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Preface 
The California Energy Commission’s Public Interest Energy Research (PIER) Program supports 

public interest energy research and development that will help improve the quality of life in 

California by bringing environmentally safe, affordable and reliable energy services and 

products to the market place. 

The PIER Program conducts public interest research, development, and demonstration (RD&D) 

projects to benefit California. 

The PIER Program strives to conduct the most promising public interest energy research by 

partnering with RD&D entities, including individuals, businesses, utilities, and public or 

private research institutions. 

PIER funding efforts are focused on the following RD&D program areas: 

• Building End-Use Energy Efficiency 

• Energy Innovations Small Grants 

• Energy-Related Environmental Research 

• Energy Systems Integration 

• Environmentally Preferred Advanced Generation 

• Industrial/Agricultural/Water End-Use Energy Efficiency 

• Renewable Energy Technologies 

• Transportation 

The Project Finance Contract Templates report is an interim report developed by Solar Tech 

under PIER grant #PIR-07-012. The information from this report contributes to PIER’s 

Renewable Energy Technologies Program. Contact information for the main PIER offices is 

available under the Energy Research & Development Division listing at 

www.energy.ca.gov/commission/phone_list.html. 
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1.0 SolarTech Disclaimer and Conditions of Usage 

SolarTech grants the following copyright privileges and conditions of application and usage: 

• SolarTech Members who download a legitimate version of this document from the 

official SolarTech web site (www.solartech.org) have unfettered license rights to copy, 

reproduce, modify, and utilize in their business operations to fulfill the legitimate 

business needs of their organizations. Distribution of this template outside of their 

business operation is strictly prohibited. 

• SolarTech non-members who purchase and download a legitimate version of this 

document from the official SolarTech web site (www.solartech.org) have unfettered 

license rights to copy, reproduce, modify, and utilize in their business operations to 

fulfill the legitimate business needs of their organizations. Distribution of this template 

outside of their business operation is strictly prohibited. 

Holders of this document who do not meet one of the above conditions are strictly prohibited 

by U.S. copyright law to copy, modify, and redistribute this document in any format, by any 

method(s). 

SolarTech makes no guarantees or warranties, explicit or implied, as to the completeness, 

applicability or accuracy of this document to the appropriate intended business contract 

application. This document is offered “as is”, with no promise or commitment of technical or 

legal support. Before applying this document to its intended business purpose, the holder of 

this document is encouraged to seek independent counsel from legal, financial and engineering 

experts in the solar PV field.  
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3.0 Letter from the Executive Director 
SolarTech provides the path to make solar happen through better tools enabling the industry to 

execute faster at lowest possible cost. SolarTech works in six objective areas to remove hidden 

costs and streamline the solar industry to enable rapid growth and market expansion: 

• Available and well-trained workforce 

• Streamlined buying decisions through comprehendible performance standards 

• Installation standards leading to rapid and high quality installations 

• Permitting standards and Inspector training leading to rapid and safe installations 

• Utility interconnect process standards that ensure rapid and safe grid interconnect 

• Financial standards and best practices that ensure project credit liquidity and low 

contract transaction costs 

Reducing financial transaction costs through standards and best practices, developed by our 

Finance Committee and Partners, are essential to building a growing and sustainable renewable 

energy industry. 

SolarTech’s Finance Committee’s key objective in 2009 and 2010 was making buying solar 

systems easier by lowering finance transaction costs. As with the 2009 PPA template release, 

key to achieving this objective was engaging the right kind of industry legal talent (K&L Gates, 

LLP and Stoel Rives, LLP), otherwise referred to as Subject Matter Experts (SME). Over the last 

two years the Finance Committee has benefitted from the SME expertise of such esteemed firms 

as Milbank, Paul-Hastings, Stoel Rives, K&L Gates, Wilson-Sonsini, and Davis Wright & 

Tremaine. 

