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On-siTe renewable energy PrOjecTs
More public and private sector organizations than ever before are helping 
meet their energy needs with on-site renewable energy facilities. Power 
produced from biomass, wind turbines and solar panels is helping schools, 
colleges and universities, state and local governments, businesses and other 
organizations stabilize their energy costs, improve the reliability of their 
energy supplies and lower greenhouse gas emissions while contributing to 
stronger local economies and generating other benefits. 

One key to the long-term success of an on-site renewable project is financing: how will construction be 
funded and what incentives can be leveraged to ensure the financial feasibility of the project? 

a variety of tax credits, rebates and other incentives are available from governments at all levels – as well 
as utilities – to help offset the costs of installing renewable energy facilities. while tax credits and other 
tax-based incentives provide a subsidy for owning a renewable energy system for taxable entities, these 
tax-based incentives are not as valuable for a large segment of the market that does not pay taxes – or for 
organizations that don’t want to own the assets. 

when ownership of the renewable energy source is not essential, third-party ownership can minimize the 
risks associated with renewable energy generation. 

Third-ParTy OwnershiP

under a third-party ownership arrangement an organization permits another organization – typically a 
project company or “third party” – to install and own on-site renewable facilities on its property. For 
example: an organization may enter into an agreement with another company to install solar photovoltaic 
cells on the rooftops of its buildings. The organization then purchases the electricity generated by the solar 
panels, but does not own the panels themselves.

The company which actually owns the solar panels, benefits from the many tax credits and other financial 
incentives that accompany the installation and operation of renewable energy facilities. For example, the 
company may receive federal investment tax credits or production tax credits, a cash grant in lieu of 
the federal investment tax credit, accelerated depreciation on the installed equipment, rebates and other 
incentives from state and local governments, as well as similar rebates and incentives from utilities. in 
addition, the company owns the renewable energy credits (recs) and can either provide them to the 
organization which is hosting the project or can sell them on the open market. 

when an organization reduces its emissions of greenhouse gases and other pollutants through energy 
efficiency and renewable energy projects, those reductions have financial value. companies, utilities, 
governments and others are willing to purchase those emissions reductions to either voluntarily offset their 
own emissions or satisfy government mandates that they do so.



For example, roughly half the states in the u.s. have adopted renewable Portfolio standards (rPs) that 
require utilities to generate a percentage of their power from renewable resources.1 utilities can meet 
these requirements by either producing electricity from wind turbines, solar power or other renewable 
resources, or by purchasing recs from organizations that do.

Third party funding of on-site renewable energy facilities is particularly popular in states where:

• Peak electricity rates are relatively high

• state and utility incentives are available

• special renewable energy incentives – such as higher rec prices for power produced from solar  
photo vol taic cells – are offered

among the advantages of third-party ownership:

• no upfront capital investment required of the building owner

• The third party is responsible for installing, operating, and maintaining the on-site renewable energy 
facility – resulting in improved uptime and energy production, and thus lower risk for the host organization.

• by negotiating a long-term agreement to purchase power from the renewable energy facility – for 
anywhere from 6 to 25 years – an organization can “lock in” energy costs in the event prices rise.

• if the organization is tax-exempt, thus not eligible for tax credits, it can still make use of these and other 
tax incentives to install on-site renewable energy facilities by partnering with a third-party that can 
benefit from them.

disadvantages of third-party ownership include:

• long-term contracts are often required.

• in the event electric rates fall – unlikely as that is – an organization could find itself locked into purchasing 
power at a higher rate.

• The third party that owns the renewable energy facilities also owns the right to claim the environmental 
benefits of the electricity produced from renewable sources. This claim is a critically important consid era-
tion for organizations that wish to enhance or improve their public image by letting stakeholders know that 
they are using renewable energy – or for compliance reasons. The owner of the recs from a renewable 
energy facility is the only party that can make that claim and, in this case, that is the third-party.

Third-party ownership models such as power purchase agreements (PPa) are rapidly gaining in popularity 
to help owners of commercial buildings overcome the upfront cost hurdle to capturing the benefits of 
onsite renewable energy systems. according to the market analyst firm gartner, the u.s. market for solar 
PPas will grow to an estimated $8 billion in new system installations totaling 2.3 gigawatts of capacity by 
2013, up from an estimated $0.7 billion in 2009.2 Over the long term, third-party ownership models have 
the potential to support a significant share of onsite renewable energy system installations in buildings 
throughout the world.

1 u.s. department of 
energy (2010) “states 
with renewable Portfolio 
standards.” Office of 
energy efficiency and 
renewable energy. 
available at  http://www.
eere.energy.gov/states/
maps/renewable_portfolio_
states.cfm
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2 gartner, inc. (2009) “u.s. 
solar PPa industry growth 
will create new iT revenue 
Opportunities.”
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