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Power has always been an important subsector of the 
infrastructure asset class and continues to evolve with broader 
environmental and regulatory trends. Traditionally, many 
power projects in Canada were developed, constructed and 
financed under long-term feed-in tariffs and/or a Power 
Purchase Agreement (“PPA”) with a regulated utility or other 
quasi-government entity. PPAs offer long-term revenues from 
investment-grade counterparties, significantly de-risking 
projects for both equity and debt investors. Over the past 
decade, power market supply & demand dynamics have shifted. 
Development of renewable energy projects has increased due 
to government and corporate ESG initiatives combined with a 
falling cost of generation for these technologies. Government 
and corporate programs are also helping moderate growth in 
electricity demand and some industrial loads are now self-
sufficient through behind-the-meter cogeneration and waste 
heat recovery. In response, government PPA programs have been 
curtailed (ex. Ontario’s Feed-in-Tariff (“FIT”) Program), except for 
renewable energy procurement programs employed in Alberta 
and Saskatchewan in an effort to expedite those provinces’ 
energy transition away from carbon emitting generation.  Where 
PPAs are still available, there is often an overabundant supply 

of capital and competition amongst developers/sponsors. 
This has also spilled over into secondary market activity given 
the appeal of contracted cash flows and low cost of capital. 
However, returns for largely de-risked assets are below minimum 
thresholds for many developers/sponsors and debt providers. 

In the absence of traditional government-backed PPA 
opportunities, developers/sponsors are constantly seeking 
alternatives to deploy capital and improve returns in the power 
sector. Sponsors must find ways to develop assets and attract 
capital to projects and markets which would have historically 
been deemed more challenging. Competitive, wholesale power 
markets (“merchant markets”) such as Alberta, have become 
more appealing, with investment in Alberta’s power market 
increasing due to rising environmental compliance costs, legislated 
retirement of coal generation and ongoing demand growth. 

Alberta can provide a useful illustration of how a competitive, 
wholesale market can work: in Alberta’s merchant market, 
generators offer power into the market at a pre-determined price. 
The majority of the province’s generation is offered at $0/MWh 
including from renewables and facilities such as combined-cycle, 
cogeneration and coal-fired plants, which require minimum levels 
of operation or are highly sensitive to dispatch. For instance, a 
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Interest in infrastructure continues to grow due 
to its attractive risk-return profile. Infrastructure 
projects generate high quality, stable cash flows 
and tend to be defensive in nature, providing 
a low correlation with other asset classes and 
diversification which is complementary to a fixed 
income portfolio. These characteristics are highly 
appealing, especially to institutional investors 
which have deployed increasing amounts of 
capital into the infrastructure space, stimulating 
the continuous growth and development of 
infrastructure as an asset class.
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coal-fired plant may have a minimum stable generation level of 
50%, so this 50% of capacity could be offered into the market 
at $0/MWh to avoid cycling and start-up costs. Coal, combined-
cycle and certain simple-cycle plants may then offer generation 
into the market at their marginal cost. During periods of robust 
supply cushion, the market power price tends to be established 
at the marginal cost of these plants. When the supply cushion 
shrinks, prices rise, and are usually determined by simple-cycle 
or dispatchable hydro plants, which are strategically looking to 
capitalize on peaking and earn significant premiums.

After all generators have submitted price and quantity 
offers, the system operator dispatches the lowest-priced offers 
first, before moving towards the higher-priced offers until all 
electricity required to meet demand has been dispatched. 
The last offer to be dispatched sets the market price, which is 
calculated every minute. At the end of each hour, the average of 
these calculations is used to set the hourly price (“pool price”). 
All generators will then receive the same real-time pool price, 
regardless of their offer, and all electricity consumers would  
pay the pool price as well. Dispatchable generators are also 
able to supplement their participation in the electricity market 
through ancillary services (ex. providing power to a standby/
contingency reserve or to a specific region) which are designed 
to provide fees to generators in exchange for maintaining 
system support and stability.

