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house gases—and can be counted toward 
carbon-reduction measures. In states that 
have solar energy purchase requirements 
for their utilities, the solar RECs sell for 
$200 to $350 per megawatt hour com-
pared to RECs from wind, landfill gas, and 
other renewable energy sources, which 
usually range in price from $20 to $50 per 
megawatt hour. 

Although these projects are largely 
driven by REC sales, the solar project own-
ers also receive revenue from selling the 
actual electric power. Since selling the 
electricity to the utility will get project 
owners a wholesale price only, they are 
attracted to entities that have large roof-
top areas or available land and that are 
accustomed to paying the retail price for 
their electricity. Both criteria make col-
leges and universities prime targets for 
such ventures.  

In one example, Arizona State Uni-
versity, Tempe, is using the solar service 
agreement model to add 7 megawatts of 
solar power to its campus facilities. Its 
request for proposal to vendors seeking 
creative financing approaches discusses 
the benefits of the solar service model: 
“It gives customers a way to switch to 
solar electricity at competitive rates 
while avoiding capital expenditures and 
maintenance costs for the [photovoltaic] 
system. It also provides the customer a 
very reliable energy source especially 
during the peak (and most expensive) 
hours of the day. The developer receives 
a low-risk return on the investment as 
well as the renewable rebates from the 
utility, federal and state solar tax credits, 
and can potentially sell carbon credits to 

companies needing to offset their carbon 
emissions.” 

One downside of the solar service 
agreement approach is that a participating 
institution cannot count the solar electric-
ity generation toward its efforts to reduce 
its own carbon footprint. Instead, the proj-
ect sponsor retains ownership of the asso-
ciated RECs and sells them to the utilities; 
in return, the utilities are allowed to claim 
the carbon reductions.

Performance Contracts
Renewable energy projects are increas-
ingly included in performance contracts 
at colleges, universities, and other 
institutions. Performance contracting is 
commonly used to ensure that promised 
savings from energy efficiency invest-
ments truly materialize. A performance 
contractor, known as an “energy service 
company,” may install high-efficiency 
lighting systems, air handling systems, 
boilers, and so forth. The ESCO guar-
antees that a certain minimum level of 
savings will accrue to the client. If the 
savings do not materialize, the company 
pays the difference and makes improve-
ments until the installations perform 
properly. If such contracts are structured 
appropriately, the savings from the effi-
ciency improvements will be sufficient 
to service the debt used to pay for the 
efficiency measures. The debt can also 
cost less as the result of the lender under-
standing performance contracting and 
the energy savings that are virtually guar-
anteed by a creditworthy ESCO.

Energy services companies regard 
renewable energy efforts, particularly 

solar photovoltaic projects, as another 
measure that can be implemented as part 
of a performance contract. Similar to its 
guarantees for energy efficiency improve-
ments, an ESCO guarantees that a renew-
able energy project will reduce by a certain 
amount the electricity purchased from 
the grid. Mount Wachusett Community 
College, Gardner, Massachusetts, used a 
performance contract as the vehicle for 
financing a biomass project. Other schools 
that have pursued the performance con-
tracting approach for renewable energy 
are Emory University, Atlanta, and the Uni-
versity of Wisconsin Oshkosh.

Because renewable energy projects 
tend to have longer paybacks than many 
energy efficiency measures, one challenge 
is to structure a performance contract so 
that a less-economical renewable energy 
project is offset by highly economical 
energy efficiency measures. For instance, 
while the price of a major energy efficiency 
upgrade may run in the tens or hundreds 
of thousands of dollars, a large renewable 
energy project of 1 megawatt or more may 
cost millions of dollars. In this case, the 
payback period for the renewable energy 
project far exceeds the payback period of 
the efficiency upgrade. 

A good approach is to consider com-
bining long-term and short-term payback 
items to yield a net payback that is reason-
able enough to allow for adequate savings 
to service the debt. Keep in mind that such 
an approach might result in the ESCO 
reducing the number of medium-term 
payback items in the portfolio to keep 
the payback sufficiently low. Therefore, 
smaller renewable energy projects may be 
best suited for performance contracts. As 
a general rule, a renewable energy project 
should not cost more than one third or 
one fourth of the capital cost of the overall 
package if the institution wants to service 
the debt from utility savings.

