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Basic Types Power Sales 

Agreements
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Tolling 
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Contract for Differences
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Contract for Differences
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 The PPA grants the concession and sets the tariff. It is the primary document that the SBO would focus on. To some extent all the others are 

secondary

PPA 101

PPA 101

Key points

Grants the 

concession

 Grants the concession - gives the project the right to 

exist, and the right to generate electricity. Term 

typically 20-25 years from completion of construction

Ownership  BOO or BOT

Sale and purchase of 

Net Electricals
 Variable O&M costs recovered through the sale of the 

net electrical energy dispatched

Sale and purchase of 

capacity 
 Generator (IPP) paid on the availability of net 

dependable power capacity irrespective of despatch 

sufficient to cover debt service, equity return and fixed 

O&M

 Procurer (SBO) takes price and despatch risk

 Take or Pay

Indexation  Tariff payments may be indexed for inflation and 

movements in Foreign Exchange rates

 Procurer may take inflation and forex movements 

risk

 The responsibilities will be split

Specifications and 

Performance Standards 

of the Plant

 PPA sets out the responsibility of the Generator to 

build by a given date a plant to very precisely 

documented specifications, operating standards and 

designs 

 Generator / EPC Contractor takes the responsibility 

and risk of building the plant to the requirements of 

the Procurer

Revenue Write Down 

provisions for non-

Performance

 PPA includes provisions to reduce the payments 

payable to the Generator  if the tested dependable 

capacity at any time or the actual availability [or the 

heat rate] is worse then the levels the Generator is 

contracted to provide

 Generator takes performance risk

Delay LD’s  for late 

commissioning

 Delay LDs payable for late commissioning payable by 

Generator/ EPC Contractor 

 Generator takes risk of late commissioning

Performance

criteria 
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 The responsibilities will be split (Contd…)

PPA 101 (Contd...)

PPA 101 (Contd…)

Key points

Third party 

responsibilities

Force majeure / 

political events

Water and Power 

Transmission 

interconnections

 Generator would seek to make it an 

obligations of the Procurer to design build 

and commission all required water and 

transmission linkages by an agreed date 

and prior to scheduled testing

 Procurer takes responsibility for providing Water and Power 

Interconnections

 The PPA sets out provisions for the Procurer to keep the  

Generator whole and / or pay compensation if such facilities 

are late

Supply of Gas / Coal / Fuel  In many markets, the Generator would seek 

to make it an obligation of the Procurer to 

supply Gas / Coal / Fuel (ie energy 

conversion)

 Generator may take fuel / hydrology risk 

assuming satisfactory pricing and supply 

risks

 Procurer takes risk of fuel supply and pays deemed 

commissioning if fuel is not available Generator takes 

efficiency risk through an incentive penalty regime 

Permits  PPA allocates responsibility for obtaining 

permits 

 Split between Procurer and Generator

Natural Force Majeure  PPA sets out provisions in relation to relief 

of liability and the provision of insurance  

(both damage and business interruption) to 

mitigate Natural  Force Majeure Risk

 (Lightening, fire, earthquake, accidents, 

explosions, epidemics etc.)

 Insurance

Political Force Majeure  There are certain risks which are 

uninsurable, political in nature and which 

Generators will not accept and need to be 

taken by the Procurer

 (Act of war, blockade, boycott, rebellion, 

civil commotion, Change in Law and / or 

unjustified failure to renew permits)

 Procurer Risk 

 Payments of deemed commissioning [or termination buyout 

if prolonged] or tariff adjustments to compensate for 

additional costs or revenue losses
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Corporate PPA
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Why Long Term Corporate PPAs?
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Why Long Term Corporate PPAs?



11

CfD PPA structure



Structuring IPPs and role of

PPA
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Typical IPP Structure
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PPA and IPPs 



PPA Risk Assessment
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Risks to be addressed 
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Risks to be addressed 
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Stage Specific Risks
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Stage Specific Risks



20

Risk Analysis 
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Project Risk Assesment Matrix



PPA Negotiations 



Electricity Invoices

Formats and Components of Electricity 

Billing



Bundled v Unbundled

• Typical sites on bundled billing:

~ Sites that have remained on franchise tariffs.

