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PROSPECTS FOR TAX REFORM 1 WHAT THE POLITICIANS SAY

THE ADMINISTRATION B

UunWedre going to be announcing It very
health care is passed first. Pres. Trump (April 19)

uTax reform Abefore Augusto was #dhighl
point. o nlrt 1 s fair to say 1t 1 s pr
Sec. of Treasury Mnuchin (April 17)

unGetting i1t done wel|l and getting it
done soon. o Nat o6l Econ. Counci l Di r .
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PROSPECTS FOR TAX REFORM 1 WHAT THE POLITICIANS SAY

HOUSE REPUBLICANS

anlf it moves a little past August and
i ncredible achievement. o House Ways
unThe House has a [tax reform] plan bu
Theyore working on one. The White Ho

the three entities arenot on t he same

U The chances of Republicans being able to tackle something as complex as tax
reform are Afairly remote, 0 consider.|
Rooney (R-FL) (April 15)
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TAX REFORM TIMING / HISTORICAL PRECEDENT

Years from
Start of Date Bill First
Presidency to | Introduced to
First Day “General” | “General” | House Ways&
President Date Signed Effective Effective Means House Senate
President | was in Office Tax Act by President Date Date Committee Control | Split R/D
Intemal Tax years
Eisenhower | January 21 N Revenue Code | August 16, starting in
R) 1953 of 1954 1954 1955 2 years March 18, 1954 R 47D+1Ito 48R
Tax years
Kennedy January 20, | Revenue Act | October 16, starting in
D) 1961 of 1962 1962 1963 2 years March 29, 1962 D 65Dto 35R
Reagan Economic Tax years
January 20, | Recovery Act | August 13, startingin
R) 1981 of 1081 1981 1982 1 vear July 23, 1981 D 53Rtod6D+11
Tax years
Reagan January 20, | Tax Reform | October 22, starting in December 3,
(R) 1981 Act of 1986 1986 1987 6 years 1985 D 53Rto 47D
Taxpayer Tax years
Clinton January 20. | Rehef Act of August 5, starting in
D) 1993 1997 1997 1998 5 years June 24, 1997 R 35Rto 43D

U Tax reform legislation is generally effective for the following year (but see next slide)

U Only Reagan was able to pass tax reform legislation in the same year he took office,
But even it was effective the following year

U Kennedy with a filibuster proof majority in the Senate and control of the House needed

21 Months to pass tax legislation
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FIRST QUARTER 2018 RETROACTIVITY?

U Despite a lack of historical precedent for a
retroactive change in tax rates, some have
suggested that if tax reform is enacted in the first
guarter of 2018 that it could be retroactive to
January 1, 2018

Q!\arch 2018
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U So merely reaching January 1, 2018, without the enactment of tax reform may

not mean tax reform would not be effective until 2019 or later

U Retroactivity beyond the first quarter of 2018 is unlikely due to corporate

financial statement complexity
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TAX REFORM PROPOSAL

U The Republican tax reform could include (i) reducing the
corporate tax rate to somewhere between 15 and 25% ;
from 35%; (i1i1) 1 mmediate nex!'
(similar to 100% depreciation in the first year); and (iii)
limiting the deductibility of interest (likely only deductible to
the extent of interest income):

A Accelerates depreciation but makes it less valuable due to
reduced tax rate

AWoul d reduce corporationso tax appetite
supply of tax equity

A Tax rate reduction does not impact value of tax credits
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TAX REFORM PROPOSALS - FATE OF ENERGY TAX CREDITS

U Steven Mnuchin said in his Treasury Secretary confirmations on January 24 in
response to a question from Sen. Grassley (R-IA) that he supports the phase
out of the PTC enacted in 2015

A Logically, the view should be the same for the ITC, however,
the permanent 10% ITC could have a different fate

U House Republican working group on energy tax policy is reportedly considering
a PTC for all technologies based on their level of carbon reduction
> That would not impact the current wind PTC phase out based on Mn u ¢ h comniests
> Could be a possible replacement for the permanent 10% ITC

>Woul d reMVociessiues and eliminate trying to
of date statutory definitions
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TAX EQUITY MARKETO0OS REACTI ON TO

U Generally, the market expects sponsors to bear tax reform risk, which is a
change from prior practice

U No consensus on best means to shift tax reform risk to sponsors

A Size the tax equity investment assuming tax reform is effective in 2018 (e.g., a 25%
tax rate for 2018 and beyond) with the tax equity investor obligated to supplement its
investment if the tax rate remains at 35%

