INNOVATIVE FINANCING
AND CO-OWNERSHIP

Innovative financing is emerging internationally as a strong
social acceptance pathway?, but it is yet to be widely tested in
Australia. Innovative financing refers to a public offering for co-
investment in a portion of a renewable energy project or it may
be structured as co-ownership.

Investing in a local energy asset can operate much the same
way as investing in a local bank. In addition, it creates a direct
connection between the development and local investors/owners
and delivers benefits in the form of financial returns. Importantly
for the project, it creates a group of stakeholders who are literally
invested in its success. It is also a way to act to support the move
to alower carbon economy, while making reasonable returns

on an investment. Currently, there are few direct investment
opportunities in renewable energy as ethical or environmental
funds are yet to create investment opportunities that meet the
demands of many potential investors.

Co-investment or co-ownership can:

> empower communities to participate in the renewable
energy transition

> enhance regional economic benefits
>  create greater community wealth and community assets

>  provide a way for the community to directly invest in large-
scale renewable energy

> assist community groups and individuals to engage with
other locals with common values

> build abasis of local support and advocates for the project.

Research from the US and Germany has shown that community
co-ownership increases the local economic benefits of wind
energy projects by 3.5 to 8 times compared with projects that
are absentee owned”®.

There are currently two fully community-owned wind farms in
Australia — Hepburn Wind in Victoria and Denmark Community
Wind in Western Australia. The first public investment in a large-
scale renewable energy project in Australia is the Sapphire Wind
Farm Community Co-Investment Initiative. The project received
$7.5 million in local community pledges and officially opened for
investment in 2019.

Many variations of these themes exist, and the key is to support
the community to explore options that best suit them. An
alternative approach to standard financing models is that a local
group undertakes some of the community engagement activities
and receives in-kind support in exchange for “sweat equity” (an
interest earned in return for voluntary labour) provisions should
the project go ahead. The sweat equity could be an exchange
for a single shareholding that would deliver annual returns to
enable community or environment groups to undertake local
activities.
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This has been used in the Denmark Community Windfarm,
where a local environmental organisation was gifted 200,000
shares in return for sweat equity related to community
engagement activities. The returns on these shares are
contributing to a grant program run by the organisation.

The following sections explore the differences between
innovative financing and ownership models. Each section
outlines the method, models, partners and platforms that can
assist it to become a reality.

COMMUNITY OWNERSHIP

Community ownership is where an entirely community-
owned vehicle such as a cooperative or company owns and
operates a renewable energy asset. This generally applies to
mid- and small-scale projects, and there are now more than
100 community-owned renewable energy projects across
Australia. The largest such projects are Hepburn Wind, the
Denmark Community Wind Farm and SolarShare’s Majura
Community Solar Farm.

For more information, see the Victorian Government’s
A Guide to Community-Owned Renewable Energy for
Victorians (Lane, Hicks, Thompson and Memery, 2014).

COMMUNITY CO-OWNERSHIP

Co-ownership is where a community-owned vehicle owns

a portion of a renewable energy asset and plays an active
role in decision-making about the project. The community
vehicle may have initiated the development and own a
controlling interest in the project (i.e. more than 50 per

cent) or it may have a smaller role. Typically, the community
vehicle carries risk and responsibilities for the life of the
project and is responsible for the aspects of development
that capitalise on the community vehicle’s strengths, such as
delivering community engagement, relationship building and
communications.

Community co-ownership occurs most commonly with

joint venture projects with a community and developer
(community-developer partnerships). This is where the
community or a renewable energy developer initiates a
renewable energy project and both parties agree to deliver it
in partnership. This structure is used typically for large-scale
renewable energy projects where a community investment
vehicle is part owner, along with the renewable energy
developer and possibly other entities. The community vehicle
often leads community engagement and consultation
activities, while the developer leads the technical studies. In
many cases, the developer owns a majority of shares and
holds most of the decision-making power.