Industry associations like SolarTech, succeed based on membership dues, grants and the 

donation of time and expertise from various industry experts to draft and refine tools and 

standards that help the overall industry grow and thrive. This expertise avails itself in two 

forms: member firms participating in SolarTech committees to help complete the objectives; and 

external stakeholders interested in helping the industry grow and the capacity to help. Both of 

these models are valid, and frequently employed by all industry associations. Although this 

document successfully employed the first of the two models, the key point is that SolarTech 

needs your engagement in order to transform the industry. SolarTech’s 2012 Finance Committee 

objectives are bold, impactful, and need your time, energy and expertise in order to achieve 

success. Choose the engagement model that works best for your company and get engaged to 

help SolarTech achieve its 2011 committee objectives. Help accelerate the solar PV industry. 

Contact SolarTech to become a part of a team that provides the path to make solar happen 

through better tools enabling the industry to execute faster at lowest possible cost. 

For more information, go to www.solartech.org. 

Doug Payne 

Executive Director and Co-Founder 
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4.0 Financing Options Discussion 

1.1. Executive Summary 

1.1.1. Financing Environment 

The solar industry has experienced tremendous growth during the last few years. 

Contributing to that growth has been the emergence of a variety of financing options 

available to site hosts and project developers. Due to recent disruptions in the capital 

markets, financing availability has become increasingly difficult to secure, but the 

extension of the tax credits and the American Recovery and Reinvestment Act of 2009 seek 

to ease some of the bottlenecks that have bogged down the execution of solar photovoltaic 

projects. 

Incentives 

1.1.1.1. Federal 

Throughout much of 2008, players in the solar industry speculated over the renewal 

of the 30% federal Investment Tax Credit (ITC), set to expire on December 31, 2008. 

Though extension was likely, the requirement that owners had to have the systems 

“placed in service” prior to the deadline to claim the credit meant that project 

pipelines in the second half of the year came to a standstill. On October 3, 2008, U.S. 

President, George Bush, signed the Emergency Economic Stabilization Act of 2008, 

which extended the ITC for 8 years, removed a $2,000 cap on residential 

installations, allowed the credit to count against the Alternative Minimum Tax 

(AMT), and allowed utilities to participate in the credit program. Though these 

measures were applauded by industry professionals, little could be done to combat 

the crisis in the credit markets that evolved simultaneously. In an effort to further 

encourage investment in solar projects, U.S. President, Barack Obama, signed what 

is called the $700 billion stimulus bill, which allows users to substitute a tax credit 

for a cash grant. This enables those without a substantial tax liability to fully utilize 

the incentive. Additionally, $60 billion was set aside for loans in the renewable 

energy sector. 

1.1.1.2. State 

Incentives vary from state to state, though many offering rebates share a common 

characteristic: declining rebates rates, or “steps,” that make returns more difficult to 

obtain as time passes. Whereas, the original intent of these incentive models was to 

phase out rebates as costs decreased, the increase in demand for modules combined 

with silicon processing bottlenecks have prevented such cost reductions from 

occurring. Innovative models like as New Jersey’s SREC (Solar Renewable Energy 

Credit) program use a market based approach to attempt to overcome such 

drawbacks. As more states mandate Renewable Portfolio Standards (RPS), these 

market based solutions are expected to grow in availability. 
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Market Conditions 

As the subprime mortgage crisis spread to all parts of the economy, the number of 

investors seeking a way to reduce their tax liability decreased. As a result, remaining 

investors, who were benefitting from increased demand and uncertainty over their own 

tax appetite, increased their required returns by as much as 200 basis points. This put an 

even tighter strain on the funds available to finance large scale solar projects. Similarly, 

in smaller and residential markets, solar investment has suffered from uncertainty 

regarding future income and depreciating real estate values. 

1.1.2. Objective 

The objective of this document is to define the options available to those interested in solar 

projects, and to highlight some of the advantages and disadvantages of each option, as it 

pertains to organization type (such as, private taxable entity vs. tax-exempt government 

entity). This approach will use qualitative as opposed to quantitative assessments to 

evaluate each option. While quantitative modeling will most likely be the biggest 

determinant of financing, the knowledge and understanding of the characteristics of each 

option will allow hosts and project developers to make more informed decisions. 

