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Powering Sustainability
by Kenneth M. Kulak1

Recent focus on distributed generation has not addressed how companies will fully meet increasing
sustainability commitments, including goals of being “100% powered by renewable energy.” Customers and
utilities are exploring new approaches that may close the gap between corporate sustainability
commitments and energy offerings.
I.

Introduction

In 1747, Peter Collinson, the London agent of the Library Company of Philadelphia, shipped an “electric
tube” to Benjamin Franklin that could be used to generate and transfer static electricity. In a subsequent
letter of gratitude to Collinson, Franklin – a man known for his wide-ranging interests – wrote that as a result
of his introduction to electricity, he “never was before engaged in any study that so totally engrossed [his]
attention and [his] time as this has lately done” and that he “had little leisure for anything else.”2
History does not tell us whether Franklin’s studies of electricity expanded to the contemplation of distributed
generation, but that subject appears to have now reached a Franklin level of engagement among utility
executives, renewable energy developers, and regulators. Unfortunately, Franklin’s feelings of enthusiasm
and gratitude for the opportunity to further his studies do not appear to be equally shared in recent
regulatory explorations of distributed generation, particularly among those who expect to participate in years
of proceedings as different stakeholders work through a landscape of evolving energy markets,
requirements, and incentives.
In light of the certainty of additional distributed generation-related regulatory initiatives and decisions in the
near future, this article examines broader goals of corporate customers seeking to procure more renewable
energy. Despite all the publicity and analysis of the rapid growth of distributed generation and the
associated challenges for utility business models, little attention has been given to what regulatory
structures will actually allow these key customers of both utilities and distributed generation developers to
fully achieve their announced energy and sustainability goals.
II.

Corporate Commitments to Renewable Energy

Many readers of the Electricity Journal are well aware of the growth of state renewable portfolio standards
(“RPS”) across the country.3 With 29 states (plus Washington, D.C. and two U.S. territories) imposing
requirements for utilities to purchase or use renewable energy (or the characteristics of such energy
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represented by renewable energy credits, or “RECs”) and an additional eight states and two territories
adopting renewable energy goals, there is widespread understanding that investor-owned utilities and many
competitive energy suppliers have significant legal obligations to procure renewable energy. In some
states, these obligations include specific “set-asides” for distributed generation (with solar either required or
usually selected as the distributed generation technology of choice).4
Those legal obligations, in turn, have driven the development and deployment of renewable energy in the
United States and continue to do so. An estimated 109 gigawatts (“GW”) of additional renewable energy
capacity must be built to satisfy RPS requirements under existing state law.5
What is less appreciated is the extent to which an increasing number of major U.S. corporations have set
their own renewable energy goals and made significant commitments to procure such energy without any
legal requirement to do so. Some goals and commitments have received greater attention than others, but
many are notable in both scope and range as well as in the identities of the companies with operations in
the service territories of utilities across the country. For example:


Walmart set a goal of being 100% supplied by renewable energy, with an intermediate deadline
of procuring seven billion kilowatt-hours (“kWh”) of renewable energy globally by December 31,
2020.6



Google set a goal of being 100% supplied by renewable energy as well, and has already attained
a “zero carbon footprint” for all of its operations.7



Unilever intends to double its use of renewable energy to power 40% of its operations by 2020.8



Sprint committed to obtaining 10% of the electricity used in powering its entire cellular network
from renewable energy sources by 2017.9

These companies are not the only ones publicly stating and implementing their renewable energy plans. As
reported by Ceres, a network of investors, companies, and advocacy groups, 59% of the Fortune 100
companies have made renewable energy commitments or set goals for greenhouse gas emission
reductions for their operations, or both.10 Those companies also span a range of industries as shown in the
following chart:11
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Furthermore, while 100% of the goals of some of the major corporations undertaking renewable energy
commitments do not have particular deadlines, many of these companies have made commitments with
near-term horizons as shown below:12
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Why are these companies setting such goals and commitments? Ceres believes there are several factors,
and highlights “response to consumer interest and demand” as well as business goals associated with
managing energy costs and hedging against future energy price increases or volatility.13 But companies are
also clearly responding to the efforts of groups of investors focused on company climate change related
commitments, including the Investor Network on Climate Risk (organized by Ceres, with over $11 trillion
under management).14 Related efforts by the internationally focused Carbon Disclosure Project (which
reports membership of investors with over $87 trillion in assets) includes regular surveys of companies
worldwide regarding their renewable energy commitments and publication of the results (or lack of
response).15
There is no indication that leading corporations will simply accept or rationalize failure to achieve such
publicized goals, or that advocacy groups will not seek to spotlight compliance failures regardless of what
effects possible market conditions could have on the price of achieving various energy targets. To the
contrary, some companies who have established key targets appear to be increasingly involved in lobbying
for renewable energy policies perceived as being helpful to achieving their goals: for example, during the
last congressional battle over the wind protection tax credit (“PTC”), a coalition of technology, consumer
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goods, real estate and manufacturing companies (including Microsoft, Nike, Starbucks, and Jones Lang
LaSalle) joined in support of a PTC extension.16

