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ABSTRACT
 This study considers six different aspects of  
incentive packages to promote locally based wind 
energy.
 The first and most important is the federal 
Production Tax Credit (PTC), which was extended 
in July 2005 until December 31, 2007, and should be 
further extended and enhanced. 
 The second is a discussion of  two major 
methods that might expand  the PTC’s  usefulness, 
especially to those with insufficient passive income 
to make use of  its tax shield. One is the outright sale 
of  tax credits to other investors (which for various 
reasons is problematic); another is the assignment 
of  ownership rights between investors in a wind 
power facility in return for rights to extract the tax 
benefits of  the PTC. 
 Third is a discussion of  changes in the 
assignment of  property rights to a stream of  wind 
revenues and tax credits, known in the industry as 
an ownership flip. 
 Fourth is a discussion of  incentives over and 
above the PTC, including direct income tax credits, 
state-level small producer incentive payments, Rural 
Development Grants, and several state and federal 
accelerated depreciation opportunities, all of  which 
help locally based investors. These are shown on a 
set of  spreadsheet simulations, demonstrating how 
the aforementioned incentives affect the bottom line 
of  four different wind facility ownership models. 
 Fifth, we estimate and discuss the fiscal 
implications of  various alternatives and the 

offsetting benefits of  further wind power 
expansions. 
 Sixth, we consider the overarching constraints 
to wind power due to difficulties in gaining access 
to the transmission grid and suggest further study of  
this key problem.
 The study concludes that the PTC can be 
extended for longer periods (6 to 10 years), ending 
its on-again, off-again character, and accompanied 
by two- to three-year fiscal impact assessments. 
Second, although outright sale of  PTC credits is 
a limited option, assigning ownership rights to 
investors, including locally based limited liability  
companies (LLCs), is feasible. Third, this ownership 
structure can take a number of  forms, depending 
on the arrangement of  equity, debt, and ownership. 
Fourth, despite the salience of  the PTC, other 
federal and state incentives are also critical to 
many wind projects, suggesting that states need to 
follow the lead of  Minnesota and Iowa in creating 
additional incentives. Fifth, the fiscal implications of  
PTC extension are small relative to the benefits of  
expanded wind for energy security, environmental 
quality, rural development, and employment. Sixth, 
in addition to the need for expanded federal and 
state incentives, especially to locally based entities, 
regulatory and technical innovations must overcome 
the constraints to wind transmission.
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EXECUTIVE SUMMARY
Introduction
• Wind energy has grown from a negligible energy 

source in the early 1990s to an increasingly 
important part of  a national renewable energy 
portfolio. Up to 2,500 megawatts are scheduled 
to come on line in 2005, powering the equivalent 
of  700,000 homes. Even so, wind accounts for 
only about one tenth of  1 percent of  total U.S. 
energy production. National installed capacity 
(megawatts) of  wind power grew from 1,525 
megawatts in 1990 to 2,578 megawatts in 2000, 
an increase of  69 percent. From 2000 to 2004, 
capacity increased to 6,740 megawatts, another 
4,162 megawatts or 160 percent.

• The single most important federal incentive 
to invest in wind is the Production Tax Credit 
(PTC) of  1.9 cents per kilowatt-hour (adjusted 
for inflation), which was extended in July 2005 
until December 31, 2007. The PTC is the focus 
of  this study because of  its central importance 
to wind power adoption. The PTC is necessary, 
but not sufficient, to induce investments in wind 
generating facilities, because the PTC is only 
one of  various incentives, some sponsored by 
states and others by the federal government, 
which together define an investment package 
for wind. These packages need to be structured 
so developers can take full advantage of  the 
PTC, which for a variety of  reasons has proven 
difficult, especially for small local producers and 
cooperatives.

• This study focuses on six different aspects of   
wind incentive packages. 

(1)  First is a discussion of  the need to 
extend the  PTC (beyond 2007) and a 
corresponding need for benchmarks 
to oversee its application to improve 
predictability  and budget discipline. 

(2) Second is a discussion of  two major 
methods that might expand its usefulness, 
especially to those with insufficient passive 
income to make use of  its tax shield. One 
is the outright sale of  tax credits to other 
investors (which for various reasons is 
problematic); another is the assignment of  
ownership rights between investors in a 
wind power facility in return for rights to 
extract the tax benefits of  the PTC. 

(3) Third is a discussion of  changes in the 
assignment of  property rights to a stream of  
wind revenues and tax credits, known in the 
industry as an ownership flip. 

(4) Fourth is a discussion of  incentives over 
and above the PTC, including direct income 
tax credits, the Minnesota Small Producer 
Incentive Payment, Rural Development 
Grants, and several state and federal 
accelerated depreciation opportunities, all 
of  which could help locally based investors. 
These incentives are shown on a set of  
spreadsheet simulations, demonstrating 
effects on the bottom line of  four different 
wind facility ownership models. 

(5) Fifth, we estimate and discuss the fiscal 
implications of  various alternatives and the 
offsetting benefits of  wind power further 
expansions. 

(6) Sixth, we consider the overarching 
constraints to wind power due to difficulties 
in gaining access to the transmission 
grid and suggest further study of  this key 
problem.

The Need for PTC Extension for Longer 
Periods
• Nearly every analyst of  the wind industry has 

noted that the PTC has suffered from its on-
again, off-again character. The PTC, which 
provides a 10-year 1.5 cent/kilo watt-hour credit 
(adjusted for inflation, now 1.9 cents), has been 
reauthorized and extended for a few years at a 
time: too short for investors to plan, organize, 
and finance many projects. The PTC first 
expired in 1999, was extended by Congress to 
2001, expired again, and was extended in 2002 
to the end of  2003. It  was again extended in 
2004 to the end of  2005, and had its most recent 
extension as part of  the July 2005 energy bill, 
which extended it to December 2007. The on-
again, off-again status of  the PTC has severely 
affected the operations of  wind industry firms.

• Although the PTC has been extended to 
December 31, 2007, the next reauthorization 
and extension could be made for up to a 
decade if  Congress and the President agree. 
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Such an extension, of  6 to10 years, could be 
accompanied by two- to three-year benchmarks 
in which total use of  the credit is appraised and 
its fiscal impacts tallied by the Congressional 
Budget Office. If  these impacts should exceed 
circuit-breaker levels, PTC availability  could 
then be rationed. This provision would assure 
a longer term commitment to its use, while 
controlling budget exposure.

Salability and Assignability of Production 
Tax Credits
• �o fully exploit the PTC, a firm must have a 

substantial tax liability  that is not subject to 
the Alternative Minimum Tax (AMT). This 
has the effect of  excluding many potential 
investors, especially smaller local entities, and 
has concentrated the PTC benefits in the hands 
of  a few large firms with passive income who 
have aggressively courted wind development 
partners. These large firms are led by Florida 
Power and Light, American Electric Power, 
PacifiCorp, and Shell. The inability  to utilize 
the PTC and accelerated depreciation due to a 
lack of  passive income discourages investment 
in wind projects by many individuals and 
partnerships at the local level.

• In the face of  these constraints, some have 
called for changes allowing the sale of  the PTC 
credits or the ability  to assign them to other 
entities without the currently required levels 
of  passive income. Unfortunately, outright sale 
of  the credits is also restricted, because only 
owners of  the wind project can claim the PTC for 
federal tax purposes, and it cannot be sold to a 
third party unless they, too, are project owners.

• Recently enacted federal energy legislation 
incorporates parts of  the Wind Power Tax 
Incentives Act of  2005 (S.715), which assigns 
the PTC to ordinary and not just passive 
income of  agricultural cooperative members. 
The Energy Tax Incentives Act of  2005 also 
includes provisions for Clean Renewable Energy 
Bonds for public power systems and electric 
cooperatives (RECs).

Property Rights and Ownership Rules: Flips 
and LLCs (Limited Liability Corporations)
• Because the PTC currently requires those 

benefiting from its provisions to be owners with 

sufficient passive income against which to set 
it, an alternative to outright sale of  the credit to 
non-owners is a shift in the right of  ownership 
itself. The financial importance of  the PTC has 
led to innovative ownership models called flips, 
which are a creature of  the constraints discussed 
above. A flip occurs in a community wind 
project when an equity partner with passive 
income becomes the majority owner in the early 
phases of  a wind project. In the first 10 years, 
for example, the outside initial majority owner 
extracts the bulk of  the tax benefits of  the PTC 
and accelerated depreciation provisions, after 
which it cedes ownership to the local partners 
(initial minority owners).

• In the case of  such a flip, an LLC is probably the 
preferable business model. This is because LLCs 
are not tax-exempt, and their ability  to assign 
the PTC to someone else does not create the 
precedent of  conferring a federal tax credit to 
an exempt institution. Under new federal energy 
legislation, agricultural coops can now apportion 
and pass the PTC through to their members.

All Incentives Considered: A Simulation 
Model
• Although other ownership arrangements and 

trading schemes can be envisioned, we focus 
on a modeling exercise to determine the 
relative significance of  four discrete examples 
of  ownership structures and incentives. After 
describing the base assumptions, we will  analyze 
the following scenarios:

(1) A Minnesota Flip LLC scenario with an 
outside passive investor.

