


 Highlight federal tax incentives available for renewable 

energy projects

ƁProduction tax credit

ƁInvestment tax credit

ƁSection 1603 grants 

 Tax equity structuring

 Depreciation considerations

 Cash flow analysis





 Prior to 2009, the Production Tax Credit (the “PTC”) 

was the principal federal tax incentive for renewable 

projects

 With the American Recovery and Reinvestment Act of  

2009 (“ARRA”) developer options were expanded

 Developers had the choice of  opting out of  the PTC for 

investment tax credits (the “ITC”), and, through 

12/31/11, opting out of  the ITC into a Section 1603 

cash grant (the “Section 1603 Cash Grant”) in lieu of 

the ITC



 Created by Congress to encourage investment in wind 

and other renewable energy technologies 

 Based on production of  electricity and calculated on a 

rate per kilowatt hour produced 

 Available for 10 years 

 Final end date for new PTCprojects are those that 

commenced construction in 2013 



 The ITC for a renewable energy facility is generally 30% 

of  the qualifying eligible cost of  the facility 

ƁWind facilities must have been under construction at 12/31/13 

to qualify

ƁSolar facilities must be placed in service before 12/31/16

 Certain costs do not go into the 30% basis calculation: 

e.g., operating reserves, permanent loan fees

 The ITC is claimed in full when the renewable energy 

facility is placed in service and in daily operation (subject 

to certain “progress expenditure” exceptions)



 The ITC is subject to recapture over a 5-year period, 

vesting 20% per year

 There is no requirement that electricity be sold to an 

unrelated person in order to receive the ITC

 When claiming the ITC it is easier to use a facility 

“behind the meter” or for “distributed generation” 

without having to come up with a third party sale of  the 

electricity



 The ITC reduces the basis available for depreciation by 

50% of  the ITC claimed

 Since the ITC is generally a 30% tax credit, a basis 

reduction of  50% of  the 30% ITC is 15%, meaning that 

you only get to depreciate 85% of  the otherwise available 

depreciable basis 

 The ITC can be carried back 1 years and carried forward 

20 years



 Leasing structures can be used to pass through the ITC; 

this opens up additional transaction structures, such as 

sale-leasebacks and lease pass-throughs (sometimes called 

inverted leases)

 The ITC is not reduced due to the presence of  grants, tax 

exempt bond financing or other “subsidized energy 

financing”

 The entire amount of  the ITC can be used to offset 

Alternative Minimum Tax



 The Section 1603 cash grants monetized the ITC on a 

dollar-for-dollar basis, but did not monetize the 

depreciation

 This program ended on 12/31/11, but qualified projects 

that started before that time are still eligible for the grant 

assuming program parameters were met. 



 Some project owners do not have the appetite for the tax 

credits generated by these projects

 Partners are often sought to provide “tax equity”

 Tax regulations allow for allocation of  cash distributions, 

taxable income and loss and tax credits to be allocated 

differently than ownership percentages

 In the early years, the tax credits, operating losses and any 

free cash are allocated to the tax investor, with the 

allocation shifting in later years



 Generally, at the end of  the 5 year recapture period, there 

is generally the requirement that the tax equity sell their 

interest back to the investor

 Based on fair value of the tax equity investor’s interest, or 

other agreed upon amount to allow the investor to 

achieve their required rate of  return

 Allows for the developer to retain all income and tax 

benefits from the project in future years

 Passive activity rules need to be considered



 Bonus Depreciation is no longer an option

ƁCame into effect in 2008

ƁBonus depreciation allowed for the immediate expensing of  50% 

of  an assets cost in the year of  acquisition

 Section 179 deductions have also been reduced

ƁCurrently reverted back to 1986 tax law levels

ƁSection 179 reduced back down to $25,000 on an investment 

limit of  $200,000 (Previously this limit was $500,000 on an 

investment limit of  $2,000,000)

 There is a possibility that Congress could elect to 

reinstate these laws, but ……





 MA SREC II Program  

Ɓ150 kW Solar System

Ɓ$2.90 cost/W (total $435,000)

ƁFinanced 

¶70% Debt ($304,500) (10 years @ 5.5%)

¶30% Equity/ITC ($135,000)

Ɓ10 yr SREC revenue (modeled at .90 of  auction price)

ƁPositive cash flow starting Year 1 if  ITC used in full during 1st

year

ƁIRRclose to 10%



 We have strong modeling experience and can help 

evaluate different options/scenarios

 We can advise on deal structuring to provide for optimal 

tax benefits

 We have worked with numerous regional renewable 

energy firms and can access those resources as needed

 Founding member of  the Leading Edge Alliance, giving 

us access to resources across the US and the globe.
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