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    Editor’s note
‘Scaling up of commercial lending in renewable energy projects’ is an attempt to 
shed light on the actions that diff erent stakeholders need to take to mainstream 
commercial lending in renewable energy projects. While the need for promotion and 
adoption of renewable energy technologies is widely discussed and unanimously 
accepted in Nepal, fi nancial institutions are unable to take a leverage and scale up 
their lending in RE sector, particularly in small scale rural RE technologies for various 
reasons. Austria-Nepal Renewable Energy Blended Finance Facility (REBFF) program, 
which is being implemented in Nepal by SNV with NMB Bank Ltd. as partner fi nancial 
institution, intends to support fi nancial institutions to mobilize credit fi nancing into 
the sector with the help of blended fi nance tool. The program also intends to build 
capacity of various stakeholders. This handbook is being produced as a part of the 
program assignment.

Credit fi nancing in RE sector has lagged behind in Nepal, however with climate 
disruptions every year, fi nancial institutions can no longer ignore the sector. While the 
perceived risks persist among fi nancial institutions, the RE technologies have seen 
great deal of progress in terms of aff ordability, effi  ciency and reliability making them 
competitive with fossil fuel technologies calculated on levelized cost of energy (LCOE). 
With proper due diligence and structuring, lending in RE sector can be a profi table 
and signifi cant business opportunity for the fi nancial institutions. The handbook tries 
to de-mystify RE lending.

The editorial team expect that this handbook will be a good reference not only for 
fi nancial institutions including local fi nancial institutions and micro-fi nance institutions, 
but also to other stakeholders including the project developers, policymakers, 
practitioners, and anyone interested in RE fi nancing. We welcome any comments, 
corrections, or feedback on this handbook, and we shall incorporate valid suggestions 
in the future edition of the handbook.

Sujan Paudel
Author and Principal Editor
sujan.paudel@gmail.com  
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Acronyms and abbreviations
ADB Asian Development Bank
AEPC Alternative Energy Promotion Centre
BFI bank and fi nancial institution
CAPEX capital expenditure
CBM cubic meter
CDM clean development mechanism
CER certifi ed emission reduction
CGF credit guarantee fund
CREF Centre Renewable Energy Fund
CSP concentrated solar power
CSR corporate social responsibility
DCGF Deposit and Credit Guarantee Fund
DFID Department for International Development
DOED Department of Electricity Development
DRE distributed renewable energy
DSCR debt service coverage ratio
DSRA debt service reserve account
EIA environment impact assessment
EPC engineering, procurement and construction
ERC Electricity Regulation Commission
ESCO energy service company
EV electric vehicle
FDI foreign direct investment
FIT feed-in tariff
FMO Nederlandse Financierings- Maatschappij voor Ontwikkelingslanden
FY fi scal year
GCF Green Climate Fund
GDP gross domestic products
GHG greenhouse gas
GIZ the German Society for International Cooperation
GLOF glacier lake outburst fl ood
GoN Government of Nepal
GwH giga watt hour
ICS improved cookstove
IEA International Energy Agency
IEE initial environment examination
IFC International Finance Corporation
IPP independent power producer
IRR internal rate of return
KfW the German development bank
KM kilometer
KTOE kilo tonnes of oil equivalent
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kW kilo Watt
kWh kilo Watt hour
KYC know your customer
LCOE levelized cost of energy
LDC least developed country
LFI local fi nancial institution
MAED Model for Analysis of Energy Demand
MFI microfi nance institution
MoEWRI Ministry of Energy, Water Resources & Irrigation
MRA maintenance reserve account
MVA Mega Volt Amp
MW megawatt
NDC nationally determined contributions
NEA Nepal Electricity Authority
NMB NMB Bank Ltd.
NPC National Planning Commission
NPR Nepali Rupees
NPV net present value
OPEX operating expenditure
PFAN Private Financing Advisory Network
PAYG pay as you go
PCAF Partnership for Carbon Accounting Financials
PPA power purchase agreement
PPP public private partnership
PV photovoltaic
PwC PricewaterhouseCoopers
RE renewable energy
REBFF Renewable Energy Blended Finance Facility
REEEP Renewable Energy and Energy Effi ciency Partnership
RET renewable energy technology
RETS Renewable Energy Testing Station
SDG Sustainable Development Goals
SME small and medium enterprises
SOL single obligor limit
SREP Scaling up of Renewable Energy Program
UNCDF United Nations Clean Development Fund
UNDP United Nations Development Program
UNFCCC United Nations Framework Convention on Climate Change
USD United States Dollar
VAT value added tax
VGF viability gap fund
WECS Water and Energy Commission Secretariat
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About the handbook
It is evident now that public funding alone is not enough to scale up Renewable 
Energy (RE). There is a need to mobilize private investments into RE sector, including 
bank fi nancing. Government of Nepal (GoN) has also realized the need to move away 
from subsidy to credit and has been forming its strategies accordingly. However, there 
still exists a signifi cant gap of fi nancing for RE programs in Nepal.  The Renewable 
Energy and Energy Effi  ciency Partnership (REEEP) is implementing The Austria-
Nepal Renewable Energy Blended Finance Facility (REBFF) which aims to support the 
mobilization of fi nancing to the RE sector in Nepal via blended fi nance. The program is 
now being piloted in Karnali Province. SNV Nepal is the local implementing partner and 
NMB Bank is the partner fi nancial institution. As a part of the program assignment, 
the author is producing this handbook ‘Scaling up of Commercial Lending in 
Renewable Energy Projects’ that can be a reference for key stakeholders in 
understanding and facilitating RE lending, such as lenders, project developers and 
other local actors.

Chapter 1 Introduction: looks at the brief background of RE and the need for RE 
fi nancing. 
Chapter 2 Why lend to the RE Sector?: looks at the opportunities the RE sector 
provides to the lending institutions.
Chapter 3 What should fi nancial institutions do to mainstream RE lending?: 
looks at ways the fi nancial institutions can internalize RE and climate themes as 
business opportunities.
Chapter 4 Challenges in RE lending and their mitigations: briefl y looks at the 
issues hindering the fi nancial institutions from scaling up RE lending and what can be 
done to address them.
Chapter 5 Project appraisal: explains the diff erent project appraisal angels that 
the lending institutions can use in assessing RE projects.
Chapter 6 What project developers need to do?: presents a step-by-step guide for 
project developers, key pain points that need to be addressed and various programs 
providing support to them in Nepal.
Chapter 7 De-risking RE lending and project development: looks at the risk 
profi le of RE projects and the steps project developers and lending institutions can 
take to minimize them.
Chapter 8 What other actors need to do?: focuses on the role diff erent stakeholders, 
including Government of Nepal, need to play in order to support the scaling up of
RE lending.
These chapters are followed by Appendixes.
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1. Introduction
To scale up Renewable Energy (RE) there is a need to mobilize private investment 
into RE sector including bank fi nancing. For more than two decades, the Government 
of Nepal, together with various development partners, has been using subsidy as 
a tool to stimulate demand for off -grid renewable energy in the country. However, 
the needs of the renewable energy market have changed over the years. It requires 
support to scale up the use of technology in order to increase value creation across 
industries like agriculture, tourism, health services and so on. As a result, the scaling 
up of the renewable energy market needs new and fl exible funding sources. Private 
investments often require solid business cases with strong growth and compelling 
returns. Due to the Nepalese market dynamics, most of the private sector fi nancing 
has gone into traditional high return markets like real estate and trading. It is critical 
for project developers to understand investors’ and lenders’ behavior towards risk-
return propositions in order to attract additional funding to the RE sector (please 
refer to chapters 6 and 7). In the same way, it is imperative for lenders to address 
challenges and mitigate risks to unlock these additional sources of fi nancing (please 
refer to chapters 2, 3, 4 and 5). 

When it comes to clean energy fi nancing, fi nancial institutions in Nepal have focused 
more on small and medium hydropower projects and have often neglected other RE 
technologies. They have reasons for that as RE projects have often lacked bankability. 
Besides, high loan origination and monitoring costs, lack of project pipeline and 
capacity to assess such RE projects have often been barriers to a more diverse reach 
of RE fi nancing. 

Solar water pumps bring joy in Lekhgaun, Surkhet

Located only 17 km from Birendranagar, the capital of Karnali Province, Lekhgaun of 
Barahtaal Rural Municipality faced immense shortage of drinking water. Households’ 
members were required to devote 3-4 hours daily just to arrange the drinking water 
from the downstream water source. After the election of local level, the ward no. 5 
installed solar water pump of capacity of 50,000 liters per day to meet the demand 
of more than 600 residents. This has been a game changer for the residents of 
Lekhgaun who now enjoy a far more comfortable life. As per one resident, it has 
changed her and her family’s life so much not only by saving 4 hours daily, but by 
allowing her kids to focus on studying rather than worrying about water. Due to 
availability of water, the agriculture production has gone up signifi cantly saving her 
more than enough to pay for water bill. Even though the project did not get the 
bank fi nancing, it was partly fi nanced on supplier’s credit and they are repaying the 
amount in installments from the revenue generated from the project.
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Nepal is blessed with an abundance of natural resources to produce clean energy. 
Hydropower obviously tops the list. The development of the hydropower sector is 
a must for sustained economic development. The Government has been providing 
various incentives for its development and it has stimulated private participation with 
resources evident by over 3,000 MW of hydropower projects completing fi nancial 
closures1. 

However, with 3.6-6.2 kWh/m2 of average global solar radiation, 6.8 hours of average 
sunshine and over 300 sunny days annually, Nepal is also ideally placed for generation 
of solar energy. The average annual solar insolation is 4.7 kWh/m2 per day. 25% of 
the country’s total area falls under concentrated solar power (CSP) potential2. With 
the cost of technologies declining, solar energy has become a viable source of energy 
and has emerged as a potential substitution to conventional fossil fuel-based energy 
sources. 

Improved cookstoves (ICS) is another area with tremendous potential. With around 
70% of the population still dependent on traditional biomass, ICS have been very 
eff ective in reducing not only biomass consumption, but also indoor air pollution, and 
improving people’s lives. Similarly, waste to energy could be a game changer to the 
country, by having multiple socio-economic benefi ts such as energy and fertilizer. 
Mini and micro hydropower, wind and biogas are further RE technologies available 
in Nepal. All these technologies are proven, eff ective, and commercially viable. The 
country needs to promote all these RE technologies for the following reasons:

- to provide aff ordable energy to the deprived: 10% of the total population 
living in rural areas are yet to be connected to the national grid. In absence of 
the grid electricity, they are forced to use the costly and unhealthy fuels like 
kerosene. Arranging kerosene is not only a tedious work logistically, but also 
costly for those living in rural areas. A study conducted by the World Bank and 
Alternative Energy Promotiom Centre (AEPC) showed that rural households 
spend around 11% of their income on acquiring energy sources. However, 
the poorest usually spend up to 22% of their income for the same. Getting 
them connected to the centralized grid may not always be practical and cost 
eff ective. Renewable energy like micro-hydro or solar mini grid are eff ective in 
such places and provide reliable and aff ordable energy to such communities.

- to meet the demand of scattered settlements: in rural Nepal, especially 
in hilly and mountainous regions, settlements are extremely scattered. They 
lack proper infrastructure, and the topography is challenging. Providing access 

1NEA A Year in Review 2019/20
2Energy Sector Profi le (IBN)
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to energy for people living there is challenging and costly, particularly from the 
centralized grid energy system. Distributed renewable energy (DRE) systems 
are much more feasible and sensible solutions in such circumstances. DRE 
solutions like solar home systems, solar mini-grids, biogas, wind or micro-hydro 
can provide aff ordable, clean and reliable energy. In addition, RE solutions can 
be installed in much shorter times when compared to centralized hydropower 
systems which requires spending heavily on distribution and transmission lines. 
DRE systems not only provide scattered communities with clean and aff ordable 
energy to meet their daily needs, but also support the government’s goal of 
providing clean and aff ordable energy to all.

- to meet the Sustainable Development Goals (SDGs): Nepal plans to 
achieve its SDG targets by 2030 and has set out strategies accordingly, however, 
Nepal has been lagging behind in keeping up the socio-economic progress as 
compared to other nations in similar category. Access to clean and aff ordable 
energy is one of the important indicators of the socio-economic development. 
Goal no. 7 of SDGs is to ensure access to aff ordable, reliable, sustainable 
and modern energy for all. For this to happen, Nepal must invest heavily 
in the RE technologies like solar, biogas, wind, micro and mini hydro. Further, 
implementation of RE technologies also contributes towards other related 
SDGs, mainly SDG 3 (health and well-being) and SDG 13 (combating climate 
change). 

- to have a proper energy mix: Currently Nepal’s clean energy mix is inexistent 
(hydropower or nothing). Hydropower is a form of renewable energy and much 
of the country’s potential remain still unexploited. However, relying on only 
one source of energy is an issue to energy security and must be avoided by 
having a more comprehensive and diversifi ed national strategy for energy. 
With climate change causing disruption to both natural ecosystems and daily 
life, it is imperative to have alternative sources of energy, which depend on 
diff erent natural elements. Nepal should include solar, wind, biogas and other 
RE technologies as part of its energy mix to increase resilience towards the 
impact of climate change on water levels specifi cally.

- to uplift the economy:  Small scale RE technologies are not only providing 
access to clean energy to 17.64% of the population of the country3, but 
are also supporting the country’s economy in multiple ways. First, these 
technologies are replacing imported and polluting fossil fuels, and consequently 
reducing strain on trade balance. Access to energy is providing many income 

3AEPC A Year in Review 2018/19
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generating opportunities for communities in rural areas. There are several 
mills, cyber-cafes, small-scale industries, and businesses which are viable due 
to these small RE technologies that provide them with the required energy 
at more aff ordable prices. Besides, AEPC’s Annual Report 2018/19 estimates 
that there are over 500 private companies operating in promoting and selling 
such RETs, providing direct and indirect employment to over 30,000 people.

Need for fi nancial institutions to embrace RE

Nepal is one of the most vulnerable countries to climate change. Financial institutions 
will also suff er when their clients are negatively impacted. It is imperative that 
fi nancial institutions start taking into account the climate factor in their strategy and 
lending practices. With RE technologies getting cheaper and gaining in effi  ciency, 
the sector is becoming profi table with signifi cant business opportunities for fi nancial 
institutions. Financial institutions need to understand the dynamics of RE technologies 
and enhance the capability of their staff  to assess RE projects.

Now with RE falling under the scope of locally elected government, it is expected that the 
momentum for RE development has arrived. Many local projects are being developed 
under public private partnership (PPP) models, but with capital being a constant 
constraint in Nepal, many projects are still undercapitalized to start implementation. 
The fi nancing gap can be addressed with debt when the project proves its ability to 
generate cash to repay such loans. Local governments as well as project developers 
also have each a role to play in enhancing the bankability of these projects.
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2. Why lend to the RE sector?
Financial institutions in Nepal have been instrumental in the growth of economic 
activities in the country. Like any other commercial entity, their motive is to make a 
sustainable profi t while contributing to the overall economic agenda of the country. 
Since most fi nancial institutions are highly regulated in the best interest of clients and 
the wider fi nancial system, it is imperative that they make sound investment decisions, 
balancing risk and returns appropriately. Financial institutions usually approach lending 
to the RE sector the same way as they do in any other sector. However, lending to RE 
projects requires an additional level of understanding as RE investments have certain 
characteristics that can impact the fi nancial viability of projects. The policy set by 
the government and other regulatory authorities, implications of subsidies, grants, 
tax credits, evolving technologies, etc. are key factors that need to be taken into 
account during a credit review. However, with growing consensus among stakeholders 
about the need to fi nance RE technologies, fi nancial institutions can no longer ignore 
the sector. Besides, sooner rather than later, fi nancial institutions will have to more 
accurately consider the impact of their lending activities on climate change. Below are 
some of the reasons why fi nancial institutions should lend to the RE sector:

Improved RE enabling environment

Even though the investment required to meet the Nationally Determined Contribution 
(NDC) is still much more than the capital already committed, the progress of RE in the 
last decade has been greater than ever before. There are many factors stimulating the 
growth of the RE sector, such as improved policy and regulatory support, technologies 
getting cheaper and more effi  cient, innovation on the part of fi nancial institutions 
as well as project developers, access to international support, emerging fi ntech 
solutions, among others. This has not only helped strengthening the RE sector but 
has also considerably reduced the perceived risks among stakeholders. Besides, the 
private sector is also coming up with innovative business models.