(2) A Multiple Local Owner LLC scenario with 
some passive income.

(3) Cooperative ownership under status quo 

ante conditions, prior to passage of  federal 
energy legislation.

(4) Cooperative ownership after passage of  
legislation allowing the PTC to be set against 
co-op members’ ordinary income.

• The model determines how investments in 
physically identical wind turbines would perform 
financially with various ownership models under 
the stated assumptions. This analysis helps us 
understand the overall motivations of  investors 
in wind turbines, as well as the willingness of  
bankers to finance the projects. We describe 
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individual assumptions and results for 
Minnesota Flips, Multiple Local Owner LLC, and 
cooperative wind ownership models under the 
status quo ante and under new energy legislation.

• In each scenario the differences in Net Present 
Value (NPV) result from the timing and 
magnitude of  the cash flows or utilized credits 
in the project and the opportunity by companies 
and individuals to use various payments, 
credits, and depreciation methods due to their 
marginal tax rates. The Minnesota Flip and 
Multiple Local Owner LLCs can qualify for the 
Minnesota Small Wind Incentive Payment of  
1.5 cents per kilowatt-hour, unlike the co-op 
ownership models. In addition to receiving this 
state incentive, the Minnesota Flip and Multiple 
Local Owner LLCs have a greater opportunity 
to use accelerated cost recovery and the 
PTC. A combination of  these factors and a 
lower payment level of  the Renewable Energy 
Payment Incentive (REPI) put the cooperatives 
at a disadvantage compared with the Minnesota 
Flips and Multiple Local Owner LLC models. 
Favorable economics occur when wind projects 
receive grants such as USDA Section 9006 
grants. In some cases, the lack of  such grants 
can ruin the financial viability  of  a proposed 
wind project.

• Co-ops are clearly at a disadvantage, even 
when allowed to pass through a revised PTC 
to members. NPVs are still lower for the coops 
than for the Minnesota Flip ownership models 
and Multiple Local Owner LLCs largely due to 
the lower marginal tax rates assumed for co-op 
members. If  new-style agricultural co-ops were 
formed by wealthier individuals with greater 
opportunity to use the PTC, higher returns could 
result. However, such a new style of  co-op 
might lose the advantage of  retaining and later 
selling tradable renewable credits or Green Tags 
in the course of  negotiating power purchase 
agreements.

• Overall, the modeling exercises suggest several 
conclusions. First, the PTC is a critical and 
necessary incentive, which could be made 
even more useful by extending it and targeting 
it to locally based entities. Second, despite its 
importance, other incentives including USDA 
Section 9006 Rural Development loans and 
grants, attractive purchase prices, state wind 
incentive payments and Green Tags all play a 
potentially important role. Third, for a variety of  
reasons, LLCs fare better than cooperatives in 

packaging these incentives to generate favorable 
returns, although recently enacted provisions 
targeted at co-ops may help level the playing 
field.

Fiscal Impacts
• As noted above, U.S. wind power developments 

have been seriously hamstrung by the erratic 
availability  of  the PTC due to Congressional 
reluctance to embrace longer term extensions. 
This reluctance is based in large part on 
fears of  rising fiscal burdens in the face of  
current deficits. If  federal legislation was 
enacted that made the PTC available for a 
reasonable period of  time (6 to10 years), wind 
prospectors, contractors, bankers, landowners, 
and potential passive investors could better 
organize investment groups to use the  PTC 
in conjunction with other state and federal 
incentives. But this extension needs to account 
for the fiscal implications of  expanded PTC 
use. Accordingly, we estimate fiscal impacts 
based on historical growth rates in installed U.S. 
windpower capacity and assumed expansion 
at the 2005 rate of  2,500 megawatts a year. 
Foregone taxes rise from $101 million in 2005 to 
$428 million in 2013.

• An alternative estimate can be calculated based 
on the 18 percent per year annual growth 
in wind capacity required to meet the U.S. 
Department of  Energy stated goal:  100,000 
megawatts or 6 percent of  U.S. capacity from 
wind by 2020. The more ambitious goal of  
installing 6 percent of  U.S. generating capacity 
with wind by 2020 thus has a greater fiscal 
impact after 2012, reaching roughly $720 million 
in 2015. In either scenario, however, total taxes 
foregone are substantially less than $1 billion, 
quite small in relation to the trillion-dollar  U.S. 
budget, or the hundreds of  billions projected 
in Social Security and Medicaid costs. And 
the taxes foregone are not simply losses to the 
U.S. Treasury—they represent an investment 
in wind energy with manifold public benefits. 
These include both enhanced energy security 
and environmental quality, coupled with rural 
development and employment. When these 
public and private benefits are tallied, the less 
than $1 billion in taxes foregone appears to be 
a cost-effective investment in America’s energy 
future.
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Transmission Constraints on Wind 
Expansion
• Even if  PTC reform is undertaken in the 

ways discussed in this paper, additional wind 
energy development will  be limited because 
of  lack of  transmission capacity in many 
areas of  the United States and rules that favor 
conventional thermal power plants. In addition, 
wind power’s variable nature makes it more 
costly per unit transmitted due to the charges 
needed to reserve transmission capacity for 
times when it fails to arrive as anticipated. A 
comprehensive long-term plan for investment in 
the transmission grid that balances the variable 
nature of  wind power and regulations governing 
access and system reliability  requires additional 
analysis and investigation. In the same way 
that targets have been developed by states with 
respect to renewable energy, tax incentives 
can be developed to reward investment 
in transmission assets that carry targeted 
percentages of  renewable power.
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INTRODUCTION
Wind energy has grown from a negligible 

energy source in the early 1990s to an increasingly 
important part of  a national renewable energy 
portfolio. Up to 2,500 megawatts are scheduled to 
come on line in 2005, powering the equivalent of  
700,000 homes. At the beginning of  2005, 10 states 
had operating community wind projects, led by 
Minnesota with 17, Iowa with 9, Nebraska with 4, 
Illinois, Michigan, Ohio, and South Dakota with 2, 
and Colorado, Massachusetts, and North Dakota 
with 1.1  Even so, wind accounts for only about one 
tenth of  1 percent of  total U.S. energy production. 
National installed capacity (megawatts) of  wind 
power grew from 1,525 megawatts in 1990 to 2,578 
megawatts in 2000, an increase of  69 percent. 
From 2000 to 2004, capacity increased to 6,740 
megawatts, another 4,162 megawatts or 160 percent.

Although wind is regarded by many as a minor 
energy source, it has provided power to people 
for thousands of  years by filling sails, and was 
captured for power mills and waterworks many 
centuries ago, essentially by combining the idea of  
a sail with a rotating turbine. Faced with growing 
costs for hydrocarbon-based fuels and legal and 
waste-disposal problems for nuclear fuels, wind 
appears increasingly attractive. With total U.S. 
energy consumption projected to increase faster 
than production through 2025, leading to increases 
in net energy imports from 27 percent of  total 
consumption in 2003 to 38 percent in 2025, the 
importance of  domestic renewables, including wind, 
will  grow.2

Apart from a growing dependence on foreign 
energy, CO2 emissions by the United States are 
projected to increase from 5,789 million metric 
tons (mmt) in 2003 to 8,062 mmt in 2025, an 
average annual increase of  1.5 percent.3  Wind 
power produces little or no CO2  or other emissions, 
representing a clean alternative to fossil fuels.

Wind energy is therefore a potentially 
significant investment in both energy security and 
reduced dependence on imported fuels, as well 
as a response to the environmental damages and 
climate disruptions increasingly linked to fossil fuel 
consumption. In addition, wind energy can help 
promote rural development and employment. In 
states like North Dakota, for example (which ranks 
1st in development potential but 13th in state-
level production), each 1,000 megawatts of  wind 
capacity is estimated to generate $1 billion in capital 
investment, $5.3 million in annual property taxes, 

and nearly 400 indirect and secondary jobs.4
Figur e 1 (page 19) shows the relative costs 

of  generating electricity from coal, gas combined 
cycle facilities, wind, and nuclear power in new 
plants to be built by 2015. These costs are divided 
into transmission, fuel, operation and maintenance, 
and capital, based on data from the U.S. Energy 
Information Administration (EIA). Wind compares 
favorably in terms of  combined costs to both coal 
and natural gas. A key point is that most of  the costs 
of  natural gas derive from its fuel price, which is high 
and rising. Natural gas is projected by the EIA to 
have the largest share of  increase in total electricity 
generation to the year 2025, from 17 percent in 2003 
to 20 percent in 2010 to 24 percent in 2025.5  

These trends reflect the fact that natural-gas-
derived electricity has been favored since the 1990s 
due to low capital costs, ease in siting generators 
near load centers, and potential to capture and 
utilize waste heat by other nearby users. But in 
contrast to natural gas, fuel costs for wind are 
essentially zero: its cost structure is dominated 
by heavy up-front capital expenditures, operation 
and maintenance, and transmission. Like the large 
hydroelectric projects that were built in the United 
States in the 1930s through the 1960s, today’s wind 
turbines are capturing power from a renewable flow 
resource. And, like the hydroelectric projects of  
previous decades, today’s wind projects require a 
high proportion of  up-front capital and significantly 
higher expenditures for transmission per unit of  
capacity.

