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content is entirely at your own risk, and to the extent permitted by law, IHS Markit shall not be liable
for any errors or omissions or any loss, damage, or expense incurred by you or your organization.
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Overview

« IHS Markit assessed for EIA the cost of capital « Additional portions of the study examined
for renewable companies in the broader sensitivities for scenarios around tax rates and
context of power-generation owning tax credits on the costs to finance renewables.

companies’ cost of capital in the US. o Full study will be available on EIA’'s website.

 Study used observable and reported market
data (equity, debt, company financials) and
standard financial approaches to estimate the
weighted average cost of capital (WACC).

« Estimates for companies without observable
market data were based on comparables
aggregated by type.

« Estimates were applied to generating-unit level
ownership in order to develop averages by
region and type.

Confidential. © 2017 IHS Markit™. All Rights Reserved.



EIA Energy Conference / June 2017

Power sector company estimates

Cost of capital aggregates and ranges by owner type comments
12% « Renewable generators show the
highest cost of capital of power-
10% 10_3%= 10.6% == sector company types. Possible
reasons:
80, . « Smaller and newer companies
® ’ 74% == . 7 30, - « Newer business models (e.g.,
& 6.6% G 6.4% = “yieldcos”)
0 : 6.1% -
6% 5 39 = « Lower leverage than merchant
' generators
4% 0, age = - -
3.4% === 3.5% « The largest utilities (>$25 in equity
2% | | market cap) exhibit the lowest cost
§ 2 3 § 2 3 § 2 3 § 2 3 of capital. Possible reasons:
= u = u = u = u  Broader diversification
Large cap Small and mid-cap Merchant Renewable + Greater liquidity in capital markets
utilities (>$25b) utilities (<$25b) generators generators
Aggregates include entities with observable market equity and debt.
Source: IHS Markit © 2017 IHS Markit
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Company type averages and share

Cost of capital ranges and capacity-weighted averages
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Share of owned capacity

= Renewable generators

= Merchant generators
Non-power industry

m Regulated subsidiaries (all utilities)
IPP subsidiaries (all utilities)

B Renewable subsidiaries (all utilities)

Source: IHS Markit © 2017 IHS Markit
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Regional averages and share

Regional average cost of capital and share by type

Capacity-weighted average WACC Share by company type
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Wind return tax sensitivity

Returns for wind projects under varying US federal tax rates Notes
14% 13.3% « Pro forma wind project
13% — assumptions:

Sponsor equity return

12% Unlevered IRR (at unlevered IRR of 8.5%) |— « 8.5% unlevered IRR
at sponsor return of 13.3% .
11% (atsp ’ 10.7% « 13.3% Sponsor equity return
10% 9.6% 9.8% . 6.0% Sponsor debt, backlevered (64%

9.2% o
9% 8.5% of sponsor contribution)
8% -
7% -
6% -
5% -
4% - . -

8.5% Tax equity rate, 55% of initial
capital, 9.5 years

38% capacity factor, 30 year life

« As tax rate decreases, either
« Required unlevered IRR must

Baseline IRR At25% tax At20% tax At 15% tax Baseline At25% tax At20% tax At 15% tax |ncrease to malntaln Sponsor retu rn
(35% tax rate rate rate sponsor rate rate rate
rate) equity return (COSt of energy goes up), or
0, .

‘3fa",:’e")ax - Sponsor return decreases if 8.5% IRR
iIs maintained (cost of energy stays the
same)

Source: IHS Markit © 2017 IHS Markit
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Solar PV return tax sensitivity

Returns for solar PV project under varying US federal tax rates comments
13% « Pro forma solar PV project
12.0% ' -
10% assumptions:
11% Unlevered IRR Sponsor equity return | * 7.0% unlevered IRR
(at sponsorreturn of 12.0%) (at unlevered IRR of 7.0%) e 12.0% Sponsor equity return
10% 9.3% « 5.0% Sponsor debt, backlevered (73%
9% 6 3% 8.8% of sponsor contribution)
8% « 7.0% Tax equity rate, 50% of initial

o, 7.0% capital, 5 years
22% capacity factor, 30 year life

6% -

5% -

4% - .