Merchant markets such as Alberta, which are underpinned 
by strong fundamentals over the intermediate term can 
offer generators higher upside but also higher risk. On the 
demand side, these same risk factors can also lead to greater 
opportunities for PPAs with non-government entities. Unlike 
contracted power projects, merchant generators face lower 
revenue certainty to cover fixed and variable operating costs, 
given the volatility of power pool pricing. Alberta is not a 
liquid power market with financial intermediaries readily 
providing intermediate term hedging instruments. Instead, 
to reduce cash flow volatility and de-risk a project sufficiently 
to attract debt financing, developers/sponsors often aim to 
secure a corporate offtake (PPA) for a predetermined portion of 
generation capacity and term of the project lifespan. Corporate 
PPA counterparties are usually investment-grade/bankable 
entities that are heavy, industrial users of electricity which use 
the PPA to hedge a major input cost and stabilize operating 
margins. Corporate PPAs are also appealing to counterparties 
due to environmental benefits and corporate ESG initiatives. In 
a period of rising carbon costs, a PPA with a renewable power 
project can allow large industrial counterparties to obtain 
valuable offsets, which can be used to reduce compliance 
obligations and carbon costs elsewhere in its operations. 

Usually under corporate PPAs, the parties settle directly 
between themselves for the contracted volumes at the 
contracted price (known as “net settlement” in Alberta), 
without the system operator being involved in the purchase of 
electricity or settlement of price. Under other PPAs, the parties 
still purchase and sell electricity through the system operator, 
but the PPA contains a strike price (known as “contract for 
difference” in Alberta). If the strike price for the contracted 
volume of electricity for is greater than the spot price, the 
purchaser pays the difference to the generator. Similarly, if the 
strike price is less than the spot price, the generator will pay the 
difference to the purchaser. Through either arrangement, both 
parties can effectively convert floating spot prices to stable, 
contracted long term prices. 
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RISK MITIGATION

RISKS

For corporate PPAs, the credit quality of the counterparty 
is usually paramount. Lenders can often overcome the lack 
of a government-backed offtake if the PPA counterparty 
is a creditworthy entity. Well known examples of recent 
corporate PPAs with high quality counterparties in Alberta’s 
merchant market include Brooks Solar, which signed a long 
term PPA with Telus, and Claresholm Solar, a Fiera Private 
Debt borrower, which signed a long term PPA with TC Energy.

In other cases, it may not be sufficient to evaluate the 
credit quality of the counterparty in isolation; some power 
projects, particularly distributed generation (behind the 
meter), may be backed by PPAs with entities operating in 
sectors such as oil & gas, midstream or mining. This indirect 
commodity exposure must be a major component of due 
diligence, with the economics of individual assets at the 
forefront. While a Lender may not be willing to accept broad 
commodity exposure, risk can be reduced if a project is tied 
to a counterparty with strong assets in the area in which the 
project is located. On distributed generation projects, this 
means the counterparty may be a specific mine or gas field, 
and a Lender must ensure that these assets are characterized 
by i) being a “core” asset, attracting significant capital 

investment from its operator, ii) having a long reserve life well 
in excess of the debt term, iii) having a strong track record of 
operations through commodity cycles, and iv) being highly 
profitable and a low-cost leader relative to other competing 
assets. If an asset meets these criteria, risk is significantly 
reduced and it is unlikely the asset would be shut-in or the 
counterparty would fail to discharge its obligations under the 
PPA, regardless of economic conditions.

It is also important to consider the environmental 
attributes of a project and the benefits that it provides to a 
corporate counterparty. Companies around the world are 
placing an increased focus on reducing their carbon footprint 
and sourcing power from a renewable generator can provide 
significant emission reduction benefits that help large 
industrial emitters meet long term ESG objectives. Under 
corporate PPAs the purchaser is also entitled to receive any 
carbon benefits generated by the power project, including 
Carbon Offsets or Renewable Energy Certificates (“RECs”). 
Considering Canada’s strong carbon legislation and rising 
compliance costs, these environmental benefits can provide 
substantial monetary value and alignment between a project 
sponsor, its investors and a corporate offtake counterparty.

Corporate PPAs

Merchant markets can offer generators greater upside if a market 
is underpinned by strong fundamentals such as stable load 
growth and moderation of supply (ex. government-mandated 
retirement of coal-fired generation). However, merchant projects 
are also subject to market price risk, which can be compounded 
by regulatory factors (ex. carbon tax legislation), changes in 
demand (ex. due to recessions), or unforeseen, extreme events 
such as COVID-19 or the recent winter storms in Texas.  On the 
demand side, these same risk factors can also lead to greater 
opportunities for PPAs with non-government entities.

Traditional project finance lenders such as banks and 
insurance companies are generally comfortable with corporate 
PPAs, assuming the PPA counterparty is investment grade. 

