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Scale Microgrid Solutions
Compiles Assets, Financing to

Power Market

NICK DECICCO, SENIOR WRITER, NOVOGRADAC

Technologies to build a more sustainable earth come in numerous forms—solar

panels, wind turbines, energy storage, hydropower,

energy and more.

One approach from Scale Microgrid Solutions
aims to blend multiple forms en route to providing
reliability, resilience and even energy independence.
It’s microgrids, a multiplatform technology that fuses
sources such as solar, battery energy storage, fuel cells
and combined heat and power or combined cooling
and power. The microgrids aim to deliver cheap, clean,

resilient power for Scale’s customers.

Julian Torres, chief investment officer for Scale,
sees microgrids as a necessary step in a sector of the

industry that is continually growing and adapting.

“It’s adjacent to what the marketplace is already doing,
kind of an evolution,” Torres said. “Things evolve
not in massive jumps and leaps, but in increments.
Microgrids show incremental progress forward for the

industry.”

Scale is an integrated distributed energy business,
a portfolio company of global private equity firm
Warburg Pincus. Warburg Pincus has invested more
than $100 billion in more than a thousand companies
in 40-plus countries. That association means there’s
hefty financial force to back up Scale’s microgrids in
addition to its ability to provide financial solutions
to developers and others in the renewable energy
marketplace. The capital and the technology help
Scale drive in two lanes at once—expanding a market
with a fresh technology while also bringing a towering

capital stack.

harnessing geothermal

All That Power

Scale focuses much of its efforts in California and the
northeastern United States. The company develops
and sells modular microgrids with its own internal
team. It designs the microgrids, engineers them,
procures the components, manages installation and

operates the completed systems.

“We are capable, with our funding from Warburg
Pincus, to offer all of that in a turnkey microgrid
service agreement that requires no [capital expense]

up front from our customers,” Torres said.

The microgrids are multi-asset capabilities that
combine solar, energy storage and dispatchable
generation. Some are bespoke microgrids, modified to
fit the purchaser’s needs. Scale’s microgrids typically

deliver service over a 20-year window.

Torres said most solar and battery storage systems are
designed to operate in parallel with the grid, creating
a dependency. Microgrids, on the other hand, deliver
the option to work with the grid or, if necessary,
provide ease of controls and electronics to manage a

facility off grid.

“I think what truly differentiates microgrids from
other distributed generating resources is the ability to
‘island’ the system,” Torres said. “In layman’s terms,
that means a facility can flip a switch and it no longer

will import or export electricity from the grid.”



In response to customer demand or preferences, Scale
sometimes turns to gas-fired turbines to keep the

constant flow of energy.

“In our microgrid implementation with solar, battery
storage and gas, the gas is really there for the long

duration resiliency component,” Torres said.

Torres said that even though microgrids incorporate
gas-fired generation, theyre typically cleaner and
dispatched in a more limited basis than a larger gas-

fired peaker.

Sustainability, Reliability and Resilience
Torres said building market awareness is the first step

for microgrids. “What is a microgrid?” “How can I get

one?” and “How can I finance it?” are often some of

the initial questions.

Sustainability, reliability and resilience are three
key factors from Scale’s point of view. Needs vary
across the nation, but geography is factor in every
application. Some states provide rebates or other
incentives for end users. Some markets have high
utility rates. Some states simply receive more sun and
have more daylight hours, allowing them to make

greater use of a tool such as solar panels.

Torres said Scale looks to work in areas that hit the
sweet spot for all three elements, which is often
California and the northeastern United States. Torres

said the northeast often has consistent natural gas

Source: Scale Microgrid Solutions
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policy, which makes it an advantageous area for
microgrids. California hits the sweet spot for solar
sources and state-level storage incentives, but also
has a market that sees greater value in being able to

generate power separately from the grid.

“Unfortunately, (California faces) a much higher
value of resiliency because the grid is not as reliable
due to exogenous factors, like seasonal wildfire risk,”

Torres said.

In places where the grid is congested, microgrids can

provide resilience, but also serve the broader grid.

“Bringing all of these components together is a
challenge to optimize and balance all of those different
and sometimes competing variables,” Torres said.
“That’s more of a function for meeting the needs of our

customer.”

Microgrids are often positioned as a backstop
for energy systems that require a constant power
source, making them ideal for campus-type
environments such as higher education, health care
and assisted living facilities as well as indoor and/or
controlled-environment agriculture, hospitality, cold

storage and more.

“We see an advantage where the customer needs more
than simply net-metered energy from solar, where
there’s a premium for resiliency or thermal outputs,”

Torres said.

This means the value of bespoke and modular
microgrids is paramount, allowing Scale to deliver a
product that fits customer needs in practical terms as

well as financial terms.