A Size the tax equity investment using a 35% tax rate for all years with an indemnity for
the sponsor if the tax rate is lowered in years with tax losses

U Bonus depreciation being used to accelerate losses into 2017 when the tax
rate is 35%
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TAX EQUITY RETURNS

U Wind: 7 to 8.5% after-tax internal rate of return (ATIRR)

U Utility Scale Solar: 7 to 8.5% ATIRR
A Utility scale solar no longer at a premium to wind

U Rooftop Solar: 9 to 12.5% ATIRR (or more for small commercial projects
financed one at a time)
A Residential and commercial/industrial returns are similar

A Market for rooftop solar is still maturing and there is significant variation between
projects so there is more variability in return levels
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TAX EQUITY SUPPLY & DEMAND

U 7% ATIRR is equivalent to a pre-tax return (e.g., a
loan) of 10.8% $7.50

A Equivalent pre-tax return: divide ATIRR by (1 minus
the tax rate)

A E.g., 7%/(1-.35) = 10.8% pre-tax equivalent 2050

Demand

U What other investment has comparable reward for the risk?

U Tax equity investors can demand such a premium due to the limited number of
them (i.e., public corporations that consistently owe taxes and have capital

available to invest outside of their core operations)

U Most sponsors can secure tax equity for their projects, even if it is expensive

relative to investments with a comparable risk profile
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PARTNERSHIP FLIP STRUCTURE T REV. PROC. 2007-65

1% / 95%

99% / 5%

< Energy
;/ Project Co.
Energy L

Payments

U Project typically is financed with some combination of sponsor equity and
iInvestor equity and, in some cases, debt
A Investor acquires interest in project company for cash
A Investor typically makes an up-front investment, although, investor in a PTC deal also

may make pay-as-you-go payments (i.e., PAYGO)

U Investor initially is allocated as much as 99% of tax items (PTC or ITC and
depreciation) and subsequently "flips" down to as little as 5% after achieving a
specified after-tax IRR
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PARTNERSHIP FLIP STRUCTURE i REV. PROC. 2007-65
(CONT'D)

U Cash may be distributed in the same manner that tax items are allocated, or
sponsor may have a cash preference for some period to recover development
Costs

U Sponsor generally has purchase option after flip point
A Option may not be exercised until 5 years after property is placed in service

Bloomber
BNA J MAYER:BROWN alfa" /119

gy Advisors



PARTNERSHIP FLIP STRUCTURE i REV. PROC. 2007-65
(CONT'D)

U Advantages
A Flexible structure that allows efficient monetization of as much as 99% of tax benefits
A IRS safe harbor in context of wind projects (Rev. Proc. 2007-65)
A Widely used and accepted structure
A Sponsor's purchase option is less costly
A Can be used for PTC & ITC
U Disadvantages

A Sponsor must have at least a 1% interest in tax items & depreciation haircut due to a
"short" first year

A In case of ITC, Investor must be in partnership before placed-in-service date
A Complicated partnership tax rules and financial accounting
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PARTNERSHIP FLIP STRUCTURE T SHARING RATIOS

Pre-Flip Period? PostFlip Period

Investor Sponsor Investor Sponsor

PreTax Cash 30% 70% 5% 95%
Tax Credits 99% 1% 5% 95%
Taxable Income/ Loss 99% 1% 5% 95%

(1) Flip typically occurs in Year 10 for wind or Year 6 for solar

U The ultimate objective is to allocate tax benefits to a party that can use them
most efficiently

U There are many variations of the basic structure

Bloomber
BNA J MAYER:BROWN alfasd /121

Energy Advisors



PARTNERSHIP FLIP STRUCTURE T KEY CONSIDERATIONS

U Project capital structure

A Tax equity investment can reach up to ~70% for
wind and up to ~50% for solar

A Tax equity market does not like project-level debt
Back-leverage is more common

U Sharing ratios % (pre-tax cash, tax benefits)

U Tax equity investor target IRR and flip dates

A Tax equity unlevered after-tax IRRs of 7-8.5% for
utility scale projects (higher for resi and C&l solar)

A Tax equity cash-on-cash IRRs
U Compliance with complex partnership taxation rules

A A704(b) capital accounts and outside basis

A Possible re-allocation of tax benefits can lead to tax inefficiencies
U US GAAP accounting (EPS impact)

A Consolidation vs. equity method vs. cost method vs. fair
value method of accounting for investment in a project

A Hypothetical liquidation at book value (HLBV) method for allocating book earnings to
partners
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POTENTIAL TAX REFORM PATHS IN 2018

U Current US federal corporate income tax rate 35%. President Trump would
like to see a 15% tax rate in 2018.

