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Clean Renewable Energy Bonds:
Comparable Renewable Generation Incentives

Background. Not-for-profit, consumer-focused electric cooperatives can play an important role in
helping to fulfill the nation’s increasing need for renewable energy. Many electric cooperatives are
ideally located to take advantage of opportunities to generate power from primarily rural
resources. However, electric cooperatives cannot utilize conventional tax incentives, such as the
federal Production Tax Credit (PTC), that Congress provides for the for-profit energy sector.

New renewable generation capacity is significantly more expensive to install than conventional
gas or coal generation. Investor-owned utilities and private developers can use PTCs to help
bring down the price of renewable generation from wind, closed loop biomass, open loop
biomass, animal waste nutrients, landfill gas, municipal solid waste, geothermal and hydropower
(solar is provided an investment tax credit). The PTC provides up to a 2.0 cent/kWh tax credit that
can be deducted directly from the federal income tax owed by profit-making companies,
effectively lowering the wholesale cost of electricity produced by renewable sources.

Without tax incentives comparable to those already provided other electricity generators,
renewable generation is simply unaffordable for most electric cooperatives’ member-owners. The
significant capital expense to produce these resources is compounded by the fact that electric
cooperatives serve by far the lowest average density of consumers per mile among the three
utility sectors and in turn, have the lowest revenue per mile.

In order to tap the potential for renewable generation from electric cooperatives, the Energy
Policy Act of 2005 (EPAct) provides a ground-breaking tax incentive tailored for electric
cooperatives and municipal utilities — the Clean Renewable Energy Bond (CREB) program. The
CREB program will expire January 1, 2009, along with the PTC. This program provides electric
cooperatives with an incentive comparable to the PTC that has long been available to the for-
profit energy sector.

The CREB program provides electric cooperatives and public power systems with an equivalent
to interest-free loans for financing qualified energy projects. Under the program, the electric
cooperative or cooperative lender would issue the tax credit bond. With a conventional bond, the
issuer must pay interest to the bondholder. With a tax credit bond, the federal government pays a
tax credit to the bondholder in lieu of the issuer paying interest to the bondholder. The Treasury
Department sets the rate of the credit on a daily basis in an amount that permits the issuance of
the tax credit bond without discount and without interest cost to the issuer.

The bondholder can deduct the amount of the tax credit from their total income tax liability. The
bonds are taxable, so if the credit is worth $100 and the bondholder is in the 35 percent tax
bracket, the bondholder would deduct $65 from their tax liability.

Response among electric cooperatives to the CREB program has been significant. Under EPAct,

$800 million in CREBSs are authorized for a two-year window through January 1, 2008, with $300
million provided for electric cooperatives. Electric cooperatives submitted 85 applications for a
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total of $554 million in bond authority; 78 cooperative projects in 22 states received bond
allocations. Congress provided additional funding of $400 million, with $150 million set aside for
electric cooperatives, at the end of 2006. The program, however, remains underfunded.

Congress passed the Emergency Economic Stabilization Act of 2008 with a tax extenders
package of renewable energy incentives, including another $800 million for CREBs with one-third
set aside for electric cooperatives.

The American Recovery and Reinvestment Act (economic stimulus) legislation enacted in
February 2009 included an additional $1.6 billion for the CREB program, with a third set aside for
electric cooperatives. The legislation also extends the renewable energy PTC to 2012.

The Internal Revenue Service has published notice n-09-33, soliciting applications for the funding
provided by both bills by August 4, 2009.

Status. The renewable energy incentives issue will be revisited in the 111th Congress.

NRECA Position. Electric cooperatives urge Congress to extend the CREB program, with a
minimum set aside for electric cooperatives. Electric cooperatives need incentives to afford
renewable generation, just as IOUs are able to afford renewable generation using Production Tax
Credits. The CREBSs program provides a comparable incentive tailored to co-ops, acting as
interest-free loans to finance qualified renewable energy projects. Co-ops have submitted a
significant number of applications to the Treasury Department, demonstrating that many potential
projects are poised to come on line.
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