To meet the NDC

As mentioned above, Nepal’s vulnerability to climate change is high. The situation 
is critical due to challenging topography, to the fact that a signifi cant portion of the 
population relies on climate for their livelihoods, and to limited adaptability to climate 
change. Nepal would greatly benefi t from limiting the temperature rise to 1.5 degree 
centigrade. As a signatory to the Paris Agreement, Nepal has set ambitious NDC 
targets for the period of 2021-30. By the year 2030, Nepal intends to generate 15,000 
MW of clean energy, of which 5-10% will be from mini and micro-hydro power, solar, 
wind and bioenergy. Nepal also aims to ensure that 15% of the total energy demand 
is supplied by clean energy sources. In the process, Nepal wants to build a climate 
resilient society. To meet the above NDC, signifi cant investments will be required, and 
a large portion will have to come from the private sector (fi nancial institutions in the 
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form of loans and sponsors in the form of equity). 

Responsible banking

Financial institutions have been lending in diff erent sectors after analyzing the risk 
and return associated with such investments. That way, they have been able to build 
a signifi cant portfolio across diff erent industries. The one factor fi nancial institutions 
have not fully considered is the climate impact that those projects or investments 
would have. 

Partnership for Carbon Accounting Financials (PCAF), a consortium of world class 
banks and fi nancial institutions including Triodos Bank, FMO, Bank of America and 
NMB Bank among others has set the global standards to measure GHG of the banks’ 
loans and investments. The objectives of the standards include creating transparency 
for stakeholders, managing climate-related transition risks, developing climate-
friendly fi nancial products, and aligning fi nancial fl ows with the Paris Agreement. 
By following the standards, fi nancial institutions are able to measure the impact 
their lending practices have on the climate and then eff ect adjustments to the loan 
origination eff orts and criteria in order to further improve such footprint. By following 
the standards, fi nancial institutions are also holding themselves accountable for their 
actions. 

With climate change causing disruptions in diff erent parts of the country every year, 
fi nancial institutions would also benefi t from public goodwill and brand reputation 
when they demonstrate accountability by adopting climate friendly lending policies. 
Besides, the fi nancial institutions are well regarded in the country and their climate 
initiative might set the trend for other industries to follow.

Risk mitigation

Financial institutions are critical to the fi nancial system, providing signifi cant capital 
to the economy. They are important pillars of the growth led by the private sector. 
However, climate change is exposing fi nancial institutions to signifi cant risks via 
their clients, who remain ever more exposed to climate change events, and via 
the regulatory environment when stricter climate policies are put in place. Global 
accounting fi rm PwC warns that “if collectively unidentifi ed and unmanaged, credit 
risk driven by climate policy could concentrate in banks’ lending portfolios and create 
a systemic risk to fi nancial stability”4. It would be prudent for fi nancial institutions 
to place climate change in their risk management frameworks and to assess the 
implication of climate change on their lending practices.

Financial institutions should focus on RE and climate friendly lending practices to 
minimize their climate exposure risk.  By promoting the transition to low carbon 

4 PWC. (2016). Climate policy risk: How does this become a credit risk for banks? 



15

fi nancing, fi nancial institutions will be helping their borrowers to mitigate and adapt 
to climate risks. This in turn will help in securing and sustain their portfolio. Besides, 
the productive sector to which fi nancial institutions have great exposure has suff ered 
immensely due to the lack of reliable power, negatively impacting their competitiveness. 
By supporting RE projects, the fi nancial institutions will be supporting their clients by 
addressing systemic risks linked to lack of power, increasing their competitiveness, 
and thereby reducing defaults.

Profi table sector with important investment opportunity

Until a decade back, small scale RE projects were not commercially viable and 
fi nancial institutions were hesitant to lend to them. With regulatory hurdles, expensive 
ineffi  cient and complicated technologies, long project development time and lack of 
skilled manpower, there used to be higher perceived risks associated with RE projects. 
Now technologies are getting ever more effi  cient and cheaper, and the enabling 
environment counts with supportive policies, so RE projects can better compete with 
other sources of energy generation. RE projects have now a shorter payback period 
as compared to few years back and technologies became more reliable, reducing the 
operating risk of such projects. The private sector has developed innovative business 
models and more adequate risk management practices. Overall, the public sentiment 
remains positive towards RE deployment. All these factors have made the RE sector 
a safer and more attractive sector for investments. Besides, there are important 
externalities to RE projects (secondary benefi ts) such as employment generation, 
improved access to market for local communities and pollution free technologies 
providing health benefi ts. 

The setting of a very ambitious target for the deployment of RE projects over the next 
decade by the Nepalese government has called the attention of the private sector. 
The large-scale deployment of RE projects is expected to enhance the socio-economic 
condition in Nepal, which has an important eff ect in the economy and so, opens up 
massive investment opportunities for fi nancial institutions. In addition, by managing 
climate related transition risks, fi nancial institutions will have the opportunity to lend 
to both RE and adaptation projects, expanding their reach.

Diversifi cation of the portfolio

Lending to the RE sector will help fi nancial institutions to diversify their portfolio and 
to mitigate concentration risks. Nepal is a developing country with growing energy 
demand. 10% of the total population is still out of the national grid.

There is also an immense potential for export of energy to power excess demand from 
neighboring regions in India and Bangladesh. Even within the RE sector, Nepal has 
diff erent proven renewable sources. With over 6000 rivers, the country has massive 
hydropower potential and can become a regional energy hub in addition to mini 
and micro-hydro projects in rural and semi-urban communities. With 6.8 hours of 
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sunshine in a day and over 300 sunny days, Nepal is an ideal place for solar power 
generation to serve rural and scattered settlements with cost-eff ective distributed 
solar mini grids. Plus, there are other resources that can be utilized like biogas, 
biomass, wind etc. providing fi nancial institutions with ample opportunities to lend to 
diff erent projects and technologies.  

Cross-selling of fi nancial products

RE projects and their sponsors and project developers need diff erent banking products 
and services. By lending to RE projects, fi nancial institutions will be able to not only 
access a new client base but will also have the opportunity to cross-sell other fi nancial 
products. For e.g.: they might also need working capital loans, or bridge loan, letter of 
credits, overdrafts in local or hard currency, insurance products, investment products, 
among others. 

Contribute to the wider national strategy and targets

Fossil fuel is the single most imported item in Nepal. A signifi cant chunk of hard-
earned foreign currency goes into the import of environment polluting fossil fuel, 
negatively impacting the already strained trade-defi cit. Nepal relies heavily on 
imported electricity to meet its demand, especially during the dry season. Promotion 
of competitive, reliable, and sustainable sources of energy is key to a country like 
Nepal. By investing in the RE sector, fi nancial institutions will not only be promoting 
the local use of the resources but will also be contributing to energy security and to a 
reduction of the trade-defi cit. RE sector has also been one of the leading job providers 
globally, and by fi nancing these technologies, fi nancial institutions will contribute to 
the creation of new jobs and to an increase in economic activities in the country.

To leverage climate related funds/initiatives

There are several climate related funds and initiatives that fi nancial institutions can 
leverage to scale up RE lending. These funds are available at a cheaper rate and play 
a catalytic role in RE deployment. These funds will greatly reduce funding risks of 
fi nancial institutions while providing them with an important alternative funding source 
that tends to be longer term than other purely commercial ones, more competitively 
priced and usually more resilient to macroeconomic downturns.

For fi nancial institutions to be able to access such climate fi nance sources, they need 
to be accredited by such and present internal processes compatible with minimum 
standards, also with respect to impact measurement and monitoring, in addition 
to lending practices and proven access to eligible pipeline. Such sources of climate 
fi nance are development fi nancial institutions, Green Climate Fund and World Bank 
concessional lines deployed via national development banks (see GCF as an example: 
https://www.greenclimate.fund/).
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3. What should financial institutions
do to mainstream RE lending?
Financial institutions are probably the most important source of capital in the form 
of credit fi nancing, more so in a country like Nepal where capital markets lack depth. 
After decades of internal confl icts and instability, Nepal has fi nally experienced a 
moment of growing economic activities (until COVID19 happened), and infrastructure 
development has become a major priority for the government. In a country where 
capital is scarce, infrastructure projects compete with other investment opportunities. 
With competing priorities and limited capital, fi nancial institutions tend to lend to 
sectors where they feel comfortable and have a track record. As a result, the RE 
sector has lagged behind. However, RE sector is increasingly becoming diffi  cult to 
ignore. 

Financial institutions in Nepal are now becoming aware that the RE sector provides 
an excellent opportunity for them to increase their businesses and contribute 
positively towards wider energy and climate goals. Nepal being rich in renewable 
energy resources provides further impetus to fi nancial institutions to increase their 
lending into the sector. They have long struggled to scale-up RE fi nancing, especially 
small-scale ones for various reasons including high loan origination and monitoring 
costs, more challenging to conduct due diligence, lack of knowledge of the sector 
etc. Realizing the need to promote local sources of energy generation and to become 
energy independent, the government, via the central bank, has mandated banks and 
fi nancial institutions (BFIs) to have a certain percentage of their lending portfolios in 
the clean energy sector. This provision will defi nitely have a positive impact on RE 
lending, but BFIs should proactively push towards the scaling up of RE investments 
beyond the mandatory requirement. 

Before mainstreaming lending to the RE sector, fi nancial institutions should mainstream 
concepts linked to climate action and climate strategies within the institution. Some 
fi nancial institutions have realized this and are internalizing such concepts within 
existing internal processes, policies, lending and investment criteria. For e.g.: NMB 
Bank has been a member of the Global Alliance for Banking on Values and Partnership 
for Carbon Accounting Financials and is trying to account for the climate factor in their 
lending, while others are only just beginning to engage. Below is a list of actions to 
guide fi nancial institutions on scaling up commercial lending to the RE sector.

Institutional readiness

Bottom-up approach to combat climate change will not work. It should start from the 
top. In doing so, it shows the highest level of commitment to address climate change 
and will have positive infl uence throughout the institution. Having a coherent strategy 
to mitigate, combat and adapt to climate change is key to provide direction to the 
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entire institution. A fi rm commitment towards cleaner future will help the institution 
become ready and take the leadership in the space of RE lending.

Institutional readiness involves clearly defi ning short-term and long-term objectives 
regarding climate fi nancing, including commitment towards the RE sector and targets 
to be reached. Here are some of the questions that should be answered during this 
process:

-  How is the institution going to meet those objectives and if it has capable   
    resources to achieve them?
-  What business model is it going to adopt to achieve such objectives?
-  What are the institution’s top priorities and where does RE fi t in there?
- Does it have competitive positioning in the market or how will the 
    institution position itself in this space?
- Are there an organization structure, staff , systems and processes 
   adequate enough to achieve such objectives?
-  Does it have appropriate products and services?
-  What are its strengths and weaknesses?

Having all the above in mind, the roadmap to implementation can then be prepared.

Capacity building of the staff 

Capacity building of senior and technical staff  of fi nancial institutions is critical to 
scale up RE lending. Staff  should be trained (a) on the business models usually 
adopted by RE projects, (b) how to assess their potential risks and identify suitable 
mitigants, as well as (c) on the technologies involved and their implications to the 
project fi nancials, environment, climate, health, and energy reliability.

Another important skill they should develop is to assess the climate impact and climate 
risks associated with their lending and investments. In the same way, they should 
also be able to understand the non-fi nancial but positive aspects of RE lending, such 
as emissions avoided, health benefi ts etc.

RE fi nancing is usually covered by areas or teams responsible for energy, infrastructure, 
or natural resources, but in microfi nance institutions (MFIs) it is sometimes linked 
with agricultural fi nancing (with respect to agriculture technologies). A separate 
division exclusively dedicated to RE fi nancing that includes technical expertise would 
be helpful, but not required at the start, since there are qualifi ed RE consultants in 
the sector that could provide such support in the beginning.

Once the staff  is trained and potential external consultants are identifi ed (to be used 
on an as needed basis), not only the confi dence of the institution to expand RE 
lending will grow, but they will also be able to advise their clients on ways to better 
manage both project and climate risks more eff ectively.
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Most RE projects, even the smaller ones, are site specifi c and no two projects are the 
same, so they usually require diff erent branches of engineering. Being able to rely 
on an expert who understands the complexities involving RE project development is 
important while the fi nancial institutions build internal capacity.

Especially larger RE sector projects can involve complex business models, fi nancial 
structuring, and sophisticated technologies, which often require longer project 
development time and various approval and clearances (such as feasibility studies, 
licenses or permits, among others). It may involve various contracts with diff erent 
parties (such as a power purchase agreement with an off -taker, a construction 
agreement with an EPC contractor, an operating and maintenance agreement with a 
third party, among others) that describe how projects are built and operated.

Develop suitable fi nancial products

RE projects diff er from conventional projects as these projects have front-loaded 
investments, longer project development timeframe and involve specifi c technologies. 
For fi nancial institutions to promote RE projects lending, they should not only build 
the capacity to assess such projects but also design lending products that are suitable 
for the RE sector.

Due to heavy project costs at the start, projects need longer tenure to service debt 
from the cash generation expected after construction is over. Hence, the term of RE 
fi nancing needs to be extended beyond what is usually off ered to other sectors. In 
addition, the cost of the RE fi nancing also has a signifi cant impact on its viability. Some 
RE projects benefi t from subsidy or grant components built in them, but they are 
often tail ended (to ensure certain milestones are achieved beforehand), which may 
impact cash available to cover debt service. In addition, due to construction periods, 
fi nancial institutions may have to provide construction capital or bridge fi nancing until 
the project reaches operation and such lending can be taken out by a more long-
term fi nancing solution which will be paid down with actual cash generation from the 
project.

An important opportunity for fi nancial institutions is to diversify its funding sources by 
proactively seek to access climate fi nance, usually sourced by green funds (such as 
the GCF.org), blended fi nance (such as by DFIs) or any other catalyzing capital that 
aims to enable RE projects. Issuance of green bonds is another way of raising capital 
for fi nancing RE projects.

Look beyond collateral

Traditional fi nancial institutions usually rely on the existence of fi xed assets to be 
provided as collateral when deciding on a loan. This however is not appropriate when 
it comes to RE lending. RE projects require signifi cant up-front capital, and the project 
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sponsor cannot provide other tangible collaterals like land and building other than the 
project itself (which in many cases is still to be constructed). BFIs should look to fi nance 
these projects, provided that they meet their criteria for lending and expected cash 
generation covers debt service and operating costs, without the need for additional 
collaterals, but rather assessing the construction and operation risk. While complete 
non-recourse project fi nance is preferred, at least fi nancial institutions should look to 
provide limited recourse project fi nancing. Even though the risks associated with such 
kind of lending will be relatively high, this can be mitigated to larger extent through 
proper due diligence and understanding of risks and mitigants of the project. 

Engage with stakeholders on climate objectives

Financial institutions have a good market standing. They should leverage their reach, 
image, knowledge and expertise in engaging various stakeholders, including clients, 
to disseminate information about climate objectives.

For example, promoting RE fi nancial products (from suitable RE lending products to 
clients, to green bonds to institutional investors) will help fi nancial institutions engage 
and sensitize such stakeholders with respect to various climate initiatives. Developing 
mechanisms to help customers to mitigate climate risks will also enhance their image 
in the market and contribution to the country’s NDCs, while creating further demand 
to RE lending products.

In addition, fi nancial institutions can support and engage with platforms that disseminate 
knowledge among a wider range of stakeholders, since developing partnerships with 
the private sector, governmental and non-governmental organizations will be key for 
the fi nancial institutions to take RE lending to the next level.

Be a model for climate performance

Financial institutions should look to develop and implement operational tools and 
systems to improve, measure and report their climate performance. Measuring the 
impact of their lending and investments and reporting the same to stakeholders will 
build trust, transparency, and brand reputation. The amount of fi nancing they have 
made to RE sector and its implication in mitigating climate and other social risks 
will help the public to understand the positive impact the institution is having in 
the country. PCAF is a consortium of leading global fi nancial institutions that have 
developed standards for measuring carbon footprint on lending. Financial institutions 
can follow such standards to measure and report their impact on climate fi nancing. 
These disclosures will not only add to their credibility but also provide critical 
information to the market and policymakers to ensure coordination with respect to 
climate action.
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4. Challenges in RE lending and their
mitigations
While fi nancial institutions have been expanding their loan portfolio including their 
exposure in the RE sector, the growth in RE lending is not as encouraging as it should 
have been. Even though fi nancial institutions have recognized the growth potential of 
the RE sector, they have still not been able to do monetize on it for several reasons, 
which barriers and respective mitigants are discussed below:

High loan origination and monitoring costs

RE projects are located in scattered areas, more so with small scale RE projects like 
solar mini grids and mini-hydros. Financial institutions usually have limited presence 
in such areas. It becomes challenging for them to understand the project unless they 
have the knowledge of the specifi c region. As RE projects require detailed due diligence 
during the credit assessment process and regular monitoring after disbursement, the 
remote location of the project may require longer travel time and make it diffi  cult for 
credit/lending offi  cers to go, and branch staff  may lack the experience at the start.

