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It appears, for now at least, to be a sellers’ market 
in the US for investors in renewable power 
projects – with what has been described as a wall 
of capital competing for available opportunities.

Interest rates continue to set record lows – at 
the time of writing, 10-year US Treasury rates 
were approaching 0.5%, in Germany they were 
below 0.5%, and in the UK they were approaching 
0.2%.

Investors continue to hunt for safe non-
correlated yielding assets, and renewables often 
fit that bill. And on top of these pressures, 
investors are facing increased client demand 
for investments, either directly or through 
targeted funds, in companies with strong 
environmental, sustainability, and governance 
(ESG) commitments.

This dominant trend was in place before Covid-
19 arrived, and, apart from a few challenges, the 
trend is accelerating as far as most reasonable 
observers can see.

Another pressure point for these investors are 
questions about the long-term profitability of 
renewable projects. Nearly every week we see 
new commercial and industrial (C&I) companies, 
municipalities, cooperatives and similar entities 
emerge with renewable power procurement 
goals, but despite this increased demand, power 
purchase agreement (PPA) prices – especially in 
certain regions of the US such as Texas – continue 
to set record lows.

Price reductions are in part due to decreased 
costs of technology and capital, but they are also 
due to decreased expectations regarding margins 
and potential long-term profitability.

Despite all of this, investors continue to search 
for additional ways in which they can receive 
sufficient returns on investments in renewable 
energy.

Investors looking for rates of return that 
match historical expectations have turned to 
investments in assets with greater development 
or offtake risk, in special opportunities – 
like the emerging offshore wind market 
in the United States – or in platforms and 
management teams.

Yet each of these investment paths carry 
unique risks for investors to address and 
manage, and prudent investors will think hard 
about mitigating these risks when approaching 
renewable investments.

Investment styles have changed
Renewable energy investments were, until 
recently, seen as a niche investment for investors 
with a specific environmental or climate change 
focus.

As more governmental entities and C&I 
corporations are setting clean energy targets, 
as investors are increasingly focused on their 
internal ESG goals, and as renewable energy has 
become more present in the public’s eye, many 
more institutions have begun investing – whether 
through private equity or directly – in renewable 
energy.

Although there are a greater number of 
projects available than ever before, the demand 
for high quality projects has still outstripped the 
supply.

Historically, the ideal project for any 
investor was a project that had completed 
development work and was on the verge of 
starting construction, with tax equity financing 
committed, or even better, with a history of 
operations and cash-on-cash return.

While this ideal project can still be found for 
sale on the market, the increased demand for 
these projects has driven up the cost that an 
investor will pay or forced the investor to accept 
more seller-friendly terms, cutting potential 
returns.

Additionally, as renewable energy technology costs 
have decreased and tax credits have been reduced, 
utilities have begun to turn in greater mass away 
from third-party PPAs to direct project ownership 
through build-transfer agreements (BTAs).

With the continued phasing out of tax 
credits and the continued reduction in the cost 
of renewable technology, we expect BTAs to 
increase in popularity and compete with financial 
investors – who will see fewer opportunities for 
project ownership given this competition.

Given these constraints, investors are more 
willing than ever before to take on development 
risk in order to purchase a project at a price and 
stage that will allow returns commensurate with 
historical expectations.

Although part of this trend is due to reduced 
development risk as renewable projects become 
more accepted and wide-spread, we do see that 
investors are willing to accept less certainty 
as projects are acquired at earlier stages of 
development.
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In order to successfully achieve desired 
returns in the face of this increased risk, careful 
and thorough project diligence done by an 
experienced team is essential.

In addition to a renewed focus on project 
diligence, investors are also seeking to mitigate 
exposure to development risk by making 
diversified investments in development 
platforms, which we discuss in detail below.

Historically, the gold-standard for offtake, and a 
pre-requisite for investors focused on yield, was a 
long-term PPA with an investment-grade offtaker 
purchasing a project’s full output.

As corporate offtakers have become a larger 
segment of energy purchases in the US, the 
meeting of these expectations has become 
rarer. Most corporate offtakers are unwilling 
to purchase energy through a 20-year PPA and 
have less willingness to provide performance 
assurance if they do not have the same credit 
rating as utilities.

Additionally, the PPAs that are being signed 
may only cover a portion of the capacity of a 
project. In response, sponsors are often required 
to internalise merchant risk for either a portion 
of their capacity or for a decade or more after the 
PPA rolls off.

Most corporate PPAs contain unique risks, like 
basis risk and production guarantees, which need 
to be carefully understood and modelled by the 
ultimate project owner. Sponsors may also need 
to internalise the costs of the lowered credit 
standards of offtakers, either through increased 
likelihood of defaults, increased borrowing costs, 
or through reduction in external financing from 
financiers who are unwilling to accept this risk.