1.1.3. Available Options 

The options evaluated in this document are the following: 

• Cash Purchase 

• Non-Recourse Financing (Traditional Loan or Capital Lease) 

• Public Financing  

o Municipal Bonds  

o Clean Renewable Energy Bonds (CREBs) 

• Operating Lease 

• Power Purchase Agreement (PPA) 

1.2. Financing Options 

1.2.1. Cash Purchase 

Definition 

Purchasing a solar PV system with cash or equity is a simple transaction. A customer 

interested in owning and operating a solar PV system simply contracts with a developer 

or installer and finances the project without the assistance of a third party. This process 

is simple in nature and ideal for smaller projects. 
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Advantages 

The primary advantage of self-financing is the simplicity of the transaction, as well as 

control. If a firm uses its own cash to finance the installation of a solar PV system, no 

third party (other than governmental or regulatory bodies) can hold up or possibly stop 

the transaction. 

In terms of economics, transaction costs can be minimized as no contracts are required, 

beyond that of construction and/or installation. Furthermore, no third party is profiting 

from the project, so the returns are held by the owner/operator. 

Disadvantages 

The biggest disadvantage to purchasing a solar system with cash is the high up-front 

cost of the system itself. Few hosts, from residential to utility scale, have the working 

capital to allocate towards a capital expenditure with payback periods that often exceed 

ten years. Similarly, individuals or organizations that do have access to cash may wish 

to deploy funds in higher yielding investments. Prior to the modification of the 30% ITC, 

when only those with tax liabilities could utilize the tax benefits, a host’s tax liability was 

also a factor. This issue is now irrelevant since the credit be taken in the form of a cash 

grant, regardless of tax liability. 

In addition to financial constraints, owning and operating a solar PV system requires 

expertise in a field which may not be a core business function of the host. A steep 

learning curve may exacerbate the inherent technology and performance risks associated 

with ownership. 

Ideal Participants 

The ideal individual or organization to purchase a solar PV system with cash would be 

one that has ample capital reserves. Additionally, a strong desire to learn, control and 

operate solar technology would be essential in overcoming the knowledge and 

experience necessary for ownership. 

 

1.2.2. Non-Recourse Financing (Capital Lease or Debt) 

Definition 

Traditional Financing refers to acquiring debt to finance a solar PV system. This may 

take the form of a bank loan or a capital lease.1 Except as noted below, debt is typically 

provided by a bank or other financial institution that will have some sort of expertise in 

the field. The equipment purchased with the borrowed money will be held as collateral 

until the financial obligation is repaid, though some institutions may offer alternative 

                                                 
 
1
 The difference between a bank loan and a capital lease are nominal in that a capital lease may not require a down payment and typically has a 

“buyout” clause at the end of the term of the lease, though usually for a bargain price of $1.  For the purposes of this document, we will 

consider a capital lease and a bank loan to be interchangeable. 
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collateral solutions (such as, real estate held free and clear of any liens or mortgages). 

Payments are generally fixed in amount, but that is also negotiable. For tax and 

accounting purposes, the host of the system is also its owner and, therefore, directly 

benefitted by the federal ITC, the five year MACRS depreciation schedule, state and 

municipal incentives, and claim ownership to the environmental attributes, such as 

Renewable Energy Credits (RECs). As the owner, the host is responsible for operating 

and maintaining the system, and will most likely be required by the terms of the 

financing agreement to insure the system. 

1.1.1.3. Tax Exempt Debt 

Tax-exempt organizations, such as government agencies or schools, may have access 

to tax-exempt financing, such as Clean Renewable Energy Bonds or municipal 

bonds. Tax exempt organizations are not entitled to the federal incentives that come 

in the form of tax credits or accelerated depreciation. So, tax-exempt financing may 

provide a viable alternative to other third-party financing options, such as the PPA. 

1.1.1.3.1. Clean Renewable Energy Bonds (CREBs) 

Clean Renewable Energy Bonds (CREBs) are available to tax-exempt entities, 

such as government agencies, electric cooperatives, and public power providers. 