In addition, the availability of RE projects that are ready for fi nancing is far and 
few, as most need further support to comply with loan application documents, for 
example. Even for those bankable projects, the fi nancing needs are often relatively 
moderate (small ticket size). All these factors increase the loan origination costs for 
the fi nancial institutions.

Mitigation:
In order to address this barrier, fi nancial institutions can partner with other agencies 
like AEPC, local governments or development partners in order to build project 
pipelines, whereby such partners would support with origination and preparation 
of such projects, reducing or sharing some of the loan origination costs. Besides, 
building the capacity of staff  in local branches will also help loan origination as well 
as conducting periodic monitoring checks. Microfi nance institutions (MFIs) and local 
fi nancial institutions (LFIs) with local presence are well suited to handle this challenge 
but still need to develop the required institutional capacity to take the lead in RE 
lending.

Lack of pipeline of bankable projects

Financial institutions usually look for consistent infl ow of RE projects for lending, 
particularly when the project sizes are of small scale and returns on adjusted risk 
capital are still uncertain. One-off  projects, or less frequent projects, usually mean 
increased transaction costs. So the uncertainty with respect to the size and continuity 
of a potential pipeline of bankable projects makes fi nancial institutions hesitant to 
commit resources. In certain cases, RE projects are not properly conceived and 
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consequently do not make business sense, or do not have proper risk mitigation 
strategies. This may be due to lack of structuring skills on the part of the developer 
or may be due to lack of revenue sources.

Mitigation:
Support to project developers requires a coordinated eff ort from all stakeholders. 
One valuable opportunity for fi nancial institutions is to partner with organizations 
like the AEPC or other development partners that already work in developing project 
pipelines. Besides, there are various programs like the Renewable Energy Blended 
Finance Facility (REBFF), the Nepal Renewable Energy Program (NREP) and the Private 
Finance Advisory Network (PFAN) which help projects become bankable and “investor 
ready”. These programs not only reduce the risk and costs for fi nancial institutions 
by accelerating their project development process, but also provide an opportunity 
for fi nancial institutions to partner with them in the selection of projects to target for 
fi nancing in a continuous manner.

Collateral issue

Lack of fi xed assets to provide as collateral is one of the major issues that is hindering 
RE sector lending, especially in rural RE technologies. Financial institutions usually 
ask for fi xed assets as collateral (at times for more than 100% of the loan amount), 
such as land or buildings, so that they can rely on it to recover losses, if any. However, 
project developers usually do not have land or buildings at the required value. New 
project developers may also not have an institutional track record or personal credit 
history acceptable to fi nancial institutions to solely depend upon non-recourse project 
fi nancing.

Mitigation:
RE projects, when appropriately structured, should allow for reliance on project 
revenues and project assets, as project fi nance tends to be done for larger ticket 
transaction. In addition, rural RE projects often include subsidies or grants as part 
of the fi nancing structure, and project developers, the respective community or 
individuals also put in equity either in cash or in kind. Hence, the fi nancing is usually 
for a smaller part of the total project cost. With proper documentation, the fi nancial 
institution is able to secure the loan with the project assets and future revenues. 

Lack of understanding of the sector and inadequate staff  skills

RE sector lending requires wider understanding of RE technologies and their 
implications. The RE sector is a relatively new sector for fi nancial institutions, so 
staff  may not have acquired enough knowledge yet. The sector employs diff erent and 
sometimes more complex technologies which have key implication on the fi nancials 
of the project. So, it is important that lending offi  cials have at least basic skills to 
analyze the bankability and the viability of the projects. The front-loaded investment 
nature of RE projects also requires bank offi  cials to properly understand RE project 
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development, its diff erent phases and underlying contracts. Then there are several 
regulatory, environmental and contracting issues involved in these projects that 
lending offi  cials should also be able to assess.

Mitigation:
Financial institutions are already looking to develop inhouse capacities to be able to 
take advantage of the growing RE sector. On the other hand, the building of expertise 
and track record takes time, so especially with respect to the small scale RE projects, 
the sooner fi nancial institutions start, the faster the scalability of RE in rural areas will 
become a reality. Many fi nancial institutions have in fact, built capacity to appraise 
and fi nance small hydropower projects, however, there is still signifi cant gap in 
understanding other RE technologies and business models like solar mini grids, for 
example.

Energy production/reliability risk

RE project revenues depend on energy generation, which is linked to technological 
effi  ciency. So, if diff erent types of RE technologies are perceived to have diff erent 
levels of performance risk, they will implicate on diff erent levels of revenue risk. 
Hence, the ability of the project to meet contracted minimum energy generation or 
expected minimum revenue generation to support debt service commitments are 
exposed to uncertainties. The technological vendor reliability is another aspect that is 
often questioned, since vendors should provide required & periodic services that are 
crucial to the project’s sustainable and reliable performance. 

Mitigation:
RE technologies have matured signifi cantly in the past decade and have become 
increasingly more reliable. Again, capacity building of staff  will be a key point to reduce 
perceived risk linked to non-performance of RE technologies. Financial institutions 
can further strengthen their control over such element by validating the technology 
suppliers and also by partnering or binding the vendor with some agreement or 
performance guarantee.

Unfamiliarity with the rural market

Most of the small scale RE technology projects are based in rural areas where banks 
have lesser presence. This makes it hard for such fi nancial institutions to understand 
the way rural markets function. The needs of rural markets diff er from those of urban 
markets. Rural markets have undergone rapid change in recent times due to migration, 
remittances, access to internet and mobile phone. However, fi nancial institutions 
are yet to properly appreciate and understand the dynamics of such markets.

Mitigation:
Things are changing though with fi nancial institutions now expanding branches even 
in rural areas. While staff  may still lack adequate skill sets to assess RE projects, with 
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due training they will be able to appreciate the opportunities provided by the rural 
communities. Further, they can partner with other LFIs/MFIs that have local presence 
and better understanding of the rural market.

Lack of equity buff er

Financial institutions agree to lend to projects based on total project cost and total 
sources of fi nancing available to cover such costs, however, loan agreements usually 
require the project developer to commit to fi nance any cost overrun. While it seems 
the right thing to do, it is not always implementable due to lack of cash or equity 
buff er on the developer’s part. This leads to an issue that can become a deal breaker 
if not addressed. 

Mitigation:
This problem exists in any project lending and with proper due diligence can be 
avoided to a large extent. Financial institutions can push for stringent agreements 
with contractors that will protect the project developer from cost and time overrun.

Asset-liability mismatch

The primary source of funds for fi nancial institutions are deposits. These deposits are 
of short-term nature, even fi xed deposits are usually for maximum of 1-2 year period. 
Whereas the RE projects require long-term fi nancing. This creates an asset-liability 
mismatch for the fi nancial institution. Until the fi nancial institution fi nds a long-term 
source of funding, lending to RE projects in a tenor that fi ts the cash fl ow remains a 
challenge.

Mitigation:
Financial institutions should diversify their funding sources to resolve this problem. 
NMB bank is issuing ‘Energy Bond’ with a 15-year tenure to fi nance the energy sector. 
Likewise, an innovative long-term deposit product will also help to address the issue. 
Besides, fi nancial institutions can approach international lenders and development 
fi nancial institutions for the long-term funding suitable for RE projects.

Lack of quality historical data

The RE sector has diff erent risks associated with them. Financial institutions need 
to be able to understand and measure them, so they can better defi ne appropriate 
mitigants. One of such tools to understand and measure risk is historical data. However, 
the availability of quality and reliable data is limited, making project appraisal diffi  cult 
for the BFIs. Data such as historical weather patterns, rainfall, fl oods, equipment life, 
etc. are not easily accessible.

Mitigation:
RE projects have been deployed long enough in Nepal and have been proven, so 
fi nancial institutions can access these data from sources such as the AEPC. 
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  5. Project appraisal 
Availability of funds and fi nancing costs are two major barriers of RE sector 
development. RE technologies require signifi cant investments, part of which needs 
to come from fi nancial institutions as credit fi nancing. However, lending to the RE 
sector has not been encouraging so far, especially to the small scale rural RETs. With 
increasing global focus on the RE sector however, fi nancial institutions in Nepal too 
are becoming aware of the investment opportunities the sector is off ering. 

In Nepal, RE lending can be broadly classifi ed into two categories, household level 
RE where the lending is made to the end user (individual or small business) and for 
commercial RE projects where the lending is made to the project or to the entity. The 
RE sector is capital intensive and conventional approach of lending might not work 
(merely based on fi xed asset collaterals). Project developers or the end users may 
not be able to off er collateral other than the project or the technology being fi nanced 
itself. Below section briefl y explains the lending procedures for the household level RE 
technology and commercial RE projects. 

Household level RE fi nancing

Household level RE technologies include solar home PV systems, solar thermal, solar 
dryer, ICS, small individual biogas plants etc. The use of these technologies off ers 
considerable benefi ts including access to energy, aff ordability, healthy environment, 
less time spent on managing alternative source of fuel and overall improved lifestyle. 
These technologies are mostly related to ‘access to energy’ for which AEPC, local 
level governments and development partners are providing diff erent level of support 
including capital subsidy. Even then, some households require credit fi nancing to meet 
the shortfall amount. The end-users looking for credit fi nancing for these technologies 
usually approach LFIs and MFIs. 

While doing credit analysis for above loan, Lender doesn’t really need to focus much 
on the technology side since all the above-mentioned technologies are proven and 
eff ective. The focus should be more on the impact the technology will have on the 
user’s socio-economic development and their repayment capacity. The Lender needs 
to dwell upon the benefi ts the use of those technologies brings such as cost avoidance, 
additional cash-fl ows, economic development, health and education etc. 

For example: While fi nancing biogas installations, Lender needs to look into the 
following factors:
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 Firewood and/or kerosine avoided
 Fertilizer produced (can be used for the captive consumption by the borrower 

or be sold)
 Health benefi ts (lesser indoor pollution, again leading to savings)
 Time saved (otherwise spent in arranging the fi rewood or kerosene)
 Environmental benefi ts
 Improved lifestyle (comfort, health, and additional time)

Likewise, Lender needs to consider the following factors while appraising credit for 
household solar PV system.

 Kerosine avoided
 Time saved (otherwise spent in arranging the fuel)
 Health benefi ts
 Environmental benefi ts
 Availability of light helps in children’s education
 Additional time that can be used productively due to availability of quality light 

at night or early morning
 Any other income generating activities resulting from the availability of 

electricity like cyber-café or dairy

Often with proper loan structuring, the savings made, or the cost avoided due to the 
use of the RE technology is suffi  cient to repay the loan installments to the Lender. 
Apart from above factors, the Lender also looks at the borrower’s social standing, 
household income (cushion if something goes bad) and past banking track record, if 
any.

Security documentation for the household level RE fi nancing remains lean and includes 
execution of loan deed, charge over the assets being fi nanced and the personal 
guarantee of the borrower.

Commercial RE projects

Micro-hydro projects, solar mini-grid, rice husk gasifi cation, commercial biogas plants, 
waste to energy plants are some of the commercial RE projects. These projects are built 
to further sell the energy or byproducts generated. Because of the high investments, 
these projects generally require larger fi nancing and for longer tenure. Generally, 
these projects will not be able to off er the collateral other than the project assets 
itself. For these kinds of projects, the most appropriate method of fi nancing is ‘project 
fi nancing’ where the Lender bases its credit decision on the project’s cashfl ow and the 
ability of the project developers to execute and operate it. All project’s assets, rights 
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to revenues and contracts become part of the collateral. Project fi nance helps the 
private sector to develop green fi eld projects without pre-existing strong corporate 
balance sheet.
However, in Nepal non-recourse project fi nancing is not common yet due to various 
reasons including lack of professionalism of diff erent stakeholders, construction and 
implementation risk, EPC contractor’s performance reliability, lack of prudent insurance 
practices and lack of equipment performance guarantees among others. As such, 
the fi nancial institutions follow the ‘limited recourse project fi nancing’. Under limited 
recourse project fi nancing, fi nancial institutions may not ask for other fi xed assets as 
collateral, but they do check for the sponsors’ creditworthiness before appraising the 
project and ask for personal guarantees of key shareholders of the project.

Even though RE projects diff er from other conventional projects, the process of 
project appraisal, credit review and assessment follow a similar pattern. Due to 
higher perceived risks of RE projects, fi nancial institutions tend to do the project due 
diligence vigilantly. Project appraisal is the process of evaluating the viability of the 
project, which involved examining the diff erent aspects of the project to assess its 
credibility and bankability. The major objectives of the project appraisal are:

 To assess the creditworthiness of the project developer/sponsor 
 To assess the managerial ability of the borrower to implement the project
 To assess the fi nancial and economic viability of the project 
 To assess the technical viability of the project
 To assess the environmental and social impact of the project
 To assess the risks and mitigants associated with the project 

Financial institutions have their own processes of appraising projects depending upon 
their lending policies, manuals, product criteria and risk appetite. However, at large 
the process is governed by the central bank regulations and the key aspects of project 
appraisal remains similar for most of the fi nancial institutions. Below is a typical fl ow-
chart of the loan approval process under limited recourse project fi nancing basis.
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Loan application

The project developer, as the individual, company, cooperative or community group 
responsible for the RE project, submits a loan application to the fi nancial institution 
explaining the details of the proposed RE project and the loan ‘ask’ (the amount of 
fi nancing being requested). In most cases, the project developer puts together a 
standard loan application package and submits it to the fi nancial institution including 
various supporting documents. The checklist of the standard documents usually 
asked by fi nancial institutions in Nepal is presented in Appendix 5 (as applicable to 
the specifi c case).

The loan offi  cer will then check for consistency and adequacy of the documents. 
Depending upon the project or the management, the loan offi  cer might ask for 
supplementary documents to advance the proposal to the higher management of the 
institution. 

After careful analysis of the documents submitted and preliminary examination of the 
project documents, the loan offi  cer starts the creditworthiness appraisal.

Creditworthiness appraisal

No matter how good the project is from a technical or a commercial point of view, the 
most important thing for fi nancial institutions to decide whether to move ahead with 
the further due diligence is the creditworthiness of the project developer (being it 
an existing company, an individual or a community). Ultimately, fi nancial institutions 
need to assess the chances of the loan to be repaid (interest and principal), so a 
detail analysis is key to assess the credit background of such project developer to 
further understand and anticipate risks with respect to willingness to pay, ability to 
implement and operate a project, and track record of performance with respect to 
other projects and credit repayments.

In general, as explained below, the BFIs use the principle of 4 ‘C’s to determine the 
creditworthiness of the project developer:

Character

The project developer past banking and credit history gives a good picture of their 
creditworthiness. They may have previously obtained debt from other fi nancial 
institutions either to the project company subject to the loan application (if already in 
operation), or as a promoter of diff erent project companies, or even on an individual 
basis. The loan offi  cer needs to carefully analyze the use of such loan proceeds, 
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status of loan repayments, tenor, and the current status of those projects. This will 
provide an idea about the project developer’s attitude and performance towards 
project implementation and bank debt.

The background check also involves considering key information regarding the project 
developer, such as capital structure, stages of growth, track record of performance, 
background, qualifi cation and experience, any legal disputes that they may have 
got into, etc. The shareholders’ and managers’ reputation and experience in such 
business sector also needs to be carefully reviewed. It is equally important to check 
references, background, and experience level of their staff . The type of suppliers, 
vendors, and customers they work with also may provide useful information about 
the practices followed by such project developer.

The main objective of the character appraisal is to form a subjective opinion by 
reviewing the integrity of the project developer and its management, and if they are 
suffi  ciently trustworthy to repay the loan (mitigating the risk of willingness to pay). 

Capacity

Capacity refers to the ability of the project developer to implement and operate 
projects, so that revenues are generated and loans repaid. It also refers to the 
project developer’s other fi nancial commitments that can have negative impact to the 
proposed project.

Capital

Capital refers to the fi nancial resources that can lead to the long-term sustainability of 
the project developer, and consequently impacting the project as well. To understand 
the capital aspect of the creditworthiness of the project developer, the loan offi  cer 
needs to carefully analyze past fi nancial records of the project developer, with special 
attention to the sources of equity and fi nancing they have had access to, and how 
much cash they have generated. 

It is important to keep in mind that fi nancial records show a picture of past, while the 
loan offi  cer is trying to have an assessment about the future ability of the borrower/
project to repay the debt. Thus, it is important to keep a holistic view while analyzing 
the past and connecting such past records with potential future performance.

It also refers to the assessment of the expected capital contribution of the project 
developer to the respective project under review, such as their own money invested 
in the project or project company applying for the loan. This gives an idea on the 
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amount of funds from the developers that is at risk should anything go wrong with the 
project implementation and future expected revenues. Lending institutions would not 
be too keen to lend if project developers have not contributed from their own assets 
or bear a share of the fi nancial risk of the project (either personally of via a parent 
company) - what is called “skin in the game”.

