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►

Merchant risk is the corollary of the
gradual reduction in support for
renewable energies and the
introduction of competition into
electricity markets

►

Exposure to merchant risk means
exposure to the risks resulting from
competing on electricity markets

►

This risk varies depending on the
geography or technology of the project

►

PPAs (Power Purchase Agreements)
are a partial solution to this problem

►

However, other risk management
strategies allow for further
optimisation

The gradual reduction of public support measures is ushering renewable
energies into a new era: that of autonomy on electricity trading markets.

The way in which the associated risks are managed (volatility,
cannibalisation effects, modification of the supply/demand equilibrium,
buyer consideration, etc.) therefore becomes a fundamental issue in the
project’s business plan and consequently for all stakeholders.
In this article, Mirova offers a look at merchant risk, how it can be analysed,
the strategies to guard against it and the opportunities that can be seized.

UNDERSTANDING MERCHANT RISK
A new deal
Essential for achieving carbon
neutrality, renewable energy (RE)
has now arrived at the point of
"grid parity": the cost of producing
1 KWh from renewable sources is
less than or equal to the cost of
producing 1 KWh from a nuclear
or coal-fired power plant.
Now competitive with conventional energy sources, renewable
energy is a tangible, resilient
asset class backed by mature
technologies (solar and wind).
The economic reality of these
assets makes them profitable
investments, where the level of
technical,
operational
and
geopolitical risk - inherent in any
energy production infrastructure remains under control.

This economic competitiveness
supports the active development
of renewable energy in Europe
and keeps the national and
European targets for installed
capacity within reach.
However, after having long been
supported
by
government
measures that enabled the
emergence of the sector and the
gradual empowerment of market
players, the European market has
arrived at a turning point: the
sector, which has become
economically viable, is seeing
public subsidies gradually being
reduced.
And the progressive extinction of
these support mechanisms which guaranteed investors that
they could sell all their production
at a fixed price established in
advance
signals
the
disappearance of guaranteed
feed-in tariffs and, with it, the
need to deal with a new type of
risk: merchant risk.

The information provided reflects Mirova's opinion at the date of this document and is subject to change without notice.
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Focus on | The different risks inherent in RE projects and their allocation
Like any production infrastructure, a renewable energy asset is exposed to several types of risks that need to be
properly understood:
►

Technical risks: for example, a difficulty encountered during construction that could lead to a delay in delivery.

►

Operational risks: for example, in the event of recurrent breakdowns requiring numerous maintenance
operations and impacting the project’s costs and production.

►

Regulatory risks: for example, governmental instability that might call into question operating conditions and
regulations.

All these risks are analysed during the due diligence phase of a transaction to ensure their fair allocation between the
various stakeholders (builders, operators, lenders, shareholders, etc.).
Financial actors will seek to find an acceptable profit/risk balance with predictable and low volatility cash flows. The
risks that remain with the shareholders are monitored during the different phases of the project in order to limit their
effects and thus maximise return.

The fluctuating nature of
electricity prices
Electricity markets operate like
stock exchanges governed by the
laws of supply and demand, with
the particularity of having to ensure
that the electricity grids are
perfectly balanced at all times
between
production
and
consumption. If this balance is lost,
the grid “goes haywire”, which in
extreme cases can lead to
blackouts.
On the supply side, an electricity
market is therefore structured by
its energy mix, i.e. all the
production capacities it has. There
are two main categories of power
plants: those that can produce on
demand
and
those
whose
production is not controlled, known
as intermittent.

Most of the installed RE capacities
are intermittent (photovoltaic, wind
or run-of-river hydro) and their
large-scale development within an
electricity
grid
poses
new
challenges for market players.

For RE projects, the introduction
into
the
electricity
market
represents an overall increase in
risk but also additional costs.

The increase in risk comes from
exposure to the volatility of
electrical energy exchanges which,
each day, at hourly intervals, define
a "spot" price for electricity based
on supply and demand, which may
be influenced by factors such as
the availability of different means
of production, the weather and
climate, or electricity consumption
at different times of the day and
according to the season.

These costs are generated by the
aggregation and grid balance
management contracts which were
previously integrated directly into
the purchasing agreement signed
with the Government and which
must now be borne by the project.
However, these costs are built into
the project budgets from the outset
and are well under control.

