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The calendar year 2014 saw a 
number of important devel-
opments in the U.S. wind in-

dustry - possibly some of the most 
important developments the industry 
has seen in a number of years. Below, 
we have focused on what we see as 
the most significant developments in 
capital raising, merger and acquisition 
activity, and the political arena.
	 Although the first publicly traded 
vehicles - commonly known as yield-
cos in the renewable energy space - 
came to market in 2013, it was not 
until 2014 that the wind industry and 
other renewable energy industries 
came to appreciate the changes that 
yieldcos would offer in terms of re-
ducing the cost of capital for projects.
	 There are a number of factors 
that go into determining the cost of 
producing a kilowatt-hour of wind 
energy: the cost, efficiency and reli-
ability of equipment; the wind re-
source; transmission availability; 
development costs; and, of course, the 
cost of capital. Some could argue that, 
unlike power generated by burning 
fossil fuels, for wind power, where the 
“fuel” is free, the cost of capital is the 
most important of the cost factors.
	 Most projects will need capital 
from a number of sources: developer 
equity, which refers to the risk capi-
tal invested by the project owner (ei-
ther from its own funds or through 

an arrangement with a private-equity 
source); debt (which can be bank or 
bond financing at either the project 
or the project company level); and tax 
equity.
	 The yieldcos offer the opportunity 
to replace some or all of the developer 
equity and debt with funds that re-
quire a relatively low return.

	 In a typical yieldco structure, a 
sponsor holding several completed 
wind projects or other power gen-
erating assets forms a separate com-
pany to hold these assets and then 
sells a minority ownership interest 
in the separate company to investors. 
The assets are typically selling pow-
er under long-term power purchase 
agreements and, therefore, offer a rea-
sonably predictable annual produc-
tion of income.

	 Yieldcos also offer growth poten-
tial. In a typical yieldco, only a por-
tion of the revenues from the projects 
is distributed to the investors as a 
dividend. Most of the income is re-
invested in other renewable energy 
projects so that the investment can 
grow. How much of the income from 
the projects is to be distributed, and 
how much can be devoted to growth, 
varies from yieldco to yieldco but 
is currently between 2% and 4% 
annually.
	 If the wind and other projects in 
the company are successful, this low-
dividend requirement should leave 
quite a bit of money with which to 
acquire other projects.
	 To date, there are about five compa-
nies that might call themselves public 
yieldcos in the traditional sense of pro-
viding income and growth, although 
there are also several companies struc-
tured as real estate investment trusts 
that are similar in structure, but offer a 
slightly different balance between divi-
dends and growth.
	 There are also a number of other 
companies that are rumored to be 
forming yieldcos or have publicly an-
nounced the intention to do so.
	 It may be going too far to say that 
the yieldco as a vehicle for raising cap-
ital for wind projects is transforma-
tive, but it is fair to suggest that it has 
been impactful: The industry saw the 
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values of projects rise in 2014, even 
though there was very little change 
in interest rates or the underlying 
market in comparison to the prior 
year. Instead, we saw yieldcos compet-
ing for good projects, which, in turn, 
drove up values.
	 The “yieldco effect” on project 
values comes from a number of fac-
tors. The most obvious factor may be 
that yieldcos are able to raise capital 
at lower rates and, therefore, can be 
more competitive in purchasing wind 
farms when bidding against other 
buyers with a higher cost of capital. 
Just as important, however, is the fact 
that, in order to continue to grow, 
yieldcos must purchase additional 
projects.
	 As more and more yieldcos come 
to market and must find new high-
quality projects, the demand for 
projects - even between and among 
yieldcos - will increase. This should 
result in driving returns down and 
prices up. In 2014, while this effect 
was felt, it did not predominate the 
market.
	 However, as more yieldcos enter 
the market, it would logically seem 
that competition for projects would 
continue to increase. A third, possibly 
less important factor is that yieldcos 
have the ability to purchase projects 
with stock rather than cash. Again, 
this should give yieldcos an edge when 
competing for some wind assets and 
further drive up values.

	 The so-called yieldco effect was 
prominent in the megadeal that saw 
TerraForm/SunEdison acquire First 
Wind. TerraForm is a SunEdison-
sponsored yieldco that had its initial 
public offering in July 2014. Terra-
Form was used to acquire the operat-
ing assets of First Wind, assets that 
will offer the TerraForm shareholders 
an ongoing return. SunEdison simul-
taneously acquired the development 
business, which allows First Wind to 
continue its successful development 
platform and may provide TerraForm 
with additional projects in the future 
to help grow the TerraForm yieldco.

Politics as usual
	 The end of 2014 in Washington, 
D.C., saw two significant events for 
the wind industry: the Republican 
Party’s gaining the majority of both 
houses of Congress and what may 
possibly be the shortest extension ever 
of the federal production tax credit 
(PTC) for wind energy. It is still too 
early to know the impact on the in-
dustry of the Republican-controlled 
Congress.
	 The PTC extension, on the other 
hand, was an important event for a 
number of reasons.  The most obvi-
ous, of course, was the extension of 
the period in which to “commence 
construction” until the end of 2014. 
This caused a number of companies 
that had hoped for a one-year exten-
sion to scramble to start construction 

over the last three weeks of the year. 
While the industry awaits guidance 
from the Internal Revenue Service 
(IRS), the industry is hopeful that this 
extension, in effect, extended the safe 
harbor completion date for all of the 
projects started in 2013 and 2014 until 
Dec. 31, 2016. Currently, the industry 
is waiting on the IRS as to whether 
that will happen.
	 Equally important is the manner 
in which the “commencement of con-
struction” extension until the end of 
2014 occurred.
	 As the Republicans and Democrats 
negotiated over the “extenders bill” 
toward the end of 2014, the wind in-
dustry’s proponents appeared to have 
struck a deal with the PTC opponents 
for a longer-term extension in ex-
change for an agreement not to seek 
a further extension when the longer 
term reached completion.
	 Unfortunately, the White House 
indicated that for unrelated reasons, it 
would not accept the bill that included 
that compromise. In the end, the wind 
industry ended up with the short-term 
PTC extension. However, the fact that 
a deal was tentatively reached may be 
an indication of things to come, so 
stay tuned in 2015.  w
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