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you need to know as a 
clean energy asset owner

Words: Geoffrey Taunton-Collins, Weather Risk Analyst, GCube Underwriting Ltd.

As with any asset type, consistently ensuring reliable returns 
from renewable energy assets requires charting a course 
through a series of financial risks. For the wind industry in 
particular, given the fickle nature of the elemental force 
underpinning it, resource underperformance is becoming the 
principal concern for diligent asset managers and stakeholders 
over the lifetime of a project. There is now a growing 
awareness and recognition of the significant threat it poses to 
asset owners and their revenues. 
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In an attempt to deal with this threat, 
weather risk cover has existed in one form or 
another since the late 1990s. However only 
now has it emerged as a comprehensive and 
reliable solution for those looking to stabilise 
their returns. This has been driven by 
developments such as longer contract 
periods, advances to settlement indexes and 
project-specific product tailoring. Given the 
decline of the contingent PPA (in some 
markets) and the additional exposure to 
price risk this has brought, there has been a 
growing interest in managing resource risk 
as a means to alleviate overall increases in 
revenue volatility. 

In conjunction with this greater awareness of 
the threat posed by fluctuations in weather 
resource, great strides have been made in 
the ability of insurers to provide reliable and 
affordable protection for periods of wind 
energy asset underperformance. 

Improvements in data collection and 

analysis mean that contracts can be 
structured on the basis of actual production 
(or ideal production, using SCADA data 
from the generating assets themselves), 
rather than on meteorological data from 
devices that may be off-site. 

This means that the industry can place 
greater confidence in its weather risk 
cover products, and their ability to 
provide compensation for 
underperformance precisely when such 
underperformance occurs. 

Additionally, contracts with an increased 
length of ten years are now available, 
making them better able to match loan 
tenor lengths and sync with project 
lifecycles. The availability of products which 
combine resource and price risk mitigation 
has likewise been met with considerable 
enthusiasm as a catch-all solution to 
revenue volatility. 

Such advances are not only good news for 
asset owners, but also indicate that the 
wind industry is now reaching maturity as it 
adopts hedging mechanisms that have long 
been used in other, more developed 
markets. Despite this, there is still a 
considerable degree of confusion when it 
comes to how exactly these mechanisms 
work, how they are delivered, and the 
nature of the safeguards they provide.

The threat posed by resource fluctuations to 
renewable energy assets is now indisputable 
and widespread. By our estimate, an inability 
to efficiently transfer this weather risk 
accounts for $56 billion worth of unrealised 
value in the global wind industry. 

The degree of revenue lost will inevitably 
vary significantly from project to project, so 
some more specific examples of the 
difficulties caused by lack of resource 
should be considered. Most dramatically, 
perhaps, following a power grid emergency 
due to a loss of wind in February 2008, 
Texas recorded a resulting fall in energy 
productions levels of 82%. 

In Europe, Scottish Power saw its profits 
tumble by around £40 million over six 
months due to less wind than had been 
anticipated in the first half of 2016. While in 
Australia, renewable energy developer, 
owner and operator Infigen saw its 
revenues fall 23%, again as a result of low 
wind speeds.

The development of more advanced weather 
risk cover means the market now has a 

viable solution to this challenge. Resource 
underperformance is of course inevitable, 
but weather risk cover ensures that a 
resulting drop in revenues need not be. 

While the basic premise seems 
straightforward, a number of obstacles 
remain before weather risk cover can be fully 
adopted and integrated more widely within 
standard industry practices. For instance, 
there remains a limited understanding of the 
costs and benefits of such projects by asset 
operators, particularly those in risk or 
insurance management roles – although this 
is now being tempered as these 
professionals become better informed of the 
efficacy and importance of weather risk 
mitigation strategies.

More pressingly, and unlike traditional 
property and casualty insurance, lack of 
resource is not yet a standard requirement 
imposed by regulators, lenders or lenders’ 
insurance advisors – although uptake is on 
the rise. All too often operators have sought 
out protection only after a significant 
revenue shortfall. This reactive approach is 
diminishing in favour of a more proactive 
one, as operators become more 
sophisticated and aim to secure their 
futures before shortfalls can have a 
negative impact. 

