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Abstract: Transition to a low carbon energy system requires extensive private investment and novel
financing instruments. Corporate power purchase agreements (PPAs) have been proven effective in
increasing renewables financing. The challenge is to scale this corporate model to smaller energy
consumers that form a significant part of the global total energy demand and carbon dioxide emissions.
This paper examines collateral strength and global potential of the real estate sector as an offtaker
for PPAs. The strength is evaluated by constructing a detailed energy and economic model for
90,000 buildings in the Helsinki Metropolitan Area (HMA), Finland. The global potential is evaluated
by creating country-level profiles with global data of interest rates, energy consumption, and energy
costs. The results suggest that real estate is a strong offtaker as the HMA’s value of real estate collateral
compared to required wind power capital expenditures (that could cover electricity demand of the
buildings) is approximately 100:1, and for cash flows, the ratio is 70:1 between gross rents and PPA
costs. Analysis of global data suggests that the majority of buildings” energy consumption in OECD
countries as well as a large part of China’s energy consumption could fall into low access finance
under the presented concept.

Keywords: energy transition; renewables; finance; investment; real estate; power purchase
agreement; PPA

1. Introduction

A recent study estimated that a 100% renewable energy system requires cumulative investments
of 67 trillion EUR by 2050 [1]. As these kinds of investment volumes cannot be reached without private
capital, policy actions have been called to decrease the cost of financing for renewable investments [2].
Similarly, it has been pointed out that the future success of renewables deployment will depend on
adequate financing instruments [3], as they are capital-heavy investments. To increase the attractiveness
of renewables, policies such as feed-in-tariffs, tax exemptions, and investment subsidies have either
focused on decreasing initial capital expenditure or guaranteeing a price for generated energy.

As these governmental policies are being terminated, power purchase agreements (PPAs) between
private parties have gained a major role in further deployment of renewable energy. Globally, corporate
PPAs have been estimated to amount for nearly 20 GW of new renewable deployment in 2019 [4]. PPAs
are a long-term contract where generated electricity is sold to an offtaker (e.g., a corporation) with a
predetermined price. Removal of price uncertainty reduces cost of capital for both equity and debt
financing for renewable developers. This in return benefits the offtaker through a low and predictable
rate for electricity. In contrast to often-criticized renewable energy certificates, PPA obligates the
seller of the contract to actually invest into a renewable energy project and subsequently sell the
generated electricity with a market-determined price that reflects the real cost of renewable energy.
PPAs have been tailored to corporations that are large energy consumers and have high credit ratings
and capability to commit to long-term contracts. An increasing number of large companies have been
eager to commit to 100% renewable targets where PPAs have a crucial role.
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However, a significant amount of potential remains unlocked as PPAs are not, in practice,
available to smaller organizations and private consumers. Particular scaling challenges are related to
transaction costs for defining credit ratings as well as signing commitments as long-term agreements [5].
These challenges must be solved to create an instrument which would be available for the majority of
energy consumers and that could serve as a strong collateral for renewable energy financiers.

Real estate is the world’s largest asset class and generally considered as a strong credit collateral.
The sector is also the world’s largest end-user of energy. Figure 1 visualizes the approximated economic
size of the real estate sector in comparison to investments required for a 100% renewable energy system.
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Figure 1. Economic size of the real estate sector in comparison to investments required for a 100%
renewable energy system. Data for real estate value are from [6], annual investments into buildings are
from [7] and energy investment data are from [1]. The approximation of the cumulative value of real
estate is based on estimations [8] of building stock in 2050 and the current and near future investments
into construction. Buildings energy consumption and emissions data are from [9].

On-site energy solutions could cover approximately 23% of total global final end-energy demand
by 2050 [1]. As on-site generation cannot deliver all of the energy required by buildings, especially of
electricity (in contrast to heating), owners and occupants of real estate eventually have to purchase
the rest of the energy from off-site sources. As real estate is a long-term energy consumer, it could
be natural that the sector commits into purchasing clean electricity with power purchase agreements,
leveraging their strong credit ratings. This presents an interesting opportunity for utilizing real estate
wealth as collateral to finance off-site renewable energy developments.

