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Unpacking the Complex Financing Journey of Renewable Energy Projects

As countries race to transition to sustainable energy sources, financing the

development of large-scale renewable power projects like wind and solar farms has

become critically important yet incredibly complex. In a recent webinar, veteran

project finance banker Duncan Hughes walked through the multi-stage evolution and

intricate considerations involved in properly capitalizing these capital-intensive

initiatives.
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Unlike conventional power plants which

primarily just require an EPC contractor,

feedstock supplier, offtaker, and financing

sources, renewable projects involve a host of

additional moving pieces. Wind and solar

farms need specialized equipment from

original equipment manufacturers (OEMs)

like Vestas engaged under dedicated turbine

supply agreements.

They require sizable tracts of land or maritime areas secured through leases.

Transmission agreements must be put in place to evacuate the generated power into

the grid, which often involves complex interconnection infrastructure for remote

plant locations like the 3.6 GW Dogger Bank offshore wind farm being built 130 km

off the Yorkshire coast.

Renewable projects also face the intermittency challenge of only producing power

when the wind is blowing or sun is shining. This frequently necessitates backup

facilities or battery storage, further increasing complexity. The intermittent nature

has also given rise to innovative offtake models beyond traditional power purchase

agreements (PPAs), such as priority grid access rules in markets like Germany and

corporate PPAs where major tech companies directly purchase renewable energy to

offset their Scope 2 emissions.
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From a financing perspective, Hughes explained how the capital stack evolves

considerably over a renewable project's multi-decade lifespan. In the earliest

development stages, sponsors provide high-risk seed equity as many proposed

projects never obtain the required licenses and permits to move forward. Once key

contracts like the OEM supply and offtake agreements are secured, banks get

involved through loan facilities, potentially including "equity bridge" loans to fund the

final development stretch before being taken out by a larger equity raise from

additional investors.

But commercial banks have little appetite to hold debt for 25-30 years matching a

project's operating life. This has led to widespread use of "mini-perm" structures,

where banks provide loans covering just the construction period plus a few operating

years. These come in "hard" and "soft" varieties - the webinar poll showed strong

preference for the flexibility of "soft mini-perms" which use incentives like cash

sweeps and dividend stoppers rather than hard repayment dates to encourage

timely refinancing.
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The ultimate refinancing goal for most renewable projects is to access the immense

appetite for long-dated green bonds from institutional investors like pension funds

and life insurers. These liability-driven investors have massive long-term liabilities to

cover and funds are being forced to allocate 10-30% of assets to sustainable

investments to meet environmental targets. However, the supply of appropriate

green bonds to match their long-dated needs is quite limited.

This has created a burning demand for

operating renewable project bonds,

compressing yields for those able to achieve an

investment-grade rating. Hughes noted

particular tightness at the very long end of 30

years or more, where pension liabilities are

concentrated.

Issuing these coveted long-tenor bonds

provides a cost-effective refinancing for

projects while allowing banks to recycle their

capital into new construction loans.

Navigating this complex multi-stage financing journey requires close partnerships

between project developers and investment banks experienced in syndicated lending

and green bond issuance for renewable projects. Getting the right capitalization plan

and optimal financing structured at each phase is crucial for ensuring the long-term

bankability of sustainable energy projects.
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Watch the full webinar on YouTubeWatch the full webinar on YouTube

Click here to view the webinar
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Upcoming training courses from Duncan Hughes

Project Finance
14 - 16 October 2024, Live in Central London

View the Course Agenda | Download Brochure

Renewable & Green Energy Project Finance
2 - 4 December 2024, Live in Central London

View the Course Agenda | Download Brochure

https://www.youtube.com/watch?v=Yn_3eRLsyno
https://informaconnect.com/project-finance/agenda/1/
https://informaconnect.com/project-finance/agenda/download/
https://informaconnect.com/renewable-and-green-energy-project-finance/agenda/1/
https://informaconnect.com/renewable-and-green-energy-project-finance/agenda/download/


About IFF

CPD Certified

Get in touch!

In-Company Training

Providing Elite Academic Education and Training for Banking
and Finance Professionals

IFF is a specialist financial training organisation, part of Informa
plc, that provides professional learners with expert-led
technical training. Established in 1991, we design
transformative learning across a range of formats and topics
that allow learners to stay innovative, make informed
investment decisions, manage risks effectively, comply with
regulations, and develop careers in the finance industry.

IFF is recognised by the CPD Certification Service and have been
approved to award CPD points towards professional development
certifications. 

IFF’s bespoke training solutions will help you address your
specific key business challenges. The programme is designed
for you, with content focusing on the issues you and your
teams are facingThe course can then be delivered at your
choice of location face-to-face, digitally or a combination of
the two.

Tailored content - 100% targeted to cover your needs
No travel or time out of the office – we will come to you
Value for money – train teams of staff at the same time
Risk free – we’ve been doing this for over 30 years

For more information, contact us at: 
IFFRegistrations@informa.com 
or call us at +44 (0) 20 8052 2090

Browse Our
Courses

Our comprehensive range of courses and programmes are tailored to meet the needs of all professionals, from aspiring specialists to
seasoned experts. We partner with elite academic organisations and industry leaders with unmatched expertise in their respective
fields to deliver an exceptional learning experience.

Informa Connect Academy is a premier provider of global education and training solutions
that caters to a diverse range of professionals, industries, and educational partners. We are
dedicated to promoting lifelong learning and are committed to offering learners expert
guidance, training, and resources to help them stay competitive in a rapidly changing world.

About Informa Connect Academy

For any inquires about our courses or fee structures
E-mail us at IFFRegistrations@informa.com.

If you wish to speak with us, you can get in touch with
our senior training consultant Sarita at:

Sarita.Johnson.AE@informa.com or call +44 (0) 20
8052 2090

Follow us on LinkedIN
#ifftraining

https://www.linkedin.com/company/11114501/admin/feed/posts/
https://informaconnect.com/iff/
https://informaconnect.com/iff/
mailto:Sarita.Johnson.AE@informa.com
https://www.linkedin.com/company/11114501/admin/feed/posts/
https://www.linkedin.com/company/11114501/admin/feed/posts/
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