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1.  INTRODUCTION 

1.1 Research Problem 

On-shore wind power in Uruguay has experienced a significant growth over the last 

decade. With 22 % of the country’s electricity coming from wind energy, Uruguay has become 

the leading country in Latin America and one of the world’s leaders1. In 2005 the country had 

no wind generation at all and relied heavily on hydropower electricity and the imports of 

traditional resources such as oil and gas. In December of 2015, Uruguay had 26 on-shore 

wind-mill farms operating in its territory with an installed wind capacity of 856 MW and, by 

2017, such capacity will be increased up to 1613 MW. Wind power will produce 38% the 

electricity in 2017, positioning Uruguay as the world’s leading country after Denmark (42%)2. 

Having these changes took place, wind-energy will become the main source of renewable 

energy in a country where 92% of the power production comes from renewable sources3.  

Project finance (PFI) is a form of financing where the lenders –either through a loan or 

the issuance of bonds- provide money for the development of a project based on the project 

earnings, future cash flows and the assets of the project as collateral. A typical PFI structure 

involves an independent economic unit (Project Company) created only for the purpose to 

carry out the project’s activity. The Project Company will repay the debt service from its future 

cash flows, coming mostly from a long term off-take or power purchase agreement. A unique 

feature of project finance is the limited or no recourse that lenders have against the parent 

company sponsoring the project (Sponsor), which means that they will have either limited or 

no access to the assets of the Sponsor in case of the project’s bankruptcy or default. Since the 

70s, project finance has become an attractive source for private companies and governments in 

order to boost infrastructure development with mechanisms such as guarantees, long-term off 

take agreements and off-balance sheet treatments for the project’s shareholders4. 

                                                           
1 Martins, Cómo Uruguay logro ser el país con mayor porcentaje de energía eólica de América Latina, in: BBC Mundo of 
14.3.2016, http://www.bbc.com/mundo/noticias/2016/03/160314_uruguay_energia_eolica_am (last visited July 
19, 2016). 
2 Thwaites, How Uruguay Became a Wind Power Powerhouse, http://www.wri.org/blog/2016/03/how-uruguay-
became-wind-power-powerhouse (last visited July 19, 2016). 
3 Uruguay XXI, Uruguay, a la vanguardia en la generación de energía en base a fuentes renovables, 17.3.2016, 
http://www.uruguayxxi.gub.uy/inversiones/uruguay-a-la-vanguardia-en-la-generacion-de-energia-en-base-a-
fuentes-renovables/ (last visited July 19, 2016). 
4 Alexander, Clean Technology Project Finance Primer, Jeffries & Company, Inc., 13.2.2009, p.276. 
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This thesis aims to identify the reasons why on-shore project finance of wind mill 

farms has been successful in Uruguay.  Special emphasis will be given to the state policy 

concerning renewable energies, the country’s legal framework and the tax incentives given to 

wind-power projects. Furthermore, the topic of project finance will be addressed, specifically 

the concepts regarding the planning process, the cost structure and particular risks involving 

project finance on wind farms. In addition to this, the comparative advantages of Uruguay as a 

country will be analyzed from an investor’s perspective, considering some country facts such as 

geographic conditions and existing infrastructure as well as the role of the state-owned utility 

in the financial viability of this type of projects. 

 

1.2 Course of Investigation 

Based upon the research question that has been formulated in Chapter 1.1, an analysis 

of the current wind energy situation in Uruguay is done in Chapter 2 by providing an overview 

of the electricity market and its characteristics. Furthermore, the Energy Policy 2005-2030 will 

be explained by making reference to the situation before 2005 and the causes which lead to its 

implementation. The reason why this policy is considered a state policy will be explained as 

well as its structure, objectives and results achieved so far. The final part of Chapter 2 will 

contain an explanation concerning the legal framework in the country, the investment 

promoting scheme and the particular tax incentives given by the national government to on-

shore wind power projects. The first part of Chapter 3 will address the general concept of 

Project Finance and its basic elements and characteristics. Later on, the second part will 

address the application of project finance to on-shore wind power, specifically the project 

planning, key project agreements, equity raising, timing and security measures. In the end of 

Chapter 3 special consideration will be given to the cost structure of on-shore wind farms and 

the specific risks applicable to this kind of projects. 

Following this last two chapters, Chapter 4 will analyze the comparative advantages of 

Uruguay for project finance of on-shore wind power. For instance, its solid political system, 

investment friendly environment, the local market structure and the country’s natural 

geographic conditions.  The last part of the analysis will consider the investor’s point of view 

by explaining the importance of power purchase agreements in the financial viability of on-
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shore wind power financing; specifically the role assumed by Uruguay’s state-owned utility, 

acting as a long term business partner and customer of the developer through the purchase of 

electricity. Chapter 4 will end with an explanation of some financial specifics of on-shore wind 

power, such as such the internal rate of return of these projects based on estimations 

conducted by Uruguay’s Ministry of Industry, Energy and Mining. 

Finally, Chapter 5 will contain the conclusion addressing the point of why on-shore 

wind power project finance has been successful in Uruguay since 2005, with a critical acclaim 

in the end containing the research limitations and further concerns beyond the research 

question.  
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2. WIND ENERGY SITUATION IN URUGUAY 

 

2.1 Overview of the Electricity Market  

In Uruguay, the national state-owned utility (UTE) plays a major role in the structure 

of the electricity market. This company, born in 1912, used to have until 1997 full control –by 

means of a monopoly- of the production, power transmission and distribution (T&D) and 

trading of electricity. In June 1997, the state monopoly regarding production was deleted and 

therefore private companies (either national or foreign) were allowed to participate together 

with UTE in the production activity on a free competition scheme. Despite the market 

opening for production, UTE still maintains the monopoly on power T&D and trading. The 

1997 reform also allowed private companies engaged in production to get free access to the 

transmission and distribution lines operated by UTE5. 

The National Interconnected System (SIN) of Uruguay is composed, on one hand, by a 

700 km line of 500 kilovolts (kV) which connects the biggest dam in the north-west part of the 

country called Salto Grande (950 Megawatts of full potential) with Montevideo, the main 

consumer centre and capital city of the country. This connection is done through two smaller 

intermediary dams called Palmar and Rincón del Bonete located at the Rio Negro river, which 

crosses the entire country from east to west. On the other hand, there is a 3,549 km network 

of 150 kV which connects the rest of the power plants in the country to the major cities and 

consuming centres6. The population’s access to electricity in Uruguay is one of the highest in 

Latin America with an average connection rate of 98.7%7. 

The energy matrix of Uruguay has been historically linked to hydropower (conducted 

by UTE) and the imports of oil, oil products and gas from its neighbour countries Argentina 

and Brazil. Since 2005, the country experienced several changes which affected the traditional 

                                                           
5 López Rodríguez, Sectores en los que se impone la actuación directa del Estado a través de entes autónomos o servicios 
descentralizados, Cursos Virtuales de Derecho Comercial Uruguayo, 
http://www.derechocomercial.edu.uy/ClaseComteComp02.htm (last visited July 19, 2016). 
6 Uruguay XXI, Energías Renovables Oportunidades de Inversión, Agosto 2014, p.4, available at 
http://www.uruguayxxi.gub.uy/inversiones/wp-content/uploads/sites/3/2014/07/Informe-de-energias-
renovables.pdf (last accessed July 19, 2016). 
7 UTE, Institucional, Electrificación rural, http://portal.ute.com.uy/institucional/electrificaci%C3%B3n-rural (last 
visited July 19, 2016). 
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supply and demand of energy. These changes were mostly referred to the increasing demand 

of the industrial and household sectors (giving the growth of the country’s economy) and the 

growth of biomass and wind-power in replacement of oil imports. For instance in 2013, 83.1% 

of the electricity production came from renewable energies. In 2014 this number increased up 

to 94.9%, from which 81.7% came from hydropower generation and 13.2% from biomass, 

wind-power and solar energy8. The biggest change in power production occurred in 2015: 

hydropower decreased to a 58.9% and wind-power climbed up to 15%. Another reason behind 

the decrease of hydropower was the rise of biomass which accounted for an 18.7% of the total 

production9.  

Along with the growth of wind-power and biomass came the growth of the country’s 

installed capacity. In ten years Uruguay increased its installed capacity by 2,010 Megawatts 

(MW), from 2,049 MW in 2005 to 4,059 MW in 2015. Specifically in wind energy, after years 

of null capacity, between 2014 and 2015 the country completed the installation of 798 MW. In 

December 2015, Uruguay reached the peak of 857 MW of wind-power installed capacity, 

which represents 21% of the country’s total. In other words, from a 0% in 2005 and the last 

position in the ranking, in only ten years wind-power became the second biggest source behind 

hydropower, in terms of installed capacity10.    

Finally, there are two important aspects to be considered in regards to the demand of 

electricity. In Uruguay, in 2015 the residential sector accounted for 39% of the total electricity 

consumption, followed by the Industrial sector (31%), Commercial/Services/Public Sector 

(27%) and Agriculture, Fishing and Mining all together with a minor 3%11. Concerning the 

                                                           
8 Palacio, Castromán, Informe Anual 2014, ADME, p.15, available at 
http://www.adme.com.uy/mmee/pdf/informes/anual/InformeAnual2014.pdf (last accessed July 19, 2016). 
9 Dirección Nacional de Energía, Ministerio de Industría, Energía y Minería, República Oriental del Uruguay, 
Planificación Estadística y Balance, Balance Energético Preliminar 2015, p. 7, available at 
http://www.dne.gub.uy/documents/15386/7730255/BALANCE%20PRELIMINAR%202015.pdf (last accessed 
July 19, 2016).  
10 Dirección Nacional de Energía, Ministerio de Industría, Energía y Minería, República Oriental del Uruguay, 

Planificación Estadística y Balance, Balance Energético Preliminar 2015, p. 13, available at 

http://www.dne.gub.uy/documents/15386/7730255/BALANCE%20PRELIMINAR%202015.pdf (last accessed 
July 19, 2016). 
11 Dirección Nacional de Energía, Ministerio de Industría, Energía y Minería, República Oriental del Uruguay, 
Planificación Estadística y Balance, Balance Energético Preliminar 2015, p.10, available at 
http://www.dne.gub.uy/documents/15386/7730255/BALANCE%20PRELIMINAR%202015.pdf (last accessed 
July 19, 2016). 
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geographic distribution, 44% of the electricity is distributed to the capital city and surrounding 

areas, whereas the other 56% is distributed to the rest of the country12. 

 

2.2 Energy Policy 2005-2030  

 

2.2.1 Causes leading to its implementation 

 After years of several legislative and academic discussions, in 2008 the Executive 

Branch of Uruguay approved the national Energy Policy 2005-2030 which aimed to diversify 

the energy matrix of the country by promoting the use of renewable energies, reduce 

dependence on oil and hydropower and gain energy sovereignty by fostering the use of 

national sources in energy production.  

The results of this policy were very successful, and in five years Uruguay made a 

dramatic shift to almost 95% of its energy production coming from renewable sources, after 

years of fossil fuels dependence. The country was recognised by the World Bank and the 

Economic Comission for Latin America (CEPAL) and named “Green Energy Leaders” by the 

Wold Wildlife Fund (WWF) in 201413.  

In order to understand the success of the policy, the causes leading to its 

implementation must be analyzed. These causes can be divided into economic, climatic and 

external. Regarding the economic causes, by the end of the 90s and the beginning of the 2000s, 

Uruguay had problems to satisfy its demand because the use of its hydroelectric dams was 

entirely filled and hydropower production had reached its maximum capacity14. As a 

consequence, the country heavily relied on the imports of oil and oil products to satisfy the 

demand and incurred in very high costs. This situation brought serious problems to the 

national balance sheet as the price of oil increased dramatically between 1999 and its peak on 

                                                           
12 Palacio, Castromán, Informe Anual 2014, ADME, p.11, available at 
http://www.adme.com.uy/mmee/pdf/informes/anual/InformeAnual2014.pdf (last accessed July 19, 2016).  
13 Watts, Uruguay makes dramatic shift to nearly 95% electricity from clean energy, 3.12.2015, 
https://www.theguardian.com/environment/2015/dec/03/uruguay-makes-dramatic-shift-to-nearly-95-clean-
energy (last visited July 19, 2016). 
14 Goldaracena, En Uruguay la que comanda todo es la energía eólica, in: Brecha of 31.3.2016, 
http://brecha.com.uy/uruguay-la-comanda-la-energia-eolica/(last visited July 19, 2016).   
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2008. As an example, the Brent barrel price in October 1999 was 22.12 US Dollars (USD) and 

in July 2008 the price was 133.90 USD15. In addition to this, since 1985 electricity consumption 

increased steadily, with only a small interruption during 2000-2003, when the regional 

economic crisis took place. But in 2004, Uruguay’s economy returned to the growth path and 

the country achieved nine consecutive years of growth (2004-2013) at an average rate of 5.7%. 