The information provided reflects Mirova's opinion at the date of this document and is subject to change without notice.
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In this context, the intermittency of
wind and solar technologies would
appear to be a disadvantage in
comparison with energy producers
who can choose when to produce
in order to optimise their selling
price.

Nevertheless, this price volatility is
not just a risk, but also an
opportunity in the event of a bull
market.
This leads to a fundamental
change in the way in which RE
investments, which were previously
based on stable flow forecasts,

should
be
managed.

considered

and

In order to create more value for
the
investor
while
limiting
exposure,
merchant
risk
management becomes critical.

Explainer | The evolution of risk exposure
The renewable energy industry has entered its market integration phase,
in which developers will be fully exposed to electricity market prices.
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Source: McKinsey "Merchant risk management: The new frontier in renewables".

Focus on | Merchant risk, a variable risk in Europe
While Germany, France and Poland continue to support RE projects through fixed prices over a fixed period of time
(20 years on average for Germany and France, 15 years for Poland), other European countries are adopting a different
approach:
►

Spain proposes a less secure mechanism (a floor price at quite a low level, revisable by the Government at
certain periods).

►

Portugal has very competitive tenders resulting in very low purchase prices for green electricity, sometimes
well below the observed spot prices.

►

In Nordic countries, support policies are almost non-existent.

The reported data reflect the situation as of the date of this document and are subject to change without notice.
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CONTROLLING MERCHANT RISK
To control investors’ financial exposure while closely monitoring market dynamics to seize the best opportunities,
asset returns and price risk must be carefully analysed at the project structuring stage and then proactively
managed. This requires a good understanding of the movements in the electricity markets to best appreciate them
and develop mechanisms to limit their effects.

PPAs (Power Purchase
Agreements)
A PPA is a long-term contract for
the sale of electricity signed
between a renewable energy
producer and the buyer, either
directly a consumer of energy such
as a company (a Corporate PPA),
or an intermediary in the electricity
market (a "Utility PPA").

It has several advantages.
The seller and the buyer protect
themselves from the volatility of
energy
prices
thanks
to
medium/long-term visibility on the
electricity bill and consumption
needs.
In addition, the buyer consumes
green energy with guarantees of
origin and thus fulfils all or part of
their environmental commitments.

The PPA remains the primary
solution used to guard against
merchant risk.

The main terms of a PPA,
negotiated on a project-by-project
basis, are duration (between 5 and
25 years), sales volume (fixed or
pay-as-produced), pricing terms
(fixed,
inflation-indexed,
floor,
tunnel) and management and
market access costs.
The first step in managing
merchant risk is therefore to
choose the appropriate contract
format for the type of project and
its environment.

Focus on Google, champion of the Corporate PPA
As more and more companies seek to reduce their environmental footprint while controlling their energy costs, the
market for Green Corporate PPAs (GCPPAs) is booming.
The largest multinationals are at the forefront: Mercedes-Benz, Unilever and Amazon alone have signed GCPPAs for
an estimated 1.3 GW of renewable energy capacity worldwide.
Google is the all-round champion, having signed 18 new GCPPAs at the end of 2019 for a total of 1.6 GW of energy.
The deals, worth $2 billion, were struck by the internet titan in the US, Chile and Europe. They will increase Google's
global wind and solar capacity portfolio by more than 40% to 5,500 megawatts, equivalent to the capacity of one
million photovoltaic panels.
In France too, the subject is an increasingly hot topic. On 8 April 2021, the EDF and SNCF groups announced the
signing of their first GCPPA, for a 20-year duration(1). This contract covers the production of electricity from a 20 MW
solar power plant, with construction due to commence in the coming months and commissioning set for 2023. And on
21 May 2021, Voltalia and Boulanger signed a 25-year GCPAA(2): the contract formalises the construction of a 5 MW
solar power plant, which will be operational by the end of 2022 and will account for at least 10% of Boulanger's
electricity consumption.
But interest in CPPAs is not limited to the European or American markets; Asian markets are likely to follow suit.

