
Solar Financing Overview

For years, companies only had the choice of buying a solar system. However, the solar industry has matured, 
and solar financing mechanisms have proliferated. Most notably in the commercial sector, leases and power 
purchase agreements (PPAs) have been developed to offer new ways for companies to go solar and save on 
energy costs. Further examples of new solar financing tools “include solar real estate investment trusts (REITs), 
crowd funded solar projects, securitized solar assets, and solar inclusion in master limited partnerships (MLPs).”1 

This makes solar power potentially more financially accessible than ever before. However, this expansion of financial tools ushers 
in a time where it is even more critical to have a solar partner who understands how they work, and under what circumstances to 
choose one versus another to properly meet company goals and maximize the value of solar.

Cash Purchase
For companies with the available capital and the ability to absorb all available tax benefits, the cash purchase is a highly beneficial 
choice for going solar. The ownership model typically offers a greater return on investment by enabling the direct use of the 
federal 30% solar Investment Tax Credit (ITC), depreciation, and other incentives. A cash purchase also avoids third-party 
financing costs. However, the organization assumes all risks and benefits associated with owning the system. The ownership 
model also impacts the balance sheet by adding a long-term asset and debt, depending on the financing.

Benefits
• Cash purchase generally maximizes return.
• A cash purchase typically reduces the total time required for a solar project.
• The organization retains all environmental benefits.

Popular Solar Financing
Before going into details about leases and PPAs, it’s important to understand some key elements at work in these financial tools. 
Lessors, lenders, and tax equity investors have distinct goals, which add new opportunities and complications to financing tools. 

1. It’s all about risk. In the ownership model, your company takes on the whole of the performance risk, but in other models, the 
financing tool may expose the investor to some operating risk such as with a PPA. Whenever a financier is exposed to more 
risk, rates and costs are likely to go up.

2. Why investors resist leverage. Tax equity investors are at the heart of PPA deals because they can absorb enough tax 
incentives to create competitive rates. However, their rates are typically 9 to 15% pre-tax compared to project debt rates, 
which usually average around 5 to 7%. While companies going solar prefer the lower rates they can get through debt, 
investors resist this since debt takes precedence in the deal. In some financial situations, investors can get squeezed out of 
the deal entirely.

3. Why scale matters. Scale enables companies to achieve financing efficiencies and optimal financing terms. In particular, 
project sizes of more than $100 million can access leveraged project finance capital structures. Mixing in equity reduces the 
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amount of cash flow needed to pay for the debt service. For instance, paying debt service on 60% of the deal is less than 
paying 100% debt service. In projects of this size, tax equity investors can feel confident that they will still get a significant 
return even though debt takes precedence. The optimal solar project capital structure is 50% tax equity and 50% debt, which 
typically results in the lowest financing costs to you.

Solar Lease
A lease allows an organization to rent a solar system in return for a regular fixed payment. Leases generally offer lower cost of 
financing due to the assured payment obligation. Organizations with long-term procur-------ement strategies can see higher 
savings with a lease than a PPA because of process efficiencies gained from standardized contracts and lower cost capital. The 
project operating risk resides with the host-lessee, but it can be mitigated through performance guarantees and O&M services.

The financial statement impact will depend on the type of lease used. A capital lease is on balance sheet and will be shown as an 
increase in liabilities and leverage. An operating lease is off balance sheet and will be reported in financial statements as 
rent expenses.

Benefits
• Leasing often provides lower cost financing than a PPA.
• Minimal upfront costs reduce capital investment.
• The lessee may be able to take advantage of some incentives directly.
• Example: The 30% ITC can be passed-thru to the host-lessee.
• The lessor is allocated project tax benefits to reduce lease rental rate.

Solar PPA
Under a PPA, an organization “hosts” a system at its facility. Instead of paying a utility for electricity, the organization pays a pre-
determined rate per kilowatt-hour to a third-party investor, which is usually set up as a limited liability special purpose entity. 
This arrangement can allow a host organization to create long-term energy cost stability by locking-in lower energy costs for the 
next 15 to 25 years, depending on the specific time length of the deal. The solar PPA also allows the organization to go solar 
without a large upfront investment.

The solar PPA is predicated upon having a tax equity investor monetize available tax benefits, which can be helpful for an 
organization that doesn’t have the tax appetite to buy a solar system. However, there are a limited number of tax equity 
investors, and PPAs are project financing arrangements with both host credit risk and project performance risk. This is why an 
experienced solar partner with strong connections to the investment community can be critical to finding an equity partner and 
setting up the most advantageous terms.

At the end of the PPA term, the host has three options:

• Purchase the system
• Negotiate another PPA
• Have the solar system removed

Benefits
• No capital investment
• Pay only for electricity produced
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• No responsibility for system equipment operations and maintainence (O&M)
• Tax incentives monetized by investor and savings passed on to the host through lower rates

Solar Policy Impacts
Understanding solar financing tools also requires understanding the impact of solar policy. Government solar policy 
establishes important rules, mandates, and financial incentives that make solar power even more financially enticing. Several 
key elements to review include:

• Financial incentives and rebates

• Mandates and the renewable energy credit (REC) market

• Structural incentives including net metering and utility rate structures

Financial Incentives
This category is perhaps the most well-known. The 30% solar Investment Tax Credit (ITC) and 5-Year Modified Accelerated 
Cost Recovery System (MACRS) have been important drivers in reducing costs for companies going solar. Many other rebates 
and incentives exist on the state, municipal, and utility levels. You can find out about what is available for different locations by 
searching the Database of State Incentives for Renewables & Energy: http://www.dsireusa.org/.

Mandates and RECS
Government regulations and mandates set the tone for renewable energy in states, municipalities, and public utilities. Some states 
have established Renewable Portfolio Standards (RPS) requiring utilities to achieve a certain mix of renewable energies, and others 
have taken the next step to create markets for renewable energy credits (RECs). In response, some utilities have developed solar-
friendly rate structures or may purchase RECs to help meet regulations. The opportunity to sell RECs to utilities or other companies 
is yet another way companies can create a positive financial outcome or further improve an already positive scenario.

Structural Incentives
While most companies have heard of net metering, perhaps one of the least talked about, but extremely important topics is the role 
of rate structures. When possible, having the ability to rate switch to choose the best utility rate structure—as to the aforementioned 
solar-friendly rate structures—is extremely helpful to creating a winning financial scenario. Obviously, net metering (the ability to sell 
energy to the utility) is also a central ingredient to many situations for creating positive financial returns.

Maximizing Financial Value
This is a time of great opportunity for going solar. The growing number of financial options means that organizations have more 
paths to clean energy and greater energy-cost stability. However, this diversity adds some complexities to the mix, and that’s 
why having a solar partner with extensive financial experience is crucial. The right partner can help you bring the most financially 
advantageous combination of incentives, rate structures, financing, and investors (when applicable) together to help your company 
achieve maximum benefit and value from your solar project.


