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1. Introduction 

This note gives a very high-level summary of the overall allocation of commercial risks that a 
financial investor should expect to find when purchasing equity interests in renewable electricity 
generation projects. 
 
The note concentrates on the risks that affect the project company1 itself and therefore the value of 
the shares which the investor is buying: but it also addresses ways in which the investor can protect 
itself during the process of negotiating the share purchase agreement. 
 
The classic risks faced by a renewable business of this kind are identified below, together with the 
usual allocation of those risks to the various project participants and the other ways that are 
normally used to mitigate them. 
 
2. Demand and electricity price risk 

A key risk which any independent power project needs to avoid is whether buyers may in future 
prefer to buy electricity elsewhere at lower cost, leaving the capital investment represented by the 
renewable facility concerned as a stranded asset which can only sell its output at the marginal 
market value, which may over time fall to unsustainable levels for it.  
 
One way of eliminating this risk is to ensure that the project company has a long-term power 
purchase or offtake agreement which obliges the purchaser to buy the power which the project 
produces at a predetermined price. Sometimes governments impose an obligation on electricity 
utilities to buy stated volumes of renewable electricity under these sorts of agreements. 
 
Another way of achieving this is for the renewable facility to obtain a subsidy from government or, 
more often, a cross-subsidy from consumers or from other categories of power generation pursuant 
to a government-imposed scheme. This is typically made available through a feed in tariff or through 
an auction mechanism.  
 
If the project is selling some or all of its output under short-term or spot contracts it will face the risk 
of fluctuations in market price on that power. Some institutional investors have purchased shares 
in projects on terms that protect them against certain extreme fluctuations in power prices. 
 
3. Levels of wind or sunshine 

The key determinant of the output of the renewable generating facility, and therefore of its financial 
performance, is of course the level of wind or sunshine which it benefits from. The main way to 
assess this risk is by use of historic records. Their quality will often vary – generally data quality is 
good in Western Europe, but it can be much less reliable in some other developed and emerging 
markets.   
 
The normal way of mitigating the financial effects of this risk is to sell power under a “non-firm” 
contract. Ideally such a contract will contain a commitment by the buyer to pay a capacity fee for 

                                                
1 The note focuses on investments in a special purpose company that owns a specific renewable generation 
project with a long-term power purchase agreement, rather than a purchase of shares in a company which 
owns a portfolio of different power stations or which sells output on a short-term basis to a portfolio of end-
user customers which the company also supplies. Many of the factors discussed in this note will also be 
relevant to such businesses, but they often bear more of the commercial and operating risks themselves and 
internalise them across a larger portfolio of power generation facilities and customers. 
 
The note also assumes that the company been financed with limited recourse project finance debt which 
would cover most (approximately 70% to 80%) of the anticipated capital costs and that the project has 
completed the development and construction phases and has become operational (construction risk issues 
are discussed in a separate note attached).  
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the right to all electricity and renewables benefits which the facility actually produces. The purchaser 
– typically a utility – would then manage the risk of “intermittency” through its portfolio of different 
generating assets and power purchase arrangements, thereby protecting the power station against 
loss of revenue.  
 
A less favourable form of non-firm contract can be used, under which the purchaser will buy all 
power that is produced at a pre-agreed price, the renewable generating project company bears no 
liability if wind or sunshine levels result in lower generation than projected, but the project company 
does not earn revenue at those times either. Where this form of contract is used it is important to 
check that project costs can be covered by appropriate project economics which provide a clear 
margin to allow for lower than expected output.   
 
Some recent wind projects have started to commit to long-term “firm” power sale contracts, where 
project company, is financially liable to the power purchaser for failure to supply failure to supply 
(as well as losing revenue). This higher risk exposure also needs to be reflected in the price and 
project structure. One practical mitigant is only making long-term sales commitments for part of the 
output of the generating facility and retaining a margin of generating capacity; this produces 
electricity which can normally be sold at spot prices to produce additional revenue but which can, 
if necessary, be used at times of lower wind or sun to cushion shortfalls between actual generation 
and the volume of sales committed under the power purchase agreement.  
 