U Some tax equity investors already assume a 25% tax rate for sizing tax equity
with adjustments to the partnerso eco
effect

U Other possible aspects of tax reform: interest rate tax shield elimination, border
adjustment tax, immediate expensing of capital costs, etc.

A After-tax cost of debt would increase if interest rate shield is eliminated
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CAPITAL STRUCTURE FOR A WIND PROJECT
(2018 COD UNDER 3 TAX RATE SCENARIOS)

WIND PTC PROJECT CAPITAL STRUCTLERIEOD)

= 68.3%

62.4%
57.2%

42.8%
37.6%

= 31.8%

Scenario 1. No Tax ReformScenario 2. 25% in 2018 Scenario 3. 15% in 2018

== Class A - Tax Equity
== Class B - Cash Equity

U 8.0% project unlevered after-tax IRR; 7.0% flip after-tax IRR for tax equity investor; 5-year MACRS

0 Tax reform would reduce the amount of tax equity funding in the capital stack

U0 Immediate expensing of equipment costs would increase tax equity funding by 1.0%-1.5% of capital stack.

Tax equity investor would have to agree to a substantial DRO (>50% of their investment)
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IMPACT ON IRR FOR A WIND PROJECT
(2018 COD UNDER 3 TAX REFORM SCENARIOS)

WIND PTC PROJECTIYEAR IRR8({18COD)

Scenario 1. No Tax Refor

Scenario 2. 25% in 2018

Scenario 3. 15% in 2018

m Class A - Tax Equity m Class B - Cash Equity m Project

U 8.0% project unlevered after-tax IRR; 7.0% flip IRR for tax equity investor; 5-year MACRS; tax equity sizing assumes
25% federal tax rate in 2018

U Tax reform reduces cash equity (i.e., sponsor) IRRs. Cash equity bears the risk of tax reform
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IMPACT ON IRR FOR A WIND PROJECT
(2015 COD UNDER 3 TAX REFORM SCENARIOS)

WIND PTC PROJECTYEAR IRRE{15COD)

Scenario 1. No Tax Refor

Flip Year: 9.7

Scenario 2. 25% in 2018

Scenario 3. 15% in 2018

8.9%
m Class A - Tax Equity m Class B - Cash Equity® Project
U 8.0% project unlevered after-tax IRR; 7.5% flip IRR for tax equity investor; 5-year MACRS
U Tax reform improves cash equity (i.e., sponsor) IRRs
U Impact on tax equity is fairly neutral; minor flip date acceleration if tax rates are lowered
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IMPACT ON IRR FOR A WIND PROJECT

(2013 COD UNDER 3 TAX REFORM SCENARIOS)

WIND PTC PROJECTYEAR IRR8{13COD)

Scenario 1. No Tax Refor

—c 0L
Flip Year: 9.5

Scenario 2. 25% in 2018

Scenario 3. 15% in 2018

m Class A - Tax Equity m Class B - Cash Equity® Project

5

U 8.0% project unlevered after-tax IRR; 7.5% flip IRR for tax equity investor; 5-year MACRS

U Tax reform improves cash equity (i.e., sponsor) IRRs

U Impact on tax equity is fairly neutral; minor flip date acceleration if tax rates are lowered
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TAX REFORM IMPACT:
SOLAR ITC YIELD-BASED
PARTNER-SHIP FLIP DEALS



CAPITAL STRUCTURE FOR A SOLAR ITC YIELD-BASED
PROJECT (2018 COD UNDER 3 TAX REFORM SCENARIOS)

U 8.0% project unlevered after-tax IRR; 7.0% flip after-tax IRR for tax equity investor; 5-year MACRS

SOLAR ITC PROJECT CAPITAL STRUZDTBRED)

= 60.0%
= Class B - Cash Equity
= Class A - Tax Equity
= 40.0%0me

/ . 9
1% 63.7%

)
38.0% e 36.3%

Scenario 1. No Tax ReformScenario 2. 25% in 2018 Scenario 3. 15% in 2018

0 Tax reform would reduce the amount of tax equity funding in the capital stack

U Immediate expensing of equipment costs would create structuring challenges for tax equity investor
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IMPACT ON IRR FOR A SOLAR ITC YIELD-BASED PROJECT
(2018 COD UNDER 3 TAX REFORM SCENARIOS)

