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Investing in Rural Electrification (1/2 pages):
Å Rural electrification is often not a profitable business, and there will be limited 

interest to engage in such activities from a purely financial point of view, in 
particular if it is required that an uniform (nationwide) tariff be applied

Å Inadequate tariffs: as it is politically inopportune to raise them, the tariffs are in 
many cases not adequate for financial sustainability (both for national utilities as 
for IPPs or SPPs)

Å The investment capacity of the national utilitiesis often limited

Å Lack of financing schemes, or poor implementation of existing schemes

Å Inadequate size of projects: most of the time, the programmes are too small to be 
attractive to financing institutions and even more so to international private 
investors

In the following slides it is assumed that the private sector can play a 
role in rural electrification and especially in mini-grids

Introduction
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Investing in Rural Electrification (2/2 pages):
Small power producers in rural face specific barriers:
Å Lack of interest from local banksfor rural electrification, due to a lack of 

knowledge and of confidence in this sector
Å Local loans are expensive and the short term is not suitable to financing of these 

long term assets
Å lack of credit enhancement schemes such as different types of bank guarantees and 

co-financing instruments for private investment in rural electrification
Å Exchange risk for imported goods, paid in foreign currencies, while the receipts are 

in local currency

If one wants the private sector to play a role and have financial returns 
that make the investment sustainable, and

One imposes tariffs that are not financially sustainable, then

Fiscal and financial support mechanisms are necessary

Introduction
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1. Fiscal Policy and Regulation (B1)
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Some fiscal measures:

Fiscal Policy and Regulation (B1)
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Fiscalmeasure Explanation
Income tax holiday Noincometax duringXnumbersof years
Reduced corporate 
income tax

Incometax reducedfrom the beginningor after expirationof
the taxholiday

Reduced Value Added 
Tax (VAT)

Equipment for the production of renewable energy is
exempted from VAT. The list can include wind power
generators,hydropowergeneratorsand solar PVpanelsand
other equipment.

Import tax exemption 
or reduced

REtechnologyisexemptedor getsa reduction

Accelerated 
depreciation

Investmentin REequipmentand the distribution grid canbe
depreciatedat anhigherrate

VAT refund VATchargedispartiallyor totally refunded



Examples (1/3 pages):

Fiscal Policy and Regulation (B1)
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Examples (2/3 pages):

Fiscal Policy and Regulation (B1)
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Examples (3/3 pages):

Fiscal Policy and Regulation (B1)
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2. Grants and Subsidies (E1)
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WHY? Subsidies are provided by the government or international partners in order to 
ensure financial viability for the project developers/investors and affordabilityfor the 
costumers at the same time

HOW? Subsidies should be as low as possible, and as high as necessary: should be 
affordable for the country to allow scaling up beyond a few pilot projects

Grants and subsidies (E1)
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Grants or subsidies can be provided during:

Å The project planning/pre-investment phase (for feasibility studies, 
business plan development, technical planning, capacity building and 
transaction costs)

Å Implementation/construction (e.g. as capital subsidies, connection 
subsidies)

Å Operation (operational subsidies, tariff top-up)

Obs.: Connection costs vs. electrical house installation

Subsidies can also be made available to the mini-grid operator upon 
reaching certain milestones (results-based subsidies)

If possible subsidise connection fees for consumers or use results-based 
subsidies rather than operational subsidies or investment subsidies

Grants and subsidies (E1)
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Revenue earned from certified emission reduction (CER) credits is not
a subsidy

ÅCER credits are payments for the provision of a service by the SPP: 
the reduction of global carbon emissions against a calculated 
business-as-usual benchmark

ÅRegulators should adopt the principle that CER revenues should go to 
the SPP developer that supplies the equity and assumes the risk

Grants and subsidies (E1)
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Peru: Three Subsidies for Rural Electricity Providers

Grants and subsidies (E1)
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Initial capital cost subsidy
Å Provided to isolated rural mini-grids SPPs (less than 500 kW)
Å Provided to small, grid-connected distribution systems (SPDs)
Å Selected based on bids for the lowest required subsidy per consumer based on pre-specified 

maximum retail tariffs
Å Funded by the national budget, international loans, the rural electrification fund, and donor 

grants

Operating cost subsidy
Å Reduces the on-going generation costs and distribution costs of rural providers
Å{ǳōǎƛŘȅ ƛǎ ōŀǎŜŘ ƻƴ ǘƘŜ ǊŜƎǳƭŀǘƻǊΩǎ ŎŀƭŎǳƭŀǘƛƻƴ ƻŦ ǘƘŜ ŘƛǎǘǊƛōǳǘƛƻƴ ŎƻǎǘǎΧΦΦ
Å Funded by urban electricity customers

Consumption subsidy
Ensures that rural customers served by SPPs and SPDs pay tariffs that are similar to comparable 
customers in urban areas
Funded by a 3% surcharge on all consumers whose monthly consumption is 100 kWh or higher 
per month



Nigeria - The Guided Idea Competition is a three stage process:

Step 1. General training on mini-grid project development is offered to private sector 
companies. The training is followed by a call for expressions of interest.

Step 2. A number of applicants are selected from the expressions of interest. These 
receive in-depth training in system simulation and financial modelling of mini-grids. 
Invited to submit a full business plan under a call for proposals to obtain a grant.

Step 3. The winners of the call for proposals receive individual technical assistance in 
order to fully develop a proposal and presentation to investors and banks. The grant is 
used to finance the distribution network. Ownership of the distribution assets lies with 
the government.

Grants and subsidies (E1)
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3. Financing support instruments (E2)
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Mechanisms to facilitate lending that maybe supported by policy and 
regulation (1/2 pages):

1. Publicly backed debt facilitiesto eliminate or reduce the need for commercial 
lenders. May provide or facilitate long-tenor, low-interest loans that commercial 
lenders would not offer

2. Loan guaranteesmay be provided by national banks or special facilities to 
commercial lenders to compensate the lender in the event of default. Such a loan 
guarantee may include 50% coverage of the loan on a shared-loss (rather than 
first-loss) basis

Financing support instruments (E2)
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Mechanisms to facilitate lending that maybe supported by policy and 
regulation (2/2 pages):

3. Political risk insurance (PRI) may protect commercial lenders against the risk of a 
public utility or other governmental entity failing to perform on its contractual 
obligations. Available through several multilateral organisations and funds

4. Currency exchange rate riskmitigation instruments

5. Broader insuranceto cover commercial and other risks

Financing support instruments (E2)
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Effect of financial support on tariffs for a 300 kW solar-battery-diesel mini-
grid

Source: IRENA Policies and Regulations for Mini-grids, adapted from NESP, 2016
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There are many project development facilities especially targeted to Africa

Example:

https://www.africa-eu-renewables.org/finance-catalyst/

Financing support instruments (E2)
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Other project preparation facilities:

https://www.usaid.gov/sites/default/files/documents/1860/PPF%20Toolbox%20REVISED.pdf

Financing support instruments (E2)
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Thank you for your attention!

Tenenbaumet al, (2014). From the Bottom Up: How Small Power Producers and Mini-Grids Can
Deliver Electrification and Renewable Energy in Africa.

IRENA link

RECP Toolkitlink