Infigen’s Flyers Creek Wind Farm and the Macedon Ranges
Renewable Energy are two examples of this model. The
Macedon Ranges Sustainability Group’s renewable energy
plans have been in development for almost a decade. With
recent changes in planning to allow the group to progress the
project, it has partnered with Windlab. The parties intend to
jointly develop, build, own and operate a community energy
park in a pine plantation near Woodend in Victoria.
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COMMUNITY-DEVELOPER
PARTNERSHIP TO DELIVER
A WIND FARM

FLYERS CREEK WIND FARM,

NEW SOUTH WALES, CENTRAL NSW
RENEWABLE ENERGY COOPERATIVE
AND INFIGEN

The Central NSW Renewable Energy Co-operative
(CENREC) was created to facilitate the community
purchase of the equivalent of one turbine in the
proposed 38-turbine Flyers Creek Wind Farm, which
will be located between Orange and Blayney in NSW.
Using a community-developer partnership model,
the cooperative has played an important role in
community engagement and education around the
project.

The expectation is that CENREC will raise the funds for
investment in a share offer in the cooperative, which
will be run independently of Infigen. CENREC will then
invest directly with Infigen, which will pay CENREC a
return for its distribution to members/use as per their
cooperative purpose. While the maximum value of the
total community investment or the finer details of the
governance and structure have not yet been finalised,
it's expected that CENREC will run as a cooperative
and will have an interest in the Flyers Creek Wind

Farm and any other projects they may be interested
in. A representative from Infigen currently sits on the
CENREC board.

Once constructed, the wind farm will provide a direct
injection of approximately $1 million per annum to the
local community through payments to landholders,
permanent staff and community fund contributions,

in addition to returns paid to cooperative investors.
The community benefit fund element involves
contributions of $107,000 per annum (plus CPI) to
Blayney Shire Council.

COMMUNITY CO-INVESTMENT

Community co-investment is where a community investment
vehicle invests in a renewable energy asset and in return acquires
rights to a portion of the earnings of the renewable energy
project but has no decision-making power or control over the
operation of the project. The investment could be in the form of
debt, royalty rights or equity.

Community co-investment can be facilitated in two main ways:
via a purpose-built community investment vehicle or a third-
party investment platform. The community investment vehicle
could be a company, cooperative, association or trust. Third-
party investment platforms include management investment
funds and crowdsourcing platforms. The returns on community
investment are linked to the performance of the project as a
whole and may be variable or fixed. While the investment and
its return are not associated with individual turbines or panels,
there may be a symbolic connection developed to a certain
turbine or part of the solar panel array through the community
engagement aspect of the co-investment.

Co-investment is a common method for medium- and large-
scale renewables globally. For example, in Denmark, it is
legislated that every wind project must offer up 20 per cent
for local community investment. This is an emerging model in
Australia, with Sapphire Wind Farm in New South Wales being
the first commercial project to open up to public investment.
Co-investment in local renewable energy assets is a method
to further enhance regional economic benefits. It can create
greater community wealth via a community stake in the
asset and a deeper sense of connection to renewable energy
developments.

Building on the model developed by CWP Renewables for the
Sapphire Wind Farm, several other developers are actively
exploring this model, including OSMI’s proposed Delburn Wind
Farm in the Latrobe Valley and WestWind's Golden Plains Wind
Farm. As part of WestWind’s commitment to sharing financial
benefits with the community, a program is being initiated to
allow host landholders and those living within approximately 10
km of the wind farm to invest in the project.
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GOVERNANCE AND

REGULATORY CONSIDERATIONS

Pursuing a community co-investment and co-ownership
model requires the establishment of a legal vehicle to facilitate
and govern the community involvement. In particular, it is
necessary to choose a legal model that allows a significant
number of owner/investors. Private companies are limited to
20 investors signing up within 12 months, a total investment
of $2 million and a maximum of 50 investors overall. As such,
private companies are unlikely to be attractive for community
co-investment or co-ownership in medium- and large-scale
projects. In order to raise community capital without running into
limitations around the number of shareholders or the amount
of money invested, there are several legal models and model
variations currently available in Australia:

> public company
cooperative
trust

sub-trust in a managed investment fund

vV V VvV V

proprietary limited company working with an accredited
crowdfunding-approved intermediary.

In the context of the proposed project, it is important to consider
and seek legal advice on:

> how any new structures set up for the community
investment would interact with the existing asset and
financing structure

> ongoing administrative and governance requirements

> requirements regarding capital raising and disclosure
documents

>  whether these structures can be used in conjunction with
one another.

The legal models available for community investment vehicles
in Australia are listed in the following table, along with the key
features of each.

r

Some of the key questions to consider
when developing a model are:

> Isit aco-ownership model or co-investment model?
>  Isit better structured as an equity or debt instrument?