New technologies
Investors have continued to turn to new 
technologies in their search for greater returns. 
Although solar and land-based wind projects 
were once viewed as risky investments, their 
wide-spread deployment, increased technological 
efficiency, and historical patterns of success have 
made these investments safe, which has caused 
many firms seeking higher returns to turn to new 
technologies.

Although many other technologies are in early-
stage development or exist only in niche markets, 
we currently see a growing appetite for battery 
storage and offshore wind projects.

Just a few years ago, batteries were almost 
non-existent in the United States; just 59MW of 
power capacity had been installed by the end of 
2010.

Between 2011 and 2018 810MW of large-scale 
battery storage power capacity was established 
in the US. In 2018 alone, 311MW of battery 
storage was installed; a number that is expected 
to have doubled in 2019 and tripled in 2020, once 
statistics become available; we expect this sky-
rocketing trend to continue.

The costs of battery storage are clearly 
declining and contracting mechanisms are 
becoming clearer. On the other hand, existing 

battery storage facilities are generally young and 
we have not seen the true costs of maintenance, 
repair, replacement, or decommissioning. Nor 
have we seen regulatory and market regimes 
fully contemplate the range of services that 
batteries can provide.

As such, there is still a large amount of 
uncertainty around the installation and operation 
of battery storage technology, either as a stand-
alone facility or in conjunction with other 
renewable or conventional technologies.

This greater uncertainty increases risk, but 
also provides an investor with the opportunity 
for higher returns, especially in competitive 
markets where the rules regarding storage 
projects, and potential revenue, are still being 
developed.

Investors are likely to see increased returns 
by understanding the flexibility that batteries 
provide and understanding the full range of 
services which may be monetised in a particular 
market.

Additionally, investors can increase the ability 
of the project to obtain financing by entering 
into contracts with strong guarantees to control 
replenishment costs and with experienced 
operators that are experienced in increasing 
variable revenues.

As battery storage moves further along the 
implementation curve, we generally expect 
rates of return to decrease; however as with all 
technologies, there will continue to be specific 
markets in which higher risk and return may be 
available.

Until very recently, offshore wind was a pipe-
dream in the US; the nation’s first offshore wind 
farm came online 2016 and we are likely to see 
the second come online in 2020.

However, as states throughout the Atlantic 
seaboard are seeing the results of continued 
European offshore wind project success, there 
is a greater desire to harness this untapped 
energy source. For example, New York 
launched a solicitation for up to 2,500MW 
of offshore wind capacity in the summer of 
2020.

Although many new offshore wind projects 
are being developed by large strategic owners 
with similar experience in Europe, other 
projects are being developed by smaller 
developers.

These projects are providing investment 
opportunities for private equity investors willing 
to accept substantial development risk in return 
for the promise of an outsized return. For these 
investors, the most exciting offshore projects 
have high-priced PPAs – or offshore renewable 
energy credits established by a regulatory 
authority.

Investors are likely to see increased returns by 
understanding the flexibility that batteries provide 
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Although developers and managers can learn 
from their European counterparts, construction 
risks, regulatory risks, and operations and 
maintenance risks remain largely unresolved at a 
market-wide level, including at the federal level.

The Bureau of Oceans Energy Management 
(BOEM) has substantially delayed approvals 
needed for some of the largest US offshore 
projects to-date, in part because of an articulated 
need to examine the environmental impacts of 
the cumulative effects of offshore development 
on the East Coast of the US.

Most industry participants are hoping for 
more clarity from BOEM by the end of 2020 on a 
potential path forward for these projects.

In evaluating a potential offshore wind project 
investment, prudent investors with experienced 
teams – and the help of experienced advisers –
will need to consider the developer’s likely path 
forward for regulatory approvals; its equipment, 
construction, and service provider contracting 
strategy; and its tax credit monetisation strategy.

In addition, the investor will need to have a clear 
view on its eventual exit strategy and the likely 
availability of construction financing, tax equity 
financing and permanent equity in the medium term.

Investments have changed
In search of returns that match historical 
expectations, while meeting an ESG mandate – 
for example, the US$19bn that has flowed into 
ESG ETFs in 2020 alone – investors have not only 
turned to new technologies, but have also turned 
to new types of investment.

Today, we are seeing a greater number of 
investors moving away from investing in specific 
projects and instead investing directly in the 
people that make renewable energy work; 
these investments generally fall in two buckets: 
development teams and service teams.

As investors have experienced decreased 
returns and increased development risk in 
direct project acquisition, a recently accelerating 
three-year trend is investing in development 
and management teams and creating a captive 
platform for future investment.

Either through the purchase of a development 
company, the hiring of experienced personnel 
to create their own development platform, or 
investments via co-development agreements or 
similar exclusivity arrangements with developers, 
investors are investing in projects at all stages of 
development.

Investors with a strong platform are able to 
increase returns by reducing or managing the 
costs of failed projects while fully capturing the 
returns for any successful development.

