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Utility Provider Agreements Can Stabilize Deal Cashflows
The intensifying effort to contractually settle who pays for electricity 
infrastructure construction and upgrades should inject more cashflow 
predictability into both data center deals and recovery bonds. Power 
companies, public utilities commissions, data center developers/landlords, 
and other stakeholders are hard at work on inking agreements that allocate 
grid improvement costs. A notable recent example is AEP Ohio’s new pact. 
The agreement requires large new data centers to pay for a minimum of 85% 
of the energy they say they need each month, even if they use less. In Texas, 
grid operator ERCOT and the state’s public utility commission are considering 
related moves, according to press reports.
Such agreements could affect the cost structures of data centers in markets 
such as Columbus, OH, and Dallas, TX, two of the fastest growing data center hubs in the US. 
Power costs represent the largest chunk of properties’ operating expenses (Figure 1). To be sure, 
data center landlords may be able to pass utility costs to tenants. But agreements such as AEP 
Ohio’s, that set clear, perhaps more predictable thresholds on utility costs, may ease investor 
underwriting and cashflow modeling amid a surge in data center electricity needs.

Figure 1. Data Center Operating Expense Breakdown

Source: Deal documents and Academy Securities
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Power costs vary as the data center sector de-clusters
Power availability and energy costs are emerging as a key parameter impacting data center 
properties performance. Deal documents and presales emphasize low-cost markets as significant 
credit positive. For example, CONE 2024-DFW1 notes Texas’ “inexpensive power” supports the 
pool’s DFW1 colocation data center in Carrollton, TX. In turn, in SWCH 2025-DATA the Las Vegas 
and Reno, NV, underlying properties benefit from “favorable” power rates in the Mountain region, 
according to the deal’s presale. 
Investors may increasingly distinguish across data center exposures based not only on aspects 
such as property category (hyperscale vs. colocation1) or operator strength2, but also based on 
grid robustness and local utility actions. For example, utilities are now more selective in Purchase 
Power Agreement (PPA) approvals, using thorough intake forms and application fees, according 
to JLL. In Texas, the Governor called for a review of all policies concerning the grid, amid ERCOT’s 
electricity demand growth projections. The utility noted that to keep up with soaring energy 
needs in Texas, by 2030 the state’s grid will need to support on peak days almost double what it 
can currently handle. Data centers account for a big chunk of that projected demand. In a similar 
vein, AEP expects electricity demand in Central Ohio to more than double by 2030, driven largely 
by data centers. 
Power-driven property distinctions become more relevant as the data center sector continues 
to “de-cluster”. Investors can now gain exposure to properties beyond just the Northen Virginia 
market. Even as the area’s two major submarkets, Ashburn and Manasass, remain the most 
dominant data center hubs, securitized data center deals include a widening range of other 
primary and secondary hubs (Figure 2).  

1  “Data Centers: A Strong Segment Juggles ABS and CMBS,” Securitized Products Special Topics, Academy Securities, October 4, 2022
2  “Data Centers: Performance Wrinkles to Test Operators’ Role,” Securitized Products Special Topics, Academy Securities, February 21, 2024

Figure 2. CMBS Data Center Geographic Exposure
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https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_DataCenters.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_DC_Operator.pdf
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Agreements could lower ratepayer bonds performance volatility 
Data center cost allocation policies and agreements across various service areas may also 
help lower volatility of utility fee collateral. Elevated exposure to commercial and industrial 
customers can introduce performance uncertainty on ratepayer securitization or recovery bonds, 
as we discussed in a previous report.3 The electric consumption of such commercial customers 
is typically less stable than residential consumption. Utility firms also note that residential sales 
have a much higher margin compared to industrial and commercial customers. Some ratepayer 
deals have significant exposure to non-residential customers (Figure 3).

Commercial consumption can vary either because (1) customers can adjust their usage in response 
to economic conditions, or (2) business-driven relocations of commercial customers away from 
the utility service area. Data center operators increased implementation of “load shifting” rather 
than reliance on “steady state” operations could exacerbate commercial consumption volatility. 
In a steady state operation, data center energy consumption is fairly stable. In load shifting, data 
center operators may dynamically shift workloads across different geographies based on grid 
capacities. Interestingly, the AEP Ohio agreement will also require developers to pay an exit fee 
if their project is canceled or unable to meet the obligations outlined in the electric service 
agreement contract.

3  “Recovery Bonds: Diversifying Exposure Moves Beyond Disasters,” Securitized Products Special Topics, Academy Securities, February 7, 2024

Figure 3. Utility Fee Issuers Sales Revenue by Customer Class

Source: Deal Documents, Ratings Agencies, and Academy Securities

https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Recovery2024.pdf
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Disclaimer

Although certain information has been obtained from sources believed to be reliable, we do not guarantee 
its accuracy, completeness or fairness. We have relied upon and assumed without independent verifica-
tion, the accuracy and completeness of all information available from public sources.

Views and opinions expressed are for informational purposes only and do not constitute a recommenda-
tion by Academy Securities for any purpose including buying, selling, or holding any security. Views and 
opinions are current as of the date of this presentation and may be subject to change, they should not be 
construed as investment advice.

This information discusses general market activity, industry or sector trends, or other broad-based busi-
ness, economic, market or political conditions and should not be construed as operational, research or 
investment advice. This material has been prepared by Academy Securities and is not financial research 
nor a product of Academy Securities. It was not prepared in compliance with applicable provisions of law 
designed to promote the independence of financial analysis and is not subject to a prohibition on trading 
following the distribution of financial research. The views and opinions expressed may differ from those 
of Academy Securities. Investors are urged to consult with their financial advisors before buying or selling 
any securities. This information may not be current and Academy Securities has no obligation to provide 
any updates or changes.

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of 
the date of this presentation and are subject to change without notice. These forecasts do not take into 
account the specific investment objectives, restrictions, tax and financial situation or other needs of any 
specific client. Actual data will vary and may not be reflected here. These forecasts are subject to high 
levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed 
as merely representative of a broad range of possible outcomes. These forecasts are estimated, based on 
assumptions, and are subject to significant revision and may change materially as economic and market 
conditions change. Academy Securities has no obligation to provide updates or changes to these forecasts. 
Case studies and examples are for illustrative purposes only.

Index Benchmarks

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as 
applicable, but do not reflect the deduction of any fees or expenses which would reduce returns. Investors 
cannot invest directly in indices.

The indices referenced herein have been selected because they are well known, easily recognized by inves-
tors, and reflect those indices that the Investment Manager believes, in part based on industry practice, 
provide a suitable benchmark against which to evaluate the investment or broader market described here-
in. The exclusion of “failed” or closed hedge funds may mean that each index overstates the performance 
of hedge funds generally.

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO 
ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO.

©Academy Securities, Inc.