Colleges and universities that have 
already made major investments in energy 
efficiency upgrades may find they no 
longer have sufficient payback opportuni-
ties with which to offset a long-payback 
renewable energy project. This bears 
implications for an institution’s sustainable 

energy investment strategy independent 
of any performance contracting vehicles. 
Though tempting, investing in lighting 
upgrades and other quick-payback mea-
sures by themselves may make the next 
set of investments in medium-term and 
longer-term payback measures much more 
difficult.

Renewable Energy Hedge 
Agreements
Some companies have started marketing a 
renewable energy hedge, a financial agree-
ment entered into by a renewable energy 
generator and a power customer that is 
intended to protect both parties against 
price volatility and that includes the sale 
of RECs. The agreement allows the power 
purchasers to lock in the cost of electrical 
energy with a clean energy wind project 
over a long-term contract. Actual energy 
from the wind project is not delivered 
to the customer but is sold to the grid at 
wholesale energy pricing. A renewable 
energy hedge can be compared to a long-
term, fixed-rate mortgage in that customer 
payments remain at the agreed-upon rate 
over a specified period of time.

With an energy hedge agreement, col-
leges and universities can take advantage 
of low energy-cost volatility even without 
taking delivery of actual renewable wind 
energy. Likewise, the purchase of RECs pro-
vides carbon-free-equivalent energy from 

the wind energy company to help a cam-
pus achieve its sustainability objectives. 

In one example, Iberdrola Renewables, 
the world’s largest owner of wind assets, 
allows a college or university in proximity 
to one of the company’s wind projects to 
use the project to hedge against the volatil-
ity of energy pricing from the institution’s 
local utility. In 2007, Southern New Hamp-
shire University, Manchester, entered into a 
hedge agreement with Iberdrola subsidiary 
PPM Energy, resulting in a cutting-edge 
financing plan for its energy consumption 
that won SNHU a U.S. Environmental Pro-
tection Agency 2007–08 College & Univer-
sity Green Power Challenge award. 

In broad strokes, the hedge agree-
ment enables SNHU to stabilize its energy 
prices, offset all its carbon emissions, and 
invest in other carbon-offsetting technol-
ogy. In particular, the university’s contract 
guarantees a fixed price for 15 years for 
the 15 million kilowatt hours of electric-
ity it will use annually, including an esti-
mated power use of buildings that will 
be constructed during the next 2 years. 
Assuming the cost of power increases 
during the next 15 years, the agreement 
would translate into an average savings 
of $1.2 million per year for electricity and 
natural gas. If energy costs follow a high-
price scenario in the future, savings are 
projected to average $2.6 million per year 
over the next 15 years. 

While SNHU will continue to obtain 
its electricity and natural gas from its 
current traditional sources, the university 
will receive 17,500 RECs per year as part 
of the hedge agreement. This results in 
13,125 tons of reduced carbon dioxide 
emissions per year, or the combined 
annual carbon output of more than 2,100 
cars, according to EPA calculations. The 
certificates will be used to offset the 
11,400 tons of carbon dioxide that SNHU 
is projected to emit each year. The uni-
versity will allocate the remaining certifi-
cates to invest in other carbon-offsetting 
projects. The renewable energy hedge 
will be settled at one of PPM Energy’s 
sites, and the RECs will come from the 
company’s national portfolio of renew-
able energy projects, which could include 
wind, solar, or other renewable sources. 

“From an environmental perspective, 
becoming a carbon-neutral campus is a 
substantial and dramatic illustration of 
the university’s commitment to sustain-
ability,” says SNHU President Paul  
LeBlanc. “From a business perspective, 
we lock in our energy costs for the next  
15 years. The projected savings may be 
substantial. From a community perspec-
tive, we are being innovative by adapt-
ing a sophisticated but well-established 
financial tool to the relationship of 
renewable energy providers and consum-
ers. This is a triple win.”

How Do Energy Prepayments Work?
o �Prepayments represent a substantial por-

tion of the financing for a green project.

o �Institutions prepay for long-term output 

from a wind project, for example, with 

taxable bond proceeds.

o �Cash flow from non-prepaid power from 

other customers generates return on 

equity for the tax equity investor and 

wind project company.

o The institution benefits by:

	 • Locking in the long-term cost of energy.

	 • Supporting green energy.

	 • Obtaining first rights to buy a project.
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Performance contracting is 
commonly used to ensure 
that promised savings from
energy efficiency investments
truly materialize. 
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