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Renewable Energy Project Finance

Covered:

e Types of revenue

Power

RECs
PTC/ITC
Depreciation

 Players

Tribe

Equity Investor
Bank

e Sample Structure

Not Covered:

*\Where to find your
Investment dollars (Grants,
BIA, DOE, etc.)

eState Incentives

*All the financial structures
avalilable




Types of revenue:
Power sales
RECs
PTC/NTC

Depreciation

What are you selling?

Power sales

How are Power Sales structured?
sLong term contacts - Often 10 year deals

*Spot market in some areas

Who is the Buyer?
sLocal utility
elarger regional utility

*Open Market- risky and unlikely




Types of revenue:
Power sales
RECs
PTC/NTC

Depreciation

Who owns the RECs?
State law
Size of project
Net Metered

How are RECs Sold?
Forward or “Futures” sale
Year-to-Year sale

How are REC prices determined?
Voluntary market
Regulated / Compliance market
(RPS)




Types of revenue:
Power sales
RECs
PTC/ITC

Depreciation




Types of revenue:

Power sales PTC = Production Tax Credit
ITC = Investment Tax Credit (solar).

RECs
PTC/ITC

Depreciation

PTC:

1.5 cents per kWh (indexed for
inflation in 1995) Currently 1.9-2.0
cents per kWh

Example:

*10 kWh produced

18 cents of tax credits

Turbine owner has a tax liability
(non-tribal)

Revenue = 100 cents

costs incurred per year = 50 cents
Tax rate = 40%

*50 cents of profit X 40% tax rate =
20 cents paid in taxes.

»18 cent credit reduces taxes to 2
cents paid

ITC:
30% of installed cost in year 1

Example:

100 cent system (installed cost)
30 cents in credit
System owner has a tax liability (non-tribal)

Revenue = 200 cents
Costs incurred per year = 100
Tax rate = 40%

100 cents of profit X 40% tax rate = 40 cents
paid in taxes.

*30 cent credit reduces taxes to 10 cents
paid




Types of revenue:
Power sales
RECs

o/t Depreciation

Depreciation

“A noncash expense that reduces the value of an asset as a result of wear and
tear, age, or obsolescence”

Depreciation reduces your tax basis, acting like a deduction.

Example:
Accelerated Depreciation: 5 Year,

Assets worth is 100 cents Double Declining-Balance Depreciation
Year one depreciation = 20 cents (MARCS)

Profit = 50 cents Year 1- 20%
tax rate = 25% Year 3: 19.2%

Year 4: 11.52
Year 5: 11.52%

Taxes paid as after factoring in
Depreciation = 7.5 cents Year 6: 5.76%




Who:
e Tribe

What can you bring? What do
you have?

e |nvestor

Add Value or Subtract? How?

e Bank

Different than an investor?




Who:

Tribe

mwesor  VVhat can you bring? Well, What do
bank you have?

*Tribe: Land and Upfront Dollars?

sInvestor: Dollars, financial expertise and possibly
turbines

*Bank: Large $ in the form of a loan

Lower risk money

High risk money




Who:
Tribe
Investor
bank

What is the best choice for a Tribe?




Who:

Tribe
Investor
bank

Bank or Investor?

Investor:

*Tribe doesn’t have upfront money
*Bring on investor to fund expertise
purchase and pre-development
work

sInvestor brings in tax partner

*High return on investment required

Bank:

*Tribe has upfront money

*Tribe can purchase expertise / do
all predevelopment work

*Bring on investor as tax partner
sLower return on capital required
because the tribe is looking for
specific things: a tax partner and a
loan

Lower risk bank
money




Sample Structure

Sample structure: The Minnesota Flip

“The Minnesota Flip business model was developed in response to a
unigue combination of federal incentives for wind development and
state policies that encouraged development of community-owned wind
projects. The structure has proven a successful model for landowners
and equity investors interested in partnering in the development of
wind projects. This partnership allows the equity investor to take
advantage of federal tax credits, while providing local owners the
economic benefits of ownership.”

http://www.windustry.org/your-wind-project/community-wind/community-wind-toolbox/chapter-12-the-minnesota-flip-business-
model?destination=node%2F776




Sample Structure

What is your Goal?