They do this by investing in services such 
as GCube’s Weather Risk Transfer (WRT) 
product, which provides cash in years of 
resource underperformance. The WRT 
product can be adjusted to suit the 
preferences, needs and wind regime faced 
by the buyer, and there are three basic 
structures available to them: put, collar, 
and swap.

Under the put structure, buyers pay an 
upfront premium and then receive 
compensation in years of resource 
underperformance. Their contract will set 
out what constitutes a year of 
underperformance, as well as including the 
compensation trigger; this could, for 
instance, be 150 GWh. When production 
falls below this (say to 140 GWh), the insurer 
will pay out in proportion to how far below 
this figure production has fallen (i.e. 10GWh 
* power price).

With a collar structure, by contrast, buyers 
pay a negligible upfront premium, or indeed 
none at all. Instead, the insured will 
compensate the insurer in years of 
overperformance, while the insurer will 
compensate the insured in the case of 
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resource underperformance. When 
revenues are between the agreed figure for 
under and overperformance, neither party 
will compensate the other.

Lastly, there is the swap structure. Here the 
insured will pay little or no upfront premium 
but, in this case, there is only a single 
trigger figure, so that one party will always 
compensate the other at the end of the 
settlement period; if revenues are above 
this trigger, the insured will compensate the 
insurer, and vice versa if revenues fall below 
the trigger.

With this variety of structures to choose 
from, it is important to remember that one 
size does not fit all; an understanding of 
which of these structures best suits the risk 
exposure of your project or portfolio is 
critical to determining the long-term 
efficacy of a WRT mechanism. Time and 
investment, therefore, will be required from 
both buyer and seller to determine a 
suitable structure and triggers.

Those who will benefit from acquiring a 
WRT product can be divided into two 
groups: those who are financing (or 
refinancing) and those who are not 
financing but merely seeking to smooth 
revenue flows, and secure revenue 
certainty. In the first case, since the product 
effectively safeguards a minimum revenue 
for the wind farm in spite of wind speed 
variability, lenders are able to apply less 
conservative estimates for their expected 
revenues, and so can offer more favourable 
debt service coverage ratios. 

The advantages of this enhancement to 
leveraging, coupled with lending rates 
reductions, will make the projects more 
valuable to asset owners. Indeed, GCube 
estimates that, for a 50MW onshore wind 
farm worth $80 million, successfully 
mitigating or transferring weather risk could 
achieve a total Net Present Value (NPV) 
increase of $5.8 million. 

There has also been a great deal of demand 
for the WRT product from those who are 
not at the financing stage, particularly from 
risk averse entities seeking the smoothing 
of year-on-year revenues. 

The advantages include an ability to 
minimise the impact of weather variability 
on the volatility of share prices, as well as 
foster investor confidence more widely. 
Buyers of the WRT product also benefit 
from protection against downgrading by 
Ratings Agencies and the avoidance of 
profit warnings.

Based on the above, you might expect the 
WRT product to be of greater interest to 
asset owners without a portfolio than to 
larger companies with a range of assets in 
diverse locations. While these companies’ 
revenues can benefit in some instances as 
a result of this geographical diversification, 
the prevalence of region-wide wind lulls, as 

seen across much of the United States in 
2015 and Australia in 2014, for example, 
means that even some of the largest 
portfolios are not wholly safeguarded from 
the financial strife resource 
underperformance brings. 

Additionally, if a portfolio owner is seeking 
project financing through a Special Purpose 
Vehicle (SPV), a WRT product will be able to 
deliver project-by-project financial 
advantages via the leveraging benefits 
described above. 

Resource variability and 
underperformance remains a serious 

concern for the renewable energy industry, 
with the frequency and degree of 
underperformance affecting asset owners 
worldwide. Its importance will only grow as 
wind and renewables more widely make an 
ever greater contribution to global 
electricity generation. 

For both smaller and larger generators, the 
utilisation of a WRT product will 
undoubtedly provide greater revenue 
certainty, allowing a renewed focus on what 
really matters: running businesses and 
making best use of available resources.

    www.gcube-insurance.com/en/
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