me Inflation Reduction Act

July 21, 2023

I

|

1

1 P

I I

- |l
)| Em mm

-

Brown v -
= | Caldwell : ’



Susan Spore Jeff Lange Susana Blauser

Managing Engineer Municipal Delivery Sr. Associate
Environmental Leader Process Mechanical
Engineer




Tax and Legal Advice Disclaimer

Brown and Caldwell and its affiliates do not provide tax, legal, or
accounting advice. This material has been prepared for informational
purposes only, and is not intended to provide, and should not be relied
on for, tax, legal, or accounting advice. You should consult your own
tax, legal, and accounting advisors before engaging in any transaction.



Inflation Reduction Act
(IRA)



The Inflation Reduction Act of 2022 (IRA)

IRA aims at reduction of inflation and funds clean energy investment via loans, grants, tax credits and rebates

$735+ hillion

of revenue raisers via 15%
corporate minimum tax ($222B),
prescription drug pricing reform
(§265B), IRS tax enforcement
($124B), 1% excise tax on stock
buybacks {$74B), loss limitation
extension ($52B)

- 1 $53.2billion

—+—L_,| 11 Sections
" | Agriculture

$300billion

expected federal
deficit reduction
over a decade

$435+ hillion

investments across
enargy security and
climate change ($369B),
Affordable Care Act
subsidies ($64B), and
western drought
resiliency ($4B)

$3.4billion

' 1 Commerce, science and (7

transportation

6 Sections =

-$379 billion

total funding of climate
related programs
allocated for various
loans, grants, technical
assistance programs
across sectors

$50.1billion

26 Sections

Environment and
public works

Funding criteria

to target climate resiliency,
sustainability, healthcare,
reduction of emissions and
use of natural resources

Recipients

include companies,
states, tribes, local
governments,
governmental agencies,
NPOs, institutes of
research/higher
education

-7 s0.4bilion

4 Sections
i Tribal climate resiliency

.| $0.8nillion

1 Section

Affordable housing
{energy/water efficiency and
® climate resilience)

~__ | $108.8billion
/ -;—Q 20 Sections
i o Energy and natural
= resources
#

$3.9billion

5 Sections

= | Sustainability and zero-
emission vehicles




The Inflation Reduction Act of 2022 (IRA)

Climate change ;

IRS tax enforcement
Prescription drug pricing reform

Electrification rebates
Reduce inflation

Support for energy
communities

Brown and Caldwell

Clean vehicles

Corporate ta

Drought resiliency

Environmental justice

Alternative refueling property

Clean energy

Superfund

Environmental justice
DOE loans and grants

Alternative clean fuels

Domestic manufacturing

Stock buyback
revenue

Reduce inflation



Erect Pay

The part that everyone missed




“Direct Pay”

makes tax-exempt agencies
eligible for tax credits that
were previously inaccessible
without private partners

Prior to this direct pay option, tax exempt
agencies were ineligible for investment tax
credits. The only access to these credits was

through public-private partnerships (P3) or - 7 5 o
power purchase agreements (PPA). In theory / 4 - < I
these credits were “passed through™ in PPA . rj’ N
rates (for solar photovoltaics, for example), but | B g oy ;_;*
these private partners also keep a portion of the _ v # L3
profit or revenue. | - ’ ' .

Note: W&A requirements or domestic content requirements must be met for direct pay

. [PART 8 - CREDIT MONETIZATION AND APPROPRIATIONS]



Qualified Biogas

Near-Term Extension and Modification to
Investment Tax Credit



The near-term
Investment Tax
Credit has been
expanded to
iInclude biogas.

Biogas projects that
capture gas for sale or
productive use are now
eligible.