The aim of this paper is to examine the collateral strength and global potential of the real estate
sector as an offtaker for PPAs. The strength is evaluated by constructing a bottom—up energy and
economic model for nearly 90,000 buildings in the Helsinki Metropolitan Area (HMA), Finland.
In the model, hourly-level energy consumption as well as relevant property market information
is connected to every building in the city. The model is used to compare electricity costs to real
estate rents and to compare real estate values to capital expenditures of new renewable developments.
Asbuilding-specific data for different countries are difficult to obtain, the global potential is evaluated by
creating country-level profiles with global data of interest rates, energy consumption, and energy costs.
The country-level profiles are then used to estimate the global potential of real-estate-backed PPAs.
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The paper is divided into four sections. The introduction outlines the motivation and context of
the paper. The following section presents the methodology and used data. The third section presents
the results. Discussions and policy implications conclude the paper.

2. Materials and Methods

The methodology and used data are described in two parts. First, the methodology and data for
creating a bottom—up energy and economic model for a city are presented. Then, the methodology for
analyzing the global potential with country-level data is presented.

2.1. Bottom—up Energy and Economic Model for a City

This paper uses open source building data for the cities of Helsinki [10], Espoo [11], and Vantaa [12]
that forms the 1.2 million population of the HMA. The data, regularly updated by the cities” building
departments, contain detailed information about every building in the city, such as floor area,
construction year, building materials, and heating system. To form hourly-level electricity and heat
consumption profiles for all of these buildings, energy consumption data were provided by both Vantaa
Energy Ltd. [13] and the City of Helsinki [14]. Vantaa Energy provides over 1500 GWh of annual district
heating, and they used their data from 583 different buildings to form 59 different heat consumption
profiles. Furthermore, the City of Helsinki has published historical electricity consumption data for their
owned 428 buildings, which were similarly used to form 48 different electricity consumption profiles.
The consumption profiles, in the form of kW/hour/sqm, had 12 building types and approximately five
different building decades per building type. This combination of building types and decades was
used to connect the energy data to every individual building in the dataset, i.e., the energy data were
first matched by the building type and then by the building decade. Then, the energy consumption
data were multiplied by the building’s floor area (sqm). The end result was a matrix with ~89 k rows
and ~18 k columns, where rows represent buildings and columns represent hourly heat and electricity
consumption for the buildings. The analysis was done for the year of 2019, and the model’s aggregated
simulated energy consumption was compared to real numbers published by a local energy company.

To transform the electrical energy consumption to monetary costs, relevant price data were
acquired. Commonly, electricity costs have three components: distribution, tax, and energy. In Finland,
the first two components form approximately 50% to 60% of the total electricity bill, and they cannot
be tendered as electrical distribution is a natural monopoly, and the tax is set by the government.
The energy component can be tendered; however, it is commonly assumed that the spot price from
Nord Pool Spot exchange (a market leader of electricity trading in 14 northern European countries) is
the market rate of electrical energy. This paper uses Nordpool’s historical hourly spot pricing [15] as
the market rate of electricity. Annual electrical energy costs (later referred as spot costs) are calculated
on an hourly basis for every building in the dataset with the following equation:

8760
Espot = ) Spoti+E; ()
i=1

where Egyy; is the annual electricity spot costs, i is the hour of the year, Spot; is the hour’s Nordpool spot
price (€/MWh) and E; is the hour’s electricity consumption (MWh). To calculate potential savings from
a PPA contract, four wind energy developers were contacted to ask what kind of PPA price they could
deliver from a new wind park in Finland. News outlets have reported that the lowest wind PPA price in
Finland is 29 €/ MWh [16], but this is likely a pay-as-produced contract for a very large energy consumer.
The developers estimated an initial price range of 32-35 €/MWh for a 10-year PPA where a bankable
real estate portfolio with a consumption of 100 GWh would offtake the contract. The developers were
chosen based on their activity in the Finnish market as well as their initial interest in participating in
this kind of contract. The prices are initial estimations due to the novelty of the contract.
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To estimate the collateral strength of the building stock, property values and annual rents were
calculated for every building. This required relevant property market information; the authors of [17]
estimated rents, vacancy rates, and property yields for different property types (residential, retail,
office and logistics) in 40 different HMA areas. Property yield is a common term [18] used in real estate
economics to measure required return of a real estate investment, i.e., it represents economic return
required by an investor in terms of net rent per real estate value, see Equation (2). Property yield is
strongly linked to the location of the property, as property vacancy rates and rents often depend on the
location of the property, e.g., the city center is more likely to draw tenants than rural areas, and hence,
an investor requires a lower property yield. For a more specific description, recently, the authors of [19]
thoroughly explained real estate investment fundamentals in the context of energy.

Real estate value is estimated with Equation (2) that presents a simplified formula for discounted
cash flow valuation, which is the most commonly used method by professionals to evaluate the value

of real estate [20].