Conditions

It refers to any conditions that might aff ect the project developer, such as the 
external environment that the project developer is operating on, for example if it is a 
community or a public-private partnership.

Project appraisal

After the creditworthiness of the project developer is confi rmed, the loan offi  cer starts 
the so-called project appraisal, which is a structured process of assessing the project’s 
viability from various aspects. It involves the careful analysis of key elements of the 
project that can have a signifi cant impact on its feasibility and success. The project 
appraisal helps the BFIs to assess whether the loan repayment risk is acceptable.

The primary objective of the project appraisal is to minimize the risk of credit default 
on the loan by the borrower. This is done by thoroughly understanding the background 
of the borrower (in case of an existing company or project developers with existing 
operations and credit history) and the assumptions linked to future revenue generations 
of the proposed project (such as contractual agreements or market assumptions). 
The purpose of the loan and its use of proceeds are also important to understand 
and to ensure they result on increased revenues that would be able to cover loan 
repayments.
 
Project appraisal involves a careful evaluation of the data provided, assumptions 
made, and the methodology used in the project preparation. It also involves an in-
depth study of the cost estimates, fi nancing structure, business model and revenue 
streams. Projects are also analyzed on the basis of their technical soundness, 
economic and social benefi ts, fi nancial feasibility, environmental and legal aspects. For 
RE projects, fi nancial institutions usually carry out technical, commercial, fi nancial, 
managerial, socio-economic, environmental and legal appraisals. The below sections 
briefl y explain each of these aspects appraised, while the diff erent due-diligence items 
have been presented in Appendix 4.
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Technical appraisal

Technical appraisal is the systematic gathering and analysis of the data related to the 
technology and other relevant data regarding its feasibility. While the loan offi  cer may 
not have technical background to evaluate the project’s technical viability, s/he should 
use every available means, including the services of external RE experts, if necessary, 
to understand and review technical reports and feasibility studies, and its implications 
to the overall project. It involves the analysis of the availability of suitable technology, 
spare parts, raw materials, equipment, software, waste treatment, skilled manpower, 
etc. depending upon the type of RE project and technology used. The methods of 
analysis may diff er from project to project.

Commercial appraisal

Commercial appraisal involves a detailed analysis from the point of view of its commercial 
feasibility. It analyses the business model and revenue streams, the target market for 
the energy generated, demand and supply situation, tariff  guidelines and/or price of 
services and/or PPAs, availability of adequate and skilled manpower to execute sales, 
installation, maintenance and collection of receivables. Such assessment should also 
include government policies with respect to regulations, control and interventions, 
grid arrival, competition and other commercial aspects specifi c to the environment 
where the project is located. 

Financial appraisal

Financial appraisal is concerned with the fi nancial viability of the project and its 
capacity to repay debt and generate returns to shareholders. The main objective of 
carrying out the fi nancial appraisal is to determine whether the costs and returns are 
estimated properly and that the project will meet its debt obligations, even in certain 
sensitivity scenarios. 

Lending institutions need to know and analyze the prospective borrower intended 
roadmap to repay the loan, where the cash is coming from, contracts, what impacts 
such revenue fl ows. Equally important is to analyze and understand how the project 
revenues are structured and its resilience to diff erent sensitivity scenarios with respect 
to market dynamics, (mitigating part of the ability to pay).

All the information collected from the technical and commercial appraisals will have a 
direct impact on the assumptions used in the fi nancial projections and will provide the 
necessary input to the sensitivity analysis that should be done to stress cashfl ows in 
various scenarios. There are two parts of the fi nancial appraisal. The fi rst is related to 
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the construction and implementation of the project. What is the fi nancing requirement 
of the project and what are the sources? Are they committed and reliable, also with 
respect to expected up grates or key additional capital investments happening later 
on? The second is related to the operations, expected revenue generation, liquidity 
and return of the project. The fi nancial model submitted by the developer must be 
carefully audited to double check adequacy of assumptions, consistency, and integrity, 
and should be the basis of sensitivity analysis to ensure the projected cashfl ows 
would still be enough to cover debt service under certain stress scenarios. 

Managerial appraisal

Managerial competence, integrity and expertise of the team responsible to implement 
and operate the project are key to its success and perhaps one of the most important 
aspects of the project appraisal for fi nancial institutions. Lending offi  cers need to 
assess the management’s capacity and capability to eff ectively implement, operate, 
monitor and evaluate the project on top of having the right skill set and knowledge 
to spot opportunities and to build contingency plans while implementing the project. 
Yet, it is also one of the most diffi  cult and subjective elements to appraise. Managerial 
appraisal is more of an art rather than a science, and depends on many aspects 
of historical information. Research has shown that managerial incompetence and 
mismanagement are the main reasons for businesses’ failure.

RE is a technical fi eld and the knowledge of the technicalities involved in the project 
is very important. However, it is not required that the owner of the project possess 
the knowledge herself/himself as long as s/he has access to the right experts. In a 
developing country like Nepal, qualifi ed and skilled human resources are scarce, so 
management’s ability to extract the best out of available resources becomes critical. 

Besides ensuring the proper implementation of the project and ongoing operation of 
the plant, the management team also needs to deliver well on sales and marketing, 
hiring, training, labor relations, fi nance and accounting, taxes and so on. In addition, 
management should also have the capacity and leadership skills to face unforeseen 
events which can signifi cantly aff ect the project’s viability, such as being able to guide 
the team through tough times. The ability to inspire a shared vision throughout the 
organization will also increase the chances of a project achieving its objectives.

Socio-economic appraisal

Socio-economic appraisal of a project deals with the impact the project will have on 
economic aggregates and society, so the project’s contribution to the overall well-
being of the society in large is appraised.



34

The project’s impact on employment, trade balance, government’s revenue, land 
use, industrial development and so on falls under the socio-economic appraisal. The 
lending offi  cer also needs to examine the project’s effi  ciency in using the available 
resources, the type of working environment available for its staff , ensure there is no 
involvement of child labor, or practices linked to social discrimination, etc. 

Socio-economic analysis usually becomes part of the project’s feasibility study. The 
study greatly reduces the overall risks of the project, as it helps to reduce resistance, 
strengthens general support, and allows for a more comprehensive understanding of 
the costs and benefi ts of the project as a whole. Socio-economic appraisal adopts a 
broader approach and considers both monetary and non-monetary costs and benefi ts 
that result on the social and economic feasibility of the project. 

Environmental appraisal

RE projects are in large environmentally friendly. However, it doesn’t mean that they do 
not lead to environmental problem, or they do not suff er because of it. Hence, careful 
analysis of the environmental aspect of the project needs to be done. The purpose 
of the environmental appraisal is to understand and determine the environmental 
consequences of the project and how impacted it can be by the environment as well. 

Many projects are required to carry out Initial Environmental Examination (IEE) or 
Environmental Impact Assessment (EIA) study depending mainly upon their type, 
location and size. The main objective of these studies is to identify the possible 
environmental consequences of the proposed activity and ways to mitigate them, also 
informing decision makers and the public. During the process of IEE or EIA studies, 
many stakeholders are consulted, including the public.

Legal appraisal

Legal appraisal is a thorough assessment of the legal issues surrounding the project 
across several dimensions. It is done to ensure that it meets all foreseeable legal 
requirements for the development of the project and to protect not only the project’s 
interest but also that of lending institution. The major objectives of the legal appraisal 
are to ensure that the project is legally implementable, the risks are mitigated through 
the proper contracting arrangements, the contracts and guarantees are enforceable, 
avoid major problems in project development regarding any legal issues and protect 
the lending institution’s interest among others.
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Loan approval

After appraising the project under each of the above aspects, the robustness of the 
project can be measured. If the project is found to be robust (credible, feasible, viable), 
then the lending institution can move ahead with the required approval for the loan. 
The approval typically covers the snapshot of the project appraisal, covenants that 
would be included in the loan documentation - both positive and negative, security 
requirement (such as collateral levels and type of collateral to be relied on), etc. 

Based on the approval, the loan off er letter is issued to the project developer. The 
loan off er letter typically sets out the terms and conditions of the loan, interest rate, 
repayment schedule, review date, security requirements, conditions precedent and 
conditions subsequent (usually on a term sheet type of document).

Security documentation

Once the loan is approved by the Lender and accepted by the project developer, security 
and loan documentation follow. Since the project assets, revenues and contracts 
usually constitute the only collateral under project fi nance, after getting comfortable 
with the creditworthiness of the project developer, the lender bases its credit decision 
on the ability of the project to repay the debt. So, it is imperative that the security 
documentation is executed with due care to perfect pledges and interest in favor 
of the Lender. Security documentation gives the lender a legal right to enforce the
security entrusted to them in case the loan defaults. Security documentation is also a 
permanent evidence/record of the debt and the collateral it is backed by.

Security documents need to be properly drafted and correctly executed with all 
the necessary formalities. While most of the security documents are standard legal 
documents within the lending institutions, depending upon the type of project, in 
some cases there may be a need to customize such documents. In such cases, it is 
important that such documents are vetted by the legal team/advisor of the lending 
institution. While executing the documents, due attention should be given to the 
following points:

 Is the security documentation adequately, properly and correctly drafted?
 Is it properly executed with all the necessary formalities?
 Is it executed by the authorized executant?
 Is it signed in the presence of the lending institution’s offi  cer?
 Has it been properly registered with the competent authority to perfect pledges 

and interests?
 Does it have all the important elements like date, signatures, thumb prints, 

witnesses, etc.?
 Has the insurance policy been obtained in favor of the lending institution? Is it 

adequate?
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Upon the completion of the security documents and fulfi llment of all conditions 
precedent, the loan amount can be disbursed at once or in tranches as agreed in the 
loan off er letter (term sheet).

Credit monitoring and follow up

When the Lender approves a loan to the project, it is usually only the beginning 
of a long-standing relationship between the Lender, the project developer and the 
project management team. Project monitoring and follow ups will not only help 
in strengthening the relationship but also protects the Lender’s interest. Project 
monitoring is the process in which the lender monitors the activities of the project in a 
systematic manner with the objective of ensuring the optimum utilization of the funds 
disbursed to achieve its objectives and to ensure repayment. In case of RE projects 
with relatively longer project development timeframe, the monitoring is also carried 
out during the construction period. The main objectives of the monitoring and follow 
ups are as follows:

 To ensure the pre-disbursement conditions are fulfi lled
 To establish whether the project is complying with the covenants, credit terms 

and conditions
 To ensure proper utilization of the funds
 To avoid any time and cost overruns
 To fl ag any potential performance risks
 To analyze the fi nancial position of the project for early identifi cation of issues
 To understand the project’s continuous ability to compete and thrive
 To understand and fl ag any internal issues that may hamper their business
 To ensure the timely repayment of the loan
 To understand the project’s further needs
 To re-structure or reschedule the credit facility or loan if required
 To create a knowledge database

While the credit monitoring is the responsibility of the relationship offi  cer/manager 
handling the relationship, it is a prudent practice to also involve credit, legal or 
compliance offi  cers during the monitoring and follow up process. Monitoring and 
follow up mechanisms include periodic site visits during and after the implementation 
of the project, analysis of various reports including audited fi nancials, VAT fi lings, 
progress reports and enquiry from other industry insiders. For a successful and fruitful 
relationship with clients, it is imperative that the lending offi  cer builds trust and a 
professional connection with them, so the Lender can proactively ensure that their 
needs are met and by doing so, contribute to the achieve of their objectives.



37

6.  What project developers need to do?
Project developers are key stakeholders of the RE fi nancing eco-system. The fi nancing 
largely depends upon the project developer’s ability to develop a bankable project, 
implement and operate it. Project developers should fi rst understand the point of 
view of lenders and then develop the project accordingly. It is the responsibility of 
project developers to demonstrate the project’s economic and fi nancial viability. 
Thorough understanding of the project development process, business model, revenue 
structure, fi nancial metrics, and risks associated with the business will provide further 
confi dence to the lender. These important details should be refl ected in the business 
plan to be submitted to the lender, alongside the loan documentation, as listed in 
Appendix 5. 

Below there is a step-by-step guide to inspire a project development process that 
encompasses all the key aspects a lender or future investors would later consider.

Project development - step by step guide 

Project development is a structured process, and the understanding of which enables 
project developers to design bankable projects. The various steps are discussed below.

Identifying the problem that needs to be solved or the opportunity to improve, and 
the main objectives of the project: The fi rst step is to identify the project idea and its 
objectives. How does the idea/proposed solution fi t into the greater scheme of things? 
What kind of RE technology would be most suitable given the environment, landscape, 
energy demand, available supplies and specialized maintenance? How relevant is that 
to the current market situation, what type of energy is it displacing and how is the 
aff ordability issue? Is input materials available locally and replacement parts? What 
is the primary objective of the project? Is it sale of energy to the community or 
businesses, is there captive consumption, productive end use or to be connected to 
the national grid?

The developer should also analyze the regulatory framework and policies, fi nancial 
incentives, clearances required, and the stakeholders involved. Is the site identifi ed 
and is suitable for the proposed project? Is technical manpower available locally? Is 
there any technical or fi nancial support to carry out the feasibility study of the project? 
A careful analysis of these items will give a preliminary idea about the feasibility of 
the project.

Entity planning: Next step in the project development includes considerations about 
the most suitable entity to host such project. What kind of legal entity will the project 
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developer use to hold all project assets, contracts and revenues? Will it be a sole 
proprietorship fi rm, partnership fi rm or a company or a newly created SPV? Who will 
be other partners or shareholders? Who will own what percentage of the entity? What 
responsibilities will each partner or shareholder have in the project implementation 
and operation?

Project evaluation: The project now needs to be evaluated to ascertain its economic 
and fi nancial feasibility. A separate feasibility study might be needed to look into 
the technical, economical and fi nancial aspects of the project. The report should 
also analyze the fi nancial aspects of the project including the profi tability, proposed 
fi nancing structure, important fi nancial indicators, implementation schedule etc. The 
study should also include key risks and their mitigation plan. This is going to be a key 
document for the lender to base their assessment. 

The evaluation process should also consider the social dimension of the project. How 
environmentally friendly is the technology? What will be the gender impact? Does the 
project plan to employ local people? What kind of economic activities will the project 
support in the project area?

Careful consideration should also be given to the certainty of supplies and revenues, 
are there contractual arrangements to bring more certainty to them? What are 
potential events or circumstances that could impact them?

Project development planning: The project developer should also be able to produce 
a reasonable business plan. The business plan is an important collection of key data 
on the proposed project, such as the description of the current situation, the problem 
being solved, the reasons why the proposed project is the most suitable solution, why 
such technology, description of the proposed model, demonstrates its viability and 
provides the roadmap for implementation and operation. The business plan should also 
provide details about the project developer, technology, market, core team, sources 
of capital, fi nancial projections, impact and performance indicators, risk analysis 
and environment, social and gender (ESG) benefi ts. The fi nancial section should 
include a detailed description and rational for the assumptions used in the fi nancial 
projections. In addition, the business plan presents a comprehensive assessment of 
risks associated with the project and mitigants.

Once the project estimated costs and expected revenues are reasonably clear, the 
most suitable fi nancial structure and potential sources of fi nancing should be defi ned. 
The structure may include subsidies and/or grants, equity and debt. In case of 
subsidies or grants, the developer should understand how to access them and what 
is the eligibility criteria. The debt-to-equity proportion should be acceptable to the 



39

lender and the project should be able to service with relative ease. Is there any 
other fi nancial incentives available for such RE project like tax holiday, or grants from 
challenge funds as seed capital? Accordingly, the developer should start negotiating 
with investors/lenders and/or relevant local authorities, mindful to the fact that a 
project should be well structured and be based on sound assumptions before being 
presented to investors and grant givers (many times a project developer will not get 
a second chance to present its business plan).

Implementation and operation: Once the required capital has been secured (as a 
mix of own equity, third party equity, subsidies/grants and debt), the next step is to 
implement the project. For this, a detailed implementation plan including manpower 
requirement, critical path, person or party responsible for each task, identifi cation of 
potential technology, supplier and contractors, risks involved in implementation and 
the ways to mitigate them needs to be prepared and followed. The vendor, technology 
and contractor selection should be made with proper study and care. A dedicated 
person or team should be responsible for the project implementation phase to ensure 
the quality and timely completion. Key milestones and performance indicators may 
also have to be defi ned and reported.

Once the project comes to operation, the developer should ensure the management 
team is performing well. Proper training of staff , timely maintenance, keeping of 
spare parts, maintenance contract and insurance documentation is in place, and MIS 
reporting are some of the items that the management team will be responsible for and 
the project developer should monitor. Revenue collection, marketing, public relations, 
accounting and taxes, among other areas, also require attention.