CREBs offer 0% financing to qualified borrowers, and bondholders are 

compensated in the form of federal tax credits. CREBs were created by the EPA 

Act of 2005, and can only be used to finance renewable energy projects. In its first 

round, $800 million were allocated towards CREB funding, and it could not 

satisfy demand. Another $400 million were allocated in 2006, and $800 million 

more in October 2008. Solar PV projects received a significant portion of the 

funds, since CREB funds are distributed to the smallest requests first. 

There are significant transaction costs associated with obtaining CREBs, and the 

credit rating of the borrower may result in the bonds being traded at a discount 

which would effectively remove the 0% interest component. 

1.1.1.3.2. Municipal Bonds 

Municipal bonds are offered by state and local governments which often require 

voter approval. The bonds can either be paid back by the full taxing authority of 

the governing body (general obligation bonds) or from cash flows generated 

from a specific project (revenue bonds). The interest that bondholders receive 

from municipal bonds is generally tax-exempt and, therefore, most investors 

accept a lower coupon rate. This allows issuers of municipal bonds to carry debt 

at a rate below market levels. 
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Advantages 

Similar to a cash purchase, the use of debt as a financing mechanism gives the host 

ownership of the system and all its associated incentives. The host pays fixed, 

predictable payments over a period of time which amortizes most, if not all of the cost of 

the system, at which point, the host enjoys the benefit of the system without further 

financial obligations. Depending on the credit rating of the host, debt issuers offer lower 

interest rates because production risk is shifted to the host 

Disadvantages 

As with cash purchases, the owner of the system, as the host, is responsible for operation 

and maintenance. This carries the necessity for solar PV knowledge and expertise, 

something that may fall outside the host’s core business practices. Further complicating 

matters is the need for exemplary credit, especially considering the current condition of 

the financial markets. Hosts may not qualify for financing terms that make economic 

sense and even if they do, they are still subject to the risk of market conditions delaying 

or even prohibiting the completion of a financing agreement. 

Ideal Participants 

Individuals or organizations that will benefit from a traditional financing model have 

the technical expertise to own and operate a solar PV system along with a credit rating 

that allows the host to secure debt at comparably low rates.  

 

1.2.3. Operating (or “Tax”) Lease 

Definition 

An operating lease is structured so the host pays for the use of the solar PV system but 

does not own it outright. The lessee might have the option to purchase the asset at the 

term of the lease, but the purchase price or residual value must be the greater of a fixed 

price or fair market value. Similarly, the lease may not exceed more than 75% of the 

useful life of the solar PV system, or it is considered a capital lease. Lease payments are 

fixed, and the term is typically shorter than in traditional capital leases (as few as seven 

years). With technology maturing, however, many lessors are becoming more 

comfortable with extended lease terms, thereby lowering the payments and making an 

operating lease more economical to the host. The lessor is the owner of the system and, 

therefore, enjoys the financial incentives and environmental attributes generated by the 

system. The host is typically responsible for operation and maintenance. 
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Advantages 

An operating lease provides an advantage over a capital lease, in that the lease 

obligations remain off the balance sheet and only appear on the income statement as an 

expense. As operating leases often require an effective interest rate, higher than that of 

traditional debt, keeping the payments off the balance sheet prevents an increase in the 

lessee’s weighted average cost of capital. 

An operating lease is usually easier to secure than traditional financing and may be a 

viable option for those not interested in acquiring long term debt. Due to the mature 

market in equipment leasing, the transaction costs of an operating lease are substantially 

lower than other financing arrangements. 

Disadvantages 

Lessees are still responsible for the operation and maintenance of the solar PV system, 

despite the lessor holding legal title to the asset. As with other options, this requires the 

host to have a strong technical background in solar PV systems and the resources to 

ensure the system is functioning properly. The host is paying for the use of the system 

and therefore incurs production risk. Operating leases also tend to employ a higher rate 

of interest which may lessen the attractiveness of the project economics. 