Natural gas derives support from a policy 
perspective from the current deductibility of  higher 
natural gas costs. Natural gas producers are also 
regular recipients of  substantial tax credits for 
alternative fuels, primarily coalbed methane and 
tight sands, receiving $1.048 billion in FY 2000 (the 
largest amount received by any domestic source of  
energy).6  In considering wind versus natural gas for 
future power generation, any incentives lowering 
wind’s capital, operation, or transmission costs 
will  favor new wind facilities, which will  be further 
enhanced if  natural gas prices continue to increase. 

Like natural gas, the wind power industry has 
been underpinned by state and federal policies. 
At the state level, they include public investments 
to assess state wind resource potential and state 
mandates for renewable energy purchases. Fifteen 
states have renewable energy funds, which are 
estimated to grow to $3.8 billion by 2012.7  Other 
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incentives include state property and sales tax 
exemptions, grants and rebates, loans, and 
production incentives.8

The reason for these state incentives is 
to promote local economic development and 
increased energy self-reliance. In Iowa, for example, 
MidAmerican Energy announced in 2004 a 310-
megawatt wind project, worth $312 million, on 
two sites in north central and northwest Iowa. The 
company estimates that installing 100 of  the 1.5-
megawatt wind turbines will  provide enough energy 
for 85,000 homes, create 250 construction and 20 
operation jobs, and help move the state toward 
its 1,000-megawatt goal of  renewable energy by 
2010.9  In Pennsylvania, a Spanish wind energy firm, 
Gamesa Corporation, has developed power purchase 
agreements to sell 400 megawatts of  wind power 
to Pennsylvania utilities, enough to power 135,000 
homes. Gamesa’s offices and construction effort are 
expected to generate 1,000 jobs over the next five 
years.10

In Minnesota, corporate income tax regulation 
allows accelerated depreciation provisions that 
mirror the federal Modified Accelerated Cost 
Recovery Schedule (MACRS), offering five-year 
20 percent double-declining balance accounting. 
In 2005, the Iowa Legislature enacted renewable 
energy tax credit certificates for wind, which may be 
applied for refunds of  sales or user taxes. A unique 
aspect of  the Iowa program is that certificates for 
the credits are issued by the Iowa Department of  
Revenue upon application to either the producer 
or purchaser of  renewable energy based on 
documented energy production data. In addition, 
each tax credit certificate may be transferred once 
to another party before being redeemed against 
sales or user tax liability. The amount of  this credit 
for wind is 1.5 cents per kilowatt-hour produced in 
a 10-year period for facilities placed in service from 
July 1, 2005, to January 1, 2011. The Iowa statute 
limits eligibility to 90 megawatts of  nameplate 
generating capacity.11  The Iowa program makes it 
advantageous for purchasers of  renewable energy to 
accept and support it because the tax credits can be 
sold to others. Within one week of  being offered, the 
Iowa credits had all been claimed.

At the federal level, the Public Utility  Regualtory 
Policies Act (PURPA) law and evolving Federal 
Energy Regulatory Commission (FERC) regulations 
compel utilities to accept wind energy and manage 
it as part of  the portfolio of  power sources in their 
service areas. In 1978, PURPA defined a new class 
of  energy producer, a qualifying facility, composed 
of  small-scale commercial energy producers who 

may have surplus power. If  a facility meets FERC’s 
ownership, size and efficiency requirements, utilities 
must purchase this power based on avoided cost 
rates, including a subsidy component. This has the 
effect of  making qualifying facilities, such as wind, 
more attractive as investments. In addition, the 
USDA offers direct Section 9006 grants to rural wind 
projects.

However, the single most important federal 
incentive to invest in wind is the Production Tax 
Credit (PTC) of  1.9 cents per kilowatt-hour (adjusted 
for inflation), which was extended in July 2005 until 
December 31, 2007. The PTC is the primary focus 
of  this study because of  its central importance to 
wind power adoption. It  would be fair to say that 
the PTC is necessary, but not sufficient, to induce 
investments in wind generating facilities. The PTC 
is only one of  various incentives, some sponsored 
by states and others by the federal government, 
which together define an investment package for 
wind. These packages need to be structured to take 
full advantage of  the PTC, which for a variety of  
reasons has proven difficult, especially for small local 
producers and cooperatives. As private banks and 
legal experts have gained experience in financing 
wind projects and negotiating and executing power 
purchase agreements between wind producers and 
utilities, it is increasingly clear that the incentives 
provided by the PTC can be extended and structured 
to ensure that a diverse set of  potential local wind 
power investors can fully capture its benefits.

This study focuses on six different aspects of  
incentive packages for wind. 

First is a discussion of  the need for a longer  
extension of  the PTC (beyond 2007) and a 
corresponding need to benchmarks to oversee its 
application to improve predictability  and budget 
discipline. 

Second is a discussion of  two major methods 
that might expand its usefulness, especially to those 
with insufficient passive income to make use of  its 
tax shield: the outright sale of  tax credits to other 
investors (which for various reasons is problematic), 
and the assignment of  ownership rights between 
investors in a wind power facility in return for rights 
to extract the tax benefits of  the PTC. 

Third is a discussion of  changes in the 
assignment of  property rights to a stream of  wind 
revenues and tax credits, known in the industry as 
an ownership flip. 

Fourth is a discussion of  incentives over and 
above the PTC, including direct income tax credits, 
the Minnesota Small Producer Incentive Payment, 
USDA Rural Development Grants, and several state 
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and federal accelerated depreciation opportunities. 
These are shown on a set of  spreadsheet 
simulations, demonstrating how the aforementioned 
incentives affect the bottom line of  four different 
wind facility ownership models. 

Fifth, we estimate and discuss the fiscal 
implications of  various alternatives and the offsetting 
benefits of  further wind power expansions. 

Sixth, we consider the overarching constraints 
to wind power due to difficulties in gaining access 
to the transmission grid and suggest further study of  
this key problem.

THE NEED TO EXTEND PTCs FOR LONGER PERIODS
Nearly every wind industry analyst has noted 

that the Production Tax Credit (PTC)  suffers from 
its on-again, off-again character. The PTC has been 
reauthorized and extended for a few years at a time: 
too short for investors to plan, organize, and finance 
many projects. The PTC first expired in 1999, was 
extended by Congress to 2001, expired again, and 
was extended in 2002 to the end of  2003. It  was 
again extended in 2004 to the end of  2005 and had 
its most recent extension as part of  the July 2005 
energy bill, which extended it through December 
2007.

This on-again, off-again character has severely 
affected the operations of  wind industry firms, 
ranging from manufacturers of  turbines and 
components to wind facility construction crews  and 
wind prospectors and developers. Higher capital 
costs and fees are the consequences. Lars Moller, 
president of  DMI  Industries and a wind industry 
leader, noted that this tax treatment has led to a loss 
in industry momentum and a boom/bust  pattern 
of  investment leading to increased uncertainty, 
shortages of  key equipment, and added financial 
risks.12  Figur e 2 (page 19) shows the effect of  this 
policy on U.S. wind capacity installation, which has 

proceeded in fits and starts. Terry Hudgens of  PPM 
Energy estimates that the on-again, off-again PTC 
may have added as much as 20 percent to wind 
power costs.13

The Wind Energy Association and other groups 
such as the American Corn Growers have regularly 
called for longer extensions of  the PTC to permit 
a reasonable investment horizon. Although the 
PTC has been extended to December 31, 2007, the 
next reauthorization and extension could be for up 
to a decade if  Congress and the President agree. 
However, a long-term extension of  the PTC may 
induce anxiety on the part of  those worried over 
its budget implications, including deficit hawks in 
Congress and the Congressional Budget Office 
(CBO). Yet, there is no reason such an extension, 
say for 6 to 10 years, could not be accompanied by 
two- to three-year benchmarks in which total use of  
the credit is appraised and its fiscal impacts tallied 
by the CBO. If  these impacts exceed circuit-breaker 
levels, PTC availability  could then be rationed. This 
provision would assure a longer term commitment 
to PTC use while controlling budget exposure. The 
fiscal implications of  long-term extension of  the PTC 
are discussed in a later section of  this paper.

9

SALABILITY AND ASSIGNABILITY OF PRODUCTION TAX CREDITS
The PTC is usable (like accelerated depreciation) 

only to project owners with tax liability. This has 
limited wind development projects for entities that 
are nontaxable, such as cooperatives, nonprofits, and 
publicly owned utilities, which have been disallowed 
from making use of  the 1.9 cents per kilowatt-hour 
PTC credit or the accelerated depreciation provisions 
of  federal law relating to wind projects. Co-ops and 
other nontaxable entities have had access to an 
alternative federal incentive, the Renewable Energy 
Production Incentive (REPI). However, REPI is 
subject to annual Congressional appropriations, 
unlike the PTC, which has no budget line item and is 
guaranteed for 10 years.