Brown and Caldwell

Prior to this
expansion, only
certain technologies
like solar and wind
were eligible




What and When: Investment Tax Credit vs Zero
Carbon Electricity Tax Credit

Construction starts before Construction starts after
January 1, 2025: December 31, 2024
Combined heat and power, Combined heat and power,
solar, geothermal, fuel cells, solar, energy storage, fuel
wind, qualified cells, wind, gualitied
biogas, energy storage, Blodas palorocrid
microgrid controllers controtlers
Electricity produced must have a GHG
emissions rate no greater than zero

§ 48 Investment tax credit for projects placed in service after 2022
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Clean Fuel

Technology-Neutral PTC for 2025-
2027




S_how me the money



What: Comparison of ITC Rates

- Credit values range from 6% to 50% of eligible project costs based on the
following:

- 6% base credit rate for a qualified project
— bx base credit bonus for projects that meet prevailing wage and apprenticeship (PWA) requirements

- 2% base credit bonus for projects meeting domestic content requirements

- 2% base credit bonus for projects located in an “energy community”

Base ITC rate | Enhanced ITC | Domestic Energy Potential
with PWA Content Community Total ITC rate

6% 5x of 6% + 10% + 10% =50%
(or 30% total)



“Eligible Costs” — What are eligible costs under the
Investment Tax Credit?

Should be eligible Maybe eligible Not eligible

* Anerobic Digesters  Electrical Systems * Buildings
* Digester Liners and Covers * HVAC Systems  Site Clearing and Earthwork
* Biogas Process Piping * Water Systems * Fencing
* Process controls & monitoring * Natural Gas Systems * Landscaping
systems » Sitework Associated to Foundations * Security Systems
* Biogas Production Equipment - Concrete and Steel « Transmission and Distribution
e CHP Turbines & Generators Systems
 CHP Heat Recovery Steam
Generators

* CHP Process Piping
* CHP Substation Transformer

Additional quidance from the IRS is still pending to confirm eligible costs

This table has been prepared based on previous application of the ITC for wind and solar projects



Wage and Apprenticeship Requirements
(Construction)

100% prevailing wage for laborers and mechanics

Apprenticeship: [ R S

Construction starts before Construction starts after

January 1, 2023: Construction | hacember 31, 2023:

starts before

10% January 1, 2024: 15%
12.5%

As a percentage of total labor hours
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How: ITC Domestic Content Bonus Requirements/
Direct Pay Phase-out

Domestic Content

For projects that do not meet the To meet the domestic content

domestic content requirements, requirement the facility must use 100%
elective payment phases out: domestic iron and steel (structural) and a
« Construction starts before 2024: 100% spegmid pehr_oehntf;\]ge manbufactured

« Construction starts in 2024: 90% RIEELGs, WG CLielizss [0 JEEl

* 2024: 40%
* 2025: 45%
¢ 2026: 50%

*For projects with a maximum net output greater than 1 MW ° 2027 a nd Iater: 5 5%

e Construction starts in 2025: 85%
* Construction starts after 2025: 0%
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Where: Energy Communities and Justice4O Initiative

- The IRA advances the Justice4O initiative advancing the development and
deployment of clean energy technologies in disadvantaged communities by
increasing the ITC:

- Brownfield sites

- Communities formerly reliant on coal, oil, or natural gas industries and with an above
average unemployment rate

- Census tract in which after 1999 a coal mine or coal-fired electric generating unit has been
retired

- Low-income communities (wind and solar)


https://nam04.safelinks.protection.outlook.com/?url=https%3A%2F%2Fstorymaps.arcgis.com%2Fstories%2F844bd085378b4c1c9da9bf1081d5bb66&data=05%7C01%7CAnojima%40BrwnCald.com%7Ce1dbb11461ff4caba4a408db4d9951f6%7Ccb2bab3d7d9044ea9e31531011b1213d%7C0%7C0%7C638189093194680192%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=UaENbRshbwPiZpz8nMNj1lBOjeeAoSomSa9KCVmiiek%3D&reserved=0
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What defines a “before December 31,
20247 construction start?

