
Principles for Data Centers and 
Generation Co-Location

The emergence of artificial intelligence (AI) technology is driving a rapid buildout 
of new, power-hungry data centers, which is causing the North American Electric 
Reliability Corporation (NERC) and regional ISOs/RTOs to significantly increase 
their demand forecasts through the next decades. To meet this growing demand, 
stakeholders across the power markets are now examining arrangements to co-
locate (beside or onsite of) power generation with new data centers to meet these 
customers’ needs reliably. 

Independent
Customer is “non-Network 
Load,” and does not use any grid 
services or served by the grid 
only under certain circumstances 
(i.e., emergencies).

Semi-Independent
Customer is “Network Load”, 
interconnected to the grid, 
and relies on services from 
the grid (including emergency 
backup generation).

Front of Meter
Customer is serviced by a local 
distribution company (LDC), 
with cost shared by other 
captive customers.

UNDERSTANDING CO-LOCATED PROJECT TYPES:

At 2.9 watt-hours per ChatGPT request, AI queries require about 10 times the 

electricity of traditional Google queries.  (EPRI)

As utilities and independent power providers (IPPs) race to meet new demand from data centers, federal and state 
policymakers will consider these issues in the coming months and how any regulation or guidance is developed  
may impact how co-location deals are arranged and how quickly suppliers and data center operators can close 
an agreement.

For EPSA and its members, co-location arrangements’ impact on competitive power markets hinges on two factors: 
(1) whether the new data center load is connected to the power grid; and (2) whether the electric generator is already 
connected to the power grid. As a first principle, co-located load and generation that operates fully independently 
and is not connected to the grid is outside the scope of competitive power markets. However, projects with any 
physical connection to the power grid will impact competitive markets. EPSA and its members have developed a set 
of co-location principles to inform the development of new regulations and policies for competitive power markets. 

https://www.epri.com/research/products/3002028905


The Bottom Line

The emergence of co-location arrangements is a promising solution meant to address a new 
category of customer. IPPs are best suited to respond nimbly and efficiently to this new market 
signal and deploy reliable, long-duration generation resources, which are not being fully valued 
in the market due to aspirational policy demands. IPPs and data center customers can avoid 
longstanding interconnection queue logjams, utility grid upgrade requirements, and transmission 
buildout by entering into co-location arrangements directly. 
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EPSA CO-LOCATION PRINCIPLES

Co-location is taking place with IPPs because of the innovation, timeliness, and efficiency offered by those 
arrangements. This is fundamental to the opportunities and benefits provided by competitive markets. These 
principles can help the U.S. meet this demand cost-effectively, efficiently, and rapidly – while ensuring that investors, 
not customers, bear the risks of this shift.  

Competition
Arrangements between two parties 
represent competitive transactions 
and allow for private capital 
deployment and innovation. Moreover, 
growing load (of any type or size) is a 
price signal that new/additional supply 
is needed and thus markets should 
welcome new load. 

Open Access
Challenges in serving these customers 
exist for any supplier – utilities are not 
better situated than IPPs to connect 
“hyper-scalers” more quickly or 
efficiently, and all suppliers are boxed 
in by interconnection queue congestion 
for new service. Utilities should not 
erect barriers to co-location in order 
to benefit themselves by forcing new 
load to become network load and/or 
inducing network upgrades.

Innovation
IPPs are better situated to develop 
nimble, timely, innovative approaches 
to the challenges of expanding the 
grid to meet reliability and policy goals, 
including co-location projects. Some 
customers seeking to co-locate with 
IPPs may be doing so to avoid lengthy 
and costly delays by utilities.

Cost Benefits
A non-network arrangement is a 
competitively priced arrangement – 
the customer and the IPP assume the 
costs and risks of the arrangement. 
A utility-based deal shifts grid and 
transmission costs to a broad base 
of captive customers, rather than the 
entity requiring the additional power.

Reliability
Data centers need to be powered on 
a near constant basis. For a co-located 
project, the load would not require 
a massive, dedicated supply source 
from the grid and wouldn’t impact 
grid reliability. There will be reliability 
considerations related to serving any 
large customer. Data centers should 
not be treated differently from other 
large loads, which have utilized private 
use networks for years.

Risk Allocation
IPPs that respond to market signals 
(i.e., increasing load from data centers) 
bear the investment risk if the load 
does not materialize when and where 
expected. Public Utility Commissions 
that authorize capital expenditures 
will allow utilities to spread costs 
to customers even if the additional 
load does not materialize, leaving 
customers on the hook for utilities’ 
ability to right size these projects 
based on projections.