Ideal Participants 

Smaller system hosts that cannot spread the large transaction costs across a smaller 

annual production and are seeking a shorter path to ownership will benefit from an 

operating/tax lease. Additionally, organizations with tax structures that take advantage 

of tax lease or those that aim to keep financing off of the balance sheet might also 

consider an operating/tax lease. 

1.2.4. Power Purchase Agreement 

Definition 

The Power Purchase Agreement model borrows from wind and other electricity 

generation facilities. In the simplest of terms, a host pays for the electricity the solar PV 

system generates as opposed to paying for the system itself. The agreement can range 

from 15 to 25 years, with 20 years being the industry average. The host allows a third 

party to construct and operate a solar PV system on the host’s premises. The host, or 

“off-taker,” is contractually obligated to purchase all of the electricity the system 

generates. The price of the electricity, or tariff, is set in $/kWh and ideally is equal to or 

below the cost of the host’s current rates offered by the local utility. The rate will 

increase annually, usually between three and five percent. 
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The PPA became popular due to the high portion of incentives coming in the form of tax 

credits and accelerated depreciation. Many organizations interested in solar did not 

have the tax liability to take full benefit of these incentives, whereas third party “tax 

investors” can monetize the incentives and pass them on to the off-takers in the form of 

lower tariffs. The recent modification of the Federal ITC has removed the need for tax 

investors with substantial “tax appetite” to monetize the benefit. The host must have, 

however, a tax appetite large enough to recognize the full value of the accelerated 

depreciation available with solar PV systems. 

Advantages 

The PPA’s rise in popularity is due largely in part to the removal of barriers for the host. 

No upfront cost is required, and the responsibility for operation and maintenance, as 

well as all production risk, lies with the PPA provider. The host does not need to commit 

resources to solar power generation. Also valuable is the ability of tax investors to 

monetize all tax benefits. 

Disadvantages 

As the PPA structure is relatively new to the solar industry, there have been some 

instances in which the use of a third party to own a power generating asset and sell 

electricity to an off-taker is viewed as an unregulated utility. 

The fees associated with structuring a PPA also make it cost prohibitive for smaller 

deals. This is likely to change as the industry matures and contract templates become 

commonplace. 

Ideal Participants 

Customers looking to host large systems benefit as from the use of a PPA as the 

transaction costs are diluted on a per kWh basis. Organizations that have a strong credit 

rating and/or balance but do not have the tax liability to fully monetize the accelerated 

depreciation would also be ideal candidates for a PPA. 
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1.3. Options Matrix 

Table 1: Financing Options Characteristics 
 

Characteristic Description Capital 

Expenditure 

Non-Recourse 

Financing 

Operating Lease Power Purchase 

Agreement 

Ownership 

/Title 

Who will hold 

title and be 

the tax-

owner of the 

system 

Host Host (with lien) Lessor PPA Provider 

Payment 

description 

To whom 

does the user 

make 

payments 

and how are 

they 

calculated 

One cash 

payment at time 

of installation 

(construction 

financing to be 

negotiated) 

Monthly 

payments, 

typically fixed, as 

determined by 

financing 

institution. 

Usually based on 

amortization 

schedule 

Monthly 

payments, 

typically fixed, as 

determined by 

lessor 

Monthly payment 

based on the kWh 

produced by the 

solar facility and a 

contractually 

determined tariff, 

or per kWh rate. 

Tariff typically 

increases each 

year 

Term 

Expiration 

What are the 

legal 

requirements 

for 

ownership 

transfer, if 

any, at the 

expiration of 

the contract 

N/A Typically exceeds 

75% of the useful 

life of the system 

5-15 years 15-25 years 

Solar Expertise 

/Experience 

To what 

extent is 

experience 

with solar 

facilities 

required to 

complete and 

operate a 

system 

Responsibility 

falls with the 

Host/Owner to 

during 

installation and 

to ensure optimal 

production 

Responsibility 

falls with the 

Host/Owner to 

during installation 

and to ensure 

optimal 

production 

Responsibility 

falls with the 

Host/Owner to 

during installation 

and to ensure 

optimal 

production 

PPA Provider 

leverages 

previous project 

experience and 

responsible for 

optimal 

production 

Transferability 

/Assignment 

Can host of 

the facility 

(or the 

contract) be 

assigned? 