“We have a lot of proprietary capabilities to optimize
assets,” Torres said. “All of that work has been done

before we are on-site.”

Torres said funding electric vehicle infrastructure

projects is “a really hot segment for us right now”

because fleets are infrastructure-dependent due
to charging needs. Microgrids can power delivery
fleets or public transit vehicles, which often require
large batteries to charge quickly and thus a consume
significant volume of electricity, which microgrids

can provide.

“Microgrids and EVs, in the energy transition, are very

symbiotic products,” Torres said.

Financing and Tax Credits

Not only does Scale deliver the hardware, it also
brings deep pockets. The company can provide
financial solutions to developers and other
participants in the marketplace, which takes a variety
of shapes, from development capital to acquiring

portfolios to repowering or optimizing assets.

Having the backing of Warburg Pincus allows Scale to
do its own project financing. The company can agree
to terms and conditions knowing it has the balance

sheet to support them.

That also means that Scale has a good idea of the
right financing tools for its various modular microgrid
components,

including a list of pre-screened

components that work well in tandem, Torres said.

From the tax credit perspective, certain generating
components of microgrids (e.g. solar and batteries
charged with solar and CHP) qualify for the federal
While

microgrids as energy property are not currently

renewable energy investment tax credit.

delineated in the tax code as a single entity, their
component systems are. Torres said legislation
proposed starting in 2021 would expand tax credits
to incorporate the technology needed to create

microgrids.

“That would materially expand the eligibility of tax
credits for microgrids and put them on par with a
non-microgrid behind the meter energy system,”

Torres said.



Torres said even if legislation passes, that it would
need to include cost segmentation to determine which
components are eligible and which are not due to the

presence of carbon elements.

Under the current setup, 26% of the total installed
value of a solar facility can be expected to have a
tax credit or tax credit effective rate, given 100%
eligibility, which isn’t always the case. For microgrids,
comparatively, the math can be closer to 10% to 15%
under the current setup. Still, Torres said microgrids
are eligible for 100% bonus depreciation “just like
any other asset that would qualify, whether it’s a

microgrid or not.”

Looking Forward

Torres said technologies benefit from scale and while
economic headwinds are bleeding into the renewable
energy sector, he said Scale is less sensitive to the
vicissitudes of the market due to Scale’s mixture

of assets.

Torres said a lot of research and development from
the U.S. Department of Energy is for resilient and
“nonwires” alternatives to improve the grid, increase
the focus of private institutions and on meeting
environmental, social and governance goals. He hopes
that the societal impact of distributed energy is one of

environmental justice.

Torres also emphasized the role of microgrids as a  «clean, distributed generation is often located in

tool for energy transition as a whole as more aspects | ;han environments with dense housing next to

of the economy that previously relied upon fossil-fired . arcial and  industrial applications where a

energy shift. Torres said Federal Energy regulatory microgrid like ours would be a net benefit,” Torres

Commission’s Order 2222, which allows aggregators  g,i4 “pair that use with a clean microgrid from Scale

of energy resources such as microgrids to compete power an electrified bus depot that previously had

in regional wholesale electricity markets, also opens g 1 issions from fueling and operating diesel or even

greater doors for the technology. Torres said it allows hybrid buses, eliminating much of those emissions

“independent operators to allow behind-the-meter | hether from the pump or from vehicles themselves

participation in wholesale markets.” The rules of the running their routes with no emission vehicles and

implementation are still being determined, he said. virtually no-emission microgrids.” $
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Notice pursuant to IRS regulations: Any discussion of U.S. federal or state tax issues contained in this article is not intended to
be used, and cannot be used, by any taxpayer for the purpose of avoiding penalties under the Internal Revenue Code; nor is any
such advice intended to be used to support the promotion or marketing of a transaction. Any discussion on tax issues reflected
in the article are not intended to be construed as tax advice or to create an accountant-client relationship between the reader
and Novogradac & Company LLP and/or the author(s) of the article, and should not be relied upon by readers since tax results
depend on the particular circumstances of each taxpayer. Readers should consult a competent tax advisor before pursuing
any tax savings strategies. Any opinions or conclusions expressed by the author(s) should not be construed as opinions or
conclusions of Novogradac & Company LLP.

This editorial material is for informational purposes only and should not be construed otherwise. Advice and interpretation
regarding property compliance or any other material covered in this article can only be obtained from your tax advisor. For
further information visit www.novoco.com.

