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1. Introduction  

1.1. What is a Power Purchase Agreement (PPA)?  

A solar PPA or Power Purchase Agreement is a long-term contract between  

- an investor who pays for the installation and maintenance of a solar PV 
system to supply a site with solar electricity; and  

- the site owner / operator who agrees to purchase electricity generated 
by the solar PV system.  

The purchase price of solar electricity is set at a discount to the grid cost of 
electricity.  

The system is usually a roof-top or ground-mounted system installed on 
the site, but it may be installed on neighbouring land. The term of the  
contract is typically 20 to 25 years.  

1.2. How does a PPA work?  

The Investor  

- The investor contracts with the site owner/operator, typically for a period 
of 25 years.  

- Under this contract, the investor pays for the installation and maintenance 
of a solar system on site (or on neighbouring land), feeding into the site’s 
existing substation or plant room.  

- At the end of the contract, the investor is obligated to remove the solar 
system, or pass ownership to the Site Owner/Operator, for a nominal 
amount (e.g. £1).  

- The investor also enters into a contract with an electricity company under 
which the electricity company agrees to pay an Export Tariff (typically in the 
order of 5.5p per kWH) for each unit of electricity exported to the grid.  
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The Site Owner/Operator 

- Under the contract with the investor, the Site Owner/Operator agrees to 
purchase any solar electricity produced by system and used on site. The 
price payable is set below the site’s grid import price.  

- The price payable may be fixed for the duration of the contract, or indexed 
to inflation, normally RPI. If electricity prices rise at a faster rate than RPI, as 
many expect, the ‘differential’ between the costs of solar electricity and 
grid electricity will increase, thus increasing the saving made by the site 
Owner/Operator. 

- There is usually a minimum purchase volume required under the contract.  

- Unless the system is installed on neighbouring land, the contract will      
include a clause allowing the investor to rent roof(s) and/or land on site for 
the duration of the contract, for the purpose of locating the system.  

- The contract also allows for the installation of metering measuring the 
output of the solar system and any solar electricity exported back to the 
grid.  

Note that the Site Owner/Operator will continue to purchase grid electricity as 
required to ‘top-up’ the electricity from the solar system. Thus, they will maintain 
their own import contract with an electricity supplier. 
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2. Benefits of Solar PPA’s 

The main benefits of installing solar under a Power Purchase Agreement are as 
follows:  

- Free Solar PV: Site Owner/Operator obtain the benefit of solar at no cost. 
The investor handles the upfront costs of installing and maintaining the  
solar PV system.  

- Energy Savings: The Site Owner is able to benefit from solar energy priced 
below the cost of grid electricity, saving money as soon as the system   
becomes operational.  

- Limited risk, no maintenance costs: The investor is responsible for all     
installation and operating permissions, system performance and operating 
risk.  

- Reduced energy price variability:  Solar PPAs provide a fixed, predictable 
cost of solar electricity for the duration of the agreement. The fixed cost 
per kWh paid for solar energy typically inflates either at a known fixed rate, 
or at the rate of RPI. Both inflation rates are below expected electricity 
prices inflation.  

- Zero cost ‘green’: The solar system will contribute to sustainability targets, 
provide a positive CSR benefit, and a feel-good factor, at no cost to the site. 
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3. Eligibility Criteria  

3.1. Overview  

A Solar PPA is a long-term contract, and as such, there are some important 
‘checkboxes’ which must be ticked on both sides (on the one hand by the Site 
Owner/ Operator, and on the other by the investor). 

There are also standard permission that need to be in place and hurdles that 
need to be crossed before any commercial solar system can be installed,      
however it is funded. These are covered below.  

3.2. Site eligibility  

The site must allow for the installation of at least 50kWp of solar, with a significant 

proportion of the solar electricity generated being used on site. There must be an 

expectation that the on-site electricity demand will continue as it (or increase) for 

15 years plus.  

In summary, site eligibility criteria are as follows:  

- End user (i.e. the electricity consumer) owns the site or has a long (15 

years +) lease over it. Where the site is a business park, it helps if the park 

has one or two incoming supplies which are sub-metered across units by 

the business park owner/operator, rather than several small supplies   

connected directly to individual units. 

  

- Site Owner/Operator has a good credit rating and sustainable long-term 

outlook for the duration of the contract.  

- At least 250m2  (2,500 Square feet) of roof space, or equivalent spare 

land, that can accommodate as a minimum a 50kWp system.  

- A reasonable (50,000 kWh a year plus) electricity usage, ideally with  

half-hourly metering in place. No impediments to signing a rental      

agreement over the roof or land. 
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