Yes Negotiable Typically No PPA can be 

transferred after 

6 years at which 

point host may 

have option of 

taking ownership 
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Characteristic Description Capital 

Expenditure 

Non-Recourse 

Financing 

Operating Lease Power Purchase 

Agreement 

Impact on 

Financial 

Statements 

How does the 

asset or 

obligation 

affect the 

host's 

financial 

statements 

Asset Asset (+ Liability) Operating 

Expense 

Operating 

Expense 

Contract 

Expediency 

What 

complications 

may arise in 

execution of 

contracts 

Little to none Host is 

responsible to 

secure financing; 

due diligence will 

vary with 

financing 

institution 

 Contracts are 

standardized; 

fewer 

complications 

PPA Provider 

must secure 

internal financing 

and then host 

must satisfy 

credit 

requirements of 

PPA Provider. 

Monitoring Who is 

responsible 

for 

monitoring 

production 

Host Host Host PPA Provider 

Site 

Characteristics 

What are the 

impacts of 

the host's 

ownership 

(fee vs. 

leasehold) in 

the site 

Fee owner: 

improvements 

may cause 

increase in tax 

liability; may 

require 

subordination 

agreement with 

current lien 

holders or 

mortgagors 

Leasehold: 

Tenant will have 

to seek approval 

from landlord 

Fee owner: 

improvements 

may cause 

increase in tax 

liability; may 

require 

subordination 

agreement with 

current lien 

holders or 

mortgagors 

Leasehold: 

Tenant will have 

to seek approval 

from landlord 

Lien may placed 

against property 

(real or personal) 

Fee owner: no 

impact; 

Leasehold: 

approval from 

landlord 

Fee owner: may 

require 

subordination 

agreement with 

current lien 

holders or 

mortgagors; 

Leasehold: 

approval from 

landlord 
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Table 2: Financing Options Benefits 
 

Benefit Description Capital 

Expenditure 

Non-Recourse 

Financing 

Operating 

Lease 

Power 

Purchase 

Agreement 

Tax Credits Who owns the 

ITC/Grant and 

what 

requirements 

exist? 

Host (if 

allowable) 

Host (if 

allowable) 

Lessor PPA Provider 

Rebates Who owns the 

Rebates, what 

requirements 

exist, and what 

are the tax 

implications? 

Host (if 

allowable) 

Host (if 

allowable) 

Lessor PPA Provider 

Environmental 

Attributes 

Who owns 

RECs/Green 

Tags/Carbon 

Credits? 

Host Host   Negotiated 

Depreciation Who can claim 

and benefit 

from 5 year 

MACRS 

accelerated 

depreciation? 

Host (if 

allowable) 

Host (if 

allowable) 

Lessor PPA Provider 

Electric Rates What can the 

host expect in 

the form of 

electric 

expenses for 

the useful life of 

the facility? 

Reduction of 

current utility bill 

based on 

size/production 

of system. Energy 

purchased from 

utility still subject 

to market 

volatility. 

Reduction of 

current utility 

bill based on 

size/production 

of system. 

Energy 

purchased from 

utility still 

subject to 

market volatility. 

Reduction of 

current utility 

bill based on 

size/production 

of system (for 

the term of the 

lease). Energy 

purchased from 

utility still 

subject to 

market volatility. 

Stable, 

predictable, 

contractually 

agreed upon 

rates. Energy 

purchased 

from utility still 

subject to 

market 

volatility. 

Table 3: Financing Options Costs 

Cost Description Capital 

Expenditure 

Non-

Recourse 

Financing 

Operating 

Lease 

Power 

Purchase 

Agreement 

Capital Outlay What are the 

cash 

requirements to 

commence 

construction & 

operation of the 

facility? 

