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	1. POWER PURCHASE
AGREEMENT
  


	2. WHAT IS PPA?
✔  A Power Purchase Agreement (“PPA”) is generally the primary contract between
the public and private sector parties.
✔ It is typically between a public sector purchaser "off-taker" (often a state-owned
electricity utility, in jurisdictions where the power sector is largely state operated)
and a privately-owned power producer.
✔ PPAs may last anywhere between 5 and 20 years, during which time the power
purchaser buys energy at a pre-negotiated price.
 


	3. PPA’S SCHEMATIC VIEW
  


	4. FUNCTIONS OF PPA
►  To secure a long-term stream of revenue of power projects through the sale
of power generated.
► PPA is a critical consideration in financing of power projects.
► Guide the relationship between the generator and the off-taker.
► Stable consumer tariffs: hedge the risk of fluctuating energy prices.
► Security of supply is secured by the off-taker.
 


	5. FACTS OF PPA
►  State agency enters into agreement for private power company to
establish plant to sell to government agency.
► It usually takes the form of Build Own Transfer(BOT), design, output
and maintenance specifications are given in the agreement.
► A charge is determined usually realistic to cover project cost in time
including equity on return.
 


	6. FACTS OF PPA
►  A third party sale usually enhance project financing and cushion the offtaker.
► Breach of contracts (contracts are usually not required to damages resulting
in delay.
► Termination period should be provided in the contracts.
► Operation schedules should be included (Outages, maintenance, emergencies
and accounts/records.
 


	7. RISK AREAS IN  PPA
► Reduction in monthly tariff.
► Breach of contractual agreements(producers not oblige to pay any money or
form of compensation)
► Difficulty in securing long term investment by governments.
► Some areas are technically and commercially challenging to connect to grid.
► Low tariff reduces motivation to invest.
► Affordability issues are of great concern to investors and governments.
► Unreliable supply.
 


	8. NECCESITY OF PPA
►  When revenue for a project is uncertain given market conditions.
► When there is a possibility of cheaper options from potential competitors.
► When there is one major customer or fewer bulk buyers.
► If purchaser wishes to secure security of supply.
 


	9. ASPECTS TO BE  CONSIDERED WHEN
HIRING A PPA
 


	10. STRUCTURE OF PPA
  


	11. PPA FLOW WITH  AN EXAMPLE
 


	12. WHEN TO USE  PPA
The projected revenues of the project would otherwise be uncertain and so some
guarantee as to quantities purchased and price paid are required to make the project
viable
There is a possibility of competition from cheaper or subsidized domestic or
international competition (e.g., where a neighboring power plant is producing cheaper
power) - the PPA provides some certainty of being protected from such competition
There is one or a few major customers that will be taking the bulk of the product. For
example, a government utility may be purchasing the power generated by a power
plant. The government will want to understand how much it will be paying for its
power and that it has the first call on that power. The project company will want
certainty of revenue.
The purchaser wishes to secure security of supply.
 


	13. TAKE AND PAY  CONTRACT
 


	14. ADVANTAGES OF PPA
►  Projects are financed on equity of properties, such as unused grounds or building
rooftops, that otherwise have no value.
► Owners are not burdened with intensive project costa.
► Power purchase agreements guarantee owners a hedge against electrical energy
escalation costs.
► There is significantly less risk of energy cost escalation associated with third party
PPAs than with grid purchased electrical energy.
► The owners assume no responsibility for maintenance and upkeep of the leased
equipment or grounds for the duration of the lease period.
► Upon completion of the lease agreement period, owners are offered flexible options for
ownership.
► All PPAs intrinsically constitute turnkey design build contracts, which somewhat
relieve the owners of detailed technical design
 


	15. DISVANTAGES OF PPA
►  PPA contracts incorporate stiff penalties for premature contract terminations.
► The owners tie up the leased grounds or buildings for extended periods and assume
responsibility for insuring the property against vandalism and damage due to natural
causes.
► In the event of power outages, third party ownership agreement contracts penalize the
owners for loss of power output generation.
► PPA contracts include yearly energy escalation costs, which represent a certain
percentage of the installed cost and must be evaluated with extreme diligence and
awareness, as these seemingly small inflationary costs could neutralize the main benefit,
which is the hedge against energy cost escalation.
► PPAs for large renewable solar power cogeneration contracts are relatively new
financial instruments. Therefore, their owners must be careful to take proper measures
to prevent unexpected consequences.
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