products, involving utility provider and the corporates in cooperation with
developers. The trends are going in a direction of corporates reducing their
risk in the engagements i.e. shorter durations than the PPAs we know today.
At the same time, investors have also proven willing to take more risks, as
the technologies matures and more options for securing off-take is proven.

The highlights
For a long time, PPAs have been heralded as the answer to renewable energy
transition. They have enabled industry heavyweights and front runners to
make significant headway in their journeys towards renewable energy. Their
impact has been significant, but to meet the Paris agreement 2-degree
target, corporates worldwide will have to transition to renewable energy
and, for them, PPAs are most likely not the best and/or the only option.
The good news is that there are other possibilities open to corporates
wanting to go renewable, which strategically enable them to pose a certain
level of nimbleness to react to market changes, while giving a commercial
edge in terms of both price and brand profile.
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