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Promoting renewable energy:
The impact of high financing costs D[P

Developed country Developing country
(Wind vs. Gas) (Wind vs. Gas) _ _
0.4 M Financing Cost
(Equity)
M Financing Cost
(Debt)
Operating Cost

(incl. fuel cost)

6.5
B B Investment Cost/
Depreciation

PRE-TAX LCOE (USD CENTS/kWh)

Wind Gas Wind Gas
(onshore) (CCGT) (onshore) (CCGT)
Developed Country Developing Country
Cost of Equity = 10% Cost of Equity = 18%
Cost of Debt = 5% Cost of Debt = 10%

Source: UNDP, Derisking Renewable Energy Investment (2013). See Annex A of the report for full assumptions.
All assumptions (technology costs, capital structure etc.) except for financing costs are kept constant between the developed and developing country. 2
Operating costs appear as a lower contribution to LCOE in developing countries due to discounting effects from higher financing costs.



Public instrument packages: (i) reducing, (ii)
transfering and (iil) compensating for risk

Select Policy
Derisking Instruments

Examples:

Long-term RE targets
Streamlined permits process

Improved O&M skills

Select Cornerstone Instrument
Examples:

PPA-based bidding process

Select Financial
Derisking Instruments

Examples:

Public loans
Partial loan guarantees

Political risk insurance

Direct Financial Incentives
(If positive incremental cost)

Examples:

FiT/PPA price premium
Tax credits

Carbon offsets

Source: UNDP, Derisking Renewable Energy Investment (2013).
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Case-studies (onshore wind)
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Source: UNDP, Derisking Renewable Energy Investment (2013). Data obtained from interviews with wind investors and developers. See Annex A of the report for full assumptions.

The post

derisking cost of debt and equity show the average impacts over a 20 year modelling period, assuming linear timing effects.
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Case-study South Africa (8.4 GW

Risk waterfalls
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Source: UNDP, Derisking Renewable Energy Investment (2013). Data obtained from interviews with wind investors and developers. See Annex A of the report for full assumptions.

derisking cost of debt and equity show the average impacts over a 20 year modelling period, assuming linear timing effects.
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Case-study South Africa (8.4 GW, wind):
Modelling results
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Source: UNDP, Derisking Renewable Energy Investment (2013). See Chapter 3 and Annex A of the report for full assumptions.



Conclusions

Given renewable energy’s sensitivity to financing costs, derisking is a key
opportunity for policymakers to attract private sector investment

Investing in derisking appears to be cost effective when measured against
paying direct financial incentives, such as a FiT premium

The best outcomes occur when policymakers address the risks to
renewable energy investment in a systematic and integrated way

Opportunity to combine risk reduction and risk transfer in key risk areas

Power market risk: implement well-designed, high quality policy and
policy risk insurance

«  Counterparty risk: best practice operations, cost recovery and loan
guarantees/partial risk guarantees



Reports & Financial Tool

Derisking Renewable
Energy Investment
A Framework 10 Support Policymaken in Selecting

Public Instruments to Promote Kenewable Energy
Ivvestment in Devedopeng ¢ cuntries

Transforming On-Grid
Renewable Energy Markets

A Review of UNDP-GEF Support for Feed-in Tariffs and
Related Price and Market-Access Instruments

Als[c[D[E[F G H 1 3 L [ N ) P Q
1 [Wlvn, version 1.0 caPRIL 2013)

; DERISKING RENEWABLE ENERGY INVESTMENT
= FINANCIAL TOOL

This financial tool supports the framewerk presented in UNDP's Derisking Renswable Ensrgy nt report to assist policymakers in selecting public instruments to promote
renewabie energy investment, The Tnancial toal calculates s levelRen COSt of Siecincty (LCOE) 07 & Gien Country's bassing energy mie and tne LCOE of anshare wing snsrgy,
before and after the introduction of public instruments:

Flease go to UNDP's webste to download the regort, latest versions of tis financial tool ang other materials
htp: undp.eral emission i rabl tment/

B. TABLE OF CONTENTS

This financial tool is organised into the following sight sheets:

I Summary Outputs

Il Inputs, Baseline Energy Mix
il Inputs, Viind Energy

IV, LCOE, Baseline Energy Mix
V. LCOE, Wind Energy

VI Additional Data

VIl Supplementary Information
VIl User flotes

31
32 C. IMPORTANT GUIDANCE
33

34|  The following modeling conventions are used throughout this tool

35

38 Inputcells

57| -Input oslis require the user to enfer numeric data or o Seict an opton from 3 drop-dovin meny

38| -Input cells are formatted in blue font. An example of the format is as folow 0

- Sometimes input cells may be formatied in purpe font. This signifies that defaultinput data s inserted to act as & mal gude. Users are invited fo input their own data

Output cells
- An output cell consists of a pre-existing formula. Do NOT enter data into an cutput cell. If the formula is overwritten, this could compremise the financial tool.
- Output cells are formatted in black font.

Guidance comments
- The input shests have a column with guidance comments. T

comments provide explanatery notes, definiions and address common ssues
column with guidance comments is initally hidden from view. To viey

the comments cick on the ungroup symbol (which appeas as & "=" sign) in the top right-hand comer of the shest

Checks
- Check cells will appear when there is an invalid entry of some sort, Check cells are formatted in

I it appears, the check cell provides guidance on how to rectify the nvalid entry.

52 Protected sheets and cells
53] - Inorderto ensure that the tool maintains its functionaley and formulae are not accidenty d

4 andior comprimised, this tool is distributed with sheets and cells in ‘protectsd” mode.

Warw Introduction < L Summarv Outputs H Inputs. Basa\lne Energv Mn( 1. Inputs, Wind Energy IV. LCOE, Baseline Energy Mix V. LCOE, Wind

Ready

Available at www.undp.org/DREI