III.

Achieving Corporate Commitments Through Distributed Generation

Distributed generation has emerged as a key tool in achieving corporate renewable energy commitments.
A number of “big box” retailers have invested in distributed solar projects for their facilities as shown in the
following chart, with the top 25 retailers now operating over 445 megawatts of solar capacity at more than
950 facilities in the United States – an increase of more than 40% over 2012.17 While not all of these
retailers have made substantial renewable energy commitments, Walmart – with its 100% renewable
energy commitment – has made the most substantial investment in distributed solar generation among
these companies, with more solar capacity installed at its facilities than the total amount of solar capacity in
38 states.18 Notably, IKEA has installed distributed solar capacity at 89% of its U.S. facilities as part of its
own 100% renewable energy commitment.19
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The level of interest in sustainable energy may never have been greater, but distributed generation – and
the desire of large non-residential customers for innovations in utility services and electric markets to
access potential lower prices – is not new.20 And readers of the Electricity Journal are already familiar with
many of the major questions being posed regarding distributed solar generation in the context of traditional
utility rate structures and regulation, including potential benefits and challenges of distributed solar
generation for local distribution grids, the effects of net metering structures on utility revenues and customer
cross-subsidization, and the possible conflicts between incentivizing distributed generation in place of
energy conservation or energy efficiency.21 As distributed generation and particularly net metering
regulatory proceedings progress, several features of distributed generation installed by customers who have
made significant sustainability commitments may become relevant for more extended consideration:
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Focus on Distinctions of Commercial Customers. Because a demand charge is often
incorporated into the amounts non-residential clients are charged for electric utility service in
contrast to primarily volumetric rates charged to residential customers, the rate impact of
expanding corporate distributed generation growth may be substantially different than rate
impacts of residential customers installing solar systems. Furthermore, the decision of a large
corporate customer to install a distributed generation system at one facility is often a part of a
comprehensive energy strategy across different properties and utility service territories.22 As in
other ratemaking areas, a distributed generation solution or compromise for residential customers
may not address the more complex rate structures and commercial goals of corporate customers
installing a larger number of systems or systems with greater capacity, and there will be
opportunities to further tailor mechanisms to simplify interconnection and reduce transaction costs
for both these customers and utilities.



Distinguishing Distributed Generation. All distributed generation is not the same, and the
distinct profiles, advantages and disadvantages of different forms of generation (e.g., combined
heat and power, with or without supplemental solar generation) may require or justify more flexible
rate structures. In the near future, distributed generation structures will also need to consider the
potential for overlapping jurisdictional issues and interaction with competitive retail markets, as
companies seek federal market-based rate authority and invest in larger-scale renewable
generation, which they may choose to employ at their own facilities along with distributed
resources.23



Alternative Ownership Structures and Incentives. Over the past several years, third-party
ownership of distributed solar projects – where an entity other than the utility customer owns and
operates a solar system installed on the premises of that customer for a long-term period (e.g., 20
years) in order to defray the cost of the system – has surged and was responsible for over half of
residential sector solar deployment in 2013.24 For commercial customers, the calculus for using
third-party ownership can be different: some companies with sufficient earnings may determine
that they are comfortable with the risks of long-term ownership and are able to monetize federal
and state investment tax credits that can reduce the cost of a system by up to 50%, but other
companies will be more comfortable with shifting ownership and maintenance risk to solar
developers. Most customers who have made sustainability commitments, however, will insist on
ownership of RECs that may be generated by any distributed generation system on their
properties since such credits must be “retired” by the customer and not transferred to other
entities (including utilities, which might wish to use the same REC for RPS compliance, or
developers who would seek to monetize the REC value to obtain additional revenue). While that
issue is typically a matter of contract between a “host” customer and the developer of the solar
system, allocation of renewable energy credits will not be a “one size fits all” issue in calculation of
benefits that may accrue from a solar system.



