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Setting the Stage

Code sections enacted or significantly amended by IRA

No or conforming amendment

25C energy efficient homes

25D residential clean energy

25E used clean vehicles (new)
30C alternative fuel vehicle
refueling property

30D clean vehicles

40 alcohol, etc. used as fuel

40A biodiesel /renewable diesel
40B sustainable aviation fuel (new)
45 clean electricity production

45J clean nuclear power production
45Q carbon oxide sequestration

45U zero-emission nuclear power plant
production (new)

45V clean hydrogen production (new)
45W commercial clean vehicles (new)
45X advanced manufacturing production
(new)

45Y clean electricity production (new)
457 clean fuel production (new)

48 energy property

48C qualifying advanced energy project
48E clean energy investment (new)
179D energy efficient commercial buildings
deduction

30B alternative motor vehicles

43 enhanced oil recovery

45H low sulfur diesel fuel production
45] oil and gas from marginal wells
45K fuel from nonconventional source
451 new energy efficient homes

48A qualifying advanced coal project
48B qualifying gasification project
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Monetization - Direct Pay vs Transferability

‘f Direct Pay (Sec. 6417): Transferability (Sec. 6418):




Dir ct Paymer

12 A plicable IRA credi

Monetization - Direct Pay - Overview

Applicable entity generally is tax-exempt
entity (including government, TVA, Indian
tribal governments, and Alaska Native
Corporations)

e Other taxpayers may elect direct
payment for credits under Sections
45Q, 45V, and 45X

e FElected on property-by-property or
facility basis and for full amount of
credit

Pre-filing registration through IRS electronic
portal required

e Election made by original tax return no later
than extended due date

Energy Property
Investment — 8§48

Election generally irrevocable;
for some taxpayers and some
credits, applies for a period of
years (5, 10, or 12)

Special rules for partnerships
and S corporations

Direct payment exceeding
allowable credit is subject to
tax plus 20% of excess
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Elective payment

The “net elective payment amount” treated as payment against tax
o lIslesser of

o (1) aggregate of all applicable credits or

o (2)the total GBC (including applicable credits) over the total GBC allowed against tax liability (determined without regard to Section 38(c),



Monetization — Transferability - Overview

» Not available for tax-exempt entities or Section 48D
credit, progress expenditures or general business
credit carrybacks or carryforwards

« 11 credits are eligible

« Consideration must be paid in
cash to an unrelated party

» Consideration is not taxable
income to the transferor and not
deductible by the transferee

« Transferee does not realize gross
income if the amount paid is less
than the amount of the credit
transferred
Time &
manner

requirements

« Can only be transferred once

« 3year carryback, 22 year
carryforwrd

« Election made on original tax return
no later than extended due date
+  Pre-filing is required

Monetization — Significance

Pre-IRA Project Financing

¢ Due to their lack of sufficient tax capacity,
developers of renewable energy projects generally
had to rely on complex tax equity structuring to
monetize associated federal tax credits. A tax
equity investor is an equity owner of the project
taking on project risks with significant upfront
resources related to legal, structuring, HLBV/PAM
accounting, and tax K-1s.

¢ Tax equity investments were structured through:
Partnership Flips / Sale-Leasebacks / Inverted
Leases

Qualifying transfer

Credit

Transfers

Recapture &
basis

Excessive
Credit Transfer

Transferee taxpayer is subject to tax on
the excess of the credit transferred over
the allowable credit plus 20% of the
excess, unless demonstrates reasonable
cause.

Special rules for partnerships and S
corporations

« May transfer part of a credit and portions
of single credit to different transferees
Transferee may not further transfer the
credit

« Transferee of the credit is treated as the
taxpayer regarding the credit for all
income tax purposes

Transferee can use for ETP credits it has
purchased, or intends to purchase

Special
Rules .

Transfer Rules °

Transferee taxpayer responsible for the
increased tax and the eligible taxpayer
increases the basis of the investment

credit property. 18

Post-IRA Project Financing

Simplifies project structuring through two new
monetization options: direct pay and credit
transferability.

In a transfer, a tax credit is transferred via a Purchase
and Sale Agreement.