Common mistakes/pain points in project development

Project development, implementation and management is a challenging task. 
RE projects already carry signifi cant perceived risks, so it is very important that 
the project developer carefully executes and implements the project, and that the 
management team successfully operates it. The project developer is likely to go 
through various ‘pain points’ during the project development process which can have 
negative impact on the bankability of the same. Some of the pain points or common 
mistakes developers make during the project development process are discussed 
below:

Not estimating accurately: Project development involves various forecasting with 
regards to the project costs, length of time needed to complete each phase of the 
project, profi tability etc. For this, various assumptions are made, and it is key that these 
are appropriate and credible. To avoid unachievable projections, assumptions should 
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be derived from data collected from reliable sources, follow the standard practice of 
project development and always consider contingencies in case of something doesn’t 
go according to the plan. Careful planning and consideration of each element of the 
project is essential in getting estimates right, especially to ensure all costs have been 
included, minor ones as well, such as for logistics and transportation of supplies and 
staff , spare parts, safety stock levels, taxes, import duties and fees, RE experts, 
studies, rent, staff , among others.

Not properly considering working capital requirements: This is one of the most common 
mistakes made by project developers. They usually consider only CAPEX of the project 
and fail to consider the working capital requirements to sustain operations (such as 
paying staff , supplies, taxes and other operating expenses), such lack of working 
capital can lead them to be short in cash and unable to fulfi ll payment obligations. 
For e.g.: if the project developer is establishing a rice husk gasifi er project, for them 
to better manage cash needs, they must not only consider the cost of the project 
development, but also consider the input raw materials of rice husk for a reasonable 
time frame as well as the amount of credit sales to customer(s). In order to operate, 
a project needs to ensure proper access and management of working capital, also to 
service debt.

Not understanding the risks associated with the project: Lenders are risk averse by 
nature. It is the project developer’s responsibility to demonstrate to the lender that 
the project’s risks are clearly understood, measured whenever possible and necessary 
steps have been/will be taken to mitigate such risks. Ensuring proper risk sharing 
and distribution among the parties best suited to bear each type of risk is key. There 
are various risk mitigation tools available in the market, such as insurance products 
and guarantees that address diff erent types of risks associated with the proposed 
project/business and its diff erent phases. Proper contracting terms can also help in 
minimizing risks.

Time and cost overrun: Time over-run and cost over-run are two of the major issues 
faced by most RE projects in Nepal. The project developer should constantly monitor 
and evaluate the progress during the implementation phase to avoid time over-run 
and cost over-runs. Progress indicators and key milestones should be established 
and the work in progress should be examined against such indicators. It is also 
important for the project developer to understand the concept of ‘critical path’ of 
project management. Proper and timely communication and implementing strict 
project management timelines can also help in avoiding or reducing time and cost 
overrun. This will also help in maintaining quality standards.
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Not having an equity buff er: It is important to have an equity buff er in case the 
project meets cost overruns. Having equity buff er will help the project developer 
conclude the project and thereby avoid revenue loss and issues in complying with 
payment obligations, such as debt service, suppliers and staff . The lender will feel 
much more confi dent to lend to the project where the developer demonstrate that 
they have some equity buff er (although challenging to raise, it should be included in 
the capital structure from the beginning, as part of the project investment ask and 
reserved for that). 

Not making a business case out of the use of RE: There is an opportunity to create an RE 
value chain across diff erent industries like agriculture, healthcare, tourism, etc. While 
RE as a standalone product still makes sense, by linking RE to productive economic 
activities, the project becomes even more valuable and solid, signifi cantly enhancing 
its bankability. For e.g.: solar water pumps for agriculture irrigation or dairy farming 
on top of drinking water for community builds a stronger case with diversifi cation 
of funding sources, also making it more attractive to investors and lenders. 

Not having organizational and problem-solving skills: Project development is 
all about organizing plans, people and processes. The process includes ability 
to digest large volumes of technical documents, attending public hearings, 
managing a diverse group of stakeholders and their diff erent interests. It is also 
about designing the development plan and implementing it. Many problems will 
come on the way that will test the project developer’s problem-solving skills.

Programs providing incubation, technical and fi nancial 
support

RE project development is still at infancy stage in Nepal as compared to other 
countries. To scale it up, these projects need various kinds of support from diff erent 
stakeholders. Early-stage support to project development is very important. It not 
only provides confi dence to the project developer, but also accelerates the whole 
project development process and reduces transaction costs. These support programs 
tend to increase the credibility and bankability of projects, also in the eyes of lenders. 
Fortunately, there are several such programs in Nepal focused on the RE sector. Project 
developers should take advantage of what they off er to accelerate their projects’ 
development and implementation. Below we list some of the most important ones:

AEPC/CREF

AEPC is the nodal agency for RE projects and provides various types of support to 
project developers. They are the national agency focused on RE. They are responsible 
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for various plans, strategies, SOPs, quality standards, and other guidelines to promote 
RE technologies. APEC also provides technical support as well as subsidies based on 
the Nepal RE Subsidy Policy for project implementation (www.aepc.gov.np).

Under AEPC, CREF is a specialized institution established to support RETs by facilitating 
subsidy and enable easy credit fi nancing. CREF has partnered with fi nancial institutions 
to unlock credit fi nancing to the RE sector at aff ordable rates. The main objective of 
CREF is to promote private sector participation in RE development (www.cref.gov.np). 

EnDev Nepal 

The Endev Nepal project is funded by the Netherlands, Germany, Norway and 
Switzerland, and is implemented in Nepal by GIZ, SNV and Practical Action. SNV 
currently is implementing the third phase of EnDev in cooperation with AEPC, 
provincial and local government and intends to reach more than 6350 households by 
providing technical and fi nancial support for the implementation of ICS (tier 2 and 
above) and pico-hydro in Karnali and Sudurpaschim provinces. The program provides 
technical assistance from project inception to implementation thereby reducing their 
transaction costs and at the same time maintaining quality standards set by GoN, 
which aim to increase their bankability to a large extent. One of the objectives of the 
program is to help LFIs to develop tailored loan products for small-scale RE projects. 
RE entrepreneurs or project developers from these two provinces should reach out to 
the respective District Water, Irrigation and Energy Development Offi  ce or Local Level 
Government to benefi t from this support. (https://endev-nepal.org/).

Micro Hydro Debt Fund (MHDF)

MHDF is a GiZ supported program, under the supervision of AEPC, for the development 
of micro-hydro projects. The program aims to buydown cost of long-term fi nancing to 
partner fi nancial institutions so they on lend it to micro-hydro projects at aff ordable 
rates that make such projects viable. More than 30 projects have been so far fi nanced 
under the MHDF program. Project developers should either contact partner fi nancial 
institutions (NMB and Himalayan Bank) or AEPC to receive support. A brief about the 
program and the required documents to apply for the support can be found at https://
endev-nepal.org/sites/default/fi les/doc-resources/2021-06/English.MHDF__0.pdf .

Nepal Renewable Energy Program (NREP)

NREP is a GoN’s program funded by UKaid’s Foreign Commonwealth Offi  ce (FCDO) and 
established to increase the private sector investment in DRE and promote universal 
energy access in Nepal. Besides providing market development and technical support 
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like detailed feasibility studies, pre-feasibility studies, simulation modelling etc., the 
program will also run the Sustainable Energy Challenge Fund under AEPC’s CREF 
which aims to support private sector led marginally feasible DRE projects. First loss 
guarantees and viability gap funding are the tools to be used by NREP to enhance 
the project’s bankability. NREP operates in Lumbini, Karnali and Province 2 (www.
nrepnepal.com).

Private Financing Advisory Network (PFAN)

PFAN is a program jointly implemented by the Renewable Energy and Energy Effi  ciency 
Partnership (REEEP) and United Nations Industrial Development Organization (UNIDO), 
that counts with more than 140 business and fi nancial advisors in six developing 
regions. PFAN off ers business coaching and investment facilitation to clean energy and 
climate adaptation companies and projects that look for total investments between 
USD 1 million and USD 50 million, however for impactful projects, minimum threshold 
is not applicable. Eligible projects and companies need to apply for support and the 
selected ones will receive support from PFAN (pfan.net).

South Asia Sub-regional Economic Cooperation (SASEC)

SASEC is an ADB funded Power System Expansion Project being implemented by 
AEPC. The SASEC project aims to scale up both on-grid and off -grid RE supply, to 
facilitate cross-border power exchange, to increase access to RE in rural areas and to 
build capacity for on-grid and off -grid power sector development. The project deploys 
credit lines from ADB’s Special Funds to user communities/project developers for 
mini-hydro power plants (www.aepc.gov.np/sasec).

Scaling up Renewable Energy Program (SREP)

SREP aims to scale up the deployment of RE solutions and expand renewables markets 
in the world’s poorest countries. The World Bank, under SREP, is supporting AEPC to 
promote commercial scale biogas and waste to energy projects in Nepal. Even though 
Nepal has gained tremendous experience in household biogas plants, large scale 
biogas as well as waste to energy is a relatively new concept in local market. SREP 
supports private sector as well as public sector organizations with the development 
and deployment of such technologies (www.aepc.gov.np/srep/).
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7. De-risking RE lending and project
development
Risk is an inherent part of RE lending as well as project development and implementation. 
However, too often risk is treated as only an intellectual exercise. Risk analysis is not 
about ticking boxes but about understanding and demonstrating there are mitigants 
to address them and also a plan to be followed if a risk event materializes. Not all 
risks can be accurately measured, and not all risks can be mitigated. But risks can 
be understood, managed and shared/transferred to parties that are better suited to 
bear them.

In RE project lending, it is important to look beyond credit risk. How the project will 
manage all the risks during and after completion often plays a critical role in its ability 
to repay the loan. Lending institutions depending upon the type of projects will need 
to identify key risk points and adopt or advise de-risking measures. As a lender, it is 
also important to identify the risk thresholds that would make the project not viable 
or go into default, so they can better run sensitivity scenarios to stress cash fl ows.

There are two types of risks in any business. The fi rst one is systematic risk, and 
the other is unsystematic risk. The systematic risk is exogenous to the project and 
often unavoidable, aff ecting a whole market (while systemic risk aff ects an industry 
only). General political environment, government policies and strategies, foreign 
exchange rates, or the country’s overall economy are some elements that may trigger 
systematic risk.
  
Unsystematic risk is unique to the project and aff ects the single project only. 
Management labor dispute, machinery breakdown, or the new competitor in the 
market are some elements of unsystematic risk. As this is unique to the project, 
unsystematic risk can be mitigated and managed to a large degree. It is often 
unsystematic risks that cause failure of businesses. Hence a proper attention should 
be given for its management.
  
The following examples are some of the major unsystematic risks associated with RE 
projects, and options for their potential mitigation.

Construction/implementation/testing risks: The risks associated during the 
construction phase fall under this category. They include time over-run, unavailability 
of skilled workers and social issues. All these issues can ultimately lead to cost over-
run and jeopardize the project’s fi nancial viability. Other risks during the project 
implementation or testing phases are damage to property or third-party liability 
arising from accidents.
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Most of these risks can be managed through extensive due diligence and setting of 
appropriate pre-qualifi cations for contracting. Contractors having proven experience 
in similar projects will help minimize such risks. EPC contracts with stringent clauses 
including a penalty for delays can reduce the time and cost over runs and consequent 
burden to the developer. Performance guarantee can also be sought from the 
contractor. Social issues need to be managed proactively. Often the project allocates 
some amount towards social risk mitigation as well as appoints a Public Relationship 
Offi  cer. Property or third-party liability can be managed through diff erent insurance 
policies including contractor’s all risks (CAR) policy. Protective equipment, training 
and awareness to safety and standard procedures help avoid potential workplace 
accidents.

Technology related risks: Technology risk is related to the failure of the technology 
to perform as expected or the risk of technological obsolescence ahead of planned 
upgrades. These risks can seriously jeopardize the operations of a project. There’s 
also a risk of technology compatibility with the national grid, when and if it reaches 
the project location.

Such risks can be mitigated by doing a thorough research and due diligence of the 
technology and technology supplier. Selecting the most appropriated and suitable 
technology and proper inspection of the machinery and equipment before placing the 
order can help to reduce these risks. Proper packaging specifi cations can also lead to 
safer delivery of the technology. Transit insurance is also available to mitigate risks 
linked to transportation.

For example, many pico-hydro or micro hydro projects are now implementing 
stringent standards to safeguard the project’s interest such as installing NEA standard 
transmission and distribution lines to ensure compatibility with NEA when the grid 
fi nally arrives.

Savings/performance guarantee is another de-risking tool to minimize the technology 
related risk. An appropriate arrangement between the technology supplier, the project 
developer and lender where the technology supplier guarantees certain performance 
benefi ts like savings of diesel etc. For e.g.: the solar water pump vendor will guarantee 
a minimum amount of savings over the use of diesel water pump. This will ensure 
the technology supplier has an interest in keeping up performance to avoid loss of 
revenue.

Market risk: Market risk refers to the availability of a market for the product or 
energy generated. RE projects are mostly off -grid, so end users in that area must be 
able to aff ord the products or services. This risk also refers to the availability and cost 
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of the input materials. Lenders are often hesitant to lend to micro-hydro projects on 
the ground of market risk.

This risk can be partially mitigated through proper research and due diligence of the 
market. PPAs or any other contract can be an alternative to protect against market 
risk. With respect to cost of inputs and materials, long-term contracts with trusted 
quality suppliers and a plan to share infl ationary or exchange rate adjustments to 
customers may be potential options to mitigate such risks (subject to aff ordability 
and regulatory enablers). Many development partners are working to improve the 
load factor of power plants by encouraging increased demand for energy, such by the 
adoption of productive end use of energy. That’s where fi nancial institutions too can 
play a role by providing additional fi nancing to end users or suppliers of productive use 
equipment powered by solar or to mini/micro grids. This will not only provide them 
with additional lending opportunity but will also enhance the repayment capacity of 
the project, as demand is increased during off -peak times.

Viability gap funding (VGF) can be a very important de-risking tool to mitigate 
the risk of pricing. Some projects are economically justifi ed and necessary but fall 
short of fi nancial viability due to lower returns when compared to other investment 
opportunities. These projects require some sort of fi nancial support to address the 
fi nancial viability challenge so that they get implemented for its socio-economical/
environmental benefi ts. It can be done by either providing grants or subsidies, or 
cover-up if revenues fall under a certain threshold so that the project becomes 
fi nancially feasible. Such support is called VGF. For e.g.: the gas generated from 
waste to energy plants may be unable to compete with the traditional LPG, so VGF 
could be used to fi ll the gap and make the project fi nancially viable.

Financial risk: Financial risk is associated with insuffi  cient access to capital and also 
with defaults in payment. Can the project secure the necessary capital to implement 
the project (both equity and debt portions)? Lack of equity buff er in case of cost over-
run is also an enormous risk to a lender. In case of signed PPAs, how fi nancially sound 
is that off -taker and how cost refl ective is the tariff ?

Financial risk can be mitigated to some extent while planning the project. A project 
should be developed in a bankable way. The project should be able to raise enough 
capital to conclude the project and the source of revenues (being a community or a 
specifi c off -taker under a PPA), present acceptable fi nancial health.

Capital subsidies and grants are often used as de-risking tools to buydown the cost 
of the project thus making them economically and fi nancially feasible. AEPC and 
other development partners and programs have been eff ectively providing capital 
subsidies/grants to enhance the bankability of RE projects. Concessional loans are 
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also another tool that is often used in developing countries to bring down the levelized 
cost of energy. Likewise, credit guarantee funds (CFG) can be valuable in increasing 
the credit worthiness of a portfolio or loan, and consequently lower the lending costs. 
REBFF, implemented by REEEP together with NMB and SNV, is establishing a CGF to 
scale-up access to RE fi nancing. NREP is another program looking to establish a CGF.

Operational risk: Any risk that can negatively aff ect the continuous operations of 
the project falls under operational risk. Machinery breakdown, component failure, 
unavailability of inputs and resources, and unavailability of qualifi ed manpower to 
operate the plant are some examples of operational risk. By impacting operations, such 
risks also impact the capacity of the project to generate revenues and consequently 
to honor its payment obligations, including servicing debt.

Operational risk can be mitigated by hiring and retaining trained manpower, 
maintaining spare parts of key machinery, having suitable maintenance contract 
with vendor and also through insurance. Standard operating procedures also help to 
minimize operational risks.

Environmental risk: RE projects have lower environmental footprint during its 
operations than equivalent projects using other types of energy sources. Nonetheless, 
they can pollute and damage the environment and biodiversity during the construction 
or operation of the plant. Environmental issues are often very sensitive, especially to 
local authorities which may challenge the project if not satisfi ed with the mitigation 
and safety measures in place to protect the environment.