Along with the growth of the economy came the growth of electricity demand. Consumption 

increased at annual average rate of 5.9% between 2004 and 2012. This was due to the 

significant share increase of the industry sector: from 21% of the total consumption during 

2000-2007 to 34% during 2008-2012. One of the major reasons behind this consumption 

increase was the role of UPM (former Botnia Uruguay), the pulp mill that started its operations 

in 2007 and which constituted the biggest foreign investment in the history of Uruguay16.  

To sum up, the country was facing a big problem: high costs deriving from the imports 

of conventional resources, hydropower capacity totally collapsed and a steady increase of 

electricity consumption as a consequence of the country’s economic growth, in particular the 

household and industrial sectors. 

Climatic conditions also played an important role in the design of the energy policy. 

Hydraulic dependency was a serious problem in the so called “dry years”, when the country 

suffered from droughts. Since 1998 several droughts took place: in 1999, 2005 (in the north-

east), 2008/2009 (the most severe one) and in 2010/2011 (north)17. When droughts happen 

there is no enough water in the dams to produce energy and therefore demand cannot be 

properly satisfied18. 

The external factor was related to the oil and gas supply coming from Argentina. The 

fact that Uruguay had very good international connection lines with both Argentina and Brazil 

simplified the process of energy supply when the country was facing demand problems. 

                                                           
15 Index Mundi, Petróleo crudo Brent Precio Diario, http://www.indexmundi.com/es/precios-de-
mercado/?mercancia=petroleo-crudo-brent&meses=240 (last visited July 19, 2016). 
16 Uruguay XXI, Energías Renovables Oportunidades de Inversión, Agosto 2014, p.3, available at 
http://www.uruguayxxi.gub.uy/inversiones/wp-content/uploads/sites/3/2014/07/Informe-de-energias-
renovables.pdf (last accessed July 19, 2016). 
17 Methol, Silveira, Las condiciones de sequía y estrategias de gestión en Uruguay, p.1, available at 
http://www.ais.unwater.org/ais/pluginfile.php/571/mod_page/content/88/URUGUAY_2_2.pdf (last accessed 
July 19, 2016). 
18 Goldaracena, En Uruguay la que comanda todo es la energía eólica, in: Brecha of 31.3.2016, 
http://brecha.com.uy/uruguay-la-comanda-la-energia-eolica/(last visited July 19, 2016).   
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During the last years of the 90s, Uruguay became very dependent on oil and gas imports from 

Argentina. Things changed completely in 2001 when Argentina suffered one of the worst 

economic crisis of its history and therefore, the energy supply to Uruguay stopped due to the 

financial difficulties of the Argentinean energy suppliers19. In line with this argument, Uruguay 

was obliged to look for an alternative which aimed to achieve energy sovereignty. In other 

words, to find a way of reducing foreign dependency on fossil fuels by using national sources 

to support energy production. 

 

2.2.2 The content of the policy 

2.2.2.1 A “State Policy” 

The Energy Policy 2005-2030 was approved in 2008 by the Executive Branch and 

ratified in 2010 by a Parliamentary Multi-party Energy Commission. The fact that all the 

parties with parliamentary representation together with the government agreed on a common 

plan and its long term objectives gave way to considering this policy as a true state policy20. On 

the basis that the central aspects of the policy should transcend the different governments, the 

parties agreed on four focal points: demand, supply, institutional framework and social 

development21. The multi-party agreement was also a strong and clear signal given to local and 

foreign investors. The idea behind the political consensus was to show the investors that the 

country was planning a long term objective under the basis of stable and clear economic and 

political rules which were not going to change despite future governments. 

 

  

                                                           
19 Goldaracena, En Uruguay la que comanda todo es la energía eólica, in: Brecha of 31.3.2016, 
http://brecha.com.uy/uruguay-la-comanda-la-energia-eolica/(last visited July 19, 2016).   
20 Uruguay XXI, Energías Renovables Oportunidades de Inversión, Agosto 2014, p.9, available at 
http://www.uruguayxxi.gub.uy/inversiones/wp-content/uploads/sites/3/2014/07/Informe-de-energias-
renovables.pdf (last accessed July 19, 2016). 
21 Olivet, Informe: Medio Ambiente y Energía en Uruguay, Aspectos de la temática energética desde una visión ambiental, p. 40, 
available at http://www.aecid.org.uy/wp-content/uploads/2014/04/Informe-Medio-Ambiente-y-
Energ%C3%ADa-en-Uruguay.pdf (last accessed July 19, 2016).  
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2.2.2.2 Structure and objectives 

The structure of the policy is organized under four pillars: A) Strategic Guidelines 

(agreed by all the political parties); B) Goals (divided between short, medium and long term); 

C) Action Guidelines in order to achieve the goals; D) Situation Analysis. Whereas the 

Strategic Guidelines and the long term goals were agreed by the all the political parties 

(transcending future governments), the short and mid-term goals together with the Action 

Guidelines and the Situation Analysis, are being constantly reviewed by the different bodies in 

charge of the implementation of the policy22.  

The Strategic Guidelines refer to the following focal points: 

- Institutional Framework : the Ministry of Industry, Energy and Mining (MIEM),  

under the National Board of Energy (DNE), is the responsible for the conduction, 

planning, design and evaluation of the energy policy and will also coordinate the 

performance of public and private stakeholders. State companies shall be modern, 

transparent, efficient and with an independent management aiming to achieve the 

goals defined under the policy. On the other hand, private companies should 

strictly follow the performance instructions given by the MIEM and therefore 

contribute to expand the national production of energy by generating new 

technology transfer and qualified labour workforce. Finally, the Regulatory Agency 

for Energy and Water Services(URSEA) will be in charge of regulating the areas 

referred to security, consumer defence and quality standards in accordance with the 

guidelines provided by the DNE. 

- Supply: the aim of the policy will be to diversify the energy matrix by reducing the 

dependence on oil and oil products, cutting costs and recurring to national sources 

for the production of energy, in particular renewable sources. 

- Demand: encourage an efficient use of the energy in all the different sectors of the 

economy without incurring in any shortages and affecting the consumption levels 

of the population. In addition to this, a comprehensive demand policy should also 

promote the responsible use of electricity by both companies and individuals. 

                                                           
22 MIEM-DNETN, República Oriental del Uruguay, Política Energética 2005-2030, p. 3, available at 
http://www.dne.gub.uy/documents/49872/0/Pol%C3%ADtica%20Energ%C3%A9tica%202030?version=1.0&
t=1352835007562 (last accessed July 19, 2016). 
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- Social: the policy should act as a proper instrument to help the country’s 

population (from all the social spheres) to have an equal, secure and economically 

reasonable access to electricity. The authorities should implement all the 

appropriate measures in order to provide the access to electricity to the most 

vulnerable economic sectors of the society23.  

The objectives of the policy are organized in short, medium and long term, depending 

on the years in which the goals must be fulfilled. Short terms goals are the ones to be 

completed by 2015, whereas medium and long terms goals should be completed by 2020 and 

2030, respectively24. 

According to the policy terms, by 2015 Uruguay should have 50% of its energy matrix 

coming from local renewable sources, 15% of the energy production coming from non 

traditional renewables (wind-power, biomass and micro-hydraulic generation) and the entire 

national territory should have access to electricity25. According to the statistics provided by the 

National Investment Agency Uruguay XXI, in 2015 local renewable sources accounted for 

56% of the energy matrix and 38% of power production derived from wind-energy and 

biomass. Lastly, according to the World Bank, the percentage of the total population having 

access to electricity in Uruguay increased from 96% in 1990 to 99.5% in 201226. Regarding 

medium term objectives, Uruguay is supposed to achieve an appropriate balance in the use of 

renewables, particularly solar energy, biomass and biofuels. The state-owned oil company 

(ANCAP) should be integrated to the policy by promoting the research and exploration of new 

energy sources in the national territory (on-shore and off-shore). By the end of this period, the 

                                                           
23 MIEM-DNETN, República Oriental del Uruguay, Política Energética 2005-2030, p. 3-7, available at 
http://www.dne.gub.uy/documents/49872/0/Pol%C3%ADtica%20Energ%C3%A9tica%202030?version=1.0&
t=1352835007562 (last accessed July 19, 2016). 
24 Uruguay XXI, Energías Renovables Oportunidades de Inversión, Agosto 2014, p.10, available at 
http://www.uruguayxxi.gub.uy/inversiones/wp-content/uploads/sites/3/2014/07/Informe-de-energias-
renovables.pdf (last accessed July 19, 2016). 
25 Olivet, Informe: Medio Ambiente y Energía en Uruguay, Aspectos de la temática energética desde una visión ambiental, p. 41, 
available at http://www.aecid.org.uy/wp-content/uploads/2014/04/Informe-Medio-Ambiente-y-
Energ%C3%ADa-en-Uruguay.pdf (last accessed July 19, 2016). 
26 The World Bank, Data, Access to electricity (% of population), 
http://data.worldbank.org/indicator/EG.ELC.ACCS.ZS?locations=UY (last visited July 19, 2016). 
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country should have international leading companies operating on its territory producing local 

supplies for the industry and promoting the efficient use of energy27.  

Finally, by 2030 Uruguay should have saved at least 10,000 million USD because of the 

change on its energy matrix (replacement of oil imports by renewables), the country should be 

a worldwide reference in the use of renewable energies and the intensity of its energy should 

be one of the bests in the world28. 

 

2.3 Legal Framework 

2.3.1 Laws & Regulations on the Electricity Market 

The legal framework governing the electricity market in Uruguay is composed by 

several laws and decrees regulating the different activities of the sector, namely: production, 

transmission, distribution and trading. On the other hand, there are specific decrees which 

applying to the different renewable energy sources that contribute to the national electricity 

system.  

To begin with, the institutional framework in Uruguay is organized under the 

“standard-model” structure. This model makes a clear division between the regulatory-

governance activities and the corporate activities29. Following this approach, the institutional 

framework in Uruguay is organized as follows: 

- DNE: conducts, coordinates and supervises the national energy policy30. 

                                                           
27 Olivet, Medio Ambiente y Energía en Uruguay, Aspectos de la temática energética desde una visión ambiental, p. 40, available 
at http://www.aecid.org.uy/wp-content/uploads/2014/04/Informe-Medio-Ambiente-y-Energ%C3%ADa-en-
Uruguay.pdf (last accessed July 19, 2016). 
28 Olivet, Medio Ambiente y Energía en Uruguay, Aspectos de la temática energética desde una visión ambiental, p. 40, available 
at http://www.aecid.org.uy/wp-content/uploads/2014/04/Informe-Medio-Ambiente-y-Energ%C3%ADa-en-
Uruguay.pdf (last accessed July 19, 2016). 
29 Energy Sector Management Assistance Program (ESMAP), The World Bank, Strengthening Energy Security in 
Uruguay, ESMAP Technical Paper 116/07, May 2007, p. 9, available at 
http://www.esmap.org/sites/esmap.org/files/FR_Strengthening%20Energy%20Security%20in%20Uruguay_Ex
ecutive_Summary_116-07.pdf (last accessed July 19, 2016). 
30 Uruguay XXI, Energías Renovables Oportunidades de Inversión, Agosto 2014, p.14, available at 
http://www.uruguayxxi.gub.uy/inversiones/wp-content/uploads/sites/3/2014/07/Informe-de-energias-
renovables.pdf (last acessed July 19, 2016). 
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- URSEA: the regulatory agency, acts as a decentralized body of the Executive Branch. 

This agency has supervisory, regulatory and advisory functions. Regarding electricity, URSEA 

regulates in areas such as quality and security of the services and the materials used for the 

provision of such services, technical aspects regarding consumption measurement and 

measuring devices. As for its advisory functions, URSEA provides counselling to the 

Executive Branch in the fields of tariffs and concessions or permits31. It also has consumer 

protection functions32. 

- ADME: the wholesale market administrator which operates as a non-state public 

entity33. 

- UTE: in charge of the corporate functions, the state-owned utility is engaged in the 

field of energy production, T&D and trading34. 

The general legal and regulatory framework of the electricity market is provided by the 

national electricity law No. 14,694 from 1977, which was modified and updated by law No. 

16,832 (passed on 1997) which constitutes the law on the electricity regulatory framework35.  