Interaction with Energy Efficiency. As Ashley Brown and Louise Lund have observed, there
are a range of tensions between energy efficiency and distributed generation: while both can lead
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to erosion of utility revenues, energy efficiency results in reductions in system demand instead of
alternative energy that must be paid for.25 From a corporate customer seeking to achieve
sustainability commitments, however, the tensions are different: both renewable generation and
energy efficient facility upgrades will each contribute to meeting sustainability commitments, but
both must be paid for, and the issues become linked with broader corporate issues of capital
expenditure and estimated payback periods. While the payback periods for energy efficiency can
be relatively short,26 the lack of established financing structures to meet upfront financial
requirements may affect a customer’s purchasing decision more than the treatment of excess
generation, particularly if the risk of excess generation is to be reallocated to a third party owner.
Even if policies are adopted that address many of the above issues and facilitate distributed generation in a
manner that supports corporate investment and maintains the critical grid capabilities relied upon by
corporate customers, the gap between “100% renewable” and the electric outlet will remain well into the
future despite the increasingly renewable generation mix resulting from RPSs.27
IV.

REC Market Developments

Many companies who seek to demonstrate their commitment to renewable energy buy RECs in the
voluntary green power market, which has grown substantially over the past several years with 2012 sales
representing approximately 1.3% of total U.S. electricity sales.28 According to a recent study by the
National Renewable Energy Laboratory (“NREL”), “more than half of all U.S. electricity customers have an
option to purchase some type of green power directly from a retail electricity provider, while all consumers
have the option to purchase RECs.”29 These options are usually offered through utility “green pricing” and,
in competitive retail markets, through retail marketers who typically “bundle” wholesale power supply with a
supply of RECs; “unbundled” RECs are also purchased by individuals and corporate customers
independent of any utility or retail supplier option to match their electricity consumption.30
The difference in market size between the combined sales of utility green pricing options and green power
competitive suppliers and the unbundled REC market is significant; using 2012 data, NREL estimates the
market size of the unbundled REC market at 14,900 megawatts (“MW”), with utility and competitive supplier
green offerings totaling 2,400 MW.31 Notably, 98% of the unbundled REC sales are to business and
institutional customers, who elect this option for a variety of reasons including flexibility, simplicity in
25
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procurement across multiple facilities without complicated other retail energy supply arrangements, and
potential savings.32 Non-residential participation in utility and competitive green power programs appears to
have declined in 2012 while the unbundled REC market – with RECs typically priced well below bundled
offerings – increased by over 50% and the number of participating customers doubled.33
While the emergence and expansion of corporate customers purchasing unbundled RECs to “green” the
electricity they are purchasing might be regarded as a positive development, and established REC
standards help to ensure that renewable energy comes from newer facilities in regions where the
associated electricity will be consumed,34 there is increasing concern as to whether procurement of
unbundled RECs actually leads to significant new renewable energy or simply reallocates existing
renewable generation.35
V.

Investing in New Structures and Partnerships

Perhaps unsurprisingly, Google – which has made a 100% renewable energy commitment as well as
invested over $1 billion in renewable energy projects – has devoted some effort to considering its options.
In a 2013 paper entitled “Expanding Renewable Energy Options for Companies Through Utility-Offered
‘Renewable Energy Tariffs,”36 Google evaluated three options for expanding its use of renewable energy:


RECs. While relatively simple to procure in light of the established unbundled REC markets,
Google concluded that RECs alone do not offer assurance that Google’s purchases will in fact
result in additional renewable power generation that might otherwise not exist. Therefore, Google
does not purchase any RECs that are “unbundled” from the underlying renewable energy.



On-site generation. Google has installed on-site solar systems at its corporate headquarters but
observes that such systems typically do not produce sufficient electricity to power large facilities
24/7 and therefore require power to be procured from a local provider, which typically reflects a
local generation mix that “can be quite carbon intensive.”