Minimal accounting complexity

Limited risks such as operational/project risks as the
corporate buyer of tax credits is only purchasing the
rights to the tax credit(s) and is not considered an
owner of the assets

Simplified tax reporting as ownership of the project no
longer required

Cash tax savings, free cash flow, and US GAAP
effective tax rate benefit

14
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Credit Monetization: General Process To Execute a Transfer

PHASE 1: Tax Modeling — Quantifying tax appetite
PHASE 2A: Engage legal counsel representation
PHASE 2B: Define timing and credit type considerations
PHASE 3: Source credits

PHASE 4: Letter of Intent / Due Diligence

PHASE 5: Negotiate and execute the PSA



Understand the organization’s tax appetite based upon forecasted tax positions. Federal transferable credits are treated as General Business

PHASE 1 Credits (GBC).

Tax Modeling — Tax limitations or other attributes may exist that limit the overall tax appetite such as Foreign Tax Credits, OECD Pillar Two, other GBCs (e.qg.,

Quantifying Tax R&D), and the overall GBC limitation.
Appetite

Tax modeling may focus on the current year only or consider the expanded 3-year carryback window.

PHASE 2

Define Timing Align the organization’s cash flow availability for purchase of federal transferable credits. Cash set aside for tax estimates may be reallocated.
and Credit Based upon tax appetite and cash flow needs, determine strategy on a quarterly versus annual purchase of credits.

Type
Considerations

Credit Monetization: Risks and Mitigation

Risk Category Documents for Due Diligence/Risk Mitigation

-Utility permission to operate letter or equivalent
-Independent engineer reports
-Documentation of begun construction
Qualification — Does the project or activity qualify for the credit and -If not safe harbored, adherence to PW&A requirements (e.qg.,
any applicable bonus credits/adders? certified labor payroll, apprentices hour logs, etc.)
-Documentation substantiating eligibility for bonus credits (e.g.,
location of project for energy community, supplier cost data and
steel/iron certifications for domestic content)

Quantification — For ITCs, was the project cost basis properly -Third-party cost certification for ITCs
calculated, and were only eligible expenses included? For PTCs, -Audited financials
was the correct rates utilized and is production verifiable? -Operating reports

Documentation on credit worthy off-taker for entire recapture period,
structure of debt, sufficient property/causaly insurance, and site
control

Recapture* - Was the project abandoned, foreclosed, or sold within
five years of the placed in service date?
*Risk category specific to Section 48 ITCs and not applicable to Section 45 PTCs.

Counterparty Risk — If losses are realized, can buyer collect -Financials of sellers and any guarantor
damamages against seller/credit worthy entity? -Tax credit insurance
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Tax Credit Transferability Term Sheet Assistance and Due Diligence

Term Sheet Buy Side Due Diligence Sell Side Due Diligence

Cost of Capital Matters Credit Eligibility and Rate Considerations Credit Eligibility and Rate Considerations

« Year-end considerations » Assessment of technological criteria  Credit computation support
« Timing of payments » Base Rate « Cost Segregation
« Estimated tax off-sets  Special considerations for each credit « Special considerations for each credit

Key Terms not to Sleep On Assess Technical Considerations

* Who is providing the indemnification? » Begun Construction considerations » Begun Construction analysis/documentation
* What does insurance cover? * Placed in Service assessment * Placed in Service assessment/documentation
* Who gets to control the audit? » Tax ownership review « Tax ownership analysis

* Eligible basis review « Eligibility of Transferor

* Eligibility of Transferor » Review partnership agreements

 Assess Transferor's documentation procedures
* "Cash" considerations

Assess Risk Profile

« Assume all terms are negotiable * "Excessive Credit" Transfer mitigation
 The last deal is not yet real precedent * Passive Activity Rule implications
« Our clients are the whales here — help them act * At Risk rule implications

like it * Recapture risk mitigation

« Evaluation of supporting documentation

19




Credit Monetization: Pricing Trends

Current-year

Proven technologies such as wind or

Seller indemnity is typically
provided. PTCs do not carry

$0.95

complex ITCs

(<$10M) with any technology

worthy guarantor

PTCs solar . Multi-year or forward PTCs
recapture risk. . .
will trade at a discount
Proven technology such as solar or .
: h . Assumes insurance and/or
De-risked battery storage. Typically above $10M in ; . .
. g indemnity from a credit- $0.93
ITCs volume; larger projects trade at a smaller
X worthy guarantor
discount
More Technologies with lower buyer demand Assumes insurance and/or
such as hiogas, or smaller transactions indemnity from a credit- Low $0.90s