Under Law No. 14,694, the production, trading and T&D of electric power were regarded as 

public services36. This meant that the mentioned activities were under full control of the state-

owned utility which had the monopoly on each of them.   

During the 80s and the 90s, Latin America experienced a series of economic 

transformations; all of them guided by a liberal approach to their production schemes. 

Regarding the energy industry, most of the countries in the region had important problems on 

infrastructure after decades of no investment. As a consequence, the trend among the 

countries was to take away from the national governments the corporate functions and allow 

                                                           
31 Ley N° 16.832, IMPO Centro de Información Oficial, República Oriental del Uruguay, 
https://www.impo.com.uy/bases/leyes/16832-1997/1 (last visited July 19, 2016). 
32 REEEP Policy Database, Uruguay (2012), http://www.reegle.info/policy-and-regulatory-overviews/UY (last 
visited July 19, 2016). 
33 Ley N° 16.832, IMPO Centro de Información Oficial, República Oriental del Uruguay, 
https://www.impo.com.uy/bases/leyes/16832-1997/1 (last visited July 19, 2016). 
34 Vignolo, Funcionamiento del sector energético en Uruguay, available at 
http://ewh.ieee.org/sb/uruguay/udelar/uruguayenergetico/Vignolo-Marco_Regulatorio_Uruguay_20090820.pdf 
(last accessed July 19, 2016). 
35 DNETN-MIEM, República Oriental del Uruguay, Programa de Energía Eólica, 
http://www.energiaeolica.gub.uy/index.php?page=normativa#expand1 (last visited July 19, 2016). 
36 Ley N° 14.694, IMPO Centro de Información Oficial, República Oriental del Uruguay, 
https://www.impo.com.uy/bases/decretos-ley/14694-1977 (last visited July 19, 2016). 
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private companies to participate in the production and T&D of electricity, with the 

governments mostly assuming regulatory roles37. Uruguay was not an exception to this regional 

trend, and in 1997 the Law No. 16,832 was passed. This law, which was re-affirmed in 1998 by 

the population on a public referendum38, introduced the following changes: 

- State monopoly on energy production was deleted and private companies were 

allowed to produce energy on the basis of a competitive market. 

- The distribution market was also opened for private companies but, even though this 

situation, this activity is still controlled and operated by the state-owned utility (natural 

monopoly). 

- The creation of a wholesale electricity market administrator (ADME) for the 

production and consuming stages. Article 11 of Law 18,632 states the following: “the agents of 

this market shall be the producers, transmitters, distributors and large consumers”39. 

- Free access to third parties to the T&D lines or networks40. 

- Distributors and large consumers are allowed to contract directly and freely with the 

electricity producers41. 

- Creation of the Regulatory Agency on Electric Power (UREE), the regulatory body 

on the electricity sector which started its functions in 2001. Later on in 2002, this agency was 

modified and changed its name to URSEA42. 

Further laws and decrees compose the general legal and regulatory framework 

governing the electricity market. For instance, the state owned utility´s Law 15,031, Decree 

276/002 implementing the general framework on the electricity system, and Decrees 277 and 

                                                           
37 Coviello, Gollán, Pérez, Las alianzas público-privadas en energías renovables en América Latina y el Caribe, p.5, available 
at http://www.cepal.org/publicaciones/xml/3/46743/Lcw478e.pdf (last accessed July 19, 2016).  
38 Uruguay XXI, Energías Renovables Oportunidades de Inversión, Agosto 2014, p.9, available at 
http://www.uruguayxxi.gub.uy/inversiones/wp-content/uploads/sites/3/2014/07/Informe-de-energias-
renovables.pdf (last accessed July 19, 2016). 
39 Translated from Article 11 Ley 16,832, IMPO Centro de Información Oficial, República Oriental del Uruguay. 
40 Ley N° 16.832, IMPO Centro de Información Oficial, República Oriental del Uruguay, 
https://www.impo.com.uy/bases/leyes/16832-1997/1 (last visited July 19, 2016). 
41 Ley N° 16.832, IMPO Centro de Información Oficial, República Oriental del Uruguay, 
https://www.impo.com.uy/bases/leyes/16832-1997/1 (last visited July 19, 2016). 
42 Domingo, Zipitría, Marco regulatorio y empresas públicas en Uruguay, p.16, available at 
http://cienciassociales.edu.uy/wp-content/uploads/sites/2/2015/01/1514.pdf (last accessed July 19, 2016). 

http://www.cepal.org/publicaciones/xml/3/46743/Lcw478e.pdf
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278 from 2002 which regulate power distribution and power transmission, respectively. 

Moreover, Decree 360/2002 regulates the wholesale electricity market, together with Decree 

72/010 (establishes the authorization requirements for power production)43. Law 18,597 from 

September 2009 sets out the legal scheme and promotion of the efficient use of energy44. 

Finally, Law 18,666 from 2010 establishes a 30 year maximum term for the rent of real 

property for the purposes of electric power production45. 

To sum up, in Uruguay the power production market is de-regulated enabling private 

companies to participate on a competitive market scheme, despite that UTE is also engaged on 

production activities. Regarding T&D and trading, all of these activities are operated by UTE 

which has a natural monopoly on each of them. Even though T&D markets are regulated, 

third parties are allowed to have free access to the T&D networks and distributors. Large 

consumers are allowed to celebrate power supply contracts with the private or public power 

producers. Moreover, electricity tariffs are regulated and established by the Executive Branch, 

with prior recommendation of UTE. The tariff analysis will be held by the regulatory agency 

which will send a report to the Executive Branch evaluating the tariff proposed by the utility46. 

 

2.3.2 Wind Power laws & regulations 

Wind-power in Uruguay has a set of specific rules and regulations which can be divided 

into four main groups: public auctions, wind power dispatch, industrial wind power, micro-

power production and environmental authorizations. 

Public Auctions are regulated through a number of different decrees. In most of the 

cases, the national state through its corporate arm (UTE) announces public tenders for the 

development of on-shore wind power plants. The winning bidders are finally awarded long-

                                                           
43 DNETN-MIEM, República Oriental del Uruguay, Programa de Energía Eólica, 
http://www.energiaeolica.gub.uy/index.php?page=normativa#expand1 (last visited July 19, 2016). 
44 Ministerio de Industria, Energía y Minería, Energía, República Oriental del Uruguay, Leyes vinculadas a la 
Eficiencia Energética, http://www.miem.gub.uy/web/energia/marco-normativo/eficiencia-energetica/leyes (last 
visited July 19, 2016). 
45 DNETN-MIEM, República Oriental del Uruguay, Programa de Energía Eólica, 
http://www.energiaeolica.gub.uy/index.php?page=normativa#expand1 (last visited July 19, 2016). 
46 URSEA, Energía Eléctrica, Régimen Tarifario, 
http://www.ursea.gub.uy/Inicio/Energia_Electrica/Tarifas_Precios_Energia_Electrica/ (last visited July 19, 
2016). 
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term power purchase agreements with UTE (20 years usually). Instead of developing the 

projects itself, the state utility assumes the role of the project’s customer, ensuring the 

investors long-term and stable revenues.  

The kick-off took place in 2006 with the 20 MW wind power auction implemented by 

Decree 77/00647. This Decree was modified by Decrees No. 296/008 and 299/008. Later on, 

in 2009 the state-university UDELAR developed a national “wind map” in order to estimate 

the wind capacity of the country to host wind power plants. This initiative was complemented 

with another decree (No. 258/2009), which gave priority treatment in future auctions to those 

companies which presented clear wind statistics on different country zones48. Based on the 

positive outcome of these studies, in 2009 the Decree No. 403/2009 auctioned 150 MW of 

wind power. This decree limited the capacity for each project in the range of 30-50 MW and 

the power produced could only be sold to UTE. In addition to this, the installation of new 

wind turbines, a local component of 20% of the investment amount and an 80% of national 

individuals in the maintenance personnel were also required. Another 150 MW were auctioned 

through Decree No. 159/011, which provided for additional incentives regarding clean 

development mechanisms and allowed a single offeror to operate more than one project but 

up to the limit of 100 MW49. Finally, considering the increasing demand for wind power 

production, the government passed the Decree No. 424/011 which implemented a new bid 

for projects up to 50 MW50. 

Regarding wind power dispatch, Decree 567/009 complements the wholesale market 

regulation No. 360/002. Decree 567 adds wind-power producers as agents of the wholesale 

market. Wind power plants shall be considered to have a null variable cost and their generation 

shall be determined in accordance with the existing wind. The plants will have to dispatch 

always, as long as they are available to do so and if they don’t any operational restrictions51. 

Moreover, according to Decree 43/015, an authorization from the Executive Branch is 

requested for power plants of an installed capacity of more than 150 kW which are connected 

                                                           
47 IRENA (2015), Renewable Energy Policy Brief: Uruguay; IRENA, Abu Dhabi, p.3. 
48 Asociación Uruguaya de Energía Eólica, Normativa, http://www.audee.org.uy/institucional/643 (last visited 
July 19, 2016). 
49 IRENA (2015), Renewable Energy Policy Brief: Uruguay; IRENA, Abu Dhabi, p.3. 
50 Decreto 424/011, IMPO Centro de Información Oficial, República Oriental del Uruguay, 
https://www.impo.com.uy/bases/decretos/424-2011 (last visited July 19, 2016). 
51 Decreto 567/009, IMPO Centro de Información Oficial, República Oriental del Uruguay, 
https://www.impo.com.uy/bases/decretos/567-2009 (last visited July 19, 2016).  
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to the national electricity system but which do not deliver back their production to it. Plants of 

less than 150 Kilowatts (kW) do not need such authorization to start its operations52. 

As for industrial wind power, Decree 158/012 establishes that industrial consumers 

who produce electric power using wind-power as their primary source are allowed to conclude 

power purchase agreements with UTE. Production can be of three different types: in own 

field, external field and production in association. Each of these types has its own different 

rules53. Decree 433/012 sets the price that the industrial consumers will have to pay to the 

utility for the demanded power as well as the price calculation, updating and revision 

mechanisms54.  

Uruguay became the first country in Latin America allowing the use of micro-power 

production for households and small consumers. By this mechanism, consumers can produce 

their own electricity using (among other sources) wind power installations or turbines 

connected to the national low voltage T&D networks55. The power generation of this low scale 

projects should be between 50 Watts (W) and 120 kW. The electricity can be used for different 

purposes such as water bombing, heating, etc. The use of this practice is very common in rural 

areas which are far away from urban centres56. The general framework for micro-power 

production is given by Decree 173/010. Under this regulation, users are allowed to connect to 

the low voltage networks, produce their own energy (solar, biomass, wind or micro-

hydropower) and sell the surplus to UTE through a ten year purchase power agreement (PPA). 

The ten year term will count since the date in which the user is connected to the network and 

remuneration shall be calculated over the basis of a metered system, which means that when 

the generation amount exceeds the consumption amount, this surplus amount is considered to 

                                                           
52 Decreto 43/015, IMPO Centro de Información Oficial, República Oriental del Uruguay, 
https://www.impo.com.uy/bases/decretos/43-2015 (last visited July 19, 2016). 
53 Decreto 158/012, IMPO Centro de Información Oficial, República Oriental del Uruguay, 
https://www.impo.com.uy/bases/decretos/158-2012 (last visited July 19, 2016). 
54 DNETN-MIEM, República Oriental del Uruguay, Programa de Energía Eólica, 
http://www.energiaeolica.gub.uy/index.php?page=normativa#expand3 (last visited July 19, 2016). 
55 Matos, La microgeneración es un avance pero no es para cualquiera, in: La Diaria, Energía Suplemento Energético of 
29.06.2010, available at http://ladiaria.com.uy/suplemento/energia-6/2010/6/29/ (last accessed July 19, 2016).  
56 DNETN-MIEM, República Oriental del Uruguay, Programa de Energía Eólica, 
http://www.energiaeolica.gub.uy/index.php?page=microgeneracion (last visited July 19, 2016). 
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be injected into the grid. The price that the user will receive is the same price that he pays to 

UTE when acquiring electricity57. 

Finally, Law 16,466 (from 1994) on the Prevention and Evaluation of the 

Environmental Impact provides the general framework for environmental authorizations. 

Decree No. 349/005 states that electric power projects of more than 10 MW and transmission 

lines of more than 150 kV shall be awarded a prior environmental authorization by the 

Ministry of Housing, Territorial Planning and Environment in order to start its operations. 

Article 3 of the decree sets the stages required for the issuance of the authorization, namely 

communication, classification, authorization request, manifest, public audience and final 

resolution58.  