100% of the 

system cost 

Down 

Payment (5-

40%), 

negotiated 

with financing 

institution 

Minimal Zero 
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Cost Description Capital 

Expenditure 

Non-

Recourse 

Financing 

Operating 

Lease 

Power 

Purchase 

Agreement 

O&M Who is 

responsible for 

operating and 

maintaining the 

facility? 

Host Host  Host/Lessee PPA Provider 

(costs are built 

into the tariff) 

Insurance Who is 

responsible for 

insuring the 

facility? 

Host Host (required 

by financing 

institution) 

 Host/Lessee Negotiated (cost 

can be included 

in the tariff) 

Transaction Costs Who will be 

responsible for 

transaction 

costs? 

Host Negotiable  Host/Lessee PPA Provider 

(costs are built 

into the tariff) 

Equipment 

Replacement 

Who will be 

responsible for 

equipment 

replacement? 

Host Host Lessor PPA Provider 

(costs are built 

into the tariff) 

Removal Costs Who will be 

responsible for 

equipment 

removal at 

contract 

expiration? 

Host Host Lessor PPA Provider 

(costs are built 

into the tariff) 

 

Table 4: Financing Options Risks 

Risk Description Capital 

Expenditure 

Non-

Recourse 

Financing 

Operating 

Lease 

Power 

Purchase 

Agreement 

Production Risk What are the 

impacts to the 

host if production 

does not meet 

projections? 

Project IRR will 

be reduced due 

to decreased 

avoided electric 

costs 

Project IRR will 

be reduced 

due to 

decreased 

avoided 

electric costs. 

Cash flow may 

be negative 

Negative Cash 

Flow 

Minimal; host 

payment is tied 

directly to 

system 

production; only 

loss is the 

difference in 

expected 

production 

multiplied by 

utility tariff (if 

higher than PPA 

tariff) 

Warranty Risk What is the 

impact to the host 

if warranties are 

not honored? 

Host incurs all 

risks of warranty 

failures;  

Host incurs all 

risks of 

warranty 

failures 

None; Lessor 

assumes 

responsibility 

None; PPA 

Provider 

assumes 

responsibility 
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Risk Description Capital 

Expenditure 

Non-

Recourse 

Financing 

Operating 

Lease 

Power 

Purchase 

Agreement 

Financing Risk How will the risk 

of financing 

complications 

affect the host? 

N/A Financing 

typically 

provided by 

banks; current 

market 

conditions 

dictate credit 

availability 

Minimal; 

projects are 

done deal by 

deal 

PPA Provider's 

history of 

performance in 

addition to 

market 

conditions may 

affect host 

Technology Risk What is the 

impact of the risk 

associated with 

technology 

failure? 

Host incurs all 

technology risks 

Host incurs all 

technology 

risks 

Lessor incurs 

risks 

PPA Provider 

incurs all risks 

Construction 

Risk 

What is the 

impact of the risks 

associated with 

construction 

(permitting, etc) 

Host must hold 

developer liable 

Host must hold 

developer 

liable 

Lessor must 

hold developer 

liable; no risk to 

host 

PPA Provider 

must hold 

developer liable; 

no risk to host 

Site Risk What is the 

impact of site 

complications 

such as roof life or 

ground erosion? 

Host is 

responsible 

Host is 

responsible 

with financing 

institution 

covenants 

 Host/Lessee is 

responsible 

Negotiated 

between PPA 

Provider and 

Host 

Incentive Risk How will changes 

in incentives 

(local, state, and 

federal) impact 

the host? 

Project IRR for 

host may be 

affected (if 

applicable) 

Project IRR for 

host may be 

affected (if 

applicable) 

None; Lessor 

assumes 

responsibility 

None; PPA 

Provider 

assumes 

responsibility 

Utility Rate Risk What is the 

impact if utility 

rates fall or rise? 

Value of avoided 

cost of electricity 

rises or falls;  

Value of 

avoided cost 

of electricity 

rises or falls;  

Value of 

avoided cost of 

electricity rises 

or falls;  

Value of avoided 

cost of electricity 

rises or falls;  
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