In order to fully exploit the PTC, a firm must 
have a substantial tax liability  not subject to the 
Alternative Minimum Tax (AMT). This has the effect 
of  excluding many potential investors, especially 
smaller local entities, and has concentrated  PTC 
benefits  in the hands of  a few large firms with 
passive income who have aggressively courted wind 
development partners. These large firms are led by 
Florida Power and Light, American Electric Power, 
PacifiCorp, and Shell.14  The inability  to use the PTC 
and accelerated depreciation due to a lack of  passive 
income has discouraged investment in wind projects 
by many individuals and partnerships at the local 
level.



Bolinger, et al., (2004), estimate that a 1.5-
megawatt wind project with a 33 percent wind 
capacity factor will  allow a PTC of  about $85,000 
on average for 10 years. Over the first six years, 
accelerated depreciation provides a comparable 
tax savings. To fully utilize these combined tax 
advantages, a minimum tax liability  in the range of  
$100,000 to $200,000 in each of  the first six years 
is required, which fits few taxpaying entities other 
than large firms. Even if  tax liability  is increased by 
spreading ownership across many local investors, an 
additional hurdle is that returns from wind turbines 
are treated as passive income only if  the investor 
is not involved in day-to-day management.15  This 
regulation requires the investor to have other passive 
income (such as rental income but not interest and 
dividends) against which to claim the PTC. It  cannot 
be claimed to offset active or ordinary income. 
Because most individuals or small firms do not have 
large levels of  passive income, use of  the PTC is 
further limited.

In the face of  these constraints, some have 
called for changes allowing the sale or assignment 
of  the PTC to other entities without the currently 
required levels of  passive income. Unfortunately, 
outright sale of  the credits is also restricted, because 
only owners of  the wind project can claim the PTC 
for federal tax purposes, and it cannot be sold to a 
third party unless they, too, are project owners.

A recent measure, introduced in the U.S. Senate 
as the Wind Power Tax Incentives Act of  2005 

(S.715), would assign the PTC to ordinary, and not 
just passive, income.  The final passage of  federal 
energy legislation in July 2005 included provisions 
drawn from S.715, including an amendment enabling 
individual members of  agricultural cooperatives to 
receive the PTC.

Specifically, Senate amendments to the 
Energy Tax Incentives Act of  2005, adopted by 
the final conference committee, allow agricultural 
cooperatives (although not rural electrical 
cooperatives), to pass through the PTC to members, 
based on their eligibility for patronage dividends.16  

In addition, separate provisions provide rural 
electric co-ops (RECs) and public power systems with 
Clean Renewable Energy Bonds, with advantages 
designed to level the playing field for entities, such 
as RECs, that were previously ineligible for the PTC. 
These bonds can be offered by qualified lenders such 
as the National Rural Utilities Finance Corporation 
and CoBank. Instead of  paying interest as it does on 
a conventional bond, the federal government pays 
a tax credit to the bondholder in lieu of  interest, 
which can then be deducted from total income tax 
liability. These bonds will  become available for two 
years beginning January 1, 2006, subject to an $800  
million limit, no less than $300 million of  which is 
reserved for RECs.17  One expert estimates that with 
these bonds, RECs may capture 75 percent of  the 
value of  the PTC received by large passive investors 
on many wind projects.18
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PROPERTY RIGHTS AND OWNERSHIP RULES: FLIPS AND LLCs
Since the PTC has required those benefiting 

from its provisions to be owners with sufficient 
passive income to offset it, an alternative to outright 
sale of  the credit to non-owners is a shift in the 
right of  ownership itself. The financial importance 
of  the PTC has led to innovative ownership models 
called flips, which are a creature of  the constraints 
discussed above. A flip occurs in a community wind 
project when an equity partner with passive income 
becomes the majority owner in the early phases of  
a wind project. In the first 10 years, for example, the 
outside initial majority owner extracts the bulk of  the 
tax benefits of  the PTC and accelerated depreciation 
provisions, after which it cedes ownership back to 
the local partners (initial minority owners).

This arrangement originated in Minnesota and 
is known as the Minnesota Flip. A local farmer-
landowner (or a group of  them) forms a limited 
liability  corporation (LLC) with an outside party 
(normally a C-corporation) able to use the PTC and 

other tax benefits due to its levels of  passive income. 
The local partner(s) in the LLC become 1 percent 
equity holders, while the outside corporate partner 
contributes 99 percent of  equity (although the LLC 
maintains 51 percent of  voting rights). Over the 
first 10 years, all revenues and tax benefits accrue 
according to a 1 percent/99 percent split. The LLC 
may also pay the local partners a management fee. 
Once all the PTC credits have been received  (at the 
end of  10 years), ownership flips to 99 percent/1  
percent, at which time the corporate partner may 
sell out its remaining 1 percent share, or preserve 
it as evidence to the IRS that it has a long-term 
investment interest. After the flip, the local owners 
in the LLC can run the wind facility for the rest of  
its useful life (another 10 or more years), continuing 
to sell power to a utility  often under a small wind 
tariff. Bolinger, et al., (2004, p. 78), estimate that a 
1.5-megawatt wind project under this arrangement 
would generate returns of  about 15 percent to the 



corporate owner and 87 percent to the local LLC 
members.

An alternative arrangement is known as the 
Wisconsin flip, in which local partners provide debt, 
rather than equity, in support of  the project.19  In 
this case (implemented in few cases to date), the 
local investors raise funds by selling shares in an 
LLC, then loan these funds to the outside corporate 
investor, which contributes both equity and its own 
debt (from a commercial lender) to finance the 
project. The corporate investor owns the project 
outright for the first 10 years and extracts the PTC, 
depreciation benefits, and all revenues. Meanwhile, it 
services the commercial debt on the project. It  fully 
repays the commercial loans, but pays only interest, 
not principal, on the loan from the LLC. At the end 
of  10 years, the corporate entity takes the principal 
amount of  the LLC’s loan as payment for the project, 
which becomes the property of  the LLC, free and 
clear. This ownership structure may be better at 
attracting multiple local investors, who benefit 

in the first 10 years from tax deductible interest 
payments. In the next 10 years, the new LLC owners 
receive all project revenues and can use straight-
line depreciation starting in year 11 with the basis 
determined by the principal on the original loan to 
the corporate investor. The internal rates of  return 
on a 1.5-megawatt facility estimated by Bolinger, 
et al., for the Wisconsin flip are 15 percent for the 
corporate investor and 10 percent for the local LLC 
members.20

In the case of  either the Minnesota or Wisconsin 
flip, an LLC is probably the preferable form of  
organizational arrangement. This is because LLCs 
are not tax-exempt, and their ability  to assign 
the PTC to someone else does not create the 
precedent of  conferring a federal tax credit to an 
exempt institution. Under the provisions of  the new 
energy legislation, agricultural co-ops can now also 
participate in the PTC, and rural electric co-ops 
(RECs) can make use of  Clean Renewable Energy 
Bonds.
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ALL INCENTIVES CONSIDERED: A SIMULATION MODEL
Although other ownership arrangements and 

trading schemes can be envisioned, we focus in this 
section on a modeling exercise to determine the 
relative significance of  four discrete examples of  
ownership structures and incentives. After describing 
the base assumptions, we will  analyze the following 
scenarios:

(1) Minnesota Flip LLC scenario with an outside 
passive investor

(2) multiple local-owner LLC scenario with some 
passive income

(3)  cooperative ownership under status quo ante 

conditions, prior to passage of  the new energy 
legislation

(4)  cooperative ownership after passage of  new 
federal legislation allowing the PTC to be set 
against co-op members’ income

The simulation model that will  be used to 
gauge the impact of  different tax and investment 
incentives on a representative wind power facility 
is an investment model appropriate for decision-
making with long-lived assets. The model represents 
the capital cost of  a single large wind turbine and the 
associated income and expense streams that can be 
expected over the life of  that investment, assumed to 
be 20 years. The model yields the following results:

(1) net present value (NPV) of  the project
(2) average cost per kilowatt-hour of  electricity 

produced by the wind turbine
(3) internal rate of  return (IRR) of  the project

The model is based on certain assumptions, 
which include the following:

(1) capital cost of  wind turbine, associated 
easements, legal agreements, power purchase 
agreements, etc., of  $1.65 million in all cases for 
a 1.65-megawatt capacity 

(2) residual salvage value of  the turbine at the end 
of  its economic life of  $161,000

(3) assumed economic life of  20 years
(4) capacity factor for the wind site of  35 percent of  

nameplate
(5) power purchased at 3.3 cents per kilowatt-hour
(6) discount rate of  12 percent