 

2.3.3 Tax Incentives  

2.3.3.1 Investment Promoting Scheme 

Law N°16,906 from 1998 sets out the investment promoting scheme in Uruguay. This 

law, implemented by Decrees 092/998, 455/007, 002/012 and 299/015, declares of national 

interest the promotion and protection of foreign and domestic investment and grants a series 

of benefits to those projects approved by the Executive Branch after the recommendation 

provided by the Application Commission (COMAP) which is under the scope of the Ministry 

of Finance. The beneficiaries of the fiscal incentives established by Law No. 16,906 shall be all 

the taxpayers of Corporate Income Tax (IRAE) and Agricultural Products Sale Tax 

(IMEBA)59. The benefits established by the law can be summarised as follows: IRAE 

exemption, Net Wealth Tax (IP) exemption, Value Added Tax (VAT) refund and exemption 

on import duties. 

                                                           
57 Guyer & Regules, Microgeneración, un tema de interés para empresas y particulares, 
http://www.guyer.com.uy/es/what_we_do/news-knowledge/guyer-en-busqueda/contenido-guyer-en-
busqueda/microgeneracion-un-tema-de-interes-para-empresas-y-particulares/ (last visited July 19, 2016). 
58 Decreto 349/005, IMPO Centro de Información Oficial, República Oriental del Uruguay, 
https://www.impo.com.uy/bases/decretos-reglamento/349-2005 (last visited July 19, 2016). 
59 CPA Ferrere, Resultados y perspectivas de la promoción de Proyectos de Inversión en Uruguay, p.1, available at 
http://www.cpaferrere.com/knowledge-center/perspectivas-de-la-promocion-de-proyectos-de-inversion-en-
uruguay/informe/perspectivas-promocion-proyectos-inversion-uruguay.pdf (last accessed July 19, 2016). 
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Firstly, IRAE Exemption applies, on one hand, to the amount actually invested in 

detailed project’s assets (depending on the project’s score) and, on other hand, to the income 

tax payable in each of the years of the promotional declaration. In the first case, the exemption 

can go from 20% to 100%, and in the second case the exemption cannot exceed the 60% of 

income tax payable in each of the years of the investment promotion declaration.60  

 The minimum score required in order to have access to the exemption benefit is 1 and 

the maximum score that a project can have is 10. If the project gets a score of 1, it will have an 

IRAE exemption of 20% of the invested amount. Projects given a score of 2 will get an 

exemption of 28.89% up to reaching the limit of 100%, which is given only to those projects 

having a score of 10. The indicators supporting the scoring system are the following: 

employment creation, decentralization, exports increase, cleaner production, research, 

development and innovation (R+D+I) and sector involved61. 

Employment creation accounts for 30% of the score. Projects providing high salaries 

to their employees will be given a higher score. Additional points will also be given if the 

project is hiring woman, people under the age of 24 and above 50, and rural workers.62 For the 

purposes of the calculation of this indicator, an employment position will count as one 

position only if the worker does, at least, 40 hours per week. The total amount of workers 

employed by the project shall be taken from the monthly payroll presented to the National 

Social Security Bank (BPS)63. 

Moreover, decentralization comprises 15% of the score. It is measured through a 

poverty index of the country’s different administrative jurisdictions. If the project is located in 

the capital city, a human development index will be used instead. The idea is to promote 

                                                           
60 UnASeP, Ministerio de Economía y Finanzas, República Oriental del Uruguay, Guía del Régimen General de 
Promoción de Inversiones, Decreto 002/012, p. 9, available at 
https://www.mef.gub.uy/innovaportal/file/5357/1/guia_decreto_002_012.pdf (last accessed July 19, 2016). 
61 Secco, Chaves, Beneficios Fiscales aplicables al sector en el marco de la Ley de Inversiones,  CPA Ferrere, Junio 2013, 
available at http://www.cpaferrere.com/novedades/noticias/iv-jornadas-internacionales-de-energia-
eolica/documentos/beneficios-fiscales-energia-eolica-uruguay.pdf (last accessed July 19, 2016). 
62 UnASeP, Ministerio de Economía y Finanzas, República Oriental del Uruguay, Guía del Régimen General de 
Promoción de Inversiones, Decreto 002/012, p. 14, available at 
https://www.mef.gub.uy/innovaportal/file/5357/1/guia_decreto_002_012.pdf (last accessed July 19, 2016). 
63 COMAP, Ley N° 16.906 de 7 de enero de 1998, Circular 2/09, Cómputo de Empleo y Exportaciones para la matriz de 
objetivos e indicadores, available at https://www.mef.gub.uy/innovaportal/file/1589/1/circular200902.pdf (last 
accessed July 19, 2016).   
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investment projects outside the capital city and in the most vulnerable territories of the 

country. 

The exports increase indicator represents 15% of the score. Those projects 

contributing to the increase and diversification of the country’s exports will have higher 

exemption rates. If the size of the project is large (high investment amount), the amount of 

exports requested in return will also be high64. 

Cleaner production accounts for a 20%. The term “cleaner production” is adopted in 

accordance with the definition provided by the United Nations Environment Programme 

(UNEP) as “the continuous application of an integrated environmental strategy to processes, products and 

services to increase efficiency and reduce risks to humans and the environment”65. Finally, the R+D+I 

indicator (20% of the score) states that projects conducting research, development and 

innovation in the field of its industry either on its processes or products (or both) shall be 

specially considered for corporate income tax exemptions66. 

Regarding Net Wealth Tax, movable property shall be fully exempted from IP during 

its useful life. As for immovable property, the construction works which are necessary for the 

purposes of the investment will also be exempt of IP. The exemption term will be of 8 years if 

the civil works are located in Montevideo and 10 years for projects in the rest of the country. 

In addition to this, and as long as they do not enter into conflict with national products of the 

same nature, the import of movable fixed asset goods which are destinated to the civil 

construction works of the project will be exempt from import duties and taxes67. Decree 

002/012 establishes also a special VAT Refund regime for investments promoted under Law 

                                                           
64UnASeP, Ministerio de Economía y Finanzas, República Oriental del Uruguay, Promoción de inversiones y políticas de 
apoyo: Exportaciones, p. 5, available at 
https://www.mef.gub.uy/innovaportal/file/9907/1/20141127_promo_inv_poiticas_apoyo_export.pdf (last 
accessed July 19, 2016). 
65 UNEP, Sustainable Consumption & Production Branch, Resource Efficient and Cleaner Production, 
http://www.unep.fr/scp/cp/ (last visited on July 19, 2016). 
66 UnASeP, Ministerio de Economía y Finanzas, República Oriental del Uruguay, Guía del Régimen General de 
Promoción de Inversiones, Decreto 002/012, p. 15, available at 
https://www.mef.gub.uy/innovaportal/file/5357/1/guia_decreto_002_012.pdf (last accessed July 19, 2016). 
67 Secco, Chaves, Beneficios Fiscales aplicables al sector en el marco de la Ley de Inversiones, CPA Ferrere, Junio 2013, 
available at http://www.cpaferrere.com/novedades/noticias/iv-jornadas-internacionales-de-energia-
eolica/documentos/beneficios-fiscales-energia-eolica-uruguay.pdf (last accessed July 19, 2016). 
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16,906. This refund will apply to all the products that the investors acquire in Uruguay and 

which are solely used for the purposes of the construction works of the project68. 

 

2.3.3.2 Decree 354/009 

Decree 354/009 constitutes the specific investment promotion regime applicable to 

renewable energies in Uruguay. Activities such as the production of electric power deriving 

from national renewable sources, electric power co-production and the production of national 

equipment and machinery for the mentioned activities are subject to specific tax benefits. 

Investors on wind-power production may have access to a specific regime on IRAE 

exemption, which depends on the different timeframes and applicable percentages. The 

exemption shall be calculated as follows: 90% of the net fiscal income for the period between 

July 1, 2009 and December 31, 2017 (effective tax rate: 2.5%); 60 % between January 1, 2018 

and December 31, 2020 (effective rate of 10%) and 40% between January 1, 2021 and 

December 31, 2023. Only the companies operating on the future contracts market shall be able 

to apply for the benefits of this regime69. 

 

  

                                                           
68 UnASeP, Ministerio de Economía y Finanzas, República Oriental del Uruguay Guía del Régimen General de 
Promoción de Inversiones, Decreto 002/012, p. 9, available at 
https://www.mef.gub.uy/innovaportal/file/5357/1/guia_decreto_002_012.pdf (last accessed July 19, 2016). 
69 Secco, Chaves, Beneficios Fiscales aplicables al sector en el marco de la Ley de Inversiones, CPA Ferrere, Junio 2013, 
available at http://www.cpaferrere.com/novedades/noticias/iv-jornadas-internacionales-de-energia-
eolica/documentos/beneficios-fiscales-energia-eolica-uruguay.pdf (last accessed July 19, 2016). 
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3. PROJECT FINANCE OF WIND FARMS  

3.1 Concept and basic elements 

3.1.1 Concept 

Project Finance (PFI) consists of a long-term financing of an independent economic 

and legal unit based on the unit’s future revenues, structured either through loans or bonds on 

a non-recourse or limited basis. Under a project finance structure, “[...] the lenders loan money for 

the development of a project solely based on the specific project’s risks and future cash flows”70. This financing 

mechanism takes place mostly in very large and capital intensive infrastructure projects, which 

would be very difficult to fund through the traditional financing mechanisms71.  According to 

Thomson Reuter’s Global Project Finance Review, in the first nine months of 2014 the power 

industry was the leading sector globally, accounting for 29% of the total PFI investments, 

followed by the oil & gas and transportation sectors, both with a 21% share. Specifically in the 

Americas region, the power industry accounts for 40% of PFI deals, followed by the oil & gas 

industry with 33%72. The history of project finance dates back to the export financing 

mechanisms that took place in the Roman Empire, while modern PFI has its roots in the oil & 

gas exploration activities held in between 1930 and 1970 in the US and the North Sea73.  

The key features of project finance are: (i) independent economic and legal unit 

(Special Purpose Vehicle); (ii) lenders have limited or non-recourse to the project’s sponsors; 

(iii) repayment of the debt-service is solely based on the future revenues of the project.   

To begin with, the reason why sponsor companies adopt this financing structure is 

because they do not want to carry significant liabilities on their balance sheets and, therefore, 

they create a “Special Purpose Vehicle” which will be the entity receiving the funds and also 

the entity in charge of repaying the debt-service. This vehicle will be an independent economic 

and legal unit. Economic because it has its own ordinary course of business, separate from the 

business of its sponsors, and legal because it has a separate legal personality from the one of its 

                                                           
70 Alexander, Clean Technology Project Finance Primer, p.276. 
71 Comer, Godnar, Project Finance Teaching Note, The Wharton School, p.2, available at 
http://finance.wharton.upenn.edu/~bodnarg/ml/projfinance.pdf (last accessed July 19, 2016).  
72 Thomson Reuters, Global Project Finance Review, Managing Underwritters, First nine months 2014, available at 
http://dmi.thomsonreuters.com/Content/Files/3Q2014_Global_Project_Finance_Review.pdf (last accessed July 
19, 2016).  
73 Waqas, Project Finance, Oil & Gas Financial Journal, http://www.ogfj.com/articles/print/volume-12/issue-
3/features/energy-banking-section/project-finance.html (last visited July 19, 2016). 
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sponsors. In other words, the special purpose vehicle is the project itself, a legal entity with its 

own balance sheet generating its own cash flows, celebrating contracts with different third 

parties and re-paying the debt service to the lenders.  

The essence of PFI is the limited or non-recourse that the lenders have against the 

project company’s sponsors. This means that if the project is not finally concluded or in the 

event of default, the lenders will not be able to recover from the sponsors the money that they 

lend to the project company. In the case of no-recourse, lenders will have no access at all to 

the sponsor’s assets, while in the case of limited recourse, such access will take place only for 

certain events and up to specific amounts74. 

The fact that lenders provide money to the project company based on the project’s 

future cash flows constitutes another key feature of PFI. As already mentioned, project finance 

involves very large and capital intensive infrastructure projects, requiring millions of dollars in 

debt and equity. Taking into account the size of the project and the risks involved, the focal 

point of the lenders will be the the project’s ability to generate enough revenues which allow 

for the repayment of the debt service. This is why PFI adopts the form of a long-term 

financing mechanism, because it is based on a 15-20 year plan which relies on the project’s 

future revenues (long-term revenue based lending)75. As for wind power PFI, the success of 

the project will strongly depend on the revenues coming from long-term PPAs with 

counterparties having a solid creditworthiness. Particularly, in the case of Uruguay, wind-farm 

developers enter into twenty year PPAs with UTE. Taking into account that UTE is a state-

owned company, its creditworthiness will be supported in last instance by the Uruguayan state. 