However, these lenders are much less comfortable to assign  
credit for merchant revenue streams; even on PPA-backed 
projects, banks and insurance companies limit merchant tail  
risk and provide minimal credit to generation capacity post  
PPA (typically <15% of the initial term loan), even if the  
useful life of the generation facility extends well-beyond the 
maturity of the PPA. However, there are several structural 
enhancements available to lenders, which can help address the 
risks associated with these type project finance transactions. For 
alternative lenders who can provide flexible, prudent structures 
while mitigating key risk factors, this creates an intriguing 
investment opportunity where less competition can lead to 
more attractive returns.
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Conclusion: Adapt to Changing Markets, 
but Manage Risk Accordingly 
As power markets evolve, financing structures must adapt to 
manage the various risk factors. Medium term corporate PPAs 
and partially contracted or merchant projects are becoming more 
common and represent a growing proportion of mid-market 
infrastructure financing opportunities. It is important to seek 
opportunities with some level of contracted cash flow, but if a debt 
facility is not materially covered by contracted cash flows, lenders 
must determine how much merchant exposure is acceptable.  

Thorough financial analysis and stress testing is paramount. 
Debt sizing mechanisms should be applied to a project’s 
contracted and uncontracted exposures to ensure the 
project can withstand deteriorations in operating or financial 
performance while still being able to discharge its obligations. 
To supplement debt sizing constraints, lenders may also require 
borrowers to maintain additional hedges and add further 

credit enhancements as required. While the risk profile of these 
projects is not suitable for every institutional investor, market 
price risk can be appropriately mitigated through prudent 
lending practices. By underwriting these complex opportunities, 
lenders are able to earn significantly higher returns than what is 
generally available in the investment grade private debt market.
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All merchant power projects are exposed to market price 
risk resulting from the variability of wholesale spot prices. 
Where possible, sponsors will look to reduce risk through 
net settlement or contract for difference arrangements with 
corporate counterparties. However, sponsors/developers 
many be unable to contract the full amount of a project’s 
generation capacity or they may be unwilling to do so, due to 
a loss of upside as price concessions are typically required to 
secure a long term offtake. In other instances, the term and 
amortization of a debt facility may exceed the life of a PPA. 

In all of these cases, it is important to conduct extensive 
sensitivity testing around power prices including back-
cast analysis, break-even analysis, and an evaluation of 
the underlying collateral through the cycle. In merchant 
jurisdictions, there are reputable power market consultants 
who can provide useful, research-backed and fundamentals-
based price forecasts. However, prudent lenders will also 
evaluate extreme downside cases including P10 pricing 
curves in combination with P90/P99 generation scenarios 
and understand substantive factors such as new generation 
coming online, non-dispatchable generation mix, government 
policy initiatives and irrational pricing/dispatching behaviour 
from other power producers. Where applicable, policy risk 
must also be evaluated, and stress testing should cover 

Carbon Offset/REC prices given their influence on wholesale 
electricity markets and depending on the scale of their 
contribution to debt service and debt sizing metrics.

Market price risk can also be managed through effective loan 
structuring. A project’s debt quantum is typically sized to achieve 
minimum debt service coverage profiles between 1.50x – 1.75x 
at conservative price curve forecasts, thereby ensuring that the 
project can still discharge its obligations under various power 
price scenarios. As overall debt sizing is typically constrained 
by downside power price scenarios, merchant projects carry 
significantly less leverage than fully contracted power projects.

Structural enhancements can provide additional layers of 
protection. Customary cash reserves including debt service and 
major maintenance reserves, and distribution lockups (sponsor 
is unable to distribute excess cash if minimum debt service 
coverage thresholds are not met) are mandatory and help 
ensure that adequate liquidity is in place to address variability 
in financial and operating performance. Lenders may also 
structure a target debt repayment profile, whereby a borrower 
is provided with a longer base amortization, but distributable 
cash flow sweeps are used to repay debt quicker and conform 
to a shorter amortization profile. No single structure is 
adequate, and a combination of enhancements are necessary 
to manage the market price risk of merchant projects. 

Merchant Projects
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IMPORTANT DISCLOSURES

Fiera Private Debt is a leading Canadian non-bank private debt platform and a subsidiary of Fiera Capital Corporation, a global asset management firm with affiliates in various 
jurisdictions (collectively, “Fiera Capital”). The information and opinions expressed herein are provided for informational purposes only. It is subject to change and should not be 
relied upon as the basis of any investment or disposition decisions. While not exhaustive in nature, these Important Disclosures provide important information about Fiera Capital 
and its services and are intended to be read and understood in association with all materials available on Fiera Capital’s websites.

