Project Finance in
Renewable Energy

Risks and Opportunities




Project finance in renewable energy is the process of raising capital to fund the
development of Renewable Energy and Clean Technology Projects. It requires
careful consideration of risks and opportunities associated with the project.
Project finance involves a complex relationship between project companies, debt
providers, and tax equity investors. By understanding the risks and opportunities
of project finance in renewable energy, developers can be better equipped to
make the most informed decisions.
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The Need For Project
Finance

Project finance is an essential tool for the renewable energy industry, enabling
the development of grid-connected solar and wind power projects. Project
finance works by raising capital for large infrastructure projects considered too
large or risky for corporate developers to undertake alone. This capital is
typically provided by a combination of debt providers (lenders) and tax equity
investors.

Project finance has become an important instrument for financing large
renewable energy projects, helping to bridge the gap between corporate
developers and tax equity investors.
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The Role of the Project
Company

The project company is responsible for managing the construction, operation,
and maintenance of a renewable energy project. This includes tasks such as
obtaining permits, negotiating an Engineering, Procurement and Construction
(EPC) contract, and entering into a Power Purchase Agreement (PPA).

The project company also works with interconnection authorities to ensure the
project meets all requirements for connecting to the power grid.

Project finance for renewable energy projects typically involves the project
company selling its assets or equity to raise capital. This capital can be used to
cover the cost of construction, operation, and maintenance.

To generate additional revenue, the project company may also sell renewable
energy credits and solar/wind power to other entities. By doing this, the project
company helps reduce the risk associated with the project while allowing
investors to benefit from the long-term returns that renewable energy projects
offer.

Ultimately, the success of a project depends on the capabilities and expertise of
the project company in managing the project's risks and opportunities.
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The Role of the Debt
Providers

Debt providers are key players in project finance for energy projects. They
provide capital to the project company, often as part of a syndicate of lenders.
This funding is typically secured against the assets of the project and repayment
is structured over the life of the project. Debt providers also take on the majority
of the risk associated with the project, as they are exposed to a high degree of
financial and non-financial risks throughout the life of the project.

The most common type of debt facility used in project finance for renewable
energy projects is a term loan. This is usually provided by a group of institutional
lenders or a commercial bank and is usually secured against the assets of the
project. The terms and conditions of this loan will depend on a variety of factors,
including the size and nature of the project, and the creditworthiness of the
borrower.

Project Finance for Renewable
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The Role of Debt Providers in Renewable Energy Project Finance
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For renewable energy projects, debt providers may also require a combination
of other finance instruments, such as an EPC contract, a Power Purchase
Agreement (PPA), or renewable energy credits (RECs). These instruments
provide additional security for the lenders and reduce their risk exposure.

In addition, debt providers may also require a combination of guarantees from
the sponsor or third parties, such as governments or private entities, to further
protect their interests if the project does not meet its revenue expectations.

Project finance is increasingly being used to fund large-scale renewable energy
projects such as solar power and wind power.

Debt providers play an essential role in helping to make these projects a reality,
by providing capital and taking on risk.

Pl Tt
ol B

£)) 1ERRARRO



The Role of the Tax
Investors

Tax equity investors play a crucial role in project finance for renewable energy
projects. Tax equity investors provide capital for the project and are typically
large companies that are willing to receive a lower return on their investments in
exchange for the tax benefits associated with investing in renewable energy
projects.

The tax benefits include the ability to claim the accelerated depreciation of the
asset, as well as the Renewable Energy Credit (REC). For example, if a tax equity
investor invests in a wind power project, they can take advantage of the
Production Tax Credit (PTC) provided by the US government. Additionally, Tax
equity investors are also able to leverage other government incentives such as
Investment Tax Credits (ITC).
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Returns for tax equity investors are typically performance-based, allowing for
higher gains if the project is successful. To safeguard their investment, they
require an EPC contract and a Power Purchase Agreement (PPA) to ensure
timely project completion, budget adherence, and a committed energy off-taker.

Tax equity investors are crucial in financing renewable energy projects, helping
fund these costly ventures. As renewables become more viable, more
companies may enter the market, offering additional capital and incentives for
solar and wind projects.
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Global Investment Growth

Global Renewable Energy Investment Growth (2020-2024)
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The Risks Associated
with Project Finance

Project finance for renewable energy projects has a higher risk profile than
conventional financing. As project finance relies on the revenues generated by
the project to pay off its debt, it is vital that a project’s development,
construction, and operation is managed well to ensure cash flow. This can
involve careful consideration of elements such as the EPC contract, Power
Purchase Agreement, Renewable Energy Credit markets and other financing
instruments.

For example, when financing a solar power project, a tax equity investor will want
to consider not just the price of electricity being sold under the PPA, but also
whether any solar renewable energy credits (SRECs) are included in the deal. If
the SRECs are not part of the PPA, then the investor must decide whether to
invest in their own SREC program or rely on the developer to arrange for a third-
party SREC program.
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Similarly, when financing a wind power project, a tax equity investor will need to
look at wind speed and potential turbine efficiency to determine how much
electricity will be produced over the lifetime of the project. This information is
key to determining the expected return on investment and must be considered
when structuring the project finance.

Finally, it is important to note that project finance also carries the risk of political
interference. Changes in government policy or regulations can have a major
impact on the financial returns of a project. For example, changes in feed-in
tariffs or net metering laws could reduce or even eliminate profits from a project.
As such, investors need to be aware of political risks before making any
commitment.

Revenue Dependence on Project Development, Construction, and Operation
Performance must be well-managed for cash flow.
— Price of electricity under PPA.
Solar Power Project Risks

SRECs included in PPA.
Investor SREC program vs. Developer-
arranged third-party SREC program.
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— Wind speed and turbine efficiency.
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Key Risks in Project Finance for Renewable Energy Projects
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The Opportunities
Presented by Project
Finance

Project finance can be a great way for companies to invest in renewable energy
sources such as solar and wind power. It provides a means for corporate
developers to reduce their financial risk by shifting some of the responsibility for
financing and constructing the project to external sources. This is made possible
through a number of different agreements, such as the Engineering,
Procurement, and Construction (EPC) contract and Power Purchase
Agreement (PPA).

The use of project finance also allows renewable energy projects to benefit from
tax credits and incentives that are available to investors. Tax equity investors are
able to provide capital in exchange for these credits and incentives, which can
help lower the overall cost of developing renewable energy projects. Additionally,
Renewable Energy Credit (REC) markets provide another source of income for
project developers. RECs are tradable credits that are generated when
renewable energy is produced, and they can be sold to companies or utilities
who need them to meet state or federal renewable energy requirements.

Project finance offers investors a variety of opportunities to reduce risk and
increase their return on investment. With the right mix of debt providers, tax
equity investors, and RECs, project developers can create a viable business
model for renewable energy projects that can benefit all stakeholders.
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