From the lender’s point of view, special attention must be paid to the company’s credit history 

and Uruguay’s sovereign rating by international credit agencies.76  
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3.1.2 When to project finance 

Several aspects must be taken into consideration when adopting a final decision to 

project finance. The first and most important aspect is whether the project has a revenue 

source large and stable enough to support the repayment of the debt. Secondly, the degree of 

involvement and flexibility of the sponsors also plays an important role. Involvement means 

the commitment that the sponsors have with the project and if they are willing to take some 

risk on their own. For instance, if they admit a limited recourse on their assets and if they are 

willing to lose the project in hands of the lenders in the event that the project is not able to 

meet its debt payments77. In addition to this, the lenders will also take into account the 

willingness of the sponsors to provide some funds of their own for the kick-off of the project 

(and some subordinated debt if necessary). On the other hand, sponsors should be flexible 

against the lenders financing requirements, especially in regards to the strict dividend 

restrictions and the debt repayment policies78. 

In third place, taking into account the complexity of PFI deals and the number of 

entities which are involved, it is important that the risks are properly allocated between all the 

participants. Incentives and fixed prices on the key project agreements might be suitable tools 

in order to achieve the project’s objectives. For example, fixed prices on the PPAs and 

liquidated damages for delays in construction contracts79. The reputation of the companies to 

be involved in the construction and operational stages will also be taken into account by the 

lenders. Regulatory risk is in fact the major risk faced by the lenders, usually mitigated either 

through a proper due diligence, political insurance contracts, or guarantees provided either by 

the host government or by multilateral credit bodies80. Special consideration must be given to 

the security package surrounding the project. The lenders will try to minimize the risk in the 

event of default or foreclosure of the project. If this is the case, in first instance the lenders will 

try to pledge the project assets and therefore see if there is a market where they can re-sell 

those assets. In the case of wind farms, this is quite complicated taking into account that the 
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most valuable assets are the wind turbines and they do not have a re-sale or outlet market 

where to be sold81. Moreover, the security package can be reinforced with additional measures 

such as a mortgage where the wind-mill will be located, contractual rights of the sponsors, 

covenants, binding agreements on the operating expenses and dividends distribution, etc82. 

 

3.2 Project Planning 

3.2.1 Structure 

3.2.1.1 Participants 

Wind power PFI transactions require a high number of participants given the 

complexity of the legal, financial and technical structures to be observed. Participants can be 

grouped between the following groups: sponsors, lenders & financial institutions, operating 

and construction companies, equipment suppliers, off-takers, insurers, professional services 

companies and host governments. To begin with, we have the sponsors of the project, which 

can be either private companies (mostly industrial corporations) or the commercial appendages 

of the state where the project will take place. Sponsors assume a key role in these transactions 

because of the following: (i) they promote the project and they are shareholders of it as well; 

(ii) they initiate the investment process by presenting the project to local and foreign investors; 

(iii) they assume different risks through the lifetime of the project, mostly in the initial phase by 

providing funds for the kick-off and during the construction phase, when they usually assume 

the extra-costs produced by the delays of the constructors. Furthermore, we can find the 

lenders and financing institutions like commercial or investment banks, international credit 

bodies (World Bank, Inter-American Development Bank) or export credit agencies (ECAs). In 

wind power PFI, the ECAs providing support are the ones from the home countries of the 

wind turbines manufacturers. The aim of this support is to promote and increase the exports 

of their national companies. Lenders will finance the project either through loans (syndicated 

loans usually) or at the capital markets by issuing bonds. Financial advisors are also found in 
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this category, usually boutique firms which provide counselling on the financial structure of the 

project83.  

Another group of participants consists of the operators and construction companies. 

Operators, in charge of the maintenance and operation of the park, can be either independent 

companies or affiliates of the sponsors. Construction companies are usually big international 

corporations with solid reputation and experience on industrial projects. Construction is one 

of the biggest risks of these projects. Therefore the lenders request the project company to 

enter into turnkey contracts with reputable companies with a solid financial position, able to 

meet the different requirements and deadlines. In most of the cases, both the operator and the 

contractor own a stake in the power plant, which is in fact a strong message given to the 

lenders showing their fully commitment to the project’s success. The common practice 

indicates that contractors will sub-contract with local companies different services and 

equipment84. In Uruguay, public auctions conducted by UTE require a local component of 

20% of the investment amount for big-scale projects. The guidelines of what should be 

considered as “local component” are specified by the MIEM in cooperation with the Industrial 

Chamber of Uruguay (CIU)85.  

Insurance companies are of key importance in this type of deals, helping to reduce the 

risks involved with the project completion. Risks such as construction, political insurance, 

warranties, or breach of contract insurance are covered by local or international insurers. The 

off-takers or utilities play the role of customers of the project (UTE in the case of Uruguay) by 

providing fixed and long term revenues secured by long-term PPAs. Professional services 
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companies participate in the structuring of the investment by proving technical support on 

legal, tax, compliance, audit, technology and engineering services86.  

  

3.2.1.2 Legal Structure 

The legal structure of the project will depend on different factors. Before choosing for 

a specific legal form, the sponsors will have to take into account different aspects such as tax 

issues (in both the country of the sponsors and the project), confidentiality requirements, 

regulatory issues on foreign investment and the participation they want to assume in the 

project (if equity or subordinated debt)87.  

Based on the above said, PFI transactions will be usually structured under one of the 

following figures: joint venture, partnership or limited liability company. Even though the use 

of joint ventures has been quite successful in the oil & gas industry in the UK, the most 

common practice is to create a special purpose vehicle (SPV) which its sole activity will be to 

run the project. The SPV will be an incorporated entity (a limited liability company usually) and 

will own all of the project’s assets and will act as the borrower against the lenders. The SPV 

structure allows the Sponsors to: (i) isolate the project; (ii) avoid holding the debt on their own 

balance sheets and; (iii) avoid any cross-default scenario at the project company level that may 

harm the existing contractual relationships of the sponsor; (iv) avoid several liability deriving 

from the default or breach of contract against the project’s contracting third parties. On the 

contrary, partnerships or joint ventures do not allow the sponsors to step away from any of the 

four points previously described.88 

To sum up, a PFI investment is structured under a single entity (the project company), 

that owns all of the project’s assets and its contractual rights and obligations. This project 

company (usually a limited liability company) will be owned by a holding company which its 

sole purpose is to own the project company. The holding company will have no business at all 
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rather than owning the project company. The reason behind the creation of a holding 

company (also a limited liability company) is to pledge the project company’s equity to the 

lending institutions and therefore avoid any liabilities from the project’s contractors or its 

lenders. A series of mechanisms must be followed in order to achieve this “isolation” purpose 

and avoid liability in case of insolvency of the project company. These mechanisms, which aim 

to differentiate the legal identity of the holding company and the sponsors, are the 

appointment of separate and independent officers, different corporate governance structures 

and internal controls and auditing procedures89.  

 

3.2.1.3 Financial Structure 

 The financial structure of the project will be focused on four different aspects: (i) the 

proportion of each of the financing sources; (ii) debt structure; (iii) financial projections and; 

(iv) the security package. The combination of each of them will try to achieve a balance 

between the maximum return for the investors and the risks that financial institutions are 

willing to assume90. 

 Firstly, the funding sources can be either senior debt (provided by the lenders), 

subordinated debt and sponsor’s funds. Usually, senior debt accounts for 60-95%, 

subordinated debt 0-30% and the sponsor’s own funds 5-25%. The bigger the proportion of 

senior debt, the more aggressive the financial structure of the project. Senior debt is provided 

by the lenders, whereas subordinated debt is provided by the sponsors91. Lenders will usually 

request the sponsors to provide some funds on their own for the kick-off of the project unless 

the sponsors hold a solid credit rating or provide some sort of security in advance (guarantees). 

Subordinated debt can be issued through loans (subordinated to those of the lenders and at no 

rate) or the subscription of shares in the project company92. 
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 The structure of the debt depends on whether the lending institutions will provide 

credit facilities, bonds, loans with grace periods or loans with variable amortization, depending 

on the cash-flow success of the project. Financial projections will aim to analyze the profit and 

loss account and whether the revenue stream and future cash-flows will be able to cover the 

financial expenses, debt-repayment (capital) and the expected return of the sponsors. The 

security package will be composed by insurance contracts on the key project assets, operation 

and maintenance contracts as well completion guarantees offered by the sponsors. A typical 

financial structure of a PFI investment will have a high initial investment provided by lenders 

and sponsors, high-leverage with no-recourse or limited recourse to the sponsors and a 

maximum debt amount limited by the financial risk assumed by the lenders93. 

 

 3.2.2 Key Project Agreements 

 The size and complexity of PFI brings together a wide range of agreements which can 

be organized under two major groups: a) agreements governing the relationships of the project 

with its sponsors, lenders and equity investors and; b) agreements dealing with the project itself 

and its functioning (“project agreements”)94. 

Firstly, it is worth to clarify that the whole project is structured around the project 

company, which will take the form of a limited liability company (mostly), partnership, joint 

venture or a mix of them. There might be some regulatory limitations in the host country 

regarding foreign investment. For instance, channelling foreign investment through local 

companies, specific licenses, permits or concessions only granted to companies dully 

incorporated under local legislation or restrictions on foreign ownership of shares or key assets 

in strategic industries95. Sponsors might be private companies, state-owned companies from 

the host country, agencies or individuals interested in the promotion of the project. Usually, 

projects are multi-sponsored, with different parties (including the host governments) having a 

specific economic interest on them, either during its lifetime or its final outcome. Sponsors 

might be interested either on the construction, operation, management or the project’s output 
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(power produced by the wind farm for instance)96. Specifically, in Uruguay the state utility acts 

as one of the major sponsors of the wind farms by purchasing the power they produce. They 

are, basically, the customer of the project. 

In the first group of agreements, we have the contractual relationships of the project 

company with its sponsors, equity investors and lenders. Sponsors and investors will provide 

equity contributions to the project and will receive dividends in exchange. Between them they 

will enter into an operating or partnership agreement and also into shareholders agreements. 

On the other hand, the lenders will inject funds to the project in the form of debt and they will 

get a return in exchange. Therefore the project company will enter into loan or credit facility 

agreements with the banks or lending institutions97. 

The project agreements are all the contracts “[...] related to the development, construction, 

ownership and operation of the project [...]”98. These agreements can be organized under three 

different groups: a) development and ownership, b) construction and operation and; c) 

economic outcome of the project. Development and ownership agreements include all those 

licenses, land concessions, rental or lease contracts entered into between the project company 

and the host government for the location of the project’s site. Construction contracts might 

take form either in the way of Engineering, Procurement and Construction Agreements (EPC 

Agreement) or Engineering, Procurement, Construction Management Agreements (EPCM 

Agreements). Additional agreements might take place for equipment purchases with different 

suppliers. As for the wind farm operation, the key contract at this stage is the Operation & 

Maintenance services contract. Other contracts such as the Administrative Services Agreement 

and Technology License Agreement might also take place. Construction and operation are 

directly linked to the project’s success; therefore it is very common to see the sponsors or its 

affiliates taking part of one or both of them. Sometimes this is even a mandatory request of the 

lenders, because they want to make sure that the key services will still be conducted by the 

sponsors in case of the project’s default99.  

Finally, the economic success of the project will be determined by the PPAs that it 

reaches with the utilities (UTE in the case of Uruguay). Additionally, an Interconnection 
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Agreement with the utility will also be needed. Capacity agreements take place in casein case 

power transmission is the business (not in the case of Uruguay with UTE having the 

monopoly on T&D)100.  

 

3.2.3 Equity raising  

 On the equity side of the investment we have sponsors and third-party equity investors. 

These investors are mostly private-equity funds or venture capital funds. There are funds 

specializing in renewables only and funds which have renewable energy projects as part of a 

bigger portfolio. Traditional sponsors differ from third-party equity investors in several ways. 

The biggest difference lies on the objectives pursued by each other; while traditional sponsors 

are mostly interested in taking part of the key aspects of the project (construction, operation), 

third-party equity investors participate on the project seeking only for a return on their 

investment. Their investment is purely based on financial objectives, because they do not 

render any kind of services to the project. That being said, these investors have a long-term 

approach when investing, mostly taking into account that PFI of wind farms is essentially a 

long-term business. As opposed to equity investors, traditional sponsors will try to sell their 

stake after completing the key role they were supposed to undertake101.  