SOLAR ITC PROJEGYBAR IRR8{18COD)

m Class A - Tax Equity m Class B - Cash Equitym Project

U 8.0% project unlevered after-tax IRR; 7.0% flip IRR for tax equity investor; 5-year MACRS; tax equity sizing assumes
25% federal tax rate in 2018

U Tax reform slightly increases cash equity (i.e., sponsor) and tax equity IRRs
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IMPACT ON IRR FOR A SOLAR ITC YIELD-BASED PROJECT
(2015 COD UNDER 3 TAX REFORM SCENARIOS)

SOLAR ITC PROJEGYBAR IRRR{15COD)

Scenario 1. No Tax Refor|

Scenario 2. 25% in 2018

Scenario 3. 15% in 2018

H Class A - Tax Equity m Class B - Cash Equity m Project

U 8.0% project unlevered after-tax IRR; 7.5% flip IRR for tax equity investor; 5-year MACRS
U Tax reform materially improves cash equity IRRs
U Tax reform also improves tax equity IRRs and results in minor flip date acceleration
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IMPACT ON IRR FOR A SOLAR ITC YIELD-BASED PROJECT
(2013 COD UNDER 3 TAX REFORM SCENARIOS)

SOLAR ITC PROJEGYBBR IRR8{13COD)

Scenario 1. No Tax Refor

Scenario 2. 25% in 2018

Scenario 3. 15% in 2018

m Class A - Tax Equity m Class B - Cash Equitym Project

U 8.0% project unlevered after-tax IRR; 7.5% flip IRR for tax equity investor; 5-year MACRS
U Tax reform materially improves cash equity IRRs, similar to 2015 COD project
U Tax reform also improves tax equity IRRs and results in minor flip date acceleration, similar to 2015 COD project
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TAX REFORM IMPACT:
SOLAR ITC TIME-BASED
PARTNERSHIP FLIP DEALS



CAPITAL STRUCTURE FOR A SOLAR ITC TIME-BASED FLIP
PROJECT (2018 COD UNDER 3 TAX REFORM SCENARIOS)

SOLAR ITC PROJECT CAPITAL STRUT8RED) TIME BASED FLIP

68.8%

67.1%

= 64.9%

= Class B - Cash Equit
= Class A - Tax Equity

= 35.1%0

32.9% 0w

31.2%

Scenario 1. No Tax Reforrscenario 2. 25% in 2018 Scenario 3. 15% in 2018

U 8.0% project unlevered after-tax IRR; flip date in Year 6; 5-year MACRS
U Tax reform would reduce the amount of tax equity funding in the capital stack
U Time-based flip structure raises less tax equity capital compared to the yield-based flip structure
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IMPACT ON IRR FOR A SOLAR ITC TIME-BASED FLIP
PROJECT (2018 COD UNDER 3 TAX REFORM SCENARIOS)

SOLAR ITC PROJECYBBR IRRR{18COD) TIME BASED FLIP

Flip Year: 6

Scenario 1. No Tax Refor

Flip Year: 6

Scenario 2. 25% in 2018

Scenario 3. 15% in 2018

m Class A - Tax Equity m Class B - Cash Equitym Project

U 8.0% project unlevered after-tax IRR; flip date in year 6; 5-year MACRS

U Tax reform slightly increases cash equity (i.e., sponsor) IRRs

U0 Assuming no indemnity from sponsor, tax equity investor bears significant tax reform risk
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IMPACT ON IRR FOR A SOLAR ITC TIME-BASED FLIP
PROJECT (2015 COD UNDER 3 TAX REFORM SCENARIOS)

SOLAR ITC PROJEGYBAR IRR8{15COD) TIME BASED FLIP

Flip Year: 6

Scenario 1. No Tax Refor

Scenario 2. 25% in 2018

Scenario 3. 15% in 2018

m Class A - Tax Equity m Class B - Cash Equity m Project

U 8.0% project unlevered after-tax IRR; flip date in year 6; 5-year MACRS

0 Tax reform improves cash equity and tax equity IRRs
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IMPACT ON IRR FOR A SOLAR ITC TIME-BASED FLIP
PROJECT (2013 COD UNDER 3 TAX REFORM SCENARIOS)

SOLAR ITC PROJEGYBAR IRR2{13COD) TIME BASED FLIP

Flip Year: 6
Scenario 1. No Tax Reform
Flip Year: 6
Scenario 2. 25% in 2018
;
Flip Year: 6

Scenario 3. 15% in 2018

'

m Class A - Tax Equity m Class B - Cash Equitym Project

U 8.0% project unlevered after-tax IRR; flip date in year 6; 5-year MACRS

U Tax reform improves cash equity and tax equity IRRs
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