~ Domestic supplies

~ Small contract electricity supplies (<$25k annual spend)

• Typical sites on unbundled billing

~ Large contract electricity supplies



Charge components

• Energy – generator, retail margin

• Network – transmission + distribution

• Market – NEM fees

• Metering – fee for each metering point

• Environmental – renewable energy, retailer 

obligation scheme pass-through fees



Energy Charges

• Account for the physical commodity used by the 

customer

• Largest negotiable cost element

• Quoted and charged in $/MWh or c/kWh

~ For large sites, prices usually split into Peak and Off Peak 

periods (plus a shoulder period in ACT and NSW).

• Contract rates will be escalated by losses when 

invoiced

• Determined by the underlying futures market prices 

when contracting



Losses

• Energy lost between generation and the point of use 
• Expressed as a percent (e.g. 4.8%) or a factor (e.g. 

1.048)
• Only apply on unbundled pricing arrangements
• Will cause your billed rates to differ from your contract 

rates
• Energy rates escalated by DLF and TLF multiplied 

together
• Environmental and market charges escalated by DLF only
• Network and metering charges are not impacted by 

losses
• Updated annually from 1 July by the Australian Energy 

Market Operator and published on their website
~ So, from 1 July your billed rates may change, even if your 

contract rates haven’t!



Environmental Charges

• Federal and State Government schemes
• Allow retailers to pass on the costs of meeting 

legislated environmental schemes to the end user
• Are a negotiable element of your contract/billing

~ Differences between retailers’ enviro prices can be greater 
than the differences between their energy prices

~ Important to analyse combined energy and enviro rates 
when comparing retailer offers

• Are escalated on bills by the Distribution Loss Factor
• Depending on the State, enviro charges will form 

around 4-10% of total bill costs
• If you don’t request firm enviro prices, your retailer 

will usually amend prices during the contract to 
follow market movements



Network Charges

• Covers the ‘poles and wires’ costs
• Passed through at cost by your electricity supplier
• Charge structures are designed to incentivize customers to use 

electricity in a way that relieves stress on the supply network –
e.g. peak/offpeak rates, kVA demand charges

• Prices fully regulated and set annually (usually)
• Most network providers give the customer several choices of 

network tariff.  The lowest cost option can be selected
• Typically form 30-50% of bill costs depending on site location and 

type of usage
~ This proportion is increasing due to significant investment requirements 

across the networks

~ For example, NSW network prices increased by around 20% from 1 July 
2010



Market Charges

• Costs applied by the Australian Energy Market 
Operator for running the market

• Retailers can recover AEMO’s costs from the 
customer by passing through charges on invoices

• Two charges which change each 1 July:
~ AEMO Ancillary Services Fee

~ AEMO Market Participation Fee

• Both charges will usually amount to <1% of total bill 
cost, and are non-negotiable, so significant 
management is not merited 



Metering Charges

• Covers the costs of installing and maintaining a site’s 
electricity meter, as well as recording and processing 
usage data

• Is a negotiable charge element:
• Customers can contract directly with a metering provider and 

ask retailer to pass through costs; or
• If the Customer does not nominate a metering provider, the 

retailer will appoint one on the customers behalf.
• Typically, a saving of $100-200/per meter per annum 

(10%-20%) can be made under option 1
• Advantages of Contracting Directly with a Metering 

Provider:
• Typically lower metering charges
• Direct access to online metering data
• Usage alarms (high demand etc)
• Linking other utilities for reporting (water, gas)
• Loss of supply notification



GreenPower

• Some customers choose to make a voluntary 

purchase of electricity generated from renewable 

sources

• “GreenPower” is the Federal Government’s 

renewable energy program

• Purchasing GreenPower is purely a ‘bolt-on’ 

purchase

~ There is no alteration to your physical supply of electricity

~ GreenPower and electricity purchases can be ‘decoupled’ 

and bought through different providers



Key Points

• The Futures Market is the main driver of energy 

contract rates

• Network charges are regulated, but savings can 

often be made by switching tariffs

• Losses apply to energy, environmental and market 

charges

• Environmental charges are separately negotiable

• Metering services can be contracted separately and 

passed through



Contracting Principles



Types of Contract



Types of Contract



Retail Market Players



Example Consultant



Stacked bid electricity auction



Active Management Strategy

• Seeks to spread purchasing risk over multiple 

buys 

~ Instead by single purchase (Fixed Price Strategy)

* Some believe that locking in a fully fixed price will 

eliminate their risk exposure, however this can be the 

riskiest strategy of all if you consider lost downside 

price movement opportunity

• Active management addresses both the upside 

and downside risks associated with locking in 

energy prices



Structured buying Strategy

• Percentile approach that is used to determine when 

there is relative value for a given forward strip at 

todays price compared to the historical trading 

range

• Contango is a term that describes the down-trending 

nature of commodity futures contracts approaching 

the settlement date (last trade). 