In all scenarios, it is assumed that the wind 
power project is undertaken with 30 percent equity 
and 70 percent debt and that sufficient passive 
income is present to fully use the PTC. Again, it must 
be emphasized that only earnings on nonwind assets  
accrue PTC value to the project. The interest rate is 
assumed to be 7 percent per year for a 10 year loan 
with equal principal retirement in each of  the 10 
years, all typical terms offered by bankers today. 
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The model demonstrates the economic 
attractiveness of  sites with higher wind capacity 
factors due to favorable topography and wind 
currents. When the capacity factor is lowered from 
35 to 30 percent, for example, the IRR for each of  
the four cases falls from 14.56, 12.44, 5.86, and 
10.90 percent to 10.92, 9.04, 3.32, and 7.86 percent, 
respectively. The scenarios price electricity at 3.3 
cents per kilowatt-hour, which is the small distributed 
wind generation purchase tariff  widely used by 
Xcel Energy in Minnesota.21   In other parts of  the 
country, lower power purchase prices have been 
offered and have proven unattractive to investors, 
particularly when lacking state incentives. In the 
four scenarios analyzed, dropping the purchase 
price to 2.5 cents per kilowatt-hour and dropping the 
Minnesota Small Wind Incentive Payment effectively 
converts the NPV to negative levels in all cases. 
Wind site capacity factor would have to rise to a 
rather unrealistic 47 percent to overcome the lower 
power purchase prices of  2.5 cents per kilowatt-hour 
and maintain a 12 percent IRR in the case of  the 
most favorable ownership model. This has important 
implications for states not offering incentives for 
wind development and suggests that in states 
without them, locally based projects are unlikely.

The model also allows for various assumptions 
concerning interest rates as well as depreciation or 
cost recovery methods. Hence, net cash flows from 
operations, use of  depreciation, and the receipt and 
use of  PTCs, USDA grants, Green Tags, and other 
incentive payments can all be represented. USDA 
Rural Development Loans under Section 9006 are 
often sought and received by flips, multiple-local 
owner LLCs, and cooperatives and may represent up 
to 25 percent of  project cost excluding cost of  land.22  
When Section 9006 grants are received, the PTC for 
the recipient project is reduced by an amount equal 
to half of  the grant.23 The selected discount rate is 
applied in each of  the scenarios to represent the 
time preference of  the investors as opposed to the 
interest rate a banker might decide to charge. 

The model thus determines how investments 
in physically identical wind turbines would perform 
financially with various ownership models under 
the stated assumptions. This analysis helps us 
understand the overall motivations of  investors in 
wind turbines as well as the willingness of  bankers 
to finance the projects. In order of  presentation, we 
shall describe individual assumptions and results 
for Minnesota Flips, Multiple Local Owner LLCs, 
and Cooperative wind ownership models under 
the status quo ante and status quo post enactment of  
2005 energy legislation allowing PTC use to be set 

against ordinary income in the case of  agricultural 
cooperatives.

Minnesota Flips
The following assumptions apply to a facility 

under the Minnesota Flip scenario shown in Figur e 
3 (page 20):

(1) The project receives and totally uses the PTC of  
1.9 cents per kilowatt-hour available to majority 
owners.

(2) The project receives Minnesota Wind Incentive  
of  1.5 cents per kilowatt-hour paid for the first 
10 years.

(3) Green Tags are assumed to be traded away in a 
power purchase agreement (PPA).

(4) No USDA grants such as Section 9066 grants are 
received.

(5) The value of  Modified Accelerated Cost 
Recovery System (MACRS) over and above 
straight-line depreciation for 20 years is shown 
in the first 6 years of  the project and is assumed 
at 35 percent, reflecting the high marginal tax 
rate of  majority owners.

Multiple Local Owners LLC (Without USDA Grant)
The following assumptions apply to a facility 

under the Multiple Local Owner LLC scenario shown 
in Figur e 4 (page 21):

(1) The project receives and totally uses the PTC of  
1.9 cents per kilowatt-hour available pro rata to 
all owners in the LLC (same as Figur e 3).

(2) The project receives the Minnesota Wind 
Incentive of  1.5 cents per kilowatt-hour paid for 
the first 10 years (same as Figur e 3).

(3) Green Tags are assumed to be traded away in 
a power purchase agreement (PPA) (same as 
Figur e 3).

(4) No USDA grants, such as the Section 9066 
program, are assumed to be received  (same as 
Figur e 3).

(5) The value of  10-year straight-line depreciation 
taken above 20-year straight-line of  the asset is 
$23,100 in each of  the first 10 years with a 28 
percent marginal tax rate of  the LLC owners 
(different from Figur e 3) because we assume 
few of  the local owners are at a marginal tax 
rate of  35 percent.

Cooperative Status Quo Ante
The following assumptions apply to a facility 

under the cooperative status quo ante scenario shown 
in Figur e 5 (page 22):



(1) The project is assumed ineligible for the federal 
Production Tax Credit of  1.9 cents per kilowatt-
hour.

(2) The project is assumed ineligible for the 
Minnesota Small Producer Incentive Payment of  
1.5 cents per kilowatt-hour.

(3) Green Tags are much more likely to be flowing 
into the hands of  the co-ops, although they are 
not represented in the status quo ante due to 
poor development of  this market. An alternative 
scenario was run with the sale of  Green Tags 
valued at 1 cent per kilowatt-hour for 20 years, 
shown in the summary table (Figur e 7).

(4) The project receives and can use the Renewable 
Energy Production Incentive (REPI) for the 
first 10 years of  the project, which is assumed 
to be received at 80 percent of  the 1.9 cents 
per kilowatt-hour paid on the PTC. (This is due 
to the erratic appropriations and necessary 
percentage cuts applied due to establishment 
of  additional co-op wind capacity exceeding 
appropriation.) 

(5) The project is assumed to depreciate the wind 
turbine over 15 years with the straight line 
method, resulting in a $5,500 value for each of  
the first 15 years based on a 20 percent marginal 
tax rate of  the co-op members of  a rural 
electrical co-op (REC).

Agricultural Cooperative Able to Assign PTC to 
Members

The following assumptions apply to a facility 
under a cooperative scenario in which the qualified 
agricultural cooperative is able to use the PTC, 
apportioning the PTC pro rata among shareholders 
in the cooperative, shown in Figur e 6 (page 23). 
Because Clean Renewable Energy Bonds are 
unavailable until 2006, we model only the pass 
through provisions of  the new energy legislation for 
agricultural cooperatives.

(1) At the top of  the worksheet, below the 
assumptions for equity, debt, and interest, a new 
variable is presented, which is the percent of  
PTC utilized. In the example, a 75 percent usage 
level was assumed. In other words, 75 percent of  
the co-op members could use the PTC if  the full 
PTC credit is returned to the co-op members. If  
taxpaying co-op members had low incomes, this 
assumption would be too high. Alternative rates 
of  PTC use are reported in Figur e 7.

(2) Federal PTCs of  1.9 cents per kilowatt-hour are 
assumed to be available for the first 10 years.

(3) The co-ops are assumed ineligible for the 

Minnesota Small Wind Incentive payment of  1.5 
cents per kilowatt-hour.

(4) Green Tags are assumed to be received and sold 
for 1 cent per kilowatt-hour.

(5) The REPI payment is not shown because it is 
assumed that co-ops would be asked to choose 
to receive either the REPI or a reformulated 
PTC.

(6) The wind turbine is assumed to depreciate over 
15 years with the straight line method, resulting 
in a $5,500 value for each of  the first 15 years 
based on 20 percent marginal tax rate of  the co-
op members.

As shown in Figur e 7 (page 24), all of  the 
scenarios result in electricity costing the same 
amount from sites of  equal capacity factor and 
investment costs. The differences in Net Present 
Value (NPV) result from the timing and magnitude 
of  the project’s cash flow or utilized credits and the 
opportunity by companies and individuals to use 
various payments, credits, and depreciation methods 
due to their marginal tax rates. The Minnesota 
Flip and Multiple Local Ownership LLCs have the 
opportunity to qualify for the Minnesota Small Wind 
Incentive Payment of  1.5 cents per kilowatt-hour, 
unlike the co-op ownership models. In addition to 
receiving this state incentive, the Minnesota Flip 
and Multiple Local Owner LLCs have a greater 
opportunity to use accelerated cost recovery and 
the PTC. A combination of  these factors and a lower 
payment level of  the REPI put the cooperatives at 
a disadvantage compared with the Minnesota Flips 
and Multiple Local Owner LLC models. Favorable 
economics occur when wind projects receive grants 
such as USDA Section 9006 grants. In some cases 
the lack of  such grants can ruin the financial viability  
of  a proposed wind project. 