  Venture capital funds are usually more active at the early stages of the project while 

private equity funds are more predominant at the later stages. A wide number of 

considerations must be analyzed regarding the role of these investors, strategies to be followed 

and the structure of the equity investment. Firstly, venture capital and private equity funds will 

measure the risk of their investments by paying special attention to the technology employed 

by the project, if there is some sort of technology risk or not. The project’s management will 

also be carefully reviewed, giving priority to experienced professionals in the field of renewable 

energies and the connections that these people might have. They will also look at the type of 

support that the business might need. Depending on the entry stage, whether they project 

needs a pure financial support or a business development partner which can bring together 

useful contacts, customers and suppliers. The structuring of their investment is also a key 
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aspect to be considered, how their equity contributions will impact the project’s balance sheet, 

if the equity will go directly to the project or the sponsors and tax implications. Investors will 

also observe the existing corporate governance mechanisms, which degree of control they will 

have over their investment, board representatives and future dilution scenarios in case of new 

share subscriptions102. 

  

3.2.4 Timing 

On the debt side of the project, the most commonly employed financing structures are 

loans and bonds. There are still a couple of differences between each of these structures; the 

institutions involved in the loan market are usually commercial banks which are willing to 

assume the construction risk of the project, whereas capital market investors are reluctant to 

the risks derived from the construction stage of the project. The costs associated to prepare 

the loan documentation are higher than the issuance of a bond but, on the other hand, 

disclosure requirements on a bond placement are stricter than those requested for the issuance 

of a loan103. 

Loans are issued on a syndicated basis given the high amounts to be provided. The 

syndicated loan is arranged by a small group of banks (“the arrangers”), which shall be the 

signatories to the loan agreement and will underwrite the whole amount of the loan or just a 

part of it. The arrangers will later sell the loan to other banks or financial institutions all around 

the world in order to distribute and lower their risk. In the end, even though the signature of 

the loan is done by a small group of banks, a large number of additional banking institutions 

participate in the financing of the project. Not every single bank can take part of a project 

finance deal; participation is usually reserved for those banks having the proper structure and 

resources capable enough to assess and measure the project’s risks. That is one of the reasons 

why usually the arrangers are highly specialized institutions with proven experience in project 

finance deals104. 
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The loan constitutes the key financing agreement of the project. It is usually referred to 

as the project’s “Credit Agreement” and involves a wide number of covenants, warranties, 

representations, consents, security agreements on key project assets, mortgages and an equity 

pledge from the sponsors. Loans will vary depending on the project stage or expenses to be 

covered. For example, there are construction loans (only used for at the construction stage), 

working capital loans (used to cover the operating expenses), term loans, credit facilities (used 

as security for PPAs), etc. The main fees charged under a PFI loan agreement are the arranging 

fee, syndication fee, administrative fee, collateral fee and facility fee105. 

 

3.2.5 Security 

The non-recourse (or limited) aspect of PFI enables the lenders of the project to apply 

strict security mechanisms in order to ensure the debt repayment. Lenders will go against the 

sponsors and the project affecting a wide range of assets and contractual rights.  

Security measures at the sponsors’ level include an equity pledge of their stake at the 

project and completion guarantees106. Additional security at the level of the sponsors may also 

include requirements to provide own funds to the project, parent company guarantees or the 

assumption of extra-costs deriving from delays on the construction works. At the project 

company level, the lenders will establish mechanisms in order to secure the ownership of all 

the project assets (future assets and movable property included)107. Contractual rights of the 

project company with its counterparties will also be affected, mostly the assignment of 

receivables regarding the most important contracts such as PPAs, insurances and equipment 

supply. Guarantees also play an important role, specifically for the EPC contractors, together 

with performance bonds108. Consents also serve as a tool to secure collateral, even though the 

consent negotiation process with the project’s counterparties might sometimes be time-

consuming and conflictive109. Finally, mortgages or leases against the project’s real property, 
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controls over the project’s future cash-flows, collateral warranties and the creation of a specific 

bank for the collection of debt-service payments might also serve as useful tools to ensure the 

rights of the lenders110. 

 

3.3 Risks and costs 

3.3.1 Cost structure 

 In order to understand the cost structure of a wind-farm, it is important to make 

reference to the different stages of the project first. It takes between three to five years to 

develop an on-shore wind farm, depending on the size and complexity of the project. The 

stages of development can be divided into four periods: development, maturation, 

construction and operation. Development and maturation costs are quite low compared to 

construction costs, the stage which by far accounts for the biggest cost share. The reason 

behind this, is that the costs incurred during the development and maturation stages are 

basically professional and environmental studies while construction costs involves the heavy 

investment of the project, like the purchase of machinery and the wind turbines111. A study 

conducted by Deloitte in 2014 regarding the costs distribution scheme of on-shore wind farms, 

showed that construction accounted for 4-10% of the total costs, other capital costs 4-10%, 

grid connection costs 9-14% and finally wind turbines 64-84%. This is totally different in the 

case of off-shore plants were grid connection and construction costs are higher and the share 

of wind turbines on the project’s total costs decreases to 50%. Following this study, the seven 

pillars framing the wind-farm investment decision should be the project costs, energy 

production, energy prices and tariffs, operating costs, project-end options, financing and risks 

and uncertainty112.   

Costs on the development and maturation stages can be divided in four main 

categories: environmental studies (preliminary and final wind studies, geotechnical and 
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geological studies, environmental impact), agreements and government applications 

(concession, license and permission rights, lease agreements, building and grid-connection 

applications), financial advisory (appointment of a financial advisor, preliminary and final 

business analysis) and consents. The most important studies like wind and financial analysis are 

repeated and refined on both stages given the importance that production forecasts have on 

the project’s final success113.  

Construction costs are mostly given by the purchase of wind turbines, transmission and 

foundation equipment, commissioning and financial studies. Regarding the operation stage, 

wind-farms usually work with a high EBITDA margin (between 60-90%) and with a fixed cost 

structure on specific items such as insurance, rent payments, management fees and 

maintenance. Services and spare parts represent the biggest operational, followed by 

management and rent payments. Additional costs such as repairs and maintenance of the wind 

turbines should also be considered114.  

Production forecasts are based on wind studies conducted over a period of 2-5 years 

which aim to analyze the wind speeds, direction, air density, temperature and humidity. Based 

on the wind speeds obtained from the studies, developers can calculate the “annual estimated 

production”. Net production calculations are done over the basis of variable wind speeds and 

the occurrence of events such as electrical losses and maintenance works on the turbines. The 

final production forecast is finally taken out from the so called “power curve”115.  

 The reason why detailed wind forecasts are conducted is because they determine the 

exact wind turbine that will have to be employed by the developers. The election of the wind 

turbines depends on the wind characteristics, as there are specific turbines for specific wind 

speed ranges. The matching turbine should be the one which does not stop producing energy, 
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even in cases where the wind speeds are too high or too low116. Turbines can be classified in 

two groups: horizontal and vertical axis turbines and on-shore and off-shore turbines. 

Horizontal axis turbines can also be classified depending on its technical features, like number 

of rotor blades, rotor placement (up or down-wind), hub connection to the rotor, gearbox 

design, etc. The power production of a turbine may vary between 0.5 and 3 MW. The 

following co-relations must be considered when analyzing wind speed, production forecasts 

and the election of turbines: (i) the higher the wind speed, the higher the energy production (if 

speed is doubled, production will be eight times higher); (ii) the colder (denser) the air, the 

higher the production; (iii) the higher the location of the turbine from the flat surface, the 

higher the production results; (iv) the more turbulent the air is, the higher the risk of 

breakdowns on the equipment, and therefore the reduction on the production; (vi) big rotor 

diameters and big swept areas are also directly linked to better production levels117.   

 

3.3.2 Risks to be considered 

 Typically, PFI investments involve four different risk categories, each one of them 

comprising specific risks: A) Legal and regulatory risks; B) Construction & Operation risks; C) 

Market risks and; D) Financial risks118. 

 Legal and regulatory refer specifically to those risks involving the host country’s legal 

system, mostly regarding foreign investment, power production regulations, license, permits 

and concession requirements119. We can also find at this level the country risk and political risk. 

Wind power investors will pay particular attention to the regulatory framework on foreign 

investment, business law, environmental and energy law, tax system and incentives. Country 

risk refers to the mix of political events or situations and economic conditions which might 

affect the project’s viability, like for example force majeure, work stoppages, inflation rates, 

controls over the economy (currency and exchange), sabotages, expropriation, etc. Political risk 

                                                           
116 Deloitte, Establishing the investment case: Wind Power, April 2014, p.8, available at 
http://www2.deloitte.com/content/dam/Deloitte/global/Documents/Energy-and-Resources/gx-er-deloitte-
establishing-the-wind-investment-case-2014.pdf (last accessed July 19, 2016). 
117 IRENA, Renewable Energies Technologies: Cost Analysis Series, June 2012, p. 4-5, available at 
https://www.irena.org/documentdownloads/publications/re_technologies_cost_analysis-wind_power.pdf (last 
accessed July 19, 2016). 
118 Denton Hall Projects Group, A Guide to Project Finance, p. 57. 
119 Denton Hall Projects Group, A Guide to Project Finance, p. 57. 
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analyzes the country’s political situation and respect for legal clarity and foreign investment. 

Particularly, if there is a clear division and balance between the country’s political institutions 

and the country’s respect for international investment treaties and conventions120. Political risks 

can be significantly reduced with the participation of multilateral bodies, ECAs, insurance 

companies and guarantees provided by the host government, its central bank or commercial 

appendages121. 

 Construction risks are mostly focused on the price and the construction method, with 

lenders trying to seek for turnkey contracts with a fixed completion date and price (lump-sum). 

Lenders will always prefer a single and reputable contractor assuming all the responsibilities for 

the farm’s construction, rather than dividing such responsibility in a group of different 

companies and consultants122. In order to mitigate the construction risks, lenders will have to 

carefully evaluate the experience of the contractor in projects related to renewable energies, the 

bidding experience of the company, its credit rating and financial position. Other measures 

such as performance bonuses, liquidated damages or penalties for delays (as remedies for 

completion), performance bonds and completion guarantees are also helpful to mitigate this 

risk123. With regards to operation risks, it is important to see whether the farm’s operator has 

enough experience in the field of wind power and if there is only one company doing 

operation and maintenance services or two different companies for each service. Incentives to 

boost efficiency, liquidated damages, clear rules on costs management and costs increases, 

skilled resources and management serve as tools to lower operation risks124.  

 Furthermore, when analyzing market risks, the key aspect to be considered is whether 

there is enough demand for the project’s product (electricity in this case). Moreover, the 

electricity price, the grid-connection infrastructure and competition are also relevant for the 

analysis. Price risk shall be offset with long term PPAs with the off-takers under a take or pay 

or take and pay method with fixed prices (and price adjustments), allowing the project 

company to cover its debt and operating costs125. Finally, financial risks involve funding, 

                                                           
120 Comer, Godnar, Project Finance Teaching Note, The Wharton School, p.16-17, available at 
http://finance.wharton.upenn.edu/~bodnarg/ml/projfinance.pdf (last accessed July 19, 2016). 
121 Denton Hall Projects Group, A Guide to Project Finance, p. 62. 
122 Denton Hall Projects Group, A Guide to Project Finance, p. 56. 
123 Comer, Godnar, Project Finance Teaching Note, The Wharton School, p.19, available at 
http://finance.wharton.upenn.edu/~bodnarg/ml/projfinance.pdf (last accessed July 19, 2016). 
124 Denton Hall Projects Group, A Guide to Project Finance, p. 58-59. 
125 Denton Hall Projects Group, A Guide to Project Finance, p. 60. 
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currency and interest rate. The funding risk arises when the lending institutions are unable to 

provide the funds or when sponsors cannot fulfil their equity contributions accordingly. 

Currency risks are referred to currency controls (e.g. restrictions on access to foreign currency 

as well as receiving and making payments on foreign currency abroad) and variations on the 

exchange rate. Remedies such as currency swaps, funding from various sources, fixed interest 

rates and interest-rate hedging might be effective solutions to achieve financial stability126. 