Small Credits
/ Uninsured
ITCs

New technologies. Projects without
insurance (e.g. smaller projects <$5M or
smaller developers)

No insurance. Indemnity from
a credit-worthy guarantor

Varies by situation
($0.80s)

*Reflects final pricing to credit buyer. Pricing is subject to change based on market conditions and specific project facts and circumstances

Credit Monetization: Tax Credit Market Forecast

Demand for Tax Credit Buyers:

depreciation benefits

The IRA will incentivize an increase in clean

energy investments in the U.S., resulting in an
increased demand for investors that can absorb
the tax credits generated from these activities.

Transferability expands the group of potential
purchasers to include non-traditional tax equity
investors, enabling any U.S. corporate taxpayer to
buy these credits at a discount and assist in
financing domestic clean energy projects.

TF investment reauired for [TC. & PTC, 1SS hn

Figure 5: US ITC and PTC require ~US$500 bn of tax equity to monetize ITC/PTC and

11




Value Erosion - SALT, CAMT, Pillar 2 & BEAT Considerations

State & Local Tax Considerations

For federal purposes — No income to the seller, no deduction for the buyer

Credit purchaser does not recognize gain on the use of credits for federal income tax purpose

Tax treatment for state purposes may vary

Consider modeling state tax costs and consult with a state tax expert
Corporate Alternative Minimum Tax (CAMT) Considerations
— Credit buyers can use purchased IRA credits to offset the CAMT tax

Base Erosion and Anti-Abuse Tax (BEAT)

— BEAT imposes adverse treatment on some tax credits, including PTCs & ITCs

— Only 80% of the value of renewable energy tax credits may be used against the BEAT tax in each year through 2025. After 2025,
none of the renewable energy tax credits may be used against a taxpayer's BEAT tax liability

Pillar 2 Considerations

— For the buyer, the IRA credits are considered non-marketable credits. For non-marketable credits, the numerator of the ETR ratio
is only reduced by the discount on the credit

24



Why does it matter?

Non QRTCs, Other Tax
Credits, and Non-MTTTs

U.S. Jurisdictional ETR:

GloBE Income = 100
Adjusted Covered Taxes = 11
ETR =11%

Top-up tax =4

13
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Transferable credit rules not yet formally enacted in
several jurisdictions

Jurisdiction Enacted legislation includes
transferable credit rule?
1 |Austria Yes
2 Belgium Yes
3 Bulgaria No
4 (Croatia No
5 |Czech Republic Yes
6 |Denmark Yes
7 [Finland No
8 [France No
9 |Germany Yes
10 Greece
11 Hungary Yes
12 |Ireland Yes
13 |italy Yes
14 |Liechtenstein
15 |Lux No
16

Credit carryforwards — focus on CAMT

« Another important consideration related to tax credits is credit carryforwards (R&D, CAMT, FTC)
¢ Pillar 2 has a general rule (Article 4.4.1(e)) that the deferred taxes related to tax credits are disregarded
¢ However, a DTA on a tax credit that exists prior to the Transition Year is regarded on reversal

« For example, if the Company had a CAMT liability in FY25 the DTA related to that liability should be pre-Transition
Year for the U.S. (since no Pillar 2 rule applies to the U.S. in that year) and thus the reversal of that DTA in a future
year would be regarded mitigating a low U.S. ETR.

- If the CAMT liability arose after the Transition Year, the DTA would be disregarded (when generated and
utilized) potentially leading to low tax income in future years when the credit carry-forward is utilized

- Simple Example:

¢ Assume a Company pays 5 of CAMT in a post Transition Year and books a DTA of 5. In a future year, the
Company has 100 book income, 20 of pre-credit current tax, 5 CAMT carryforward, and thus 15 of current tax
expense. While there would be 5 of deferred tax expense for book purposes, that deferred tax is disregarded
and therefore Pillar 2 Covered Tax equals 15. If the company has even 1 of permanent benefit in that year
e.g., R&D credit, it would trigger Pillar 2 top-up tax in that year.



Accounting for tax credits

We believe the accounting for credits generally depends on whether a company can obtain the benefit from the
taxing authority only through reduction of its income tax liability.

Nonrefundable

Nontransferable credits

The benefits of nonrefundable,
nontransferable credits are
realizable only if the company has
a sufficient amount of income tax
liability to utilize the credit.