Potential criteria to meet:
Physical work test

Cause physical work to commence

O 11 77
5% “safe h_a_rbor for eligible work. No minimum dollar
At least 5% of eligible amount. Must be pursuant to a

work contracted binding written contract.

or

Project must be placed in service within 4 years ~

Brown and Caldwell



-~ Timing of Payment from IRS

AVAVYV AV AVYV.a

W= period of construction Next Tax Year

| Investment
‘ ; Tax Credit
Syeterr Direct

placed in Payment

service

TXIIXIXIXDAX =

23



Investment Credit Tax Form (2022)

Line 12hh Worksheet

generally applicable for property placed in service after 2022.

Use the following worksheet to calculate the amount to be entered on Form 3468, line 12hh. This worksheet is

3468 Investment Credit OMB No. 1645-0165
;

Attach to your tax return. 2 @ 22
Department of the Treasury Go to www.irs.gov/Form3468 for instructions and the latest information. Attachment
Internal Revenue Service Sequence No. 174
Name(s) shown on return Identifying number

Information Regarding the Election To Treat the Lessee as the Purchaser of Investment Credit Property

If you are claiming the investment credit as a lessee based on a section 48(d) (as in effect on November 4, 1990) election, provide the
following information. If you acquired more than one property as a lessee, attach a statement showing the information below.

1 Name of lessor:

2  Address of lessor:

3 Description of property:

Amount for which you were treated as having acquired the property . . .8

Qualifying Advanced Coal Project Credit, Qualifying Gasmcatlon Prolect Credlt Quallfylng Advanced
Energy Project Credit, and Advanced Manufacturing Investment Credit

:1¢4ll] Rehabilitation Credit and Energy Credit
12  Energycredit | I

hh Other energy credits and special adjustments (see instructions) . . . . . . . . . . . . [12hh|

1.

Energy storage technology property basis *

Qualified biogas property basis *

Microgrid controller basis *

Domestic content bonus credit **

4a.

4b.

Doesn't satisfy requirements in section 45(b)(9)(B}. List the line
numbers from the Form 3468 used for this calculation.

Add the basis in property for the line numbers you entered on line 4a
of the worksheet. Enter the total basis amount and multiply by the
applicable credit rate increase

Satisfies requirements in section 45(b)(9)(B). List the line numbers
from the Form 3468 used for this calculation.

Add the basis in property for the line numbers you entered on line 4b
of the worksheet. Enter the basis amount and multiply by the
applicable credit rate increase

Energy communities **

5a.

5b.

Doesn't satisfy requirements in section 48(a)(9)(B). List the line
numbers from the Form 3468 used for this calculation.

Add the basis in property for the line numbers you entered on line 5a
of the worksheet. Enter the total basis amount and multiply by the
applicable creditrate increase

Satisfies requirements in section 48(a)(9)(B). List the line numbers
from the Form 3468 used for this calculation.

Add the basis in property for the line numbers you entered on line 5b
of the worksheet. Enter the total basis and multiply by the applicable
credit rate increase

= 30%
(0.30)

* 30%
(0.30)

* 30%
(0.30)

x 200
(0.02)

* 10%
(0.10)

x 20

(0.02)

% 10%
(0.10)

4a.

4b.




Why: Taking the uncertainty out of energy projects to
move forward with confidence

T “' ~ O
@ SNZ anr

Develop best :
: : : : : Identify grants,
projectwithout Alignprojectwith apply, fight

relying grant opportunities like mad
on grants

Y

Define netzero  *ccoccc--

Guiding Biogas Final Design and
Principles Alternatives Report Construction
4 v

TThe potential certainty of the IRA means that the credits can be

plugged into the feasibility/alternatives analysis during the planning
and decision-making phase -
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Project Example - Columbus Bioenergy Eg[‘ﬁh BUS

Project Scope

New digesters, rehabilitate existing digesters, HSW receiving station and cogeneration
Project Schedule

Original schedule included phase implementation 2025 - 2033

Combined scope and expedited design phase to 2023 to leverage ITC
Estimated Construction Cost

$150 - $200 million

Estimated ITC credit - $75 million

Evaluating other funding sources and incentives
GHGRF, RFS/eRIN



Thank you.

