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Mid-Term Elections

• The mid-term elections were a mixed bag for renewables, but mostly 
negative.

• The Senate will veer right as Susan Collins and Lisa Murkowski have less 
influence in the expanded Republican caucus.

• Chuck Grassley, a renewables advocate, may be the new tax committee 
chairman.

• If House Democrats vote as a block, look for two years of gridlock.
• If a "blue dog" caucus emerges, Trump may find room to put through more of 

his agenda.



President Trump

• Trump is in a good position for 2020.
• The electoral college works like the Senate rather than the House.
• The elections strengthened Trump's hand on trade.
• The parties are likely to find common ground on prescription drug prices.
• Obamacare survives for at least another two years.
• A big infrastructure bill seems unlikely given the wide gap in approaches and 

a lack of "pay fors."
• Trump's infrastructure plan earlier this year did not deal with transmission in 

a meaningful way other than to suggest privatization of federal assets.



State Ballot Initiatives

• The big state ballot initiatives of interest to the renewables sector all failed.
• Voters rejected a carbon tax in Washington state, an increase in the RPS 

target to 50% by 2030 in Arizona and a move to break up the utility 
monopoly on retail electricity supply in Nevada.



New Governors

• However, newly elected Democratic governors in three states -- Colorado, 
Illinois and Michigan – have all promised to move their states to 100% clean 
energy.



Lame Duck

• A tax extenders bill may be taken up in a "lame-duck" session of Congress 
before year end.  

• Congress must renew spending authority for various federal agencies by 
December 7.

• biomass



Opportunity Zones

• There is growing interest in opportunity zones as a source of cheap capital for 
projects in rural and other low-income areas.  

• Investors can defer taxes on capital gains that are reinvested in an 
opportunity zone and escape taxes altogether on gain on the new investment 
if it is held for at least 10 years.  

• However, there are challenges for renewable energy projects.  

tax basis
source of income
wasting asset?



Court Cases

• Developers are watching three court cases that could affect the tax bases 
used for calculating tax benefits.

• One involves developer fees that a wind developer paid itself on two wind 
farms.

• The fees were roughly 12.3% of project cost.
• The Treasury disallowed the entire amount.
• A trial was held in late July.
• A decision is expected early next year.



Change in Approach

• Partly in reaction, some developers switched earlier this year from paying 
developer fees to selling the project company to a tax equity partnership near 
the end of construction as a better way to step up tax basis.

• However, after a US appeals court decision in the Alta Wind case in late July, 
that strategy also carries more risk.

PPA value?



IRS Position

• The IRS is taking the position that a tax equity partnership that bought 191 
mobile solar arrays had to calculate tax benefits on the construction cost 
rather than fair market value.

• That case goes to trial in the US Tax Court on February 4.
Solarmore



Tariffs

• US tariffs on $200 billion in Chinese imports will increase from 10% to 25% 
on January 1 unless Trump and Xi reach a deal at the G-20 summit later this 
month in Argentina.

• Meanwhile, solar panel tariffs will fall from 30% to 25% on February 8. Look 
soon for people to hold panels outside US Customs until the tariff reduction.

• The 25% steel tariff is hurting domestic wind tower manufacturers and solar 
developers who did not price it into their bids to supply power.

NAFTA



Plans for Next Year

• Solar companies are starting to focus on what they should do by the end of 
next year to start construction of as many projects as possible.

• Tax equity investors advise stockpiling solar panels and inverters rather than 
relying on physical work at the site or on equipment, like transformers, at the 
factory.

equipment loans?



Batteries

• Batteries are taking hold more quickly than expected in the solar rooftop 
market, but not in other markets "where people do math.“  

• Sunrun already has a 20% take rate in California, up from 5.25% a year ago.
• The multiple potential revenue streams are complicating financings.
• Financiers are capping the percentage of residential systems that can have 

batteries due to fire risk.
PPAs
$7 premium



Future Capacity Auctions

• The uncertainty surrounding how future capacity auctions will work in PJM is 
leaving generators unable to predict how much they might earn in capacity 
payments.

• FERC must decide whether to require wind and solar generators to bid a 
minimum offer price rather than bid $0 and be certain to be selected and 
receive the market-clearing price.

nuclear
Perry plan



The Market

• The market is moving to corporate PPAs and hedges, with a number of utility 
BOT arrangements mixed in.  

• Corporate buyers want to shed shape risk.  
• The next big thing is bundled corporate PPAs.  
• Intermediaries who run an auction before buyers are found are pushing down 

prices. 
• Buyer long-term creditworthiness is a sleeper issue.  
• Developers report hit rates in corporate RFPs of below 10%.      



Most intriguing headline:

"Inspired by Pontiff, Parishes Sign PPAs“



Risk

• Developers are taking more risk.
• Most corporate PPAs are virtual PPAs.
• Basis risk, meaning the risk the hedged price will differ from the actual price 

at which electricity is sold into the grid, is becoming a greater concern to the 
financial community.

• The threat of rising interest rates is causing developers to sign interest-rate 
swaps after a PPA is signed rather than wait until construction financing.

• Substantial security is having to be posted to ensure projects will be delivered 
on deadline under PPAs.



Market Changes

• Rising corporate profits have brought more tax equity investors into the 
market.

• Utilities are looking for ways in BOT structures to raise tax equity, but to shed 
normalization.

• Flip yields are in the low 6% to 7% range for contracted utility-scale solar.
• They are 300 bps higher for rooftop, with C&I solar all over the map. 
• Lower corporate tax rates and falling electricity prices are making it harder to 

shed as much of the tax benefits.
50+% DROs



IRS Regulations – BEAT 

• Look for the IRS to release regulations shortly on BEAT and a cap on interest 
deductions to the extent they exceed 30% of EBITDA through 2021 and EBIT 
after.  

• BEAT is a cross-border minimum tax that can have the effect of clawing back 
tax credits.  

• The regulations have been sent to OMB for the final signoff.



• The large number of banks chasing deals has pushed term debt rates to 
L + 175 bps and construction debt to less than L + 100 bps. There is a 
debate about whether rates are reaching bottom. Rates in the term loan B 
market had widened by 50 bps after March. However, an acquisition loan to 
Morgan Stanley to buy the 644-MW Bayonne gas project in New Jersey 
reverse flexed 75 bps to L + 250 and was three times oversubscribed.

•
• Atlantic Power



M&A Market

• The M&A market remains frothy.
• Discount rates for valuing assets are 6.5% to 7.5% for solar and 8% to 9% for 

wind.
• However, the bottom end of the range may be under pressure with risk-free 

rates having moved up by 40 bps since June. 
• Asset buyers can now deduct the full purchase price immediately.
• Proposed depreciation bonus regulations in August also let any premium 

paid when buying a partnership interest be deducted immediately.



Insurance

• Insurers report that buyers are increasingly having to rely solely on reps and 
warranties insurance and a limited escrow to backstop indemnities.



Prediction: Strong Deal Volume

• The next few years should have strong deal volume absent a major downturn 
in the US economy as tax credits start to roll off at the end of 2019 for solar 
and 2020 for wind.

• Plan ahead: contractors and production slots near the deadline will be in 
short supply.

• Wind developers with stockpiled equipment are increasingly focused on 
ERCOT and SPP where projects can be built quickly.

more orders



Portion of New York Times hardcover non-fiction bestsellers 
over the first half of 2018 that mentioned Donald Trump: 

3/4



Average percentage by which the 
price of a US product exceeded its production cost in 1980: 

10%



In 2016: 

60%



Percentage of workers aged 24 to 35 who plan on quitting 
their jobs within two years: 

43%
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