> Willthere be a role for community members in
governance and decision making?

>  Willit be an investment on the same terms as other
investors (i.e. fluctuating with performance) or will it have
a floor and cap or a fixed rate of return?

>  Will there need to be limits on who can be a member
(e.g. geographic requirements)?

>  How large a stake is the community able to invest or
own?

> How will the community investment be structured in
regard to other financiers?

> How will risks be managed for the various parties?

> Istheinvestment risk appropriate for the type of
investor?

>  What are the regulatory risks and who is taking them?

> Are there any relevant tax implications?

Landowners at the Sapphire Wind Fdrm. Photo credit - CWP Renewables
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Table 2: A summary of the features of different legal models.

T3AONW Tv9O31 IHL 40 SNLVId

TYPE OF LEGAL MODEL

Proprietary Proprietary Trust (unit) Sub-trust of | Public Cooperative

(private) company with managed company

company crowdfunding investment

intermediary fund
Separate legal entity X X
that can act as a v v v v
community (is a form of
investment vehicle legal agreement,
not a legal entity
inits own right)

Facilities
limited liability of v v v v v v
members/unitholders
Ability to have
membership v v v v v v
requirements (who can/
cannot be a member)
Ongoing level and Medium Medium Medium N/A High Medium
cost of administrative
responsibility for
community investors
Ability to raise capital
by issuing shares v v v v v v
(or equivalent) (subject to (subject to

certain new equity

exemptions) crowdfunding

legislation)

Ability to pay
dividends /distributions v v v v v v
Limitotions.on the v X X X X X
number of investors
Limitations on the v v X X X X

amount that can
be raised through
investment
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PLATFORMS

There are several platforms that are already active in, or
keen to facilitate, community investment participation with
renewables that can simplify the process. Developers are
required to work with platforms to roll out co-investment
models if they wish to access some regulatory exemptions
(e.g. to enable crowdfunding or to avoid needing an
Australian Financial Services Licence). The following is a
selection of the platforms available, and it is expected that
they will expand over time.

DomaCom

DomaCom Australia Limited is the manager of the DomaCom
Fund, which is the first fractional online investment platform
available to retail investors in Australia. It was developed to
fractionalise large assets into affordable investment amounts
that are accessible to retail (mum and dad) investors and
provide them with exposure to assets that are otherwise
generally not available to them (and often only available to
institutional investors). The DomaCom Fund is a registered
managed investment scheme under the Corporations Act and
the Australian Securities Investment Commission. DomaCom
Australia Limited holds an Australian Financial Services
Licence, which allows investors to invest under its general
advice licence and means that DomaCom can also offer a
liquidity facility. The DomaCom Fund has its own professional
trustee (Melbourne Securities Corporation Limited) and
custodian (Perpetual Corporate Trust Limited).

CWP Renewable partnered with DomaCom for the Sapphire
Wind Farm Community Co-investment, which was the first
time the platform had gone beyond property and into
renewable energy. Domacom can fractionalise equity and
debt instruments related to renewable energy projects. The
clear benefit of the platform is that it provides strong due
diligence and removes the need for a community investment
vehicle, thereby eliminating the requirement for a long-term
community administration and governance role.

See domacom.com.au
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Birchal

Birchal is an Australian equity-based crowdfunding platform.
Brands and companies profile their business on Birchal to
engage with new and potential stakeholders. Birchal was one
of the first licensed platforms to allow everyday Australians to
buy shares directly in private and unlisted public companies
under the new Australian Equity Crowdfunding Legislation.
This legislation has certain caps, such as a limit of $5 million
raised per annum and a cap on the total project value of $25
million. Therefore, it is best suited to mid-scale renewables
projects or to partial investment in larger renewable energy
projects.

See birchal.com
Future Renewables Fund

The Future Renewables Fund by superannuation provider
Future Super is another recent innovative platform. The fund
directs funding to new solar farms through both equity and
debt financing. It is supported by the Array App, which focuses
on targeting a broader, younger investor base into Australian
renewables. The target return of the fund is 5.2 per cent per
annum after fees and expenses and including distributions.
The fund is also partnering with Impact Investment Group to
deliver new solar farm developments.

See www.futurerenewablesfund.com.au




Sapphire Wind Farm. Photo credit - CWP Renewables
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Determining the community of benefit