• Structured buying takes advantage of intrinsic 

market volatility and contango to buy down the curv 

over the two years leading up to the delivery period

• This dollar cost averaging approach allows clients to 

limit risk exposure while still buying 

opportunistically



Structured buying 



4 Base strategies
US Markets  



Structured buying Case Studies



Fixed Price Contract



Fixed Price Contract



Traditional Fixed Price Contract

• This procurement strategy fixes all energy 

requirements on a given day from the market and 

does not employ any risk management strategy



Flexible Procurement 



Flexible Procurement 



Flexible Procurement 



Flexible Fixed Price Contract

• Procurement method allowing a risk 

management strategy to be adopted



Flexible Variable Price Contract

• Does not allow for any budget certainty until the 

end of the contract



Aggregation 



Aggregation 



Aggregation Flexible Procurement 



Risk Management



Risk Management Options



Risk Management Options



Strategies: Flex-Locked



Strategies: Flex-Variable



Stops and Targets



Spread of procurement risk



Best Practice Energy Procurement 

• Energy markets extremely volatile 

• Prices can vary significantly on a daily basis 

~ Extremely difficult to control costs and manage 

budget

• One way of mitigating this risk is to adopt a flexible, 

aggregated, risk managed approach to energy 

procurement

• Adopting a flexible approach to energy procurement 

allows the purchase of raw energy to be fixed over a 

number of trades from the wholesale market 



Best Practice Energy Procurement 

• Benefits of adopting this method over the 

traditional fixed price, fixed term are:

~ Buyer not solely reliant on supplier's market view

~ All costs of delivered price fully transparent

~ Flexible purchasing allows for adoption risk 

management strategy

~ Single procurement from the market may lead to an 

unfavourable price 



Best Practice Energy Procurement 

• Benefits of adopting this method over the 

traditional fixed price, fixed term are:

~ Buyer not solely reliant on supplier's market view

~ All costs of delivered price fully transparent

~ Flexible purchasing allows for adoption risk 

management strategy

~ Single procurement from the market may lead to an 

unfavourable price 



Best Practice Energy Procurement 

• Benefits of aggregated volume are:

~ Larger portfolios are more attractive to suppliers 

~ Larger portfolios can attract lower supplier margins

~ Aggregation provides the volumes required to 

purchase from the wholesale market 

~ Potential to increase risk management options 



Competitive vs. Traditional 



Competitive vs. Traditional 



What does a contract cover?

• Energy price and quantity
• Contribution to mandatory environmental obligations
• Metering (optional)
• Account management
• Billing
Not:
• Delivery of energy
• Security of supply
• Regulated charges
• Losses



Option 1–Fixed Price Fixed Volume



Option 1–Fixed Price Fixed Volume

• Customer agrees to buy from retailer for fixed price 

for a set term

~ “Standard” form of electricity contract

Advantages Disadvantages

All market risk is on retailer – no 

exposure to rising market prices.

No benefits will be received if market 

prices fall during the contract.

Standard form of contract with low 

ongoing maintenance.

Little flexibility should your 

requirements change mid-contract.

Price certainty – retail elements of an 

invoice will not change from the 

agreed rates.



Contract Options

• Majority of customers seek a fixed price-fixed volume 

contract  

• Key Features:

~ Customer nominates annual energy usage for each contract year

~ Retailer provides fixed energy rates (and enviro rates if 

requested) for each contract year

~ Customer is permitted to use, typically, between 90% and 110% 

of the nominated annual volume at the agreed rates

* Usage outside these bounds may incur penalties

~ No limits on demand

~ Network and market charges are passed through on billing



• Timing
~ Vital in a volatile market

• Approvals process
• Duration of contract sought

~ Short term (e.g. 12 month) contracts for new supplies to allow 
load profiles to be built

• Volume & site roll-in/roll-out 
• Environmental charges (RECs, GECs, NGACs and 

NRECs)
• Option of franchise prices for new supplies in 

Queensland
• Additional account services – are services such as 

electronic billing and data provision required?
• Voluntary GreenPower

Issues to consider when contracting



Procurement Process–Timing & 

Approvals

• Prices can vary significantly on a daily basis

~ Prepare to go to market at short-notice and take advantage 

of price dips

~ Important to streamline the procurement process in a 

volatile market

~ Reduce the offer validity period as much as possible in order 

to lower the retailer’s risk premium and maximise the 

likelihood that the offer is still available when accepting 

prices.