« Directionally the results are similar
to those of wind, though impact on

Baseline IRR At25% tax At20% tax At 15% tax Baseline At25%tax At20%tax At 15% tax returns is magnified
(35% tax rate rate rate sponsor rate rate rate
rate) equity return
(35% tax
rate)
Source: IHS Markit © 2017 IHS Markit
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Wind return PTC sensitivity

Returns for wind projects without PTC, under varying tax rates Notes

14% 13.3% — 13.30, |  SPonsorequity return « Sensitivity around non-tax credit
) | (at unlevered IRR of 7.6%) .
(PTC) scenarios assumes no need
for tax equity investment

12% Unlevered IRR, no PTC
(at sponsorreturn of 13.3%)

— 11.2%
10.5%

10.0%

10%

8.7% « Tax equity capital generally more

8.5%

8.2%

8% expensive than other capital
available to project sponsors
6% -
e Required return drops almost 1
e percentage point, keeping sponsor
20 returns constant
0% - « Impact of potential tax reductions
Baseline IRR  NoPTC atNo PTC atNo PTC at Baseline Sponsor No PTC atNo PTC atNo PTC at : :
IRR without 25% tax 20% tax 15% tax sponsor  equity 25%tax 20%tax 15% tax mUtEd WIthOUt tax CredltS
(35% tax PTC rate rate rate equity return,no rate rate rate
rate) (35% tax return PTC
rate) (35% tax (35% tax
rate) rate)
Source: IHS Markit © 2017 IHS Markit
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Solar PV return ITC sensitivity

Returns for solar PV project without ITC, under varying tax rates

14%

12.0% 12.0% Sponsor equity return
12% (at unlevered IRR of 6.1%)
10% Unlevered IRR, no ITC - 96%

8.8%

(at sponsorreturn of 12.0%) 8.3%

8% -

6.9% 7.2%

6.7%

Baseline IRR

No ITC at NoITC at No ITC at Baseline Sponsor NoITC at NoITC at No ITC at

IRR without 25% tax 20% tax 15% tax sponsor  equity 25%tax 20%tax 15% tax
(35% tax ITC rate rate rate equity return,no rate rate rate
rate) (35% tax return ITC
rate) (35% tax (35% tax
rate) rate)

Source: IHS Markit

© 2017 IHS Markit

Comments

« Sensitivity around non-tax credit
(ITC) scenarios assumes no need
for tax equity investment

e Required return drops almost 1
percentage point (similar to wind),
keeping sponsor returns constant

« Impact of potential tax reductions
muted without tax credits
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Americas: +1 800 IHS CARE (+1 800 447 2273)
Europe, Middle East, and Africa: +44 (0) 1344 328 300
Asia and the Pacific Rim: +604 291 3600

Disclaimer

The information contained in this presentation is confidential. Any unauthorized use, disclosure, reproduction, or dissemination, in full or in part, in any media or by any means, without the prior written permission of IHS Markit Ltd. or any of its affiliates ("IHS Markit") is
strictly prohibited. IHS Markit owns all IHS Markit logos and trade names contained in this presentation that are subject to license. Opinions, statements, estimates, and projections in this presentation (including other media) are solely those of the individual author(s) at the
time of writing and do not necessarily reflect the opinions of IHS Markit. Neither IHS Markit nor the author(s) has any obligation to update this presentation in the event that any content, opinion, statement, estimate, or projection (collectively, "information”) changes or
subsequently becomes inaccurate. IHS Markit makes no warranty, expressed or implied, as to the accuracy, completeness, or timeliness of any information in this presentation, and shall not in any way be liable to any recipient for any inaccuracies or omissions. Without
limiting the foregoing, IHS Markit shall have no liability whatsoever to any recipient, whether in contract, in tort (including negligence), under warranty, under statute or otherwise, in respect of any loss or damage suffered by any recipient as a result of or in connection with
any information provided, or any course of action determined, by it or any third party, whether or not based on any information provided. The inclusion of a link to an external website by IHS Markit should not be understood to be an endorsement of that website or the site's
owners (or their products/services). IHS Markit is not responsible for either the content or output of external websites. Copyright © 2017, IHS Markit™. All rights reserved and all intellectual property rights are retained by IHS Markit.
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