CONSTRUCTION FINANCING

FOR RENEWABLE ENERGY PROJECTS

Financing Sources

* Equity

« Development Financing

« Construction Financing
Term Financing

Tax Equity Financing
Tax Credit Transfers
Refinancing

Equipment Financing
Working Capital Financing
Letters of Credit

Bonds

 Mezzanine Financing




Construction Financing

Non- or limited-recourse project financing
Available during the Construction Period

Consists of:

v Convertible Construction Loans

v Bridge loans (e.g. to tax equity or tax credit transfers)
v Letters of Credit

v Hedge Agreements that activate at Term Conversion

Substantially all assets security package
v Equity Pledges

v Security Agreements

v Depositary Agreement

v Consents to Collateral Assignment

Motivations of Sponsor & Lenders

Sponsor
* High Ievera%e (90% debt, 10% equity
durlng construction)
» Enables recycling of cash into the
business
« Limited risk during construction and
operations
Lenders

 Modeled on stable long-term cash flow
* Highly structured to mitigate risk

« Attractive risk adjusted returns

« Deepening client relationships




Eligibility for Construction Finance

Offtake Agreement*

EPC Agreement

Major Equipment Agreements
Interconnection

Management Services Agreement*
Site Control & Site Access
Title and Survey

Permits

Bonding/Guaranties

PWA Compliance

Tariff Plan*
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v' Market Consultant Report*
Environmental Diligence and Reports
Insurance

Insurance Report and Certificate

IE Report and Certificate

Corporate Matters

Security & Pledge Agreements

Tax Equity or Tax Credit Transfer*
No Litigation, Defaults, Untrue Reps
LTSA/Major Maintenance/O&M*
Schedule and Construction Budget
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The Fundamentals - Loan Agreement Terms

Loan & LC Facility Mechanics

» Loan/LC availability, commitment
caps, interest rates, fees, repayment
and pre-payment terms, borrowing &
LC issuance mechanics

» Interest capitalized during construction
» “Change of Circumstances”

Conditions Precedent (CPs)

» For closing, borrowings, LC activity
and term conversion

Representations and Warranties
Affirmative Covenants
Negative Covenants

Practice Tips:

1.

2,

Loan Mechanics: Ensure alignment between Loan /
LC Mechanics and the agreed financial model

CPs:

v" Never agree to deliver something unless you're
certain* you can deliver it as and when required

¥ Include appropriate qualifiers (‘reasonably’
satisfactory to the ‘Majority Lenders’)

v Long-lead time items should be identified and
prioritized early

Reps & Warranties: Consult relevant SMEs for
factual accuracy during negotiations and when
brought-down

Covenants

v Consult relevant SMEs during negotiations to
ensure ability to comply and align on compliance
ownership

v Keep in mind existing or future dynamics that need
to be carved out of negative covenants
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Find the full text of this and thousands of other resources from leading experts in dozens of
legal practice areas in the UT Law CLE elibrary (utcle.org/elibrary)

Title search: Construction Financing for Renewable Energy
Projects

Also available as part of the eCourse
2025 Renewable Energy Law eConference

First appeared as part of the conference materials for the
20" Annual Renewable Energy Law Institute session
"Flexible Structures for Renewable Energy Construction Financing"


http://utcle.org/elibrary
http://utcle.org/ecourses/OC10384