In contrast, co-ops should logically have 
greater opportunity to retain and later sell tradable 
renewable credits (Green Tags) compared to 
the Minnesota Flips and Multiple Local Owner 
LLCs, although the market for these is somewhat 
undeveloped at this time. Our modeling shows how 
Green Tags can contribute to financial viability  over 
the assumed 20-year life of  a project. The value 
and importance of  Green Tags will  be increased 
as more states pass renewable energy standards. 
If  the United States were to adopt climate change 
targets like the Kyoto Accord, the value of  Green 
Tags would be further enhanced based on the ability  
to trade these vouchers. Any of  the models may be 
eligible for USDA 9006 grants, which would enhance 
the NPVs of  the baseline scenarios. 
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Co-ops are clearly at a disadvantage with 
respect to the lower payments received under the 
REPI program than the PTC. Even if  co-ops can now 
pass through a revised PTC to members, NPVs are 
still lower for the co-ops than for the Minnesota Flip 
ownership models and Multiple Local Owner LLCs, 
largely due to the lower marginal tax rates assumed 
for co-op members. If  new-style agricultural co-
ops, rather than RECs, were formed by wealthier 
individuals with greater opportunities to use the 
PTC, higher returns could result. However, such 
a new style of  co-op might lose the advantage of  
retaining and later selling tradeable renewable 
credits or Green Tags in the course of  negotiating 
power purchase agreements. It  is possible that the 
Clean Renewable Energy Bonds available as of  2006 
will  make up some of  this ground for RECs.

Overall, the modeling exercises suggest several 
conclusions. 

First, the PTC is a critical and necessary 
incentive that could be made even more useful by 
extending it and targeting it to locally based entities. 

Second, despite its importance, other incentives 
including USDA Section 9006 rural development 
loans and grants, attractive purchase prices, state 
wind incentive payments, and Green Tags all play a 
potentially important role. 

Third, for a variety of  reasons, LLCs fare better 
than cooperatives in packaging these incentives to 
generate favorable returns, even under new federal 
legislation allowing pass-through of  the PTC to 
agricultural co-op members.

FISCAL IMPACTS
As noted above, U.S. wind power developments 

have been seriously hamstrung by the erratic 
availability  of  the PTC due to Congressional 
reluctance to embrace longer term extensions. 
This reluctance is based in large part on fears of  
rising fiscal burdens in the face of  current deficits. 
If  federal legislation is later enacted that makes the 
PTC available for a reasonable period of  time (6 to 
10 years), wind prospectors, contractors, bankers, 
landowners, and potential passive investors could 
better organize investment groups to use the  PTC in 
conjunction with other state and federal incentives. 
However, such an extension would need to account 
for the fiscal implications of  expanded use of  the 
PTC.

Accordingly, we estimate fiscal impacts in this 
section based on historical growth rates in installed 
U.S. windpower capacity and an assumed expansion 
at the 2005 rate of  2,500 megawatts a year. We then 
estimate the amount of  wind energy expansion in 
the United States over the 10-year duration of  PTC 
payments. Assuming a 30 percent capacity factor for 
all facilities, we estimate the megawatt-hours that 
could potentially receive the PTC. After applying an 
assumed rate of  inflation, we calculate the maximum 
taxes foregone due to the PTC. We also assume that 
the population of  taxpayers who use the revised 
PTC has a marginal tax rate of  35 percent. Figur e 
8 (page 24) shows estimates based on a steady 
growth rate in windpower of  2,500 megawatts per 
year, based on an inflation rate equal to the previous 
10 years (2.17 percent), and heavy participation (95 
percent) by individuals and businesses who can use 

the PTC to reduce taxes at their 35 percent marginal 
tax rates. Total taxes foregone rise from $101 million 
in 2005 to $428 million in 2013.

An alternative estimate can be calculated based 
on the 18 percent per year annual growth in wind 
capacity required to meet the stated U.S. Department 
of  Energy goal: 100,000 megawatts or 6 percent of  
U.S. capacity from wind by 2020. Figur e 9 (page 25) 
compares the first and second estimates: a steady 
increase of  2,500 megawatts per year versus the 
18 percent compounded rate necessary to reach 
100,000 megawatts of  capacity by 2020. In 2012, the 
fiscal impact of  the 18 percent growth rate exceeds 
that of  the steady growth rate of  2,500 megawatts 
per year due largely to its compounded nature. The 
more ambitious goal of  installing 6 percent of  U.S. 
generating capacity with wind by 2020 thus has a 
greater fiscal impact after 2012, reaching roughly 
$720 million in 2015.

In either scenario, however, total taxes foregone 
are substantially less than $1 billion, quite small in 
relation to the $1 trillion  U.S. budget. And the taxes 
foregone are not simply losses to the U.S. Treasury—
they represent an investment in wind energy 
with manifold public benefits. These include both 
enhanced energy security and environmental quality, 
coupled with rural development and employment. 
When these public and private  benefits are tallied, 
the less than $1 billion in taxes foregone appears to 
be a cost-effective investment in America’s energy 
future.
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TRANSMISSION CONSTRAINTS ON WIND EXPANSION
Even if  reform of  the PTC is undertaken in the 

ways discussed in this paper, additional wind energy 
development will  be limited because many areas 
of  the United States lack transmission capacity and 
rules favoring conventional thermal power plants. 
Kilowatt-hours generated from wind face higher 
transmission costs because wind power generation 
is widely dispersed and the best wind resources are 
often far from significant load centers. In addition, 
wind power’s variable nature makes it more costly 
per unit transmitted due to the charges needed to 
reserve transmission capacity for cases when it fails 
to arrive as anticipated.24 

Technical and regulatory solutions are being 
investigated by others to help overcome constrained 
transmission capacity for wind. In the technical 
area, several companies are developing improved 
conductors that have the capacity to carry two to 
three times the power loads of  conventional cables 
through constrained portions of  the grid on existing 
towers. However, these conductors are most likely 
to be used to carry power short distances in densely 
populated urban areas, since they are currently three 
times more expensive than traditional cable. Another 
technical approach is to improve wind forecasting 
to anticipate the amounts that established wind 
turbines will  generate and have available for 
transmission, hour by hour and a day or more in 
advance. 

 Coupled with better forecasting of  wind power, 
revised regulations for reserving transmission line 
capacity for wind can cut transmission costs and 
relieve the penalty charges that wind generators 
must often pay when unable to utilize a firm request. 
Among the alternatives are the development 
of  hourly firm point-to-point and curtailable, or 
conditional, firm transmission products. An example 
of  a Federal Energy Regulatory Commission (FERC)-
approved improvement in this regard occurred in 
Texas with El Paso Electric Company, which offers 
hourly firm point-to-point transmission service 
on its system. This reform frees up transmission 
capacity that would otherwise not be available for 

wind power.25   In California, FERC approved the 
exemption of  wind from hourly imbalance penalties 
in exchange for monthly netting of  imbalances in 
return for centralized wind delivery forecasting. 
These two examples of  regulatory reforms in states 
with substantial wind generation would undoubtedly 
be helpful in other parts of  the country as well.

Wind power development also requires robust 
and forward-looking regional transmission planning 
that addresses transmission constraints in high 
wind resource areas and integrates the delivery of  
wind power into regional transmission planning. 
Substantial new high-voltage transmission requires 
at least eight years to develop, while wind plant 
development can take less than 12 months. Projected 
wind development needs to be aggregated ahead 
of  purchase agreements for use in transmission 
planning. In several areas of  the country, including 
the Midwest, regional transmission organizations 
(RTOs) have included significant amounts of  wind 
power in their comprehensive transmission planning 
process. This is particularly important given the 
growing number of  states that have set goals and 
requirements for a certain percentage of  electric 
power to be produced from renewable resources.

In conclusion, the United States has vast wind 
resources waiting to be developed. The architecture 
of  the North American transmission grid and the 
rules that have governed it were not created for a 
variable, renewable energy source like wind. As a 
result, transmission constraints can be deal-breakers 
for wind projects on numerous sites with otherwise 
excellent resources, even with a reformed PTC. A 
comprehensive long-term plan for investment in the 
transmission grid that balances the variable nature 
of  wind power and regulations governing access 
and system reliability  requires additional analysis 
and investigation. In the same way that targets have 
been developed by states with respect to renewable 
energy, tax incentives can be developed to reward 
investment in transmission assets that carry targeted 
percentages of  renewable power.