Ownership until year 10 Minnesota F|ip'

*Equity investor owns most of the project (99%)
*Minority owner, often local investor or land owner (1%)
B Equity Investor 99%)  eQwnership flips after 10 years (PTC expires)

LLC often makes lease payments on the land

O Tribe (1%)




Sample Structure

10MW wind farm at 33% capacity
factor and an installed cost of $20
million:

Total Revenue for project:
*Power sales at $0.04 per kWh: Non-Tribal owner:
28,908,000 kWh = $1,156,320 «Cash Revenue = Power and RECs

*RECs at $0.005 per kWh: $1,300,860
28,908,000 kWh = $144,540 «Credit = $549.252

PTC at $0.019 per kWh «Depreciation = $4,000,000 - $1,300,860 -PTC
28,908,000 kWh = $549,252 — $2 699 140

*Accelerated Depreciation at 20% «Taxes paid = 0
$4,000,000 (Minus PTC)

*Total Revenue + value of credits and

Balance sheet for Tribe: Depreciation = $1,300,860 + $549,252 +
($2,699,140 * Tax rate of 25%) =

Cash Revenue = Power and RECs
$1,300,860 Credit = $0 *Total Revenue $1,850,112 +

o _ Depreciation
*Depreciation =0 Taxes paid =0

*Total Revenue = $1,300,860




Sample Structure

Who Pays what?

*«10MW wind farm, installed cost of $20 million
*20% down and 80% borrowed from a bank
*20% = $4 million (high rate of return needed)

*80% = 16 million (bank loan, lower rate of return needed

Tribe:
1% owner. 1% of the $4 million = $40,000

Equity Investor:
99% owner. 99% of the $4 million = $3,960,000

High rate of return required!

Bank Loan:
80% of $20 million = $16 million

$16 million borrowed at a much lower rate than Equity Investor
requires




Sample Structure

10MW wind farm at 33% capacity
factor and an installed cost of $20
million:

Total Revenue for project:
*Power sales at $0.04 per kWh: Non-Tribal owner:
28,908,000 kWh = $1,156,320 «Cash Revenue = Power and RECs

*RECs at $0.005 per kWh: $1,300,860
28,908,000 kWh = $144,540 «Credit = $549.252

PTC at $0.019 per kWh «Depreciation = $4,000,000 - $1,300,860 -PTC
28,908,000 kWh = $549,252 — $2 699 140

*Accelerated Depreciation at 20% «Taxes paid = 0
$4,000,000 (Minus PTC)

*Total Revenue + value of credits and

Balance sheet for Tribe: Depreciation = $1,300,860 + $549,252 +
($2,699,140 * Tax rate of 25%) =

Cash Revenue = Power and RECs
$1,300,860 Credit = $0 *Total Revenue $1,850,112 +

o _ Depreciation
*Depreciation =0 Taxes paid =0

*Total Revenue = $1,300,860




Sample Structure

What does it all mean?

OR
H.R 1954 and S. 2520:

“To amend the Internal Revenue Code of 1986 to allow Indian
tribal governments to transfer the credit for electricity
produced from renewable resources.”

http://www.govtrack.us/congress/bill.xpd?bill=h110-1954




Sample Structure

10MW wind farm at 33% capacity
factor and an installed cost of $20
million:

Total Revenue for project:
*Power sales at $0.04 per kWh: Non-Tribal owner:
28,908,000 kWh = $1,156,320 «Cash Revenue = Power and RECs

*RECs at $0.005 per kWh: $1,300,860
28,908,000 kWh = $144,540 «Credit = $549.252

PTC at $0.019 per kWh «Depreciation = $4,000,000 - $1,300,860 -PTC
28,908,000 kWh = $549,252 — $2 699 140

*Accelerated Depreciation at 20% «Taxes paid = 0
$4,000,000 (Minus PTC)

*Total Revenue + value of credits and

Balance sheet for Tribe: Depreciation = $1,300,860 + $549,252 +
($2,699,140 * Tax rate of 25%) =

Cash Revenue = Power and RECs
$1,300,860 Credit = $0 *Total Revenue $1,850,112 +

o _ Depreciation
*Depreciation =0 Taxes paid =0

*Total Revenue = $1,300,860
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