— OPEX
v — R-OPEX ?E @)

where V is real estate value, R is rental income, OPEX is operating expenses, and r is property yield.
Since energy costs can form approximately 30% of real estate operating expenses [21], property owners
are motivated to cut them to reduce OPEX and subsequently increase V. For example, if annual electricity
spot costs are decreased by 10,000 € and the property yield is 4% (e.g., an office building in Helsinki
central business district), the value of the property increases by 250,000 €. Recently, the authors of [22]
published a case study where the energy costs of a logistics building were significantly decreased by
on-site generation (rooftop photovoltaics and ground source heat pumps). The results were validated
with a survey of professional property valuers, where almost 80% of the respondents responded that
the energy decreased costs should be capitalized into property valuers.

Energy research in the context of real estate valuation has largely focused on energy performance
certificates (EPC) as well as on the impact of rooftop photovoltaics on housing prices. Research
is often divided to cover either housing prices or commercial property values. For housing, large
datasets are often available that allow statistical modeling of prices. Commercial properties are more
heterogeneous, which limits the amount of available data to conduct statistical analysis on particular
characteristics. Many studies in different markets, such as [23-25], have found that higher EPC
ratings tend to command a price premium, but this is widely affected by the location and type of
the property. Similarly, rooftop photovoltaics have been found to command a price premium for
housing. For commercial properties, energy is often assessed as a part of sustainability certificates,
such as Leadership in Energy and Environmental Design (LEED) and Building Research Establishment
Environmental Assessment Method (BREEAM). Recently, the authors [26] published a review article
covering different research on the topic and found that the majority of published articles, such as [27,28],
have found positive links between sustainability certificates and commercial property valuation
parameters, such as value, occupancy rate, rent, and sales time. Sustainability- and energy-related
research in a real estate context has been widely increasing during the past decade, highlighting its
growing importance for the sector.

2.2. Country Profiles for Real Estate Power Purchase Agreements

Strength in corporate PPAs lies in high credit ratings of corporations. Renewable developers
and their financiers can trust that corporations will not default on their obligations to purchase the
produced electricity. In financial markets, the highest credit rating a corporate bond can receive is
AAA [29]. In theory, a PPA contract with an AAA-rated corporation is the strongest corporate PPA
contract, thus commanding pricing for electricity. To globally estimate risk levels between a corporate
PPA and a real estate PPA, historical interest rates between corporate AAA bonds and mortgages are
analyzed with US data. For the years between 2000 and 2018, the respective annual average interest
rates for a 30-year mortgage and for a corporate AAA bond are 5.26% and 5.09%, with a correlation of
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0.99. For the 2010-2018 period after financial crises, the respective rates are 4.11% and 4.10%. It seems
that risk levels between these two classes are quite similar, and this argument is used as a basis to
estimate the potential of real estate PPAs in different countries.

A country profile is formed by merging three country-level datasets together: mortgage rates and
end-user energy prices are retrieved from [30], and the country’s total energy consumption from [31].
The created country profile is then compared to US corporate AAA bond data [32] representing a
low-risk PPA offtaker.

3. Results

3.1. Collateral Strength of Real Estate

Aggregated energy consumption of all buildings generated by the energy model was compared
to Helen Ltd.’s actual production numbers for the year of 2019 [33]. Helen Ltd. provides district
heating for Helsinki, covering over 90% of heat demand in the city. Last year, Helen delivered
6556 GWh of heat, and the model predicted 6514 GWh (difference of 0.6%). Helen also distributes
electricity; for building electricity, 4164 GWh was distributed, and the model predicted 4124 GWh
(difference of 1.0%). The model seems quite robust, at least for aggregate numbers. Figure 2 presents
monthly electricity and heat demand for the HMA as well as electricity demand in a scenario where
heating is 100% electrified with heat pumps (using 3.5 as the average coefficient of performance, COP).
Even though this paper focuses on electricity, heating and its electrification are included, as many
carbon-neutral pathways propose electrification of heating as a solution for carbon neutrality. In these
scenarios, such as [1], on-site heat pumps a have significant role in delivering the required heating,
as pointed out in Figure 1. Therefore, a larger building electricity consumption increases the significance
of this paper’s findings.
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Figure 2. Electricity and heat demand in the Helsinki Metropolitan Area (HMA). Buildings have
been grouped into four commonly used categories in property markets: logistics, office, residential,
and retail.