Proper care needs to be given while implementing the project and IEE or EIA 
recommendations should be strictly followed. Project developers should take all 
precautionary measures during the construction. While in operation, all standard 
practices and guidelines should continue to be followed. For example, any waste 
should be disposed as per local norms, timely maintenance of machinery should be 
performed, training of staff  and operators should be completed in a regular basis, and 
resources should be used with care.

Liquidity risk/asset-liability mismatch risk: Liquidity risk for fi nancial institutions 
refers to the unavailability of funds to back loans. Nepali market has often seen the 
liquidity problem resulting in shortages of funding to support lending and increasing 
interest rates.

While the fi nancial sector liquidity issue is more of a macro problem, fi nancial institutions 
are able to better manage it by accessing sources of long-term funding earmarked to 
RE fi nancing. For example, green bonds or energy bonds can be issued by fi nancial 
institutions, reaching up to 10-15 years funding and at reasonable rates, which funds 
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should only be deployed to fi nance the RE sector. Likewise, there are international 
fi nancial institutions who provide long term credit line (even subordinated) for on-
lending to the RE sector. These funds not only ease the liquidity situation but also 
allow fi nancial institutions to improve the asset/liability mismatch (by having credit 
lines at similar tenors as the long-term loans the RE sector requires). At the same 
time, it provides project developers with long-term funding at aff ordable interest 
rates, which may be what tips a project into fi nancial viability.

Credit risk: Credit risk for fi nancial institutions refers to the probability of the 
borrower defaulting on its debt. The borrower may, willfully or not, default on the 
credit repayment. The credit risk is the biggest risk for fi nancial institutions, as credit 
accounts for their major source of revenue. Credit risk however is not unique to RE 
projects but because fi nancial institutions are not used to fi nancing RE as they do 
other businesses, their perceived risk for credit default in RE lending is usually higher.

There are several tools available for fi nancial institutions to mitigate credit risk. The 
fi rst one obviously is to assess RE projects vigilantly and to ascertain its bankability. 
Then the borrower must be encouraged to pay, also under challenging circumstances. 
For example, loan re-structuring may allow the borrower to repay smaller installments 
for a period of time, but still pay down interest or principal in whatever possible 
way. There are blended fi nance solutions that absorb some of the losses, providing a 
cushion to fi nancial institutions to venture into new sectors while they build expertise 
and track record, such as credit guarantee funds (as the CGF implemented by NMB 
Bank under REBFF). Such guarantee funds are created to absorb a certain percentage 
of defaults and to encourage fi nancial institutions to lower interest rate to refl ect the 
lower credit risk they are exposed too. 

Buyback guarantee from the vendor is another tool that fi nancial institutions can 
rely on to decrease credit risk. Buy back guarantees can signifi cantly increase the 
confi dence of the lender, since it is a mechanism in which the vendor of the RE 
technology provides a guarantee to the lender that they will buy back the equipment 
should there be a default from the borrower on the loan and the lender executes the 
collateral to recover the losses. Under this arrangement, the vendor will buy back the 
equipment repossessed by the fi nancial institutions at a pre-determined price (usually 
based on the life span of the equipment, years of usage and periodic maintenance 
performed). In this way the lender has more certainty with respect to the value it 
gives to such RE equipment as collateral and also with respect to such collateral 
execution process. The vendor too benefi ts from the arrangement, as they would not 
be able to sell the equipment to the project if the later had no access to fi nancing. In 
addition, the vendor would be able to re-sell such bought-back equipment to another 
customer.
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8. What other actors need to do?
Scaling up of commercial lending in renewable energy requires a collective eff ort 
of many actors. Enabling environment, appropriate policies, lowering investment 
barriers, capacity building of stakeholders, among other activities, are a must for 
the development of the renewable energy sector. Likewise, the introduction of risk 
mitigation mechanisms, the building and development of the project pipeline, and 
the creation of an enabling fi nancial eco-system all play critical roles in attracting 
the required private investment. Federal government, state governments, local 
governments, development partners, and AEPC each have signifi cant contributions 
to make.

After the promulgation of the Constitution in 2015, Nepal has adopted a Federal 
Republic structure. According to the constitution, there will be three levels of political 
governments: federal, provincial, and local. All levels of governments have mandated 
authorities in diff erent areas, and they can enact laws and regulations, take decisions, 
and draft and implement policies. 

GoN has realized that renewable energy has the potential to change the socio-
economic condition of the Nepalese people and has been incentivizing the private 
sector to develop RE projects. However, the results have not been very encouraging, 
as 10% of the total population is still without access to electricity, and traditional 
energy sources still dominate our energy consumption.

Financial institutions also play an important role in the development of the RE sector. 
They have been fi nancing diff erent RE projects but are mainly concentrated in 
hydropower. On the other hand, other key stakeholders also have the opportunity to 
join forces to bring RE projects to scale, such as the ones named below: 

Local level government

Globally, municipalities are playing a major role in formulating and implementing 
policies to promote renewable energy. They have been taking diff erent measures 
to increase the share of renewable energy in diff erent aspects. They are doing so 
to promote local resources, contribute to avoid climate change, become energy 
independent, and to create jobs and increase economic activities in their territory. 

In Nepal, there are 6 metropolitan cities, 11 sub metropolitan cities, 276 municipalities 
and 460 rural municipalities. Each one of them is called a local level government. So, 
there are 753 local level governments, which are elected by the people. These local 
governments are playing important roles in uplifting the socio-economic conditions 
of their people. They have been given signifi cant power and can take autonomous 
decisions on various issues. Regarding energy, these governments are mandated to 
act on mini hydropower projects up to 1 MW and other alternative and renewable 
energy projects within their jurisdictions. 
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Many of these elected local governments promised to make their cities a ‘smart’ 
one. While not everyone is convinced by their promises or fully understands what 
a ‘smart city’ really is, one thing is clear: without promoting renewable energy, 
rural municipalities cannot become smart communities/cities. And with small RE 
technologies being applicable to their realities, such local governments can be the 
cornerstone of the development of these technologies.

When local level government is the decision maker, they can accelerate project 
development and implementation. This will also save money and resources of 
project developers, which otherwise would have been spent traveling to the center 
(Kathmandu). Having the powerful authority near to the project site will not only help 
the project developers in realizing their project quickly but also will be more cost 
eff ective to most parties involved.

However, due to lack of capacity, local governments have not been able to promote 
RE as eff ectively. To start, it is important to build the institutional capacity of all local 
level governments. The capacity development needed is in terms of both technical 
knowledge and administrative processes, such as understanding of public procurement 
mechanisms and subsidy delivery channels.

Secondly, such local level governments can play the facilitating role in the acquisition 
of the land and in managing local issues. Land acquisition can be one of the most 
challenging aspects of project development, consuming time and resources. Then 
there are social issues as well. While some are genuine issues, some can be fabricated 
to take advantage of the project. Local level governments have the opportunity to 
moderate and facilitate these issues by having a proactive role.

Provincial government

The provincial governments can play an important role of mediating between the 
central and local level governments whilst helping the RE sector to grow. Providing 
access to energy has been one of the top agenda items of provincial governments, and 
by playing the catalytic role between the central and local levels, they can succeed in 
providing access to energy to the deprived more eff ectively.

Provincial governments can also facilitate between the RE sector and private 
investors by helping them acquire land for RE deployment. With the increase in 
land prices, RE projects are seeing longer payback times and thus discouraging 
investors to come in. Often the small project developers struggle to purchase 
the land. The provincial government can help solve this problem by providing 
land to the RE project developers on a longer-term lease basis. This way, project 
developers don’t need to invest up-front to acquire the land, thereby increasing 
the fi nancial viability of the project if access to equity up front is an issue.

Another important aspect where provincial government can help is in building the 
capacity of project developers. Half-baked projects, for example, are less likely to 
attract investment from private investors and fi nancial institutions. Project developers 
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need to be trained on how to put together a business plan, develop bankable business 
models, pitching to investors and fi nancial institutions, and build appropriate fi nancial 
models. At times, project developers even lack the understanding of fi nancial terms, 
such as how to calculate working capital needs. By building capacity of these project 
developers, provincial government will increase the chances of their projects getting 
funded.

Last but not least, provincial governments should work on making aff ordable long-
term funding available to local government levels and to project developers to ensure 
more projects become viable and RE deployment grows at the required scale. 

Federal government

The federal government handles the overall development of the energy sector. They 
formulate policies and plans to make Nepal energy independent. The government 
has been providing various incentives for the promotion of hydropower, for example. 
However, there is still huge scope for the government to fi ll the gap with respect to 
other RE technologies.

First, the policies should be RE friendly. The federal government’s primary task is to 
formulate policies, what it has been doing for years. However, they should be updated, 
keeping in mind current market trends and needs. To attract private investments, the 
government has to create policies that remove the bottlenecks that are hindering 
private investment, for example, the policies for cutting trees, IEE/EIA, licensing etc. 
should be reviewed and carefully updated.

Second, the government should proactively seek to make aff ordable funding available 
to the RE sector, particularly to RE technologies suitable for rural electrifi cation. 
Establishing a blanket fund for the development of the RE sector is essential. This 
will make the project economically viable and help attract the private investment 
and credit fi nancing needed. The government should make these funds available till 
the RE projects reach a ‘critical mass’ and become commercially viable without any 
subsidy.

Third, the government should seriously work to improve the investment climate 
surrounding the RE sector. There are several hurdles that a project developer needs to 
pass through before they can implement the project. These include labor issues, land 
acquisition, minimum FDI requirement, delay in approvals from diff erent authorities 
and so on. The government should help in resolving these issues, which improve the 
“easiness of doing business”. 

Fourth, the government should help in capacity building of the local level governments. 
They are the main stakeholder of the RE development, however their institutional 
capacity is far from the desired level of expertise. Their capacity needs to be 
developed to technically assess the viability of the project and to be able to mobilize 
the appropriate funds, grants or subsidies.
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Fifth, there are various green or climate funds that the federal government can 
reach out to ensure that resources are focused on RE projects in Nepal. The Green 
Climate Fund is one example that the federal government can access. Likewise, the 
government can negotiate with international fi nancial institutions for grants in the 
form of technical assistance and for funding in the form of concessional credit lines 
fully dedicated to the RE sector.  

Finally, nothing is perhaps more important than the consistency in policy that the 
government adopts. Investors or lenders become hesitant to invest with uncertainties 
with respect to policy and exchange rate risks (such as “de-peg” risk in Nepal). 
Inconsistent policies increase investment risk, and consequently higher risk premiums 
will be charged, making investment unattractive to them or too expensive to projects. 
On the other hand, consistent policies build confi dence of investors and lenders, 
encouraging them to lend suffi  ciently to the sector. Transparency is also a key 
element to attract additional investments, especially with respect to plans linked to 
grid expansion, which should be well communicate and appropriate terms should 
be agreed to ensure compensation to private project developers currently providing 
energy access to rural areas.

AEPC

AEPC has helped to provide energy access to millions of rural and poorer communities. 
They have been very eff ective in promoting small scale RE technologies, as evident 
from the number of installations around the country. They have also been eff ective in 
capacity building of stakeholders, including banks and fi nancial institutions and LFIs.

However, with the changing times and decreasing donor funds, AEPC has realized the 
need for moving into a market-led business model. Their mission is to now gradually 
shift from subsidy driven model to credit fi nancing model. While subsidy had been 
very eff ective in implementing small scale RE technologies which otherwise would 
not have been possible, it has also distorted the market and made private sector 
hesitant to invest. Now with a gradual shift to credit model, AEPC needs to make 
sure that it is equitable, fair and transparent and doesn’t add burden to the private 
project developers. AEPC also needs to keep providing technical support to project 
developers and fi nancial institutions.

AEPC has developed signifi cant institutional capabilities and is well regarded as an 
implementing agency for RE technologies in Nepal. AEPC needs to now focus more on 
framing plans and policies and building capacity and providing technical support to 
the stakeholders. Fund management and disbursal should be left to CREF, which is a 
dedicated entity for subsidy management as well as credit disbursal. CREF should be 
supported and strengthened to handle fi nancing matter related to RE.

Now with rural RE projects falling under local level government, AEPC will have to 
help these local levels develop institutional capacity to deploy these technologies. For 
that, AEPC might need to depute their technical manpower to the local levels or co-
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ordinate with the provincial government in building capacity of the local level. Local 
governments also need support in channelizing the subsidy and grants. Till the time 
local government becomes capable enough, AEPC should bear the responsibility of 
carrying out a feasibility study of RE projects and capacity building of the stakeholders.

AEPC also needs to build a project pipeline of small scale RE projects. In absence 
of project pipeline, the fi nancial institutions will not show much interest in fi nancing 
those projects. A pipeline of robust RE projects will help fi nancial institutions to save 
the cost and energy in project origination. From the pipeline, the BFIs can select the 
most viable projects to fi nance.

While the distributed RE has helped millions of people access clean energy, these 
projects often face existential threat when the national grid fi nally reaches there. This 
very fact hasn’t helped in building confi dence of the fi nancial institutions to lend to 
these projects. AEPC needs to make sure that these projects can later be connected 
to the national grid and all the infrastructures are built in such a way that the project 
will not have much diffi  culty in transitioning to the national grid. AEPC also needs to 
ensure that the project development timeframe which is acting as a signifi cant barrier 
for RE lending, especially for micro-hydro projects, needs to be reduced signifi cantly.

Donor agencies and development partners

Donor agencies and development partners have played an important role in the 
development of the RE sector in Nepal. They have provided fi nancing as well as 
technical support to AEPC for the wider deployment of small-scale RE technologies 
like solar home systems, biogas plants, mini and micro-hydro, improved cook-stoves 
etc. The RE sector has benefi tted from the support provided by these partners when 
the country was facing an uphill task of meeting the energy demand.

With decades of experience in the fi eld, AEPC has built tremendous institutional 
capacity to work with the RE sector. They have gained enough technical knowledge to 
now handle such technologies independently. As such, donor support for the technical 
aspect is more relevant with respect to capacitating fi nancial institutions and, of 
course, continuous support is needed in the form of (a) grants as an important part 
of seed capital to make such projects viable and (b) blended fi nancing to make long 
tenor funding available and aff ordable (either in the form of credit enhancement, loss 
reserves or extended tenor guarantees).

The government of Nepal and donor agencies are now trying to shift to credit model 
from only subsidy. AEPC is trying its best to transition from subsidy to credit and 
has been implementing various programs for the same. The development partners 
however need to continue to support AEPC in accessing grant and soft loans till the 
transitioning to credit fi nancing is completed. 
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Appendix 1 – Current energy situation in 
Nepal
Despite the turbulent past of prolonged political instability attributed to decade long 
insurgency and subsequent 10 years of political transition and devastating earthquake 
of 2015 costing nearly 9,000 lives & about 30% of GDP (about USD 7 billion of 
damages & losses)5, Nepal was making satisfactory socio-economic progress with 
average GDP growth rate of 7.31% till the growth was impacted by COVID-19. The 
number of people living under poverty too has declined considerably. The poverty 
rate fell from 41.8 percent in 1996 to 18.7 percent in 20186. As per the Sustainable 
Development Goal (SDG) target, Nepal aims to graduate from the Least Developed 
Country (LDC) to a developing economy by 2022 and to middle income country by 
2030.

The Constitution of Nepal has established access to aff ordable energy as a fundamental 
right. Although Nepal doesn’t have proven oil, gas or coal reserves, it has hydropower 
and other renewable sources in abundance. Despite the abundance of renewable 
energy sources, Nepal still has a long way to go to realize its potential in renewal 
energy. For example, only just over 1,300 MW7 which is about 3% of fi nancially 
feasible 42,000 MW of hydropower potential has been realized so far. With a large 
portion of total potential remaining untapped, Nepal reels under the inadequate 
internal energy generation for its national captive consumption. Although the fi rst 
hydropower plant was built more than a century ago, Nepal has suff ered from huge 
power shortages leading to daily power cuts of up to 16 hours. The load shedding 
induced widespread socioeconomic adversaries compelling the business sector to have 
their competitiveness eroded with a consequent decline in businesses. The economic 
losses because of the load-shedding during the period of 2008-2016 is estimated to 
be around USD 14.5 billion in 2016 prices8. Even though the basic load-shedding has 
now ended due to huge import of electricity from India as well as increase in domestic 
production, 10% of the total population still lack access to the national grid9.

Sources of energy

In Nepal, sources of energy are classifi ed into three categories: traditional, commercial 
and alternative or renewable. All types of bio-mass including fi rewood, animal dung, 
agricultural residue etc. used for producing energy fall under traditional energy. All the 
energy resources with well-established market prices like coal, petroleum products 

5 Nepal Earthquake 2015 Post Disaster Needs Assessment (NPC)
6 Nepal Human Development Report 2020 (NPC)
7 NEA A Year in Review 2019-20
8 Timilsina, Govinda; Sapkota, Prakash; Steinbuks, Jevgenijs. 2018. How Much Has Nepal 
Lost in the Last Decade Due to Load Shedding?: An Economic Assessment Using a 
CGE Model
9 Economic Survey 2019/20
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and hydropower are categorized into commercial energy. Likewise, indigenous 
renewable energy sources like biogas, solar, wind and micro-hydro have been put into 
the alternative or renewable energy category10. As per International Energy Agency 
(IEA), traditional energy dominates the total energy supply trend of the country.