(1) Source: PV Magazine (2) Source: Zone Bourse
The securities mentioned are for illustrative purposes only and do not constitute investment advice or a recommendation or solicitation to buy or sell.
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As a pioneer in these issues with investments in Swedish assets as early as 2012(1), Mirova started developing
merchant risk analysis tools and methods early on to find the optimal structure for its PPAs.
Its approach to merchant risk has been progressively developed at all levels: from the analysis and understanding of
risk to its daily monitoring and management.

Modelling
To establish accurate electricity
price forecasts, Mirova relies on its
network of partners specialised in
short and medium term modelling.
These prices are established by
aggregating
and
processing
multiple data that have a greater or
lesser direct impact on volatility.

These factors include the price of
carbon, the price of raw materials,
the rate of inflation, the energy mix
of the country concerned, the
various regulations and any
incentive policies in force, its
production capacities, development
projects and maintenance plans
affecting the power delivered.

Other indicators are also taken into
account, such as the LCOE
(Levelized Cost Of Energy), which
indicates the price at which the
electricity from each project must
be sold to be profitable.
For projects exposed to merchant
risk, Mirova targets projects with
the lowest LCOE.

Calculation | LCOE (Levelized Cost of Energy)
Calculation formula :
►

LCOE = Sum of [capital expenditure + future maintenance costs + discounting of certain expected flows] divided by
the volume of electricity to be produced.

The LCOE varies from one country to another, mainly due to the available resource. For example, the same wind
turbine will produce more electricity in the North than in the South due to better wind conditions in the North, and vice
versa for photovoltaics.

Hedges
Mirova does not have a dogmatic
approach to structuring PPAs, but
prefers to adapt the choice of
hedging according to the merchant
risk analysis conducted.
Mirova has therefore already
previously entered into PPAs:
►

on a flexible rolling period to
lock down prices at the best
time,

►

with a floor price that reassures
the banks financing the project
while making it possible to take
advantage of price rises,

►

with price floors and ceilings
(tunnels) to reduce the cost of
hedging
while
partially
benefiting from price rises,

►

on partial volumes, leaving room
for additional hedges.

(1) Mirova was created as a department of Natixis AM in 2012, then as a management company in 2014.
The information provided reflects Mirova's opinion at the date of this document and is subject to change without notice.
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Diversification
Mirova designs and builds a
portfolio taking into account
merchant risk so as to diversify it
appropriately.
Investments can thus target
several countries, each country
having a specific electricity market
with
sometimes
contrary
movements, and target several
technologies that complement one
another (for example, solar and
wind do not generate power at the
same time, which makes it possible
to avoid concentrating the sale of
production on a single period of the
day), or hydroelectric assets
equipped with pumps that make it
possible to adapt production to
demand during the day and sell at
the best price.

Continuous learning and
optimisation
With, among other things, 6
projects completed in 10 years in
the Nordic countries, Mirova has a
great deal of return on experience
in structuring and financing
(through debt or equity) and in
managing assets exposed to
merchant risk.

Managing merchant
risk requires strong
analytical, industry,
technological and
regulatory expertise
coupled with proven
field experience.

For this type of asset, Mirova opted
for debt-free structuring which
allows for more volatile revenues,
and
implemented
hedging
strategies
recommended
by
Bodecker Partners, an expert in the
Nord Pool electricity market.

In the latter case, merchant risk
becomes an opportunity(1).

Proof by example | Monet: a project worth monitoring
►

►
►

►

The Monet project is the second largest hydroelectric portfolio in Portugal with a generating capacity of 1.7 GW
and a weighted average remaining concession period of 45 years, owned by Movhera. It includes three recently
commissioned pumped storage plants and three recently re-commissioned run-of-river plants.
This unique portfolio of assets was acquired from EDP by a consortium made up of Engie, Predica and Mirova at
the end of December 2020.
The production and sale of electricity from these assets is managed by Engie's Global Energy Management team,
which has highly acknowledged expertise in the field.
The particularity of these assets, and more specifically of pumped storage plants, is the flexibility with which they
can be operated and their large storage capacity.
The market exposure and volatility of electricity prices thus becomes an opportunity to optimise revenues:
pumping and filling reservoirs when electricity prices are low, then driving the turbines to generate electricity
when prices are high.
These assets can also be remunerated by the grid operator to adapt their electricity production or consumption
and thus balance the Iberian electricity grid.
Find out more about this investment