Figure 3 presents a cost comparison between Nordpool spot and a 33 €/ MWh wind PPA contract
for the whole building stock of the HMA divided into the four major property types. The PPA cost
is calculated using Equation (1), but E; is 33 €/ MWh for every hour. The figure also presents CO,
emissions, where 141 kg CO, per MWh has been used as average for the current electricity [34] and 8 kg
CO, per MWh for onshore wind [35]. For the year of 2019, electrical energy costs would be reduced
by 31% and emissions by 94% under a wind PPA agreement. According to Nordpool’s long-term
monthly data, the average spot price in Finland has been 40.6 €/ MWh for 2010-2019 and 36.6 €/ MWh
for 2000-2019, higher than the potential PPA price in the long-term.
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Figure 3. Annual electrical energy costs (not including tax and distribution) and emissions for the
building stock of the Helsinki Metropolitan Area. Hourly spot data from Nordpool for the year of 2019
are used to calculate the costs, and for power purchase agreements (PPAs), a 33 €/ MWh average is used.

To estimate the collateral strength of the building stock, property values, annual rents, annual
electricity costs, as well as electricity costs per rent ratios have been calculated for every building.
Table 1 presents a description of these metrics for the four property types.

Table 1. Property values, annual rents, annual electricity spot costs and their ratios for the building

stock of the HMA.
COUNT MEAN STD MIN MEDIAN MAX SUM
Logistics 3903 1724 6014 28 418 236,066 6,728,914
Property O.fﬁce. 2675 10,469 18,641 66 3480 181,387 28,005,311
Value (1000 €) RESIdEI‘ﬂ:lal 79,984 2257 5563 124 632 218,885 180,532,418
Retail 1721 12,498 42,698 43 1112 709,374 21,509,385
Total 88,283 2682 8922 28 644 709,374 236,776,028
Logistics 3903 262 695 7 71 19,277 1,021,111
Rent p.a. foice . 2675 978 1384 15 504 18,672 2,615,136
(1000 €) Remder.ltlal 79,984 143 287 14 44 8609 11,457,415
Retail 1721 854 2178 10 159 34,128 1,470,373
Total 88,283 188 525 7 46 34,128 16,564,035
Logistics 3903 8.8 23.6 0.1 22 611.9 34,215
Electricity Office 2675 18.0 25.0 0.3 9.6 343.4 48,139
Spot Costs p.a.  Residential 79,984 2.6 4.8 0.4 0.8 116.9 205,103
(1000 €) Retail 1721 21.1 44.6 0.1 5.8 555.2 36,392
Total 88,283 3.7 10.8 0.1 0.9 555.2 323,849
Logistics 3903 3.1% 1.8% 0.6% 2.4% 7.9% 3.4%
Electricity Office 2675 2.0% 0.6% 0.8% 2.0% 4.2% 1.8%
Spot Costs Residential 79,984 1.9% 0.3% 1.1% 1.9% 3.9% 1.8%
per Rent (%) Retail 1721 4.1% 2.0% 0.1% 4.1% 13.2% 2.5%
Total 88,283 2.0% 0.7% 0.1% 1.9% 13.2% 2.0%

According to the model, HMA building stock is valued at 237 billion € with an annual gross
rent of 17 billion €. The annual spot costs for electricity are 0.324 billion €, which are on average
2.0% of the gross rents. Under the hypothetical 33 €/ MWh PPA, the respective numbers would be
0.224 billion € and 1.4%. To generate the electricity demand of the building stock (6777 GWh without
heating electricity) with wind turbines operating at a 40% efficiency (3504 annual production hours),
1934 MW of capacity with an estimated capital expenditures (CAPEX) of 2.3 billion € (1.2 million € per
MW [1]) is required. The results suggest that real estate is a strong offtaker, as the HMA's value of real
estate collateral compared to the required wind power capital expenditures (that could cover electricity
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demand of the buildings) is approximately 100:1, and for cash flows, the ratio is 70:1 between gross
rents and PPA costs.

3.2. Global Potential of Real-Estate-Backed Power Purchase Agreements

The global potential of real-estate-backed PPA is presented in Figure 4.
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Figure 4. Techno-economic potential of real-estate-backed power purchase agreements in different
countries. Bubble sizes represent total energy demand per country, and location of the bubble represents
economic viability of real estate PPA, lower mortgage rates indicating lower financing costs and higher
end-user energy costs indicating higher motivation for fixing energy costs. Average US data put the
country-level risk and potential into perspective, government bond representing cost of finance for
feed-in-tariffs and corporate AAA representing cost of finance for a low risk corporate PPA that is
nearly the same level as average US mortgage.