Past performance is no guarantee of future results. All investments pose the risk of loss and there is no guarantee that any of the benefits expressed herein will be achieved or 
realized. The information provided herein does not constitute investment advice and should not be relied on as such. It should not be considered a solicitation to buy or an offer 
to sell any security or other financial instrument. It does not take into account any investor’s particular investment objectives, strategies, tax status or investment horizon. There 
is no representation or warranty as to the current accuracy of, or responsibility for, decisions based on such information. Any opinions expressed herein reflect a judgment at the 
date of publication and are subject to change at any point without notice. Although statements of fact and data contained in this presentation have been obtained from, and are 
based upon, sources that Fiera Capital believes to be reliable, we do not guarantee their accuracy, and any such information may be incomplete or condensed. No liability will be 
accepted for any direct, indirect, incidental or consequential loss or damage of any kind arising out of the use of all or any of this material. Any charts, graphs, and descriptions of 
investment and market history and performance contained herein are not a representation that such history or performance will continue in the future or that any investment 
scenario or performance will even be similar to such chart, graph, or description.

Any charts and graphs contained herein are provided as illustrations only and are not intended to be used to assist the recipient in determining which securities to buy or sell, or 
when to buy or sell securities. Any investment described herein is an example only and is not a representation that the same or even similar investment scenario will arise in the 
future or that investments made will be as profitable as this example or will not result in a loss. All returns are purely historical, are no indication of future performance and are 
subject to adjustment.

Certain information contained in this material constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology such as “may,” “will,” 
“should,” “expect,” “anticipate,” “project,” “estimate,” “intend,” “continue,” or “believe” or the negatives thereof or other variations thereon or comparable terminology. Due to 
various risks and uncertainties, actual events or results, including actual performance, may differ materially from those reflected or contemplated in such forward-looking statements. 
Views expressed regarding a particular company, security, industry or market sector should not be considered an indication of trading intent with respect to any funds or accounts 
managed by any Fiera Capital entity.

Each entity of Fiera Capital only provides investment advisory services or offers investment funds only in those jurisdictions where such entity and/or the relevant product is 
registered or authorized to provide such services pursuant to an applicable exemption from such registration. Thus, certain products, services, and information related thereto 
provided in the materials may not be available to residents of certain jurisdictions. Please consult the specific disclosures relating to the products or services in question for 
further information regarding the legal requirements (including any offering restrictions) applicable to your jurisdiction. For details on the particular registration of, or exemptions 
therefrom relied upon by, any Fiera Capital entity, please consult https://www.fieracapital.com/en/fiera-capital-entities. In the United Kingdom this document is issued by Fiera 
Capital (UK) Limited which is authorised and regulated by the Financial Conduct Authority. Address: Fiera Capital (UK) Limited, Queensberry House, 3 Old Burlington Street, 
London W1S 3AE, UK. Tel: +44 (0)20 7518 2100, fax: +44 (0)20 7518 2198 and website: www.fiera.com.

Important Risk Factors: Emerging Markets risks – an investment in emerging markets may be subject to greater risk due to investing in emerging market countries, which may introduce 
greater volatility and political, economic, and currency risks, as well as differences in accounting methods. Non-Investment Grade Credit risks – an investment in non-investment 
grade credit may be subject to greater risk due to investing in low-rated or low-investment grade debt securities, which may introduce greater liquidity and counterparty default 
risks. Alternative Investments risks – Alternative investments are speculative and involve a great deal of risk and are not suitable for all investors. There can be no assurance that a 
manager’s strategy or target objective will be successful. The overall performance of the strategy is dependent not only on investment performance but also on a manager’s ability 
to source assets. Investment return and principal value will fluctuate so that an investor’s units, if and when redeemed, may be worth more or less than original cost. The fees and 
expenses charged within the strategy may offset its total return. Exposure to currency fluctuations may have an impact on such strategy’s cash flow and asset values denominated 
in the currency of domicile. The use of leverage could increase the risks of an investment. Portfolio investments may be subject to high levels of regulation which could result in risks
related to delays in obtaining relevant permits or approvals. Investors should be aware that there will be instances where the Fiera Capital entities and/or their clients will experience 
actual conflicts of interest associated with the management of one or more strategies.

About Fiera Private Debt
Fiera Private Debt is a leading Canadian non-bank private debt 
platform and a subsidiary of Fiera Capital Corporation. Fiera 
Private Debt manages private credit investment strategies in 
corporate lending, infrastructure debt, interim business financing 
and real estate financing. As of June 30, 2021, Fiera Private Debt 
has more than $2.6 billion in AUM, inclusive of $603 million 
in undrawn commitments. Fiera Private Debt is focused on 
providing investors attractive risk-adjusted returns while 
preserving capital and investing responsibly.
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