Power purchase agreements. Google has executed several power purchase agreements in
which it buys power and “bundled” RECs from a new renewable energy project, with the power
delivered to the local grid where its facilities are located. Other companies have also pursued this
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option, ensuring that the renewable generation procured is additional.37 Google observes,
however, that these arrangements require active management of power purchase and sales and
puts Google in a business it does not wish to be in.
As an alternative, Google argues for a “renewable energy tariff” in which individual companies can obtain
bundled renewable energy by making long-term commitments to purchase such bundled energy – with all
costs limited solely to the customers who take service under the applicable renewable tariff. Utilities would
contract for large-scale, cost-effective additional renewable energy projects to meet these particular
customers’ needs, with what Google hopes would be increased economic development and renewable
energy growth in the regions in which it operates. Notably, Google proposes that customers who choose to
be on this tariff should be permitted to select renewable resources that could be procured to meet the
customer’s demand (allowing a customer – such as Google – to select one of the facilities in which it has
invested, and thereby meet its requirements for additionality of new generation, as well as ensuring a longterm, financially reasonable offtake).38
Versions of this renewable energy tariff – in effect, a tariffed rate by a traditionally regulated utility tailored
for customers who wish to pay more for renewable energy, without creating more obligations for other
customers – have already been approved in North Carolina and Nevada.39 Duke Energy’s Green Source
Rider pilot program, recently approved by the North Carolina Public Utilities Commission, is designed to
give energy-intensive customers in an otherwise traditional, vertically integrated energy market a renewable
choice to offset some or all of their energy consumption. Customers in the program contract for renewable
energy delivered by Duke Energy, with the RECs associated with that renewable energy retired by the utility
in the customer’s name - effectively giving the customer the right to count those RECs toward meeting their
sustainability goals. Notably, Duke Energy would not be able to count those RECs toward its statutory RPS
obligation in North Carolina. The Duke renewable energy tariff also provides that customers can negotiate
commitments of up to 15 years – consistent with the term of many power purchase agreements.
Similarly, in Nevada, customers of Nevada Energy are able to select between a 50% and 100% renewable
energy portion of their metered energy use, with a portion of the associated RECs retired on their behalf
and a portion used to satisfy RPS requirements; under a second option, designed to attract companies
seeking to obtain renewable energy beyond that available under RPSs, Nevada Energy will enter into a
contract (subject to commission approval) for all or a portion of a new renewable resource. In all of these
arrangements – and of particular significance to regulators – non-participating customers should be
protected from rate increases associated with the procurement of additional renewable energy and an
overall kWh participation cap is in place.40
Such offerings have the potential to deliver some of the cost savings and protection from future increases in
generation rates that corporate customers may seek through a net-metered distributed generation project or
long-term power purchase agreements. They may also provide some of the tangible benefits of locally
produced renewable energy that may be desirable to convey as part of a company’s broader sustainability
commitment. These offerings – by traditionally regulated utilities to date – provide a complementary
mechanism to distributed generation that can help a corporate customer achieve greater sustainability
goals, and may further encourage retail suppliers in competitive markets to offer similar products.
37
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Significantly, they provide a means by which increasing 100% corporate renewable energy commitments
may be achievable in both traditional and competitive markets during a period when the regulatory policies
associated with distributed generation may be in flux.
Beyond renewable energy tariffs, both solar companies and utilities are also creating new partnerships that
can be integrated with other offerings to facilitate customer achievement of sustainability goals. As
described by the Solar Electric Power Association in a recent publication on opportunities for both utilities
and third-party providers of distribution generation services, several utilities and solar companies are
already cooperating through investment and joint programs:

IV.



NextEra Energy and Edison International have each purchased third party solar providers,
expanding their ability to deliver services to corporate customers;



A subsidiary of Pacific Gas & Electric (“PG&E”) has invested in tax equity funds run by two major
solar developers (SolarCity and SunRun) through a subsidiary in which PG&E will profit as a
result of expanded distributed solar projects installed by these companies.41
Conclusion

After Benjamin Franklin wrote to Peter Collinson thanking him for the “electric tube,” Franklin continued to
correspond with Collinson and subsequently sent him several letters detailing his electric experiments.
Collinson packaged up Franklin’s letters and published a small book, “Experiments and Observations on
Electricity Made in Philadelphia in America,” which led to Franklin’s experiments being copied throughout
Europe and a very welcome reception for Franklin when he subsequently traveled to Europe to raise
support for the American Revolution.
A wide variety of corporations are engaged in sustainability experiments and sharing their concepts,
challenges, and “best practices” for achieving their goals. The attraction of distributed generation for many
of these customers is strong, but other customers are seeking complementary strategies that will integrate
distributed generation with different energy programs. We cannot know exactly what the next equivalent of
“Experiments and Observations on Electricity” will be, but the resulting collection of programs and project
implementations may have another type of revolutionary effect.
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