The majority of energy consumption in OECD countries as well as a large part of China’s energy
consumption fall below the US Corporate AAA bond, which is used as a reference for representing
the cost of capital for current corporate PPA deals. A lower cost of capital can significantly decrease
renewables’ levelized cost of electricity (LCOE) [36,37], which is a commonly used metric for comparing
energy production investments. To emphasize, part of this low cost of capital for new renewable
developments can be obtained with real-estate-backed PPAs, and economically viable energy potential
for these agreements can cover a significant part of the building sector’s total energy demand.
Furthermore, in OECD countries, the relatively high end-user energy costs likely increase motivation to
commit to real estate PPAs. The x-axis location suggests the potential development of end-user prices
in developing countries, as almost all of the wealthier OECD countries are further right on the axis.

4. Discussion

Power purchase agreements create value from commitments; a corporation commits to purchase
electricity and in return receives a long-term predictable price for clean electricity, and the renewable
producer benefits from cheaper financing. The challenge is to scale this corporate model to smaller
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energy consumers that form a significant part of the global total energy demand and carbon dioxide
emissions. The real estate sector, as the world’s largest asset class and end-user of energy, could be used
to pool together smaller energy consumers and to increase the availability of clean energy financing.

This paper examines collateral strength and global potential of real estate sector as an offtaker
for PPAs. The strength is evaluated by constructing a detailed energy and economic model for
90,000 buildings in the HMA. The global potential is evaluated by creating country-level profiles with
global data on interest rates, energy consumption, and energy costs.

The created electricity simulation model has only a 1.0% difference to real delivered electricity.
The model estimated that the building stock of the HMA consumes 6.8 TWh of annual electricity for
non-heating purposes. PPA could reduce the electrical energy costs (not including distribution and
taxes) for the buildings by 31% compared to the hourly-level Nordpool spot pricing in 2019. Emissions
would be reduced by 94% compared to the 3-year average emissions of the Finnish electricity system.
To cover the electricity demand of the buildings, 1.9 GW of new wind power with an estimated CAPEX
of 2.3 billion € is required. The value of the building stock is estimated as 237 billion €, which is over
100 times more than the required CAPEX. The annual gross rents of the buildings are 17 billion €,
which are approximately 70 times more than the annual costs of the PPAs. Analysis of global data
reveals that the majority of buildings” energy consumption in OECD countries as well as a large part of
China’s energy consumption could fall into low access finance under the presented concept.

The results suggest that real estate is an excellent off-taker for PPAs, and it could have significant
global potential for increasing the availability of clean energy financing. The presented bottom-up
model is a novel way to analyze both the energy and economic implications of renewables in an
urban environment. Creating an energy and economic profile for every individual building provides
detailed information that can be utilized by both energy companies and energy financiers. Especially
understanding the ratios between energy costs and rents/values of buildings provides important
information when developing standardized scalable contract models.

Further research is required from multiple disciplines to understand the challenges of implementing
the concept presented in this paper. It would be interesting to utilize the bottom-up energy model
in different countries and cities, but a practical challenge is acquiring building data that are often
available only in the local language. This paper’s analysis does not take into account the intermittent
nature of renewables; thus, calculating the optimal share of renewables to cover a building’s energy
consumption would provide interesting results, and potentially business models. This would naturally
affect the system price of electricity as well as the emissions of the system. Another topic is the
contractual mechanism for managing the intermittent production of renewable energy. There are
already developments in this field, e.g., Microsoft and the world’s largest insurer Allianz recently
introduced a new insurance product that allows pricing and transferring the intermittency risk to large
global parties that can achieve economies of scale in acquiring balancing resources [38]. These kinds of
corporate-led PPA innovations could be scaled to smaller energy consumers through the real estate
PPA. Finally, the energy cost share of the total income is higher for lower-income groups, who often
live in housing backed by governmental operators. Governmental housing companies are large energy
consumers, and if they could commit to these kinds of PPA contracts, the energy costs and emissions
of the inhabitants could be lowered. It would be interesting to apply the model to some of the largest
subsidized housing companies to understand what kind of potential there could be for lowering energy
costs with PPAs.

To conclude, this paper discusses policy implications. Building regulations focus on promoting
energy efficiency, on-site energy generation, and nearby generation. However, especially in a dense
urban environment, energy demand is so high that all of the energy cannot be generated on-site or in
nearby areas. Policies could explore whether real the estate sector could be regulated to purchase clean
energy from allocated off-site developments through PPA contracts.
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