Source: I  EA World Energy Balances 2020 https://www.iea.org/subscribe-to-data-services/
world-energy-balances-and-statistics

The majority of the people in Nepal live in rural places and use traditional energy 
sources for their day-to-day use. As per the Economic Survey of 2019/20 conducted 
by the Ministry of Finance, as of mid-March 2020, the use of traditional energy sources
accounts for 68.7% of total energy uses followed by commercial energy at 28.1% 
and alternative energy at 3.2%. The survey also found the annual average energy 
consumption of electricity in domestic, industrial, commercial and other sectors stand 
at 43.3%, 36.3%, 7.9% and 12.5% respectively.

10 Water & Energy Commission Secretariat
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Current energy situation in Nepal

Notwithstanding the tremendous potential in hydropower (83,000 MW), Nepal could 
only build just over 1,300 MW of installed capacity by the end of FY 2019/20. Even 
though the energy policies have been hydro-centric, hydropower development couldn’t 
catch-up with the demand for various reasons; primarily lack of capital, absence 
of enabling policies in attracting FDIs, inability of private & government sectors in 
developing larger projects and political instability. However, there has been noticeable 
improvement in the energy generation and energy infrastructure development in 
recent years. The installed capacity at the end of FY 2019/20 has reached 1,332 MW 
up from 787 MW at the end of FY 2014/15. The transmission line of 66kV and above 
has reached 4269.70 circuit kilometers at the end of FY 2019/20 against 2,624 circuit 
kilometers at the end of FY 2014/15 (NEA Annual Report 2019-20). Likewise, the 
substation capacity too has gone up from 2,132 MVA at the end of FY 2014/15 to 
4,300 MVA at the end of FY 2019/2011.

Nepal, however, still reels under power shortages. 10% of the population are yet to 
be connected to the national grid. As of mid-March 2020, out of 753 local levels, the 
national grid is yet to reach to 117 local levels12. Even in the areas with the reach 
of national grid, the reliability of the supply requires much to be desired. Per capita 
energy consumption was reported to be 245 kWh in 2019 and is anticipated to reach 
1500 kWh by 2030 as per SDG target. Nepal’s per capita electricity consumption is 
growing but at a very slow pace compared to majority of the countries around the 
world. 

Source: www.iea.com/statistics

11 NEA A Year in Review 2019/20
12 Economic Survey 2019/20
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Import of electricity

Despite the potential to become a regional renewable energy hub, Nepal at the 
moment is net importer of signifi cant amount of electricity from India attributed 
to gap in total domestic demand and supply of internally generated energy. The 
contribution of diff erent sources to meet the electricity demand for the FY 2019/20 is 
depicted in pie-chart below13.

The situation gets critical during the dry season when most of the hydropower plants 
produce signifi cantly less energy as the water level recedes. Ironically, the same 
period also sees the peek in demand for energy. Typically, the demand for energy 
peaks in the month of January and to meet this peak in demand, Nepal imports 
signifi cant amount of electricity from India. Below is the electricity supply situation 
during peak demand on during FY 2019/20 (11 January 2019)14.

13 NEA A Year in Review 2019/20
14 https://www.nepalitimes.com/from-the-nepali-press/more-than-half-of-nepals-electricity-
im ported-from-india/
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Throughout the FY 2019/20 however, Nepal imported 1,729 GWh of electricity from 
India through various transmission links. The electricity imported was considerably 
less than that of FY 2018/19, when Nepal imported 2,813.07 GWh of electricity. The 
COVID-19 pandemic had caused the lesser demand for electricity and may have 
resulted in lesser import in FY 2019/20. Nepal also exported 107 GWh of electricity to 
India in FY 2019/20 during the time of surplus, up from previous fi scal year’s export 
of 34.74 GWh15.

Rapid urbanization

Nepal is witnessing rapid migration from rural areas to urban areas. Young people are 
leaving the country in search of better job opportunities in India and the Gulf countries, 
their other family members are now shifting to urban areas as the remittances 
now provides them with an opportunity to enhance their lifestyle. This is putting 
tremendous pressure on the resources including higher energy demand. RE has a 
dual role to play here, fi rst meeting the demand of the urban migration and secondly, 
stopping the trend of migration by providing the people with dependable source of 
energy enabling them to have better lives in rural areas.

Projected energy demand

The Water and Energy Commission Secretariat (WECS), a responsible authority for 
collection and analysis of the energy related data in Nepal had conducted the Electricity 
Demand Forecast Study for the period of 2015-2040 using Model for Analysis of 
Energy Demand (MAED). The primary objective of the study was to forecast the 
electricity demand under various scenarios. As per the report, the projected demand 
for electricity by 2035 at 4.5% economic growth will be over 13,000 MW and at 7.2% 
economic growth will be over 18,000 MW. 

15 NEA A Year in Review 2019/20
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  Appendix 2 - Policy and regulatory 
framework for RE sector
Nepal aims to graduate to a middle-income country by 2030 and for that it focuses on 
economic development, employment generation, reducing poverty and increasing the 
well-being of the society. Energy is a cornerstone of the socio-economic development 
and features heavily on the government’s agenda. With climate change threatening 
the livelihoods of the millions of people in the country, focusing on a sustainable source 
for energy is a rational and coherent approach. Development of RE sector however 
requires huge investments. A  s per IFC’s estimate, the RE investment opportunity for 
Nepal in between 2018-2030 is USD 24.6 billion16. Public funding alone will not be 
enough to develop the RE sector and there is a need to stimulate and mobilize private 
fi nancing. To foster the RE development and to encourage private investments, the 
government is eff ortful in rationalizing policies to provide an enabling environment by 
devising diff erent regulations and frameworks. 

As per the new administrative division of the country, RE projects up to the installed 
capacity of 1 MW fall under the scope of local level government’s scope. Local 
governments also provide various facilities, including capital subsidy and technical 
support to the RE projects resulting in a surge of RE projects implemented at the local 
level.

Nepal Government’s targets for RE

GoN has realized that hydropower and other RE resources have the potential to change 
the socio-economic dynamic of the country. GoN has released diff erent documents 
from time to time related to energy. They include plans, policies, strategies and white 
papers. Below, the targets set by those documents are discussed briefl y.

National Planning Commission (NPC) 15th Periodic Plan

NPC’s 15th Periodic Plan for the period of 2019/20-2023/24 envisions the prosperity of 
the nation through sustainable and reliable development of hydropower and other RE 
projects. While the plan is hydro-centric, 5-10 percent of the energy mix is proposed 
targeting alternative energy sources. The target according to the plan is to have 
5,000 MW of hydropower installed capacity by FY 2023/24 and energy access to 100 
percent of the population. Likewise, the per capita energy consumption is envisioned 
to be 700 kWh. The contribution of renewable energy in energy consumption will 
increase from 7 percent to 12 percent.

16 Climate Investment Opportunities in South Asia (IFC)
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The periodic plan also has a goal to produce 13 MW of electricity from micro and 
mini hydropower, 125.4 MW from solar and 10 MW from wind energy. Similarly, 
there is a target to install 200,000 household biogas plants and 500,000 improved 
stoves and gasifi ers. Two carbon projects shall be developed for carbon trade revenue 
mobilization. To substitute 40,000 MT of imported LPG, 500 high-capacity biogas 
plants are targeted to be installed.

White Paper (Ministry of Energy, Water Resources and Irrigation)

A white paper titled “Present Situation and Future Roadmap of Energy, Water Resources 
and Irrigation Sector” published by the Ministry of Energy, Water Resources and 
Irrigation (MoEWRI) was released in May 2018. The aim of the paper was to present 
the prevailing scenario of energy and water resources and the future roadmap to 
address the issues identifi ed and make the country energy independent. Some 
highlights of the paper are as under.

 Per capita energy consumption to be increased up to 700 kWh in the next fi ve 
years and to 1,500 kWh within ten years. 

 To increase access to modern energy in rural areas and to develop other sectors 
of the economy, ‘Special Lighting Program for Education and Health’ is to be 
implemented.

 According to weather and time, diff erent electricity tariff s to be determined for 
industrial, commercial and residential consumers.

 5,000 MW of installed capacity within 5 years and 15,000 MW of installed 
capacity to be constructed within 10 years. Out of 15,000 MW of electricity 
generation, 10,000 MW will be for domestic consumption.

 At least one large hydropower/solar project to be started in each province.
 A challenge fund to be established for all 753 local levels to connect 100-500 

kW of solar electricity. The fund to pay the 50 percent of the project cost.

Second Nationally Determined Contribution (NDC)

As a signatory to the Paris Agreement, Nepal had enhanced the Nationally Determined 
Contribution published in 2016 and had submitted to United Nations Framework 
Convention on Climate Change (UNFCCC) outlining its climate commitments. The 
NDC is for the period of 2021 to 2030 with ambitious targets. Some targets of the 
NDC document are as under.

 By the end of the NDC period, clean energy generation will be 15,000 MW out 
of which 5-10% will be generated from mini and micro-hydropower, solar, wind 
and bio-energy.

 By 2030, 15% of the total energy demand will be supplied from clean energy 
sources.

 Sales of electric vehicles in 2025 will be 25% of all private passenger vehicles 
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sales and 20% of all four-wheeler public passenger vehicle sales. The same will 
be increased to 90% and 60% respectively by 2030.

 Electric rail network of 200 km will be developed by 2030 for mass transportation.
 25% of the households will use electric stoves for cooking by 2030. By 2025, 

500,000 units of ICS will be installed in rural areas.
 Additional 200,000 household biogas plants and 500 large scale biogas plants 

will be installed by 2025.

Institutional structure

Diff erent institutions govern the energy sector in Nepal. This section deals only 
with the institutions dealing with the renewable energy sector where multitude of 
institutions play various roles. An institutional structure within RE is presented in the 
diagram below with explanation of their primary role.

Electricity Regulation Commission (ERC) had been established as an autonomous 
regulatory body to regulate the generation, transmission, distribution or the business 
of electricity.

Ministry of Energy, Water Resources & Irrigation is the line ministry for 
the energy sector. The ministry is overall responsible for the development of the 
hydropower sector, RE sector, water resources, irrigation and energy effi  ciency. The 
ministry drafts relevant Acts and policies and sets the national strategy. 

Department of Electricity Development (DOED) assists the Ministry in 
implementation of overall government policies related to electricity sector and to 
facilitate private sector’s participation in power sector.
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Nepal Electricity Authority (NEA) handles generation, transmission and distribution 
of electricity in Nepal. NEA is a sole off -taker of the electricity produced in Nepal.

Water & Energy Commission Secretariat (WECS) is primarily responsible for 
assisting GoN and diff erent ministries in the formulation of policies and planning of 
projects related to water resources.

Ministry of Forests and Environment is involved in matter related to climate change.

While all the above institutions play major roles, for the development and promotion 
of rural RE technologies, Alternative Energy Promotion Centre (AEPC) is a 
nodal agency. AEPC was established in 1996 under the then Ministry of Science and 
Technology with the mandate for the promotion of renewable/alternative energy 
technologies in Nepal. It is now under the Ministry of Energy, Water Resources and 
Irrigation. AEPC is a semi-autonomous organization and has representations from 
diff erent sectors in its board. AEPC is also responsible for the formulation of short, 
medium and long-term policies and plans. AEPC now also has the mandate for energy 
effi  ciency.

AEPC has successfully implemented many donor-funded programs and has been 
helping people in rural areas to get access to energy for more than two decades. 
During the period, AEPC has not only provided renewable energy access to over three 
million households but has also played a vital role of contributing towards achieving 
the national goal for balanced regional development throughout the country by 
providing renewable energy services where the national grid yet could not. The total 
RE installation supported by AEPC till the FY 2018/19 are tabulated below17.

Central Renewable Energy Fund (CREF) was established by the GoN as a fi nancial 
management mechanism for the fi nancing, promotion and development of RE 
technologies. For the operation of the fund, the Secretariat has been established and 
has been operating since January 2015.
17 AEPC A Year in Review 2018/19

Program Unit Achievements till FY  
018/19

Mud Improved Cooking Stoves (ICS) Nos. 1,423,242
Solar Home System Nos. 911,097
Domestic Biogas Nos. 425,511
Micro/Mini Hydro kW 32,159
Institutional Solar PV System Nos. 1,993
Metallic ICS Nos. 85,805
Improved Water Mill (IWM) Nos. 11,018
Urban Solar Home System Nos. 21,144
Solar Drinking Water and Irrigation Pump Nos. 1,364
Solar/Wind Mini-grid System kW 563
Large Biogas Plant Nos. 247
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The main stakeholders involved in the management and strategy of CREF are: GoN (with 
Ministry of Finance, MoEWRI), AEPC, Development Partner’s representative and Nepal 
Bankers’ Association’s representative. Development partners such as United Nations 
Development Program (UNDP), Department for International Development (DFID), 
United Nations Capital Development Fund (UNCDF) and other development partners 
such as Asian Development Bank (ADB), Deutsche Gesellschaft für Internationale 
Zusammenarbeit (GiZ), KfW, the German development bank, the World Bank, etc. 
have either placed funds at CREF or are considering CREF as the vehicle for channeling 
funds in the RE sector.

CREF channels subsides, credits and technical support fund in the RE sector through 
Handling Bank, which is NMB Bank Ltd. and other Partner Banks. 

Acts and policies related to energy

GoN has framed various legislations, policies and guidelines with the objective of 
developing the energy sector and to facilitate the private sector. Some important Acts 
and policies are as under.

Electricity Act 2049 (1992): The Electricity Act 2049 (1992) is a guiding document 
for the electricity sector and outlines the various provisions for the electricity generation 
and distribution. The Act also provides various facilities for the development of the 
energy sector like only 1% custom duty on import of machineries, foreign currency 
facilities for the repatriation etc. GoN is trying to replace this decades old Act with 
the aim of aligning it with the new federal administrative structure of the country and 
current market needs.

Water Resources Act 2049 (1992): The Act was framed in 1992 to make 
“arrangements for the rational utilization, conservation, management and development 
of the water resources that are available in Nepal in the form of surface water, 
underground water or in whatsoever form”. The Act also makes “legal arrangements 
for determining benefi cial uses of water resources, preventing environmental and 
other hazardous eff ects thereof and also for keeping water resources free from 
pollution”.

Hydropower Development Policy 2058 (2001): “In view of the internal 
consumption and export possibility of hydropower in the context of the overall 
development of the country, an investment friendly, clear, simple and transparent 
policy is necessary to enhance the development process of hydropower”. One of the 
objectives of the policy is to render support for the development of rural economy by 
extending the rural electrifi cation.

Rural Energy Policy 2006: The main objectives of the policy are “to reduce 
dependency on traditional energy and conserve environment by increasing access 
to clean and cost-eff ective energy in the rural areas” and “to increase the living 
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standards of the rural population by integrating rural energy with social and economic 
activities”.

Renewable Energy Subsidy Policy 2016: The policy was formulated to promote 
rural RE technologies by providing them with the subsidy amount of up to 40% of the 
total costs, making it feasible to implement and attract private investments.

National Renewable Energy Framework: The aim of the Framework is to enhance 
productivity and market enabled expansion of RE sector in Nepal, resulting in improved 
access to energy for all.

Biomass Energy Strategy 2017: The aim of the Strategy is “to increase the 
access to biomass energy and hence contributing to the environment conservation 
by transforming traditional biomass energy use into modern, sustainable and clean 
energy”.

Climate Change Policy 2020: The primary objective of the policy is “to contribute 
to socio-economic prosperity of the nation by building a climate resilient society.”

Regulatory framework for RE lending

To support the government’s vision of developing hydropower and the whole 
renewable energy sector, the central bank has issued directives and circulars to BFIs. 
The directives include the mandatory lending to the energy sector and relaxations 
on provisions. The major highlights of the central bank’s directives regarding energy 
lending are the following:

1) Energy sector has been classifi ed as ‘priority sector’ by the central bank. 
Commercial banks are mandatorily required to lend to the energy sector. 
Central bank obliges banks to have a certain percentage of their total loan 
portfolio in the energy sector at the end of each fi scal year (as per table below) 
and to increase the same to 10% of the total portfolio by FY 2023/24. Central 
bank defi nes energy sector as hydropower, RE projects, clean transportation 
and charging station. This provision is expected to make a signifi cant amount 
of the debt fi nancing available to the RE projects.