One particular risk is that neighbouring developments of other wind farms might adversely affect 
wind turbine performance. At times it is possible to get neighbouring landowners to agree not to 
allow this. 
 
4. Generating facility availability and performance 

Normally, in thermal power projects, the generating project company takes the risk that the power 
station will not be available and perform at levels anticipated in the contract. In these circumstances 
the project company’s revenue is lower than expected and this is one of the main risks that a project 
financed generation company takes2 
 
In renewable power projects, there has, at least until recently, been a strong trend to lose sight of 
plant availability and performance risk, and to categorise these failings as part of the risk of 
intermittent sunshine and wind, so that the offtaker, which is typically a utility also absorbs that risk 
as part of its portfolio.  
 
However, in recent large wind farm projects, particularly with large industrial buyers, power 
purchase agreements have started to distinguish between output that is low because of lack of 
sunshine or wind, and output which is low because the generating facility did not operate at the 
expected level of efficiency so as to turn the available quantities of sunshine and wind into 
electricity. 
 
Often, wind-turbine manufacturers will help mitigate this risk by offering a long-term service 
agreement that makes a contractual commitment about the availability of the turbines with defined 
financial sanctions, provided the manufacturer is responsible for servicing them.  
 
Poor asset performance can also be caused by poor operation and maintenance. This activity is 
normally outsourced to an experienced O&M contractor (even if there is no manufacturer’s long-
term service agreement in place). This mitigates risk by involving an organisation with in depth 
experience of running many other plants and a choice of experienced personnel. The contract terms 
will also incentivise good performance: financial liabilities will, however, generally be capped at 

                                                
2 Construction contracts provide mechanisms which incentivise the construction contractor to make sure that 
the power station is built and can be operated as expected, and which compensate the generating company 
and its investors for failure to do so, within certain stated limits. These as discussed in separate note. 



 3 L_LIVE_EMEA1:43530225v1 

levels below the potential loss to the project, as the returns reflected in the operation and 
maintenance fee will not normally justify the contractor in accepting greater liability. 
 
5. Change in law that affects the costs or revenues of a project 

Typically, if there is a long-term power offtake agreement where the price is fixed or determined by 
reference to a set formula, the costs to the generator caused by unknown future changes in law are 
not priced in, so they would usually be passed on to the power purchaser under a “change in law 
clause” as an additional charge (subject to an obligation to minimise additional costs and, perhaps, 
to a minimum threshold). If power is sold under short-term agreements, for example a year or two, 
there is usually no change in law protection: the seller simply reflects an appropriate portion of the 
increased costs in the next contracts it signs up.  
 
For renewable projects a separate category of change in law exists where the change affects the 
structure of the subsidy, environmental credit regime or purchasing obligation. In these cases long-
term power purchase agreements are adjusted to make sure that the change in law does not disturb 
the originally chosen allocation of subsidy or environmental credits. 
 
In developing countries there is often protection from government against the financial effects of 
political force majeure. This is not normal in developed West-European markets. 
 
6. Force majeure 

This risk is mainly borne by the project company. Under long-term power purchase agreements, 
the project company is protected against being in breach when force majeure prevents it from 
generating electricity: but it still loses revenue, even when a monthly capacity payment structure 
exists. It will often cover this risk in part through business interruption insurance. If force majeure is 
prolonged, the purchaser and often the seller would have a right to terminate the agreement. 
 
7. Conclusion 

This is a very high-level summary of the key legal and commercial risk allocations in typical 
renewable power projects. There are many other more detailed categories of risk to consider and 
most risks are in practice shared between parties within parameters that are very closely negotiated 
and defined in the project contracts. For this reason, careful structuring is required when developing 
renewable projects and close due diligence is needed when buying interests in them, to check that 
the way the project is actually implemented correctly reflects the assumptions made when 
establishing or deciding to buy a share in the project. 
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