 

  

                                                           
126 Comer, Godnar, Project Finance Teaching Note, The Wharton School, p.20, available at 
http://finance.wharton.upenn.edu/~bodnarg/ml/projfinance.pdf (last accessed July 19, 2016). 
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4. COMPARATIVE ADVANTAGES OF URUGUAY 

4.1 Country Facts  

4.1.1 Political system and foreign direct investment 

Uruguay is located in South America, in the South Atlantic east border between Brazil 

and Argentina. With a population of 3.2 million inhabitants (2011 census) and a surface of 

176,215 square kilometres, the country has a strong and very well balanced political and 

institutional system. Its social, legal and financial stability together with its strong democratic 

roots and traditions turned Uruguay into an attractive destination for foreign investment in 

South America. In addition to this, the country has a strategic location between the two biggest 

economies of the region and their main industrial and business centres. The capital city 

Montevideo, with 1.7 million inhabitants, is the head of the administrative headquarters of 

MERCOSUR, the customs union composed by neighbours Brazil, Argentina, Paraguay and 

Venezuela127. 

Uruguay is a democratic republic with a presidential system. The national government 

is composed by three different branches: Executive, Legislative and Judicial. The head of the 

Executive branch is the country’s president which, at the same time is the head of state and 

government. The President is elected by universal, direct and popular vote and for a term of 

five years. The Legislative branch is composed by the General Assembly, divided in two 

different chambers which include the Vice-President: Chamber of Representatives (with 99 

members) and the Chamber of Senators (30 members). Representatives and senators can be 

consecutively re-elected for another period of five years, but consecutive re-election is not 

allowed in the case of the President and the Vice-President. The Judicial Power is composed 

by Courts and Peace Courts (one-man system), Appeals Tribunals and the Supreme Court, 

both collegiate tribunals. In terms of hierarchy, the highest judicial body is the Supreme Court 

(five members), followed by the Appeals Tribunals and the lower Courts and Peace Courts128.  

The fact that the three major political parties with parliamentary representation have 

been in the government, constitutes a positive and unique feature of the country’s political 
                                                           
127 PwC, Doing Business in Uruguay, 2016, p. 8-12, available at http://www.pwc.com.uy/es/doing-
business/assets/Doing%20Business%20in%20Uruguay%202016-web.pdf (last accessed July 19, 2016).  
128 PwC, Doing Business in Uruguay, 2016, p. 8-12, available at http://www.pwc.com.uy/es/doing-
business/assets/Doing%20Business%20in%20Uruguay%202016-web.pdf (last accessed July 19, 2016). 
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system. These three parties have agreed on a clear and unique view of the country’s foreign 

investment rules, bringing legal certainty to foreign investors, local and international 

companies. Successful government alternation, solid democratic traditions, an independent 

judicial system, tax incentives and long-term state policies in the field of foreign investment, 

have positioned Uruguay as a reference point with regards to political and financial stability in 

a region where stability has unfortunately been the exception129. In line with this argument, the 

Democracy Index report from 2014 conducted by the Intelligence Unit of The Economist 

stated Uruguay and Costa Rica are the only countries that can be considered “full 

democracies” in Latin America, a region which has been “[...] unable to make further progress on 

democratisation [...] over the past three decades”130. The country has also been praised by international 

bodies and institutions, ranking amongst the highest countries in Latin America in the fields of 

human development (United Nations Index from 2015) and peace and security (Global Peace 

Index from 2015)131. 

Foreign Direct Investment (FDI) has been steadily increasing in Uruguay since 2003, 

reaching its peak amount in 2013 (3,032 million USD). Between 2005 and 2014, the country 

received an average FDI amount per year of 2,000 million USD. In 2014, Uruguay was the 

second biggest receiver of FDI in South America after Chile, accounting for 4.8% of its GDP, 

far above the average of the rest of the MERCOSUR countries (2.2%). In the 2004-2014 

decade, the country’s GDP grew at an average rate of 5.3%, a record mark on its history. 

Several reasons explain these indicators. Firstly, since the enactment of the Investment 

Promoting Scheme in the 90s, the country has shown a clear approach to promote national 

and foreign investment through different benefits and tax incentives. The previous and current 

governments achieved (and continued) a successful debt-restructuring policy on the public 

sector which, together with the country’s economic growth during the last decade, helped to 

receive the investment grade status by the international credit agencies (Moody’s in 2014 and 

Standard & Poor’s in 2015). Receiving the investment grade was a clear support by the 

                                                           
129 Uruguay XXI, Energías Renovables Oportunidades de Inversión, Agosto 2014, p.1, available at 
http://www.uruguayxxi.gub.uy/inversiones/wp-content/uploads/sites/3/2014/07/Informe-de-energias-
renovables.pdf (last accessed July 19, 2016). 
130 The Economist, The Economist Intelligence Unit, Democracy Index 2014, 2015, p.25, available at 
http://www.sudestada.com.uy/Content/Articles/421a313a-d58f-462e-9b24-2504a37f6b56/Democracy-index-
2014.pdf (last accessed July 19, 2016). 
131 PwC, Doing Business in Uruguay, 2016, p. 8-12, available at http://www.pwc.com.uy/es/doing-
business/assets/Doing%20Business%20in%20Uruguay%202016-web.pdf (last accessed July 19, 2016). 
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international financial community to Uruguay’s economic policies and its solid financial 

position132. Other factors explaining FDI increase were the high prices experienced by raw 

materials during 2002-2014, the Free Trade Zone regime which allows companies to operate 

internationally under a series of different tax benefits, the growth of industries such as 

Information Technologies and Logistics and its open economy with high levels of human 

development133. Specifically on the energy industry, more than 7,000 million USD were 

invested by the public and private sector during 2010-2014, which means that every year since 

then, the country invested 3% of its GDP’s on the development of this industry134.  

 

4.1.2 Market Structure 

4.1.2.1 Existing infrastructure 

 One of the comparative advantages that Uruguay has for the purposes of wind power 

production, are the existing international power transmission networks with neighbours 

Argentina and Brazil. Uruguay has 2,000 MW connections with Argentina and has increased its 

connections with Brazil from 70 MW up to 570 MW. This brings stability to the national 

electricity system and also increases the potential for electricity exports to the neighbour 

countries. Specifically, it allows non-dispatch power producers to export their surpluses and to 

import in case of shortages135. In 2011, Uruguay imported from its neighbours 470,362 MWh 

and exported only 18,994 MWh to them. This was totally different in 2013 (no imports at all 

and exports for 208,809 MWh) and in 2014 the exporter profile was re-affirmed with a record 

amount of 1,266,545 MWh, with Argentina as main export destination136.  

                                                           
132 Uruguay XXI, Inversión Extranjera Directa en Uruguay, Junio 2015, p. 2-9, available at 
http://www.uruguayxxi.gub.uy/informacion/wp-content/uploads/sites/9/2015/07/IED-en-Uruguay-Uruguay-
XXI-Julio-2015.pdf (last accessed July 19, 2016). 
133 PwC, Doing Business in Uruguay, 2016, p. 7-37, available at http://www.pwc.com.uy/es/doing-
business/assets/Doing%20Business%20in%20Uruguay%202016-web.pdf (last accessed July 19, 2016). 
134 Uruguay XXI, Energías Renovables Oportunidades de Inversión, Agosto 2014, p.1, available at 
http://www.uruguayxxi.gub.uy/inversiones/wp-content/uploads/sites/3/2014/07/Informe-de-energias-
renovables.pdf (last accessed July 19, 2016). 
135 Ferreño, Posibilidades de la Generación Eólica, ventajas comparativas de Uruguay para su desarrollo, Los primeros meses de 
explotación del complejo Emanuele Cambilargiu en Caracoles, IEEE, available at 
http://iie.fing.edu.uy/epim2010/myreview/myPapers/p71.pdf (last accessed July 19, 2016). 
136 Palacio, Castromán, Informe Anual 2014, ADME, p.25, available at 
http://www.adme.com.uy/mmee/pdf/informes/anual/InformeAnual2014.pdf (last accessed July 19, 2016). 
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 Furthermore, Uruguay has a developed hydropower infrastructure which acts as a 

counter-balance for wind power. Historically, the country has been dependent on hydropower 

and fossil fuels to cover its electricity demand. The reason why hydropower is so important is 

because it can be used as a complementary source for wind power which, at the end of the day, 

will be beneficial for both consumers and producers. Hydropower acts as the demand 

regulator in the electricity market because of its storage capacity (water can be stored but wind 

not). So, when wind is flowing constantly at good speeds there is no need for hydropower 

production and, therefore, the water stored can be used later especially when the wind is not 

blowing. This regulation function of hydropower, acting as a natural operational reserve for 

renewable production pants, is of key importance for wind power development. Because, on 

one hand it helps to administrate and supply the demand peaks and, on the other hand it helps 

to store the electricity surpluses coming from renewable sources. Moreover, hydropower 

serves to secure the supply of electricity over the national territory and acts as a frequency 

regulator. Finally, other 600 MW operational reserves coming from different thermal power 

plants (La Tablada, Punta del Tigre) are also a helpful infrastructure that the country has for 

the purposes of wind power production137. 

 

4.1.2.2 Geographic conditions 

Weather and geographic conditions played an important role in Uruguay’s on-shore 

wind power success. Its plain surface, with only a few undulated areas (300-350 m height) and 

its perfect wind conditions, make Uruguay a suitable country for wind-power production138. 

Wind turbines generally start producing energy at a wind speed of 3-5 metres per second and 

they reach the maximum production levels at a speed of 15 metres per second139. Almost the 

entire country’s territory has wind speeds that go between 6 to 9 metres per second at an 

average height of 90 metres. These numbers clearly show the country’s natural climatic 

                                                           
137 Ferreño, Posibilidades de la Generación Eólica, ventajas comparativas de Uruguay para su desarrollo, Los primeros meses de 
explotación del complejo Emanuele Cambilargiu en Caracoles, IEEE, available at 
http://iie.fing.edu.uy/epim2010/myreview/myPapers/p71.pdf (last accessed July 19, 2016). 
138 Ferreño, Posibilidades de la Generación Eólica, ventajas comparativas de Uruguay para su desarrollo, Los primeros meses de 
explotación del complejo Emanuele Cambilargiu en Caracoles, IEEE, available at 
http://iie.fing.edu.uy/epim2010/myreview/myPapers/p71.pdf (last accessed July 19, 2016). 
139 IRENA, Renewable Energies Technologies: Cost Analysis Series, June 2012, p. 6, available at 
https://www.irena.org/documentdownloads/publications/re_technologies_cost_analysis-wind_power.pdf (last 
accessed July 19, 2016). 
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conditions to receive these projects.  Having these wind speeds also means that the territory is 

suitable for the use of turbines and equipment which have successfully been used in other 

parts of the world (e.g. Europe), reducing the risks for project developers.140 In addition to this, 

Uruguay’s atmosphere has a high density and is considered an “ISO” type of atmosphere 

(international standard atmosphere). The atmospheres of the countries that succeeded in wind 

energy are very similar to Uruguay’s atmosphere; they have practically the same characteristics. 

This atmosphere type is the one considered by wind turbine manufacturers to maximize their 

product’s performance and efficiency. As a consequence, Uruguay will benefit from this as 

well, because it has the same atmospheric characteristics as the succeeding manufacturing 

countries (e.g. Denmark, Germany)141.  

 

4.2 Financial perspective 

4.2.1 The role of PPAs and the state-owned utility 

Different strategies were implemented around the world in order to promote the 

development of wind power. The European model for instance was mostly based on 

government subsidies, with state-electricity companies actively participating in the power 

purchase under feed-in tariff mechanisms (e.g. Germany)142. In Denmark, the wind turbine 

owners were granted production subsidies as a complement to the electricity tariff. On-shore 

wind power subsidies in Denmark depend basically on the size of the turbines and the grid 

connection date. Even though the electricity market was liberalized in 1999, wind turbine 

owners received a feed-in tariff by the government in order to avoid fluctuations in the supply 

and demand143. 

                                                           
140 Ferreño, Posibilidades de la Generación Eólica, ventajas comparativas de Uruguay para su desarrollo, Los primeros meses de 
explotación del complejo Emanuele Cambilargiu en Caracoles, IEEE, available at 
http://iie.fing.edu.uy/epim2010/myreview/myPapers/p71.pdf (last accessed July 19, 2016). 
141 Ferrada, Ponce de León, Zanetti, Proyecto de Inversión para un Parque Eólico, Posgrado de Administración, 
U.D.E.L.A.R – Facultad de Ciencias Económicas, Octubre 2012, p.14, available at 
http://www.ccee.edu.uy/bibliote/monografias/MPG256.pdf (last accessed July 19, 2016).   
142 Regueiro Ferreira, Doldán García, Principales modelos para el desarrollo eólico y la potencialidad de América Latina, 
Cuadernos Americanos 144, México, 2013/2, p. 39-42, available at 
http://www.cialc.unam.mx/cuadamer/textos/ca144-35.pdf (last accessed July 19, 2016).  
143 International Energy Agency, Energy Policies of IEA Countries, Denmark, 2011 Review, France, December 2011, p. 
83, available at http://www.iea.org/publications/freepublications/publication/Denmark2011_unsecured.pdf (last 
accessed  July 19, 2016). 
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South American countries differed on their strategies towards the development of 

renewable energies. In Chile, merchant finance played a key role mostly driven by high 

electricity prices, a competitive spot market and the growth of the mining industry in the north 

region. Developers enter into long-term PPAs with mining and industrial companies and the 

risks for renewable investors are low because the national dispatch system gives priority to 

those power plants having lower generation costs, like for example renewable plants without 

fuel costs. In Brazil, the growth of renewables is mostly explained by the role of the national 

development bank BNDES, the lead arranger and major promoter of these projects. In 2014, 

the bank awarded credits for green projects for the amount of 2.7 billion USD144.  