Questions?

Susan Spore (sspore@brwncald.com)

Jeff Lange (jlange@brwncald.com)

Susana Blauser (sblauser@brwncald.com)

Brown o -
| Caldwell : Z’S
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TIMELINE COGEN

Less than 1 MW or
construction begins
before October 14, 2022

‘Qualified Biogas’
Construction starts on or
before December 31, 2024

October 15, 2022

Cogen
Projects

Less than 1 MW

‘Clean Electricity
Investment’

Construction starts after
December 31, 2024

Greater than 1 MW

Note: Credit reduced by up to 15% if project financed by tax-exempt bonds

Brown and Caldwell

Greater than 1 MW and
construction begins after

INCENTIVE

40%

Domestic Content
| & FE §F EFE EFE EF B | q

i
i
i
30%

Prevailing Wage and
Apprenticeship (W&A)

40%

Domestic Content

40%
Domestic Content

30%

6%
Base rate

8%
Domestic Content
Requirements (without W&A)
40%
Domestic Content
30%

Prevailing Wage and
Apprenticeship (W&A)

40% (or 50% with DC)
Energy Community



Investment Tax Credit rates

* Project Scope
* Anaerobic digestion, cogeneration, biogas upgrading to RNG
* Project Requirements and credits
 Eligibility — qualified biogas facility
* Schedule - begin construction no later than 12/31/2024
* Credits - prevailing wage/apprenticeship (PWA), domestic content

and energy community

Base ITC credit | Enhanced ITC | Domestic Energy Potential total
rate credit rate - content community ITC credit rate
PWA

6% 5x of 6% (0 + 10% + 10% =50%
30% total)

Brown and Caldwell
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i

Emissions Factor
Percentage

Hydrogen Investment

Construction starts before
January 1, 2025

Clean Hydrogen Property
(Investment Credit)

Emissions Factor X 5 -
Prevailing Wage and 10% Additional

Hyd rogen Apprenticeship (W&A) Domestic Content
Projects

$0.60/Kg x Emissions
Factor x Inflation

‘Hydrogen Production’ Clean Hydrogen Base rate
Fuel produced after January

1,2023 (Production Credit) $3/Kg X Emissions Factor
X Inflation

Prevailing Wage and
Apprenticeship (W&A)

Note: Credit reduced by up to 15% if project financed by tax-exempt bonds

Brown and Caldwell 31
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ITC analysis over the project lifecycle

Economic Analysis

Detailed Design

»’an Credit Monetization

Compliance
requirements

* Assess ITC
qualification based
on facility
technology and type
of process

* Assess the
anticipated placed
in service date for
facility

* Assess
requirements for
ITC base credit
amount as well as
credit adders:

~ Prevailing wages
& apprenticeship
hours

~ Domestic content

~ Energy
community

KPMG

Plan for
documentation
requirements by
contractor for
prevailing wages
and
apprenticeship
hours

Prepare ITC and
non-ITC property
cost reporting/
tracking
requirements for
contractor

Prepare contractor
requirements for
tracking domestic
content

Monitor contractor
reporting and
compliance
associated with:

~ Prevailing wages
& apprenticeship
hours

~ Domestic content

Review contractor’s
final cost tracking
of ITC and non-ITC
eligible costs

* Compute the credit
based upon final
project costs

» Evaluate direct pay
election and
procedures to
effectuate the
election

* Prepare technical
memoranda to
support the tax
position

* Accumulate and
organize
documentation in
support of the credit
claim and
requirements

Maintain credit
claim
documentation in
support of potential
subsequent
examination of the
credit

Support tax credit
defense requests,
as necessary

35
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