Y
m
p
=
>
99)
—
m
m
p
m
Py,
9)
<
-]
>
X
@)
Y
m
O
_|
wn

2z0Z 1sNbny ¢ SHpalD) Xe] Jo [eulnor 2epelboAON

o1
o



EDITORIAL DIRECTOR
Alex Ruiz

TECHNICAL EDITORS

Glenn A. Graff
JillHoman
Martin Muoto

Q ®
e ‘0 NOVOGRADAC®
O
a
EDITORIAL BOARD ADVISORY BOARD
PUBLISHER OPPORTUNITY ZONES
Michael J. Novogradac, CPA Dan Altman SIDLEY AUSTIN LLP

APPLEGATE & THORNE-THOMSEN
JAVELIN 19 INVESTMENTS
SOLA IMPACT

LOW-INCOME HOUSING TAX CREDITS

Thomas Boccia, CPA Matt Meeker, CPA Jim Campbell SOMERSET DEVELOPMENT COMPANY LLC
Chris Key, CPA John Sciarretti, CPA Tom Dixon LUMENT
Diana Letsinger, CPA Stacey Stewart, CPA Richard Gerwitz CITICOMMUNITY CAPITAL
Elizabeth Bland Glynn  travoisinc.
Rochelle Lento DYKEMA GOSSETT PLLC

COPY

SENIOR EDITOR

Brad Stanhope

SENIOR MARKETING MANAGER
Teresa Garcia

John Lisella lll
Derrick Lovett
Rob Wasserman

U.S. BANCORP COMMUNITY DEV. CORP.
MBD COMMUNITY HOUSING CORP.
U.S. BANCORP COMMUNITY DEV. CORP.

SENIOR COPY EDITOR SENIOR WRITER PROPERTY COMPLIANCE

Mark O’Meara Nick DeCicco Jen Brewerton DOMINIUM
Kristen Han WNC

CONTRIBUTING WRITERS Michael Kotin KAY KAY REALTY CORP.

Thomas Boccia Charles A. Rhuda lll

HOUSING AND URBAN DEVELOPMENT

Justin Chubb Lurya Tara Rial ) s
Stacy Gordon Doug Sellers Victor Clrllo‘ NEWARK HOUSING AUTHORITY
Cindy Hamilton Mark Shelburne Flynann Janisse RAINBOW HOUSING
. . . . Ray Landry DAVIS-PENN MORTGAGE CO.
Karie McMillen Craig Staswick .
. . Denise Muha NATIONAL LEASED HOUSING ASSOCIATION
Stephanie Naquin Noah Sutter .
Monica Sussman NIXON PEABODY LLP
Joseph Petrullo Shela Zhou
NEW MARKETS TAX CREDITS

Frank Altman COMMUNITY REINVESTMENT FUND
Maria Bustria-Glickman ussank

Elaine DiPietro BLOOMING VENTURES LLC

Chimeka Gladney ENTERPRISE COMMUNITY INVESTMENT INC.
Tracey Gunn Lowell
Ruth Sparrow

ART

CREATIVE DIRECTOR
Alexandra Louie

U.S. BANCORP COMMUNITY DEV. CORP.

GRAPHIC DESIGNER FUTURES UNLIMITED LAW PC

Brandon Yoder William Turner WELLS FARGO
CONTACT HISTORIC TAX CREDITS
Irvin Henderson HENDERSON & COMPANY

CORRESPONDENCE AND EDITORIAL SUBMISSIONS
Teresa Garcia
teresa.garcia@novoco.com
925.949.4232

ADVERTISING INQUIRIES

Christianna Cohen
christianna.cohen@novoco.com
925.949.4216

Merrill Hoopengardner  NATIONAL TRUST COMMUNITY INVESTMENT CORP.
Bill MacRostie
Marty Richardson
Claudia Robinson
Donna Rodney
John Tess

MACROSTIE HISTORIC ADVISORS LLC
OLD NATIONAL BANK

BANK OF AMERICA

MILES & STOCKBRIDGE

HERITAGE CONSULTING GROUP

ALL MATERIAL IN THIS PUBLICATION IS FOR INFORMATIONAL PURPOSES ONLY AND SHOULD NOT BE
CONSTRUED AS PROFESSIONAL ADVICE OFFERED BY NOVOGRADAC OR BY ANY CONTRIBUTORS TO THIS
PUBLICATION.

RENEWABLE ENERGY TAX CREDITS
Jim Howard DUDLEY VENTURES
Elizabeth Kaiga DNV 6L

Forrest Milder NIXON PEABODY LLP

ADVICE AND INTERPRETATION REGARDING THE LOW-INCOME HOUSING TAX CREDIT OR ANY OTHER
MATERIAL COVERED IN THIS PUBLICATION CAN ONLY BE OBTAINED FROM YOUR TAX AND/OR LEGAL
ADVISOR.

© Novogradac 2022 All rights reserved.
ISSN 2152-646X

2
=
2
-]
Q
<
o
O
o
)
o
3
L 4
>
-
Q@
C
4
N
O
N
N

Reproduction of this publication in whole or in part in any form without
written permission from the publisher is prohibited by law.

°
(&)