15



1 Kubert, Charles, Howard Learner and Jill Geiger. “Community Wind Financing: A Handbook by the
   Environmental Law and Policy Center.”  Chicago, IL, February 2005. Appendix 1.
2 Estimates are from the Energy Information Administration. Annual Energy Outlook, 2005, p. 7.
3 Ibid, p. 8.
4 Johnson, Roger. “Current States of  Renewable Energy in the Region:  North Dakota.”  Presentation to the
   Renewable Energy Conference, Grand Forks, ND, February 23-24, 2005. Economic impacts attributed to 
   Larry Leistritz, North Dakota State University.
5 EIA. Annual Energy Outlook. Washington, D.C., 2005, p. 3.
6 Office of  Management and Budget. Budget of  the United States Government, Fiscal Year 2000 (Washington, DC)
7 Lehr, Ron. American Wind Energy Association. Presentation to the Renewable Energy Conference. Grand 
  Forks, ND, February 23-24, 2005.
8 See Directory of  State Incentives for Renewable Energy, Table 5 in Kubert, et al., 2005, op. cit., note 1.
9 Press Release. MidAmerican Energy. September 24, 2004.
10 State of  Pennsylvania. PA Power Port. September 2004.
11 Iowa Senate File 390, URL: http://coolice .legis.state.ia.us/Cool-ICE/defaul.asp?category=billinf o&Service=
    Bil  lbook&hbill=sf... (viewed July 18, 2005).
12 Moller, Lars. Presentation to the Renewable Energy Conference. Grand Forks, ND, February 23-24, 2005.
13 Bailey, Diane. “Booming Market but Tougher than Ever.”  Windpower Monthly, July 2005, p. 54.
14 Bolinger, M., R. Wiser, T. Wind, D. Juhl and R. Grace. “A Comparative Analysis of  Community Wind Power
    Development Options in Oregon.”  Energy Trust of  Oregon. July 2004, pp. 19-20.
15 Bolinger, et al., ibid. See Internal Revenue Service Publication 925, listing seven tests determining material
    participation in a project, any one of  which may disqualify an investor from a passive activity.
16 Joint Committee on Taxation. “Description and Technical Explanation of  the Conference Agreement of  H.R.
    6, Title XIII,  the Energy Tax Incentives Act of  2005. January 28, 2005, JCX-60-05, pp. 22-24.
17 Ibid, pp. 26-28.
18 Niezwaag, Dale. Basin Electric, personal correspondence, September 21, 2005.
19 Cooperative Development Services. “Wisconsin Community Based Windpower Project Business Plan.” 
    Madison, Wisconsin, 2003.
20 Bolinger, et al., 2004, op cit., note 14, p. 82.
21 Bolinger, et al., 2004.
22 USDA, Rural Development Section. URL:  http://www .rurdev.usda.gov/rbs/far mbill/w hat_is.html.
23 Kubert, Charles. “Community Wind Financing,” Environmental Law and Policy Center, Chicago, Illinois, p. 
   19.
24 FERC, “Assessing the State of  Wind Energy in Wholesale Electricity Markets,” staff  briefing paper,  
    November 2004, p. 19.
25 Ibid. p. 22.

FOOTNOTES

16



!"#$%&'()''''''*&+&,"-&.'/,&01%"0"12'34515'64%'7&8'9):)';,<=15'"='>?(@
:4$%0&A'/=&%#2'B=64%C<1"4='D#&=02E'D==$<,'/=&%#2'F$1,44G'>??@E'

H<%G&1'I%&=.5'J'/,&01%"0"12'K&C<=.'<=.':$LL,2'

?

(?

>?

M?

N?

@?

O?

P?

34<, Q<5'04CR"=&.'020,& S"=. 7$0,&<%

>?
?M

'H
",,

5'
;&

%
'T

",4
8<

11
U

4$
%

I%<=5C"55"4=
!$&,
FVH
3<L"1<,

!

"!!

#$!!!

#$"!!

%$!!!

%$"!!

&$!!!

#''" #''( #'') #''* #''' %!!! %!!# %!!% %!!& %!!+ %!!"

,
-.

/0
/1

12
3

Figure 1. Levelized electricity costs for new plants 2015
Source: Energy Information Agency, Annual Energy Outlook 2005, Market Trends - Electricity Demand and Supply

Figure 2. Annual installations of U.S. wind capacity 1995-2005
Source: American Wind Energy Association

17



M
N

 F
lip

 S
ta

tu
s 

Q
uo

A
ss

um
pt

io
ns

:
C

on
cl

us
io

ns
:

W
in

d 
Tu

rb
in

e 
C

ap
ac

ity
1.

65
0

M
W

P
er

ce
nt

 E
qu

ity
30

.0
0%

N
P

V
 o

f 2
0 

Y
r. 

P
ro

je
ct

21
3,

85
5

W
in

d 
Tu

rb
in

e 
C

ap
ac

ity
C

ap
ac

ity
 F

ac
to

r o
f W

in
d 

S
ite

35
%

P
er

ce
nt

 o
f D

eb
t

70
.0

0%
A

ve
ra

ge
 C

os
t p

er
 K

W
H

0.
02

95
33

C
ap

ac
ity

 F
ac

to
r o

f W
in

d 
S

ite
A

nn
ua

l P
ro

du
ct

io
n

5,
05

8,
90

0
K

W
H

In
te

re
st

 R
at

e 
C

ha
rg

ed
7.

00
%

IR
R

 fo
r P

ro
je

ct
14

.5
6%

A
nn

ua
l P

ro
du

ct
io

n
P

ric
e 

fo
r P

ur
ch

as
ed

 P
ow

er
$0

.0
33

0
pe

r K
W

H
P

ric
e 

fo
r P

ur
ch

as
ed

 P
ow

er
D

is
co

un
t F

ac
to

r
0.

12
D

is
co

un
t F

ac
to

r
S

al
va

ge
 V

al
ue

(+
)/R

em
ov

al
 C

os
t (

-)
$1

61
,0

00
S

al
va

ge
 V

al
ue

(+
)/R

em
ov

al
 C

os
t (

-)
1,

0
In

iti
al

1
2

3
4

5
6

7
8

9
10

11
12

13
14

15
16

17
18

19
20

C
ap

ita
l E

xp
en

di
tu

re
s

C
ap

ita
l E

xp
en

di
tu

re
s

R
es

ou
rc

e 
In

ve
st

ig
at

io
n

20
,0

00
R

es
ou

rc
e 

In
ve

st
ig

at
io

n
Le

ga
l--

 fo
r S

ite
 

2,
00

0
Le

ga
l--

 fo
r S

ite
 

Le
ga

l--
 P

ow
er

 P
ur

ch
as

e
5,

00
0

Le
ga

l--
 P

ow
er

 P
ur

ch
as

e
In

te
rc

on
ne

ct
io

n 
Fe

es
5,

00
0

In
te

rc
on

ne
ct

io
n 

Fe
es

To
w

er
, T

ur
bi

ne
 &

 In
st

al
la

tio
n

1,
60

8,
00

0
To

w
er

, T
ur

bi
ne

 &
 In

st
al

la
tio

n
Tr

an
sm

is
si

on
 F

ee
de

r L
in

es
2,

00
0

Tr
an

sm
is

si
on

 F
ee

de
r L

in
es

W
or

ki
ng

 C
ap

ita
l, 

D
eb

t R
es

er
ve

8,
00

0
W

or
ki

ng
 C

ap
ita

l, 
D

eb
t R

es
er

ve
S

al
va

ge
 V

al
ue

/R
em

ov
al

 E
xp

en
se

-1
61

,0
00

S
al

va
ge

 V
al

ue
/R

em
ov

al
 E

xp
en

se
To

ta
l C

ap
ita

l E
xp

en
di

tu
re

s
1,

65
0,

00
0

-1
61

,0
00

To
ta

l C
ap

ita
l E

xp
en

di
tu

re
s

R
ev

en
ue

 o
r C

re
di

ts
R

ev
en

ue
 o

r C
re

di
ts

P
ow

er
 P

ur
ch

as
ed

1
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
16

6,
94

4
P

ow
er

 P
ur

ch
as

ed
P

ro
du

ct
io

n 
Ta

x 
C

re
di

t (
Fe

de
ra

l)
1

96
,1

19
96

,1
19

96
,1

19
96

,1
19

96
,1

19
96

,1
19

96
,1

19
96

,1
19

96
,1

19
96

,1
19

P
ro

du
ct

io
n 

Ta
x 

C
re

di
t (

Fe
de

ra
l)

M
N

 S
m

 P
ro

du
ce

r P
ay

m
t @

$.
01

5
1

75
,8

84
75

,8
84

75
,8

84
75

,8
84

75
,8

84
75

,8
84

75
,8

84
75

,8
84

75
,8

84
75

,8
84

M
N

 S
m

 P
ro

du
ce

r P
ay

m
t @

$.
01

5
S

al
e 

of
 G

re
en

 T
ag

s 
@

 $
.0

1/
 k

W
h

0
S

al
e 

of
 G

re
en

 T
ag

s 
@

 $
.0

1/
 k

W
h

R
en

ew
. E

ne
rg

y 
P

ro
d.

 In
ce

nt
. (

R
E

P
I)

R
en

ew
. E

ne
rg

y 
P

ro
d.