2) Any investment made in ‘energy bond’ issued by other BFIs will be counted 
towards energy lending. This provision is expected to boost the banks’ ability 
to raise the long-term fund for the energy sector lending at a reasonable cost. 

Fiscal Year End % of the Loan Portfolio
2020/21 6
2021/22 7
2022/23 9
2023/24 10
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3) BFIs are required to have mandatory lending to the deprived sector. Under 
the provision, the loan extended towards various small scale RE technologies 
counts towards deprived sector lending. This provision helps the bank to meet 
their deprived sector target while extending loan to RE sector. The lending 
made to RE technologies that count towards deprived sector lending has been 
presented in below table

  S. No. Loan Type

I

RE technologies like Solar Home System, Solar Cooker, Solar Dryer, Solar 
Water Pump, Biogas, Improved Water Mill, Improved Cook Stoves not 
exceeding NPR 200,000 per family. The amount goes up to NPR 300,000 for 
the existing borrowers with satisfactory performance of 2 years.

II
Loan extended up to NPR 30 million to the below RE projects in which the 
project sponsor to invest not less than 50% of the project cost and to be 
developed with the view of providing energy access to deprived people  

 Mini and micro-hydropower up to 1000 kW
 Solar mini grid up to 500 Wp
 Gasifi er technology up to 200 kW
 Wind or Wind-Solar hybrid project up to 500 kW
 Institutional biogas plants up to 200 CBM

III Loan extended to the driver-owner for the purchase of electric rikshaw or 
electric tempo 

IV Loan extended to the family up to NPR 50,000 for the purchase of shares 
issued by hydropower company for the project aff ected areas

4) The Single obligor limit (SOL) for BFIs is 25% of their core capital. However, 
for hydropower and other renewable energy projects that have concluded the 
Power Purchase Agreement (PPA), the SOL has been set at 50%. This provision 
signifi cantly increases the BFIs’ ability to lend to capital intensive RE projects.

5) RE projects are eligible for the interest capitalization during the project 
moratorium period. 

6) If the hydropower project couldn’t run at full capacity due to delay in the 
transmission line construction, BFIs can capitalize the shortfall interest amount 
till the project operates in full capacity.

7) In case, any term loan installment is not paid within the 90 days from the due 
date by the hydropower project, BFIs are required to make loan loss provision 
for the default installment amount only and not for the entire loan amount.

8) Refi nancing is available for RE projects as they fall under priority sector.

Environmental & social risk management (ESRM) guidelines
Financial institutions are required to develop a sound and robust environmental and 
social management system consistent with the national laws and international best 
practice. While small loans of less than NPR 10 million will have to be checked for 
the exclusion list, larger loans need to carry environmental and social due diligence. 
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Appendix 3 - RE enabling environment
Even though the investment required to meet the NDC of diff erent countries is far 
off , the progress of renewable energy in the last decade has been greater than ever 
before. There are many factors stimulating the growth of the RE sector. Followings are 
the major drivers of RE growth.

Need for mitigating climate change

Nepal emits a negligible amount of greenhouse gases (GHGs). In 2016, Nepal emitted 
61.25 million tons of GHGs while the entire world emitted 49.36 billion tons18 . The 
country is extremely vulnerable to the risks posed by climate change. Weak socio-
economic conditions and challenging topography make Nepal even more vulnerable.

Nepal is already witnessing warmer temperatures and lower rainfall. The ice reserves 
have decreased signifi cantly, and the number of glacier lakes has increased. As a 
result, the risk of Glacier Lakes Outburst Floods (GLOFs) has gone up. In recent 
years, Nepal has witnessed and suff ered from increased frequency of erratic weather 
events like landslides and fl oods, causing high social and economic costs.

With the government realizing that climate change needs to be mitigated for the 
prosperity of the people and being a party to Kyoto Protocol and Paris Agreement, 
Nepal has released enhanced Second Nationally Determined Contribution (NDC) in 
December 2020. The document outlines steps Nepal will take in order to mitigate the 
GHGs emission and to build a climate resilient society. Promotion of clean energy is a 
major part of that document.

RE technologies have become cheaper and effi  cient

The cost of the RE technologies is still higher compared to other traditional technologies. 
However, RE technologies have seen a signifi cant reduction in cost in recent years. 
This is more evident in solar PV, wind and energy storage system. The technologies 
are now much more effi  cient and sophisticated. As a result, up-front investment has 
decreased, and reliability has increased. 

Cost eff ectiveness leads to other drivers. When cleaner technology becomes aff ordable 
or competitive, other factors such as air and noise pollution drive the greater use of 
RE technologies. For rural households, energy generated from renewable sources is 
the ‘least cost option’ and it is healthier. 

Due to decline in cost, telecom operators now prefer RE technologies to power 
their cell-phone towers. Manufacturing and service industries are showing greater 
enthusiasm in installing solar PV in their roof top. Private sector developers have 
even started building grid-connected solar power plants as they have now become 
competitive with other power generating technologies.

18 Our World in Data (ourworldindata.org)
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Policy and regulatory support

The government has realized the development of energy sector is the backbone of 
the socio-economic development of the country. The government has committed to 
develop the renewable energy sector and has come up with various incentives to the 
private developers including tax holidays, accelerated depreciation, VAT refund, low 
or nil import custom duty, etc.

There are also diff erent subsidy mechanisms promoted by the government and 
donors in place for rural RE projects. AEPC, the apex body for the promotion for 
alternative energy in the country implements those subsidies and incentives. Stand-
alone roof top solar installations, improved cooking stoves, micro-hydro projects are 
some initiatives of AEPC led subsidy mechanism.

With the elected local bodies in place, they have given emphasis to the deployment 
of renewable energy where practical. Many local bodies are powering their streets 
with ‘solar streetlights’. Some provincial governments are prioritizing EVs and are 
providing incentives which will lead to greater RE deployment.

The central bank is promoting the fi nancing of RE projects and has mandated BFIs to 
lend 10% of their total loan portfolio in RE sector by the end of fi scal year 2023/24. 
This provision ensures the availability of debt fi nancing to the good RE projects. 
Besides, the central bank has allowed disbursal in rural energy technologies to be 
counted towards mandatory deprived sector lending. 

Access to international support

There are many international organizations, funds, networks and programs which 
aim to further energy access, mainly in the low-income countries. Scaling up of 
Renewable Energy in Low-Income Countries Program (SREP), Green Climate Fund 
(GCF), Renewable Energy and Energy Effi  ciency Partnership (REEEP), Private 
Financing Advisory Network (PFAN) are few of such organizations, networks and 
programs supporting to access diff erent funds and support for the development of 
renewable energy and climate resilient sector. Several projects and programs have 
already received funding/support from such programs, which has increased the RE 
deployment. 

Increased participation of MFIs

MFIs have been active fi nancial intermediaries in the rural and semi-urban parts 
of the country. They have helped to provide access to fi nance to the people who 
otherwise were deprived of fi nancial services. They have also been active in fi nancing 
RE sector, either using their own funds or borrowing from the BFIs as a part of the 
deprived sector lending. Because of their local presence, they are in a better position 
to understand, lend and monitor RE fi nancing in the rural areas than commercial 
banks.
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Innovation by private sector

The private sector has come up with diff erent innovative ideas to promote RE. 
Innovation in business model design, buy-back guarantees, various contractual 
arrangements and good management practices are some tools that the private sector 
has employed to promote RE. This has obviously increased their share of business 
but has also led to effi  cient services and price. ‘Pay-As-You-Go’ (PAYG) is another 
innovative concept and has worked well for the RE sector.

Fintech solutions

One bottleneck for the rural RE deployment has been the scattered settlement leading 
to diffi  culty in revenue collection. Now the private developers are employing diff erent 
Fintech solutions like smart metering, prepaid metering, digital payment to be able to 
provide their services in a cost-eff ective manner.

Commercial lending institutions’ growing role

BFIs are mandated to lend a certain portion of their portfolio in the energy sector. 
Realizing the fact that the RE sector is now becoming attractive to lend, BFIs are 
being more open to lending to RE projects. While there is still a signifi cant gap in 
lending to small scale RET, some banks like NMB even have dedicated RE fi nancing 
division and tailor-made RE fi nancing solutions.

Growing energy demand

Nepal has one of the lowest per capita energy consumptions at 245 kWh19. Until 
recently, the country faced a daily load-shedding of 16 hours. While situation has 
improved drastically, the energy being produced is simply not enough. Especially 
during the dry season, Nepal imports a signifi cant amount of energy from India to 
meet its demand. 10% of the total population is yet to access the national grid. 
With lifestyle improving gradually and the increase in remittances from the family 
members working abroad, the demand for energy is growing. 

Energy security and local value

Nepal imports all of its fossil fuel need, mostly from India. Nepal even imports electricity 
from India. There is a greater sense of urgency in Nepal to develop renewable energy 
and reduce the dependency on imported fossil fuel and electricity. This will not only be 
strategic from the country’s point of view but will also help to reduce trade imbalances 
and create local jobs and value by utilizing the renewable resources abundantly 
available locally.

19 Economic Survey 2019/20



74



75

Appendix 4 – Project due diligence items
The following items listed shall be used, as applicable to perform due diligence on 
projects:

Credit worthiness appraisal
Due diligence items Things to analyze

Character
For small sized projects

 Legal form of the proposed borrower

 
 Size of operations, number of years in 

business, no. of employees

 
 Past records with the banks and fi nancial 

institutions

 
 Any previous issues with the company (legal, 

tax, consumer disputes etc.)
  Willingness to share the information

 

 Media coverages? Negative or positive

Additional items, as applicable:
 Financial standing and compliance (ratios) 

shall be defi ned and calculated as applicable
 Defi nition of minimum years of experience of 

applicant as applicable
 Gender Policy, HSS Policy, Anti-Corruption 

Guidelines etc...
 Monitoring and reporting practices

Capacity  Business plan/road map
  Level of innovation and market relevance
  Management practices

 
 Business/project resilience to internal and 

external shocks
  What is their days sales outstanding (DSO)?

 
 How resilient is their business/project to 

internal and external shocks?

 

 What is the margin of their product?

Additional items, as applicable:
 Management capacity (CVs of local 

management team for the project)
 Organizational chart
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Capital

 Capital, net worth and cash fl ow of the company 
and the promoters

 Audit report, fi nancial statements (cash fl ow, days 
sales outstanding, product margin)

 
 Equity portion? How much are the promoters willing 

to risk their money?

 

 Past fi nancial record of the company and the 
promoters

 Additional items, as applicable:
 Co-fi nancing agreements

Conditions
 How the change in government’s policies can aff ect 

the borrower?

 
 How the changes in macro economy will impact the 

borrower?

 
 How the events like recent pandemic can impact 

them?

 
 Are they well regarded by the local where they plan 

to implement the project?

 
 How fast evolving technology is going to aff ect the 

borrower?

Technical appraisal
Due diligence items Things to analyze

Proper design
 Project design (May need external consultant’s 

opinion)
  Do they have plan B?
Location and layout  Appropriateness of the location
  Distance from the market
  Access road
  Nearby settlement
  Private or public land, Lease or acquisition
Technology  Suitability for the market

 
 Business/project resilience to internal and external 

shocks

 

 Technologies and appliances are certifi ed?
 Warranties and performance guarantees? 
 Any other certifi cations?

  Cost estimate? Alternative quotations?
Manpower related  How labor intensive is it?
  Availability of skilled manpower

 
 Local presence of technology supplier (past track 

records)
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Implementation &
operations  Implementation schedule (realistic?)

 
 
 
 
 
 
 
 
 
 
 
 

 Existing procurement arrangements in place
 Availability of construction materials
 Requirements/permissions of blasting work (if 

applicable)
 Cost of operation and maintenance
 Costs of raw materials (any of seasonal nature?) 

and other inputs
 Are raw materials of a seasonal nature (like rice 

husk)
 Maintenance contract
 Energy distribution
 Cost of production
 Plant factor
 Requirements for waste disposal, existing 

policies
 Plan for operations and maintenance

Commercial appraisal
Due diligence items Things to analyze

Value proposition
 Business model (resilience to external shocks) - 

is it commercially feasible/profi table?

 

 USP
 Market demand
 Assumptions for growth, risks

  What is the USP? How strong is the demand?
Revenue/Market  Revenue streams? Are assumptions realistic?

 
 Sales projection? How do they plan to achieve 

it?

 
 Core customer, market size, trend, barriers and 

opportunities
  Marketing and sales plan

 
 Scalability of project (to what extent?)
 Customers

Competition

 Competitors on the market, competitive advan-
tage

 Potential substitute
 Who are the competitors? What are their 

strengths?
  Is competitive advantage clear?
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Financial appraisal
Due diligence items Things to analyze

Assumptions and narrative
 Comparison of projections and business plan 

narrative
  Assumptions (clear and reasonable?)

 
 Are CAPEX and OPEX clearly stated? Are the 

cost structures (CAPEX, OPEX, IDC) clear?

 

 Does it allow for contingencies?
 Sources of funds clear (equity contribution 

committed and level adequate)

 

 Is IDC considered?
 Working capital requirements well defi ned?
 Respective revenue streams (how are they 

collected)
  Can developer demonstrate equity buff er?

Financial indicators  What is the DSCR and ICR?
  Sensitivity analysis

 
 Indicative returns plausible?
 Further indicators as applicable

Managerial appraisal
Due diligence items To analyze

Qualifi cation/Experience

 Qualifi cation of the management team and 
structure

 Past track record of performance/proven 
experience

 Established MIS and control system
 Confl ict of interest

 
 Skill balance. Is there any gap in skill? If yes, 

how do they plan to fi ll?
 Is there any confl ict of interest?

Socio-economic appraisal
Due diligence items Things to analyze

Economic impact
 Is the project desirable from the economic 

point of view?
  Contribution to the national or local policy goals
Resource utilization  Estimated number of new jobs created

 
 Number of new jobs for locals
 Eff ectiveness of resources utilized
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Social and cultural impact
 Impact on historical or cultural site, any negative 

impact

 

 Disturbances of normal living pattern of the 
community

 Regulations regarding child labor, discriminations 
of marginal community

 Existing CSR activities
 Contribution to increased access to sustainable 

modern energy services
  Contribution to improved livelihoods
 

Environmental appraisal
Due diligence items Things to analyze

Regulatory clearances
 IEE/ EIA requirements, completion
 Requirements of further clearances

  Any issues in the report? Mitigation measures.

Environmental impact
 Estimated negative environmental impact (E.g. 

soil erosion, biodiversity) – mitigation measures
  Calculation of GHG emissions of project
 
 

Legal appraisal
Due diligence items Things to analyze
Legal entity  Legal entity form, what type?

 
 Extract of Registration
 License holder of the project

 

Additional items, as applicable:
 company’s ownership structure unchanged
 Tax clearance certifi cate
 Certifi cate of registration for VAT
 Applicable business license documents if 

available
 Review of existing licenses and approvals
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Contractual arrangements

 PPA terms (incl. Force majeure clause)
 Other contractual arrangement for project 

development
 Necessary clearances

 

Insurance

 Existing Insurances: For fi xed assets, Loss of 
profi t, CAR insurance, accidents etc…

 

Exclusion list 

Followings are the exclusion list of the projects that the fi nancial institutions will not 
fi nance which:

 undermine protection of critical habitants
 use of banned pesticides/chemicals
 cause of involuntary resettlement or physical and economical displacement
 employ child Labor
 alter, damage, or remove cultural heritage and/or historical sites
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Appendix 5 – Document checklist
Below are examples of type documents that Financial Institutions might require: 

S. No. Type of Documents (as applicable) Yes No NA
A Project related documents    
1 Business plan    
2 Financial projection/model    
3 Feasibility study report    
4 Detailed project report    
5 Environment and social impact study    
6 Licenses and permits    
7 Power purchase agreement    
8 Evidence of equity injection (or ability to inject)    
9 Project implementation plan    
10 Contract documents    
11 Current status of the project    
12 Land ownership certifi cate    
13 Approval letter issued by AEPC or local level government    

14
Mass meeting decisions regarding availing loan and tariff  
fi xation

   

15 Board resolution for availing loan and proper authorization    

16
Commitment letter from local level government/users 
committee regarding the loan and its repayment

   

B Borrower/sponsor related documents    
1 Firm/entity registration certifi cate    
2 PAN/VAT certifi cate    
3 Memorandum and Article of Association    
4 Partnership deed    
5 Shareholder’s agreement    
6 Share lagat certifi cate (proving ownership of shares)    
7 User committee/co-operative constitution    
8 Promoter’s profi le    

9
Copy of citizenship certifi cate of major promoters/board 
members

   

10 Latest tax clearance certifi cate    
11 Past three years audited fi nancial reports  (if available)    
12 Loan application    
13 Other supporting documents    
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