In Uruguay the strong support given by the national state through its corporate arm 

UTE was decisive for the success of on-shore wind power (and renewables in general). The 

country’s approach was different from its neighbours or european countries. Basically, UTE 

became the project’s customer rather than the project’s developer or funder, even though the 

company develops and operates some farms on their own. By this mechanism, UTE offered 

long-term and stable revenues to the project’s investors by awarding 20 year PPAs at fixed 

prices. As already mentioned in chapters 2 and 3, long term PPAs mitigate market risks 

because they secure a stable revenue stream to the project’s investors. Also, the 

creditworthiness of UTE’s shareholder (the national state) helped to lower any country or 

political risks. As a consequence, investors were able to cover their costs, repay their debt 

service and make a return on equity. PPAs with UTE have fixed prices in USD and there are 

no minimum delivery requirements. In addition to this, UTE allows trading the surpluses in 

the spot market and guarantees to purchase all the power produced by the developer. These 

are perfect bankability conditions for a project finance deal145. The path started in 2006, with 

the first 20 MW public auction for wind power grew very quickly and, up to September 2014, 

the utility had 18 different PPAs in place with private developers, which totalized an installed 

capacity of 880 MW. Other successful PPAs (100 MW capacity) were renewed at a price range 

between 61.46 and 60.53 USD/MWh. In the case of the wind farms Pampa, Valentines and 

Arias (70% debt finance by minor and institutional investors) the agreed price on the PPAs 

                                                           
144 Norton Rose Fulbright, Renewable Energy in Latin America, April 2016, p. 13-16, available at 
http://www.nortonrosefulbright.com/files/renewable-energy-in-latin-america-134675.pdf (last accessed July 19, 
2016).  
145 Ferrere, Brazil, Chile and Uruguay provide strong opportunities for renewables, http://en.ferrere.com/latest-
posts/news/brazil-chile-and-uruguay-provide-strong-opportunities-for-renewables (last visited July 19, 2016). 
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was of 63.5 USD/MWh146. In summary, UTE played a key role in de the development of on-

shore wind power in Uruguay, becoming the customer of the wind farms and, therefore, 

bringing certainty to the investors by means of long term PPAs structured under very attractive 

conditions. 

 

4.2.2 A profitable business 

Even though it is difficult to get into very precise numbers regarding the profitability of 

each wind of the wind farms operating in Uruguay, some general positive considerations can 

be made. A study conducted by the DNE in 2010 concluded that wind farms of 30 MW-50 

MW may be able to obtain return rates of 10% and above, if the project is structured on an 

80/20 debt to equity ratio and with energy prices above 85 USD/MWh147. Another study 

conducted by the same body in 2011, concluded that 50 MW wind farms would be able to 

achieve at least a return of 11% with even lower energy prices (80 USD/MWh). These results 

were better than the 2010 study, mostly due to the decrease in the production costs, 

technology improvements and a strong market competition regarding energy supply148.  

A comparison with the neighbour country of Argentina might help to understand the 

comparative financial advantages that Uruguay offers to local and foreign investors. Uruguay 

allows for indexing mechanisms on the PPAs (exchange rate, national index on consumer 

prices and the US producer index), which contribute to the project’s profitability. Indexing 

mechanisms are not allowed in Argentina and this is a serious problem for investors, who see 

their investments eroded by costs increases and high inflation rates. Financial costs also play a 

key role when deciding these investments: while developers in Uruguay or Brazil pay between 

                                                           
146 UTE, Energía Eléctrica en el Uruguay, Jornadas de Ingeniería Matemática, 18 de Setiembre de 2014, available at 
https://www.google.com.uy/url?sa=t&rct=j&q=&esrc=s&source=web&cd=6&cad=rja&uact=8&ved=0ahUK
EwjWgZPHyv7NAhWFOsAKHQv7AFEQFgg2MAU&url=http%3A%2F%2Fwww.cpaferrere.com%2Fnoveda
des%2Fnoticias%2Frecomiendan-incorporar-el-analisis-matematico-al-mundo-de-los-
negocios%2Fdocumentos%2Fcasaravilla-energia-electrica-en-el-
uruguay.pdf&usg=AFQjCNHz1E5YDr7TQUTBapxyZ6rfIxxJYg&bvm=bv.127178174,d.bGs (last accessed July 
19, 2016).  
147 DNETN-MIEM, República Oriental del Uruguay, Programa de Energía Eólica en Uruguay, Análisis de 
rentabilidad de parques eólicos de gran escala en Uruguay, Agosto de 2010, p.1-15, available at 
http://www.energiaeolica.gub.uy/uploads/Microsoft%20Word%20-%20Gran%20escala%2020100829.pdf (last 
accessed July 19, 2016).  
148 MIEM-DNE, Análisis de Rentabilidad para Parques Eólicos en Uruguay, Junio 2011, p.1-13, available at 
http://www.energiaeolica.gub.uy/uploads/licitacion%202011/evaluacioneconomicaweb.pdf (last accessed July 
19, 2016).  
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3.5-4% financial costs for a 12-16 year term loan, in Argentina they will pay a financial cost of 

8.5% and without long terms for repayment. In addition to this, longer PPAs in Uruguay (20 

years versus 15 in Argentina) allow for better investment amortizations149.  

Finally, alternatives for minor investors were also successful. This was the case of 140 

MW Pampa wind farm, financed through a trust fund where minor investors were able to 

participate, at an annual return rate of 4%150. In 2013, the average annual rate of return of a 

wind farm in Uruguay ranged between 30-35%151. 

 

  

                                                           
149 Fenés, Generar energía eólica en Argentina cuesta 40 por ciento más caro que en Uruguay, in: Energía Estratégica of 
16.9.2015, http://www.energiaestrategica.com/generar-energia-eolica-en-argentina-cuesta-40-por-ciento-mas-que-
en-uruguay/ (last visited July 19, 2016). 
150 REVE, Eólica en Uruguay: Fideicomiso Financiero Pampa financia parque eólico, March 3, 2015, 
http://www.evwind.com/2015/03/03/eolica-en-uruguay-sea-copropietario-de-un-parque-eolico/ (last visited 
July 19, 2016). 
151 Oyhenard, UTE creará SA para que privados invierta en tres parques eólicos, in: El Observador of 24.5.2013, 
http://www.elobservador.com.uy/ute-creara-sa-que-privados-inviertan-tres-parques-eolicos-n251529 (last visited 
July 19, 2016). 
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5. CONCLUSION 

5.1 Summary 

In conclusion, the reasons why on-shore project finance of wind mill farms has been 

successful in Uruguay are numerous and not of a single kind. There were internal and external 

reasons which combined all together lead to this success. 

 To begin with, the internal reasons are the following: a) energy crisis and increasing 

demand; b) country reputation; c) institutional and legal framework; d) natural geographic 

conditions; e) the key role of UTE and the PPAs. Firstly, the energy crisis suffered by Uruguay 

at the beginning of the 2000s put the country on a very risky and vulnerable situation, being 

unable to satisfy its demand accordingly and incurring in high costs deriving from the imports 

of fossil fuels. There was a need-based situation which forced the country to adopt a new 

energy policy which aimed to reduce dependence from its neighbour countries and 

conventional energy resources. Its dependence on hydropower was also a problem because the 

country was seriously exposed during “dry” years, so there was a need to complement 

hydropower with a more stable energy source. Along with this chaotic situation, after the 2002 

economic crisis, the country returned to the growth path. Uruguay’s GDP grew for twelve 

consecutive years at very high rates and so did energy demand. With the growth of the middle-

income sector of its population, together with the industrial sector, the country was facing a 

dramatic situation which requested an urgent treatment and a new focus. And here comes 

another key point why on-shore wind power succeeded in Uruguay: there was a strong demand 

for energy, there was a clear market for power production. Uruguay needed energy and, 

specifically, energy coming from its own natural resources.   

Moreover, Uruguay has a high reputation in the region, being recognized for its solid 

and well balanced institutions, economic and social stability together with low corruption. A 

long term policy in the field of foreign investment and a historical respect for legal rules are 

also remarkable features, in a region where stability is difficult to find. The political support 

given to the national energy policy allowed investors to think about Uruguay on a long-term 

basis.  The country’s institutional framework in the field of energy is very well structured with 

every public body or ministry having clear and well defined competences. The legal framework 

is clearly oriented to promote foreign investment in the field of power production with 
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interesting alternatives for industrial consumers. Tax incentives were also very important, 

allowing investors to choose under different regimes and to qualify for benefits under pre-

determined scoring system. Additionally, Uruguay has a wide number of double taxation 

treaties with foreign countries which are also very beneficial for the fiscal and tax structure of 

these deals.  

Furthermore, the wind conditions in Uruguay (in fact, the main asset for this type of 

projects) are very suitable for the development of on-shore wind power. The similar wind 

conditions that the country has with the wind turbine manufacturing countries makes the 

country a perfect destination to receive such equipments. Finally, the “customer role” assumed 

by the state utility (which reduced the much feared market risk) was also a very important. 

Interesting PPA conditions such as long terms, fixed prices and indexing mechanisms were 

also part of this success. 

As for the external reasons, they were basically two. The first one refers to the low 

rates at which most of these projects were financed due to the global economic crisis of 2008. 

At that moment, banking institutions were undergoing through serious financial difficulties 

and, therefore, they funded renewable energy project at very low rates. The second reason has 

to deal with cheap equipment. This was also a result of the economic crisis of 2008, were 

manufacturers had a great stock of equipment which they were not able to sell due to the lack 

of demand as a consequence of the crisis. The low prices of wind turbines helped local and 

foreign wind farm developers to lower construction and operation costs.  

To sum up, the mix of low banking rates and low prices on equipment, in combination 

with Uruguay’s need for a new energy policy, a clear market opportunity based on the 

increasing demand, solid institutions, a beneficial legal framework and attractive PPA 

conditions and tax incentives, explain the reasons why project finance on on-shore wind mill 

farms in Uruguay has been successful. 

 

5.2 Critical Acclaim 

 Even though the development of wind power in Uruguay proved to be a huge success, 

on the other hand, the country is now facing different challenges which may put into risk the 
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sustainability of such development model. Firstly, it is worth mentioning that Uruguay’s 

economic situation is not the same in 2016 than it was back in 2008 when the national energy 

policy started to make its first steps. The GDP is not growing at the same level, its commodity 

based economy is suffering from the decrease on commodity prices and the lower demand of 

its products from the rest of the world. This situation, together with a growing fiscal deficit, 

may harm the country’s credit rating which, in last instance, can also be extended to UTE’s 

creditworthiness (a key aspect to be considered by institutional investors and credit bodies).  

Moreover, Uruguay will have to re-define its energy strategy if the liquefied gas plant in 

the coast of Montevideo comes into effect. This means that the country will have to find the 

appropriate balance among its different energy sources in order to achieve lower tariffs for 

households and also for the industry sector. Uruguay is still one of the countries with higher 

electricity rates in Latin America. Lowering these rates for the national industry may result as 

an incentive for future investments. Moreover, the country will have to extend the horizon of 

its energy policy, which was thought in 2005 until 2030. Almost ten years have passed, and the 

world is creating new demands for the energy industry, namely electric cars and electric public 

transport which can be used as a new market opportunity to attract investors for renewable 

power production. Also, the population is not the same as in 2005 and, if the country manages 

to sustain its growth levels, it will have to think for alternatives to cover its domestic demand. 

Finally, Uruguay will have to look for ways to remain competitive against its neighbour 

countries, which might be able to attract investments in the medium term in the field of wind 

power and other renewable sources, if they re-organize their structural economic problems. An 

option to stay competitive might be the export of local know-how and the development of 

national equipment based on the experience gained in the field.  
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