Nonrefundable, nontransferable
credits are accounted for under
ASC 740

Transferable credits

The transferability feature introduces
more complexity in the accounting
for the credit when it arises and
when it is sold.

We believe entities can make an
accounting policy election to either
apply ASC 740 or account for as
government grants

Refundable

The benefits of refundable credits
are not limited by a company’s
taxable income or tax liability.

We believe refundable credits
should be accounted for
consistent with an entity’s policy
on government grants
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Refundable and transferable credits

Generally, tax credits, other than certain investment tax credits and the below, should be recognized as a reduction of income tax
expense in the period they arise. However, there are differing accounting treatments for transferable and refundable credits.

LIEUSEIELIEN We believe it is most appropriate for companies to apply ASC 740 to nonrefundable, transferable credits.

* Acompany may either consider or disregard expected transfers of the credit in assessing the realizability of the
credits

« If sold, recognize the sale proceeds and derecognize the carrying amount of tax asset (the gain (loss)) as
adjustments to income tax expense (benefit)

* We also believe it is acceptable for companies to recognize the gain (loss) on sale of the credits in pretax income

We believe it is acceptable to account for the credits like government grants

REIET][sH Credits not dependent on an entity’s tax liability are not considered a part of income taxes and are outside the scope of
ASC 740.

» The benefit for these credits should be recorded consistent with an entity’s policy on accounting for government
grants.

Accounting for the purchase of the credit

Buyer may purchase tax credit at discounted price



Government grants

* In certain instances, a government provides a taxpayer with a refundable credit.

- Because the right to receive the benefit from a refundable credit does not depend on the existence of an
income tax liability, we believe refundable credits should be accounted for as a government grant.

U.S. GAAP contains no grant accounting guidance that explicitly applies to for-profit companies. In practice,

one of the following is applied by analogy to account for these types of credits

IAS 20, ASC 958-605, ASC 450-30,
Accounting for Government Not-for-profit entities — Gain Contingencies
Grants and Disclosure of revenue recognition

Government Assistance

Government grants disclosure requirements

ASC 832, Government Assistance, requires business entities to make annual disclosures about transactions with
a government that are accounted for by applying a grant or contribution accounting model by analogy.

» An entity shall disclose the following about transactions with a government:

- The nature of the transactions, including a general description of the transactions and the form in which the
assistance has been received

- The accounting policy used to account for the transactions

- The line items on the balance sheet and income statement affected by the transactions, and the amounts
applicable to each financial statement line item in the current reporting period

- Significant terms and conditions of the assistance (including commitments and contingencies).

» Transactions, including government assistance, that are within the scope of ASC 740 are excluded from the
scope of ASC 832.



Simple Example: Reporting Considerations - GAAP

FACTS:
Company purchases a credit of $40,000,000 for $37,200,000 in 2023. The Credit is
used in full during 2023.

AT THE TIME OF PURCHASE

DR Deferred Tax Asset (“B/S”) $40,000,000
CR Cash (“B/S™) $37,200,000
CR Deferred Tax Credit (“B/S”) $2,800,000

Simple Example: Reporting Considerations - GAAP

FACTS:
Company purchases a credit of $40,000,000 for $37,200,000 in 2023. The Credit is
used in full during 2023.

TO RECORD THE UTILIZATION

(1) DR Taxes Payable (“B/S”) $40,000,000
CR Current Tax Benefit (“P/L") $40,000,000
(2) DR Deferred Tax Expense (“P/L") $40,000,000
CR Deferred Tax Asset (“B/S”) $40,000,000
(3) DR Deferred Tax Credit (“B/S”) $2,800,000

CR Deferred Tax Benefit (“P/L") $2,800,000

19
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Effective Tax Rate Example

FACTS:
Company purchases a credit of $40,000,000 for $37,200,000 in 2023. The

Credit is used in full during 2023. The Company has a total federal tax liability

of $100,000,000.
EFFECTIVE TAX RATE EXAMPLE 2023
Statutory Federal Income Tax Rate 21.00%
Transferable Federal Tax Credits [1] (0.59%)
Effective Income Tax Rate 20.41%
Key Takeaways

1 Know the rules

» Understand your Company’s risk tolerance

» Socialization of benefits/risks

4 - Modeling is key

» Keep up to date
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