• A $1/MWh market movement equates to a cost 

change of $50,000 per annum for a 50 GWh supply



• There are a few steps that clients can take to minimise 

the impact of increasing electricity costs when seeking 

a fixed-price fixed-term contract:

~ Maximise retailer participation

 Keep things simple

~ Provide detailed and accurate data, including information 

about future changes where known

~ Don’t include unreasonable requests

~ Keep to the project timetable

~ Prepare for internal sign-off

~ Make a quick decision

Minimising the increase



• Historically, retailer offers have been valid for 

acceptance for two weeks.

– This is no longer possible in a volatile market.

– Reducing validity period reduces risk premium that 

retailers will add into pricing

• Who needs to sign off on the contract?
– How available are they?

– How can we help prepare them so that when the time 

comes they are happy to approve the deal?

– What information will they need?

Minimising the increase – making a 

quick decision



Post-contract review

• A lot of time goes into agreeing an electricity 
contract

• Vital to undertake post contract reviews into:
~ Bill checking

* Do billed rates match contract rates?

* Are network costs passed through correctly?

~ Load variance

* Are sites within the permitted usage variance?

~ Is the supplier delivering everything they committed to?

* Reports, notifications etc.



Key Points

• Fixed-price fixed-term contracts are the ‘vanilla’ 

form of agreement

• Timing of going to market is vital

• Be ready to act quickly to take advantage of market 

price drops

• Streamline tendering processes



Evolution of prices

• Power Prices typically uncertain and volatile

• When deciding procurement strategy in the long 

term market utility don’t know what prices will be 

in the intermediate or real time markets

• Conventional energy tends to be more expensive in 

markets closer to real time

~ Marginal costs of production tend to be higher in spot 

markets than in forward or long term markets

~ Conventional energy demanded closer to real time is 

provided by generators that have low start up time 

and these generators typically are more expensive 

than generators that require several hours to start up



Evolution of wind forecasts

• Uncertainty about how much renewable energy 

will be realized in real time 

• Utility company must guarantee that it procures 

enough generation to meet the demand despite 

this uncertainty



Optimal Procurement 

• Procurement problem

• Procurement decision of utility in each market 

can depend only on the information available to 

utility at that time



Procurement 



Procurement Wish List 



Procurement Wish List 



Going to Market



Risk Framework



Risk Framework

• Defining and documenting a trading strategy

~ Frequency of purchasing, volumes to be locked or 

remain exposed, and the hedging  approach (market 

or budget driven).

• Capital risk position

~ Absolute maximum position in which all volumes must 

be immediately locked if triggered

• Trade triggers to control exposure 

~ Documenting what monitor or buy triggers will be

~ Communication activity around these triggers

~ Frequency of review of these triggers 

~ Contingency planning if an immediate change in the 

market occurred



Risk Framework

• Documenting approvers and who is authorized to 

trade on companies behalf

• Reporting required in two parts

~ Capture trading activities and market conditions

~ Financial reporting providing a view of current 

position against the budget

* Frequency of communication and construct reports

• Market intelligence and tracking

~ Insuring that adequate sources of information are 

being used to make trading decisions and to track the 

market



Using a Broker



Procuring Retail Renewable Power

Dutch Case Study

• Procuring ‘sustainability’ separately from electricity 

and directly from renewable energy producer

• Creating long-term partnerships with developers and 

operators and supporting additional renewable 

power production

• Entering into long-term Power Purchase Agreements

• Portfolio procurement models



Procuring Retail Renewable Power

Dutch Case Study

• Grid Losses Network (GLN)

~ Reduce carbon impact of network infrastructure

~ Group of infrastructure companies, incl.energy 

network operators, water utilities, rail infrastructure 

operators and data network providers

~ Electricity use just over 10 TWh per year, or ca. 10% 

of final demand in the Netherlands

~ Jointly, they invest €6 billion in their network assets 

every year.

~ GLN aims to define joint ambitious targets around 

reducing energy use and losses in infrastructure, 

sourcing renewable energy to cover remaining energy 

use, and adopt circular economy procurement 

strategies



Procuring Retail Renewable Power

Dutch Case Study



Procuring Retail Renewable Power

Dutch Case Study