However, as this trend has accelerated, the 
associated risks have also been magnified. 
It is essential that an investor following this 
path consider the team that will make up the 
platform, the pipeline of projects that exist or 
are acquired, the contracting mechanism, the 
timing of any acquisitions, and the potential exit 
strategy.

In addition, for private equity or infrastructure 
investors in solar projects seeking to utilise 
the investment tax credit (ITC), careful tax and 

The Windy Point/Windy Flats project is one of the largest wind farms in Goldendale, Washington. Construction of 400 of the 500 MW was completed by the 
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corporate structuring needs to be put in place 
to make sure that tax-exempt or foreign limited 
partners in the relevant fund do not put that 
credit in jeopardy.

A number of recent structures that we have 
negotiated involve convertible debt – where 
development funding is provided in the form 
of debt that is convertible to equity at or near 
the project’s notice to proceed phase. This debt 
will also need to be stress-tested to make sure it 
effectively counts as debt for tax purposes.

With the high demand to create a 
development platform there come the risks that 
the people hired will not have the necessary 
experience in comparison with early movers, 
that the projects acquired, or intended to be 
acquired, do not have the same potential as 
those that might have been available years ago, 
or that the platform focus is too niche such that 
it will never have the necessary success for a 
sufficient return.

However, through careful and thoughtful 
investments and because of the broad strength 
of the renewable energy industry, each of these 
risks can be reduced.

A second type of investment that is becoming 
more common is the purchase of renewable 
energy service providers. We are seeing more and 
more investments in and purchases of companies 
without any direct energy production assets.

Whether it is a construction company, a 
maintenance company, or an energy services 
provider, more and more investors who want 
to invest in the renewable energy space have 
turned to these non-traditional investment 
strategies.

We are seeing prudent sponsors prepare to 
take advantage of this opportunity by structuring 
their affiliate service providers and contracts 
in such a way that a sale of this affiliate could 
occur when advantageous. Similar risks exist for 
investors in this sphere as they do in the creation 
of a development platform; the prudent investor 
will consider the team, the pipeline, and the exit 
strategy.

A team must have sufficient experience to 
handle the complexities inherent in renewable 
energy projects. There must be a sufficient 
pipeline of projects available, either through 
investor affiliates or third-party project owners, 
to allow for the service provider to have profit 
opportunities that afford an investor sufficient 
returns.

Finally, an investor must consider the potential 
exit strategy to ensure that they are not left with 
stranded assets. However, the careful investor 
may be able to navigate these risks and find 
greater returns in this more untapped market 
when compared with direct investments in 
renewable projects.

Covid-19 risks
The renewable energy industry, like most 
others, has been influenced by the Covid-
19 pandemic. Many projects, in all stages of 

development, have been slowed due to the 
effects of Covid-19 on the supply chain, the 
availability of contractor personnel, and the 
reduced speed of interaction with regulatory 
and permitting agencies.

This slowdown has reduced the demand 
for financing as more projects are delayed in 
reaching expected milestones. Additionally, 
debt markets have tightened modestly, but are 
still available at slightly higher costs, with less 
project-friendly provisions, and with increased 
scrutiny into the project’s risks.

Similarly, tax equity is less available than in 
previous years, but for experienced sponsors with 
strong projects, it remains available. The M&A 
market, apart from a short pause in March and 
April, has continued to be very strong.

Generally, the renewable energy industry sees 
Covid-related effects as minor and a short-term 
obstacle; there remains a widespread appetite 
for further investment and a broad optimism 
for the future place of renewable energy in post-
pandemic economic growth.

Conclusion
An institutional or private equity investor 
looking into the renewable energy industry can 
very easily see many investment drawbacks in 
comparison with recent history. However, the 
prudent investor can also see a growing industry 
with a number of opportunities available for high 
rates of return.

Although, speaking generally and not 
specifically, an investor looking for a 
construction-ready wind or solar project with 
a long-term utility offtake PPA is likely to be 
disappointed with available returns, we are 
seeing many investors choosing non-traditional 
paths to increase their rate of return.

Investors are beginning to accept a greater 
amount of development risk, either by 
purchasing a project at an earlier stage or directly 
investing in the development risk.

Investors have turned in mass to investing in 
battery energy storage as it has moved further 
along the implementation curve; we expect to 
see offshore wind investments following a similar 
course to also provide opportunities for investors 
to increase their returns as they become more 
commercially viable.

Investors have also begun to take on greater 
offtake risk as the wholesale electricity market 
has become more diffuse and purchasers 
are willing to take on less long-term 
commitments.

Finally, we are seeing non-traditional 
renewable energy investments in service 
providers that allow projects to properly function.

By following these alternative paths, with 
prudence and with a view towards mitigating 
risk, institutional and private equity investors 
may be able to take advantage of the 
opportunities that the renewable energy industry 
continues to offer and meet the ESG goals that 
the public is more broadly mandating. n
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