 In
ce

nt
. (

R
E

P
I)

U
S

D
A

 R
ur

al
 D

ev
el

op
. G

ra
nt

0
0

U
S

D
A

 R
ur

al
 D

ev
el

op
. G

ra
nt

V
al

.o
f D

ep
r.T

ak
en

 A
bo

ve
 S

L 
A

ss
et

 L
ife

 
85

,7
59

15
4,

36
6

81
,1

85
37

,2
76

37
,2

76
4,

34
5

A
dd

l. 
V

al
ue

 o
f M

A
C

R
S

To
ta

l R
ev

en
ue

 o
r C

re
di

ts
0

42
4,

70
5

49
3,

31
2

42
0,

13
1

37
6,

22
3

37
6,

22
3

34
3,

29
1

33
8,

94
6

33
8,

94
6

33
8,

94
6

33
8,

94
6

16
6,

94
4

16
6,

94
4

16
6,

94
4

16
6,

94
4

16
6,

94
4

16
6,

94
4

16
6,

94
4

16
6,

94
4

16
6,

94
4

16
6,

94
4

To
ta

l R
ev

en
ue

 o
r C

re
di

ts

O
pe

ra
tin

g 
Ex

pe
ns

es
O

pe
ra

tin
g 

Ex
pe

ns
es

O
pe

ra
tio

ns
 &

 M
ai

nt
en

an
ce

0
13

,3
55

13
,3

55
13

,3
55

13
,3

55
13

,3
55

13
,3

55
13

,3
55

13
,3

55
13

,3
55

13
,3

55
13

,3
55

13
,3

55
13

,3
55

13
,3

55
13

,3
55

13
,3

55
13

,3
55

13
,3

55
13

,3
55

13
,3

55
O

pe
ra

tio
ns

 &
 M

ai
nt

en
an

ce
In

su
ra

nc
e 

(H
az

ar
ds

 +
 B

us
. I

nt
er

ru
pt

.)
0

10
,0

00
10

,0
00

10
,0

00
10

,0
00

10
,0

00
10

,0
00

10
,0

00
10

,0
00

10
,0

00
10

,0
00

10
,0

00
10

,0
00

10
,0

00
10

,0
00

10
,0

00
10

,0
00

10
,0

00
10

,0
00

10
,0

00
10

,0
00

In
su

ra
nc

e 
(H

az
ar

ds
 +

 B
us

. I
nt

er
ru

pt
.)

S
er

vi
ce

 &
 W

ar
ra

nt
y

12
,5

00
12

,5
00

23
,9

00
23

,9
00

23
,9

00
23

,9
00

23
,9

00
23

,9
00

23
,9

00
23

,9
00

23
,9

00
23

,9
00

23
,9

00
23

,9
00

23
,9

00
23

,9
00

23
,9

00
23

,9
00

23
,9

00
23

,9
00

S
er

vi
ce

 &
 W

ar
ra

nt
y

E
le

ct
ric

al
 U

sa
ge

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

E
le

ct
ric

al
 U

sa
ge

P
ro

pe
rty

 T
ax

es
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
60

7
P

ro
pe

rty
 T

ax
es

La
nd

 L
ea

se
 

4,
00

0
4,

00
0

4,
00

0
4,

00
0

4,
00

0
4,

00
0

4,
00

0
4,

00
0

4,
00

0
4,

00
0

4,
00

0
4,

00
0

4,
00

0
4,

00
0

4,
00

0
4,

00
0

4,
00

0
4,

00
0

4,
00

0
4,

00
0

La
nd

 L
ea

se
 

A
cc

ou
nt

in
g/

 A
ud

iti
ng

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

1,
00

0
1,

00
0

A
cc

ou
nt

in
g/

 A
ud

iti
ng

In
te

re
st

 P
ai

d
80

,8
50

72
,7

65
64

,6
80

56
,5

95
48

,5
10

40
,4

25
32

,3
40

24
,2

55
16

,1
70

8,
08

5
In

te
re

st
 P

ai
d

To
ta

l O
pe

ra
tin

g 
E

xp
. P

re
-D

ep
re

c.
0

12
3,

31
3

11
5,

22
8

11
8,

54
3

11
0,

45
8

10
2,

37
3

94
,2

88
86

,2
03

78
,1

18
70

,0
33

61
,9

48
53

,8
63

53
,8

63
53

,8
63

53
,8

63
53

,8
63

53
,8

63
53

,8
63

53
,8

63
53

,8
63

53
,8

63
To

ta
l O

pe
ra

tin
g 

E
xp

. P
re

-D
ep

re
c.

D
ep

re
ci

at
io

n 
A

lte
rn

at
iv

es
D

ep
re

ci
at

io
n 

A
lte

rn
at

iv
es

S
tra

ig
ht

-L
in

e 
D

ep
re

ci
at

io
n 

20
 y

r.
82

,5
00

82
,5

00
82

,5
00

82
,5

00
82

,5
00

82
,5

00
82

,5
00

82
,5

00
82

,5
00

82
,5

00
82

,5
00

82
,5

00
82

,5
00

82
,5

00
82

,5
00

82
,5

00
82

,5
00

82
,5

00
82

,5
00

82
,5

00
S

tra
ig

ht
-L

in
e 

D
ep

re
ci

at
io

n 
20

 y
r.

S
tra

ig
ht

-L
in

e 
D

ep
re

ci
at

io
n 

15
 y

r.
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
11

0,
00

0
S

tra
ig

ht
-L

in
e 

D
ep

re
ci

at
io

n 
15

 y
r.

S
tra

ig
ht

-L
in

e 
D

ep
re

ci
at

io
n 

10
 y

r.
16

5,
00

0
16

5,
00

0
16

5,
00

0
16

5,
00

0
16

5,
00

0
16

5,
00

0
16

5,
00

0
16

5,
00

0
16

5,
00

0
16

5,
00

0
S

tra
ig

ht
-L

in
e 

D
ep

re
ci

at
io

n 
10

 y
r.

M
A

C
R

S
 D

ep
re

ci
at

io
n 

Ta
ke

n
33

0,
00

0
52

8,
00

0
31

6,
80

0
19

0,
08

0
19

0,
08

0
95

,0
40

M
A

C
R

S
 D

ep
re

ci
at

io
n 

Ta
ke

n

N
et

 C
as

h 
Fl

ow
 

-1
,6

50
,0

00
30

1,
39

2
37

8,
08

4
30

1,
58

9
26

5,
76

5
27

3,
85

0
24

9,
00

4
25

2,
74

4
26

0,
82

9
26

8,
91

4
27

6,
99

9
11

3,
08

1
11

3,
08

1
11

3,
08

1
11

3,
08

1
11

3,
08

1
11

3,
08

1
11

3,
08

1
11

3,
08

1
11

3,
08

1
27

4,
08

1
N

et
 C

as
h 

Fl
ow

 
D

is
c.

 C
as

h 
Fl

ow
 o

f Y
ea

r
-1

,6
50

,0
00

26
9,

10
0

30
1,

40
7

21
4,

66
5

16
8,

89
9

15
5,

39
0

12
6,

15
3

11
4,

32
8

10
5,

34
4

96
,9

73
89

,1
86

32
,5

08
29

,0
25

25
,9

15
23

,1
39

20
,6

60
18

,4
46

16
,4

70
14

,7
05

13
,1

29
28

,4
13

D
is

c.
 C

as
h 

Fl
ow

 o
f Y

ea
r

C
um

ul
at

iv
e 

D
is

c.
 C

as
h 

Fl
ow

s
26

9,
10

0
57

0,
50

7
78

5,
17

2
95

4,
07

1
1,

10
9,

46
0

1,
23

5,
61

4
1,

34
9,

94
2

1,
45

5,
28

6
1,

55
2,

25
9

1,
64

1,
44

6
1,

67
3,

95
4

1,
70

2,
97

9
1,

72
8,

89
4

1,
75

2,
03

3
1,

77
2,

69
2

1,
79

1,
13

8
1,

80
7,

60
8

1,
82

2,
31

3
1,

83
5,

44
2

1,
86

3,
85

5
C

um
ul

at
iv

e 
D

is
c.

 C
as

h 
Fl

ow
s

In
iti

al
1

2
3

4
5

6
7

8
9

10
11

12
13

14
15

16
17

18
19

20
N

et
 P

re
se

nt
 V

al
ue

 o
f P

ro
je

ct
21

3,
85

5
N

et
 P

re
se

nt
 V

al
ue

 o
f P

ro
je

ct

In
iti

al
 P

rin
ci

pa
l 

1,
15

5,
00

0
1,

03
9,

50
0

92
4,

00
0

80
8,

50
0

69
3,

00
0

57
7,

50
0

46
2,

00
0

34
6,

50
0

23
1,

00
0

11
5,

50
0

In
iti

al
 P

rin
ci

pa
l 

D
eb

t R
et

ire
d 

at
 E

nd
 o

f P
er

io
d

$1
15

,5
00

$1
15

,5
00

$1
15

,5
00

$1
15

,5
00

$1
15

,5
00

$1
15

,5
00

$1
15

,5
00

$1
15

,5
00

$1
15

,5
00

$1
15

,5
00

D
eb

t R
et

ire
d 

at
 E

nd
 o

f P
er

io
d

Figure 3. Wind turbine production economics
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Figure 4. Wind turbine production economics
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Figure 5. Wind turbine production economics
by Douglas G. Tiffany, Dept. of Applied Economics, University of Minnesota
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Figure 6. Wind turbine production economics
by Douglas G. Tiffany, Dept. of Applied Economics, University of Minnesota
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Figure 7. Scenarios of ownership options of wind production assets
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Figure 8. Estimation of U.S. fiscal impact of Production Tax Credit in future years
by Douglas G. Tiffany, Dept. of Applied Economics, University of Minnesota

22



Figure 9. Fiscal impacts of extended wind Production Tax Credit and alternative growth patterns in U.S. wind capacity
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