(1) Each investment is subject to risks, including the risk of capital loss. Past performances do not anticipate the future performances.
The information provided reflects Mirova's opinion at the date of this document and is subject to change without notice.
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Legal information
Mirova is an asset-management company dedicated to sustainable investment and an affiliate of Natixis Investment Managers. Thanks to its conviction-led management style,
Mirova's objective is to combine a quest for long-term value creation with sustainable development. Pioneers in many areas of sustainable finance, Mirova's talents are committed
to innovation in order to provide their clients with high environmental and social impact solutions. Mirova and its affiliates manage €19.6 billion as of 31 December 2020. Mirova has
been awarded the B Corp* label and the status of "mission led company”. *References to a ranking, award or label do not prejudge the future performance of the fund or the
manager.
This document is a non-contractual document for information purposes only.
This document does not constitute or form part of any offer, or solicitation, or recommendation to subscribe for, or buy, or concede any shares issued or to be issued by the funds
managed by Mirova investment management company. The presented services do not take into account any investment objective, financial situation or specific need of a particular
recipient. Mirova shall not be held liable for any financial loss or for any decision taken on the basis of the information contained in this document, and shall not provide any
consulting service, notably in the area of investment services. The information contained in this document is based on present circumstances, intentions and guidelines, and may
require subsequent modifications. Although Mirova has taken all reasonable precautions to verify that the information contained in this document comes from reliable sources, a
significant amount of this information comes from publicly available sources and/or has been provided or prepared by third parties. Mirova bears no responsibility for the
descriptions and summaries contained in this document. No reliance may be placed for any purpose whatsoever on the validity, accuracy, durability or completeness of the
information or opinion contained in this document, or any other information provided in relation to the fund. Recipients should also note that this document contains forward-looking
information, issued on the date of this presentation. Mirova makes no commitment to update or revise any forward-looking information, whether due to new information, future
events or any other reason. Mirova reserves the right to modify or remove this information at any time without notice.
The information contained in this document is the property of Mirova. The distribution, possession or delivery of this document in some jurisdictions may be limited or prohibited by
law. Persons receiving this document are asked to learn about the existence of such limitations or prohibitions and to comply with them.
Mirova voting and engagement policy as well as transparency code are available on its website : www.mirova.com.
This material has been provided for information purposes for professional and non-professional clients.
• In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under
n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers
S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis
Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am
Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the
Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48
5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers
S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.
• In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial
Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738.
Registered office: 43 avenue Pierre Mendès France, 75013 Paris.
• In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative
office in Zurich, Schweizergasse 6, 8001 Zürich.
• In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered
office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as
described as follows: in the United Kingdom: this material is intended to be communicated to professional and non-professional clients; in Ireland: this material is intended to be
communicated to and/or directed at professional and non-professional clients; in Guernsey: this material is intended to be communicated to and/or directed at professional and
non-professional clients; in Jersey: this material is intended to be communicated to and/or directed at professional and non-professional clients; in the Isle of Man: this material is
intended to be communicated to and/or directed at professional and non-professional clients
• In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Registered office: Unit
L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates
• In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The
Company conducts investment management business, investment advisory and agency business and Type II Financial Instruments Business as a Financial Instruments Business
Operator.
• In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial
Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE
No. 025, Tel. +886 2 8789 2788.
• In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D)
• In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited.
• In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information to professional
and non-professional clients
• In New Zealand: This document is intended for the general information of New Zealand professional and non-professional clients and does not constitute financial advice. This is
not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the
requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand.
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• In Latin America: Provided by Natixis Investment Managers S.A.
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San
Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.
In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación (Colombia) to professional and non-professional clients for informational purposes only as
permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a
public offering in Colombia and is addressed to less than 100 specifically identified investors.
In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an investment manager in terms of the Mexican
Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products,
services or investments referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the
Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore the accuracy of this information has not been
confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican
authority. Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are
also not authorized by or registered with the CNBV or any other Mexican authority.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management and
distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which
they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service
provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer
to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully
before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date
indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be
forecasted in this material. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment Managers.
Past performance information presented is not indicative of future performance.
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy,
adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.
Non-contractual document, issued in June 2021.
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