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On behalf of the team at 5, | am pleased to forward our market letter for the

fourth quarter of 2020. This issue revisits the 2020 election and discusses its potential impact on
energy policy. Other topics covered include: (i) key energy provisions in the Stimulus Bill passed on
December 29, 2020, (ii) green hydrogen, and (iii) the continued shift in generation from coal and
nuclear to renewables. We conclude by noting the dramatic spike of LNG prices in Asia, a good
reminder that, notwithstanding a long period of depressed pricing, electricity and natural gas remain
volatile commodities that must be carefully managed.

THE NOVEMBER ELECTIONS

In Issue 3, we included a chart that summarized the likely impact of several different potential
election results. The list failed to include the actual result: President-elect Biden winning the White
House, the Democrats controlling the House with a significantly lower majority (11 votes vs. 38
votes), and a Senate split 50/50. The chart below adds the actual result to our prior chart of possible
outcomes.
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Clean energy initiatives continue
to be driven by states and
corporate buyers. Little to no
Federal action on climate
change

FERC remains controlled by
Republicans. Continued
litigation over state subsidies for
renewable power

Potential exit of NJ and other
states from PJM

EPA’s power further reduced

US rejoins Paris Climate
accord

Expect some Federal action
to support climate change,
for example, extension of
tax cuts for renewable
generation and other pro-
climate action that can be
taken by Executive Action

FERC flips Democratic.
Expect support for PJM
MOPR and general shift to
support state efforts to
subsidize renewables.
Litigation likely

Uphill battle to get Federal
legislation passed to
address climate change

US rejoins Paris Climate
Accord

Aggressive legislation to
promote clean energy. In
earlier statements Biden
supported 100% clean
energy by 2035 — this could
come back

FERC supports renewable
subsidies

Potential introduction of
carbon tax

Potential limits on fracking

Clean energy
initiatives continue
to be driven by
states and
corporates.

Little to no Federal
action on climate
change

US rejoins Paris Climate Accord

Expect some Federal action to support
climate change, for example, extension of
tax cuts for renewable generation and
other pro-climate action that can be taken
by Executive Action

Rollback of EPA actions taken by Trump
Administration

FERC chairmanship and post June,
majority of Democratic commissioners at
FERC. Expect more support at FERC for
state renewable programs

Table 1: Potential Election Results from 5

QO 972-445-9584
energyby5.com

While Democrats “control” the House and Senate, the slim Democratic majority in the House and a
split Senate will hamper Biden’s ability to pass sweeping climate-related legislation. Biden has a few
aggressive procedural options available to pass climate legislation (such as using the budget
reconciliation process), but without broad support in Congress, we think the administration is more
likely to focus on small wins. We do not expect anything resembling the “Green New Deal” or a move
to pass a federal ban on fracking in 2021.

Ossoff and Warnock’s wins in Georgia boosted Biden’s ability to affect energy policy. Cabinet level
appointments only require a majority vote of the Senate and cannot be held up by a filibuster.
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Biden can pick his cabinet without fear of a confirmation battle. And a look at his core climate team,
shows that he has clearly taken advantage of this flexibility.

Biden's core climate team

President-elect Joe Biden's senior leadership picks have years of experience with climate policy. He and Vice President-
elect Kamala Harris infroduced these seven as their core climate team. Gina McCarthy, John Kerry and Ali Zaidi will not
require Senate confirmation. The others will.

Office Name Background

NRDC president, former EPA
National Climate Advisor Gina McCarthy administrator, led Obama-era climate
policy efforts, including Clean Power Plan

Former secretary of state, negotiated
Special Envoy for Climate Change John Kerry international climate efforts under
Obama, signed Paris climate accord

Former Michigan governor, advocated
Energy Secretary Jennifer Granholm use of renewable energy and EV
technology during auto industry recovery

Congresswoman from Mew Mexico, has
Interior Secretary Deb Haaland promoted climate, environment and
public lands protection

Secretary of North Carolina Department
Michael Regan of Environmental Quality, leads state’s
climate change interagency council

Environmental Protection Agency
Administrator

Southern Environmental Law Center
Brenda Mallory regulatory policy director, former EPA and
CEQ counsel, environmental lawyer

Council on Environmental Quality
Director

Former Office of Management and
Deputy National Climate Advisor Ali Zaidi Budget official, lawyer focused on
sustainability and climate change

Table: The Conversation/CC-BY-MD - Source: Biden announcements - Get the data

Figure 1: Biden's Core Climate Team from ecowatch.com

Biden also named Boston’s mayor Marty Walsh and Rhode Island’s Governor Gina Raimondo, both
strong supporters of climate change legislation, as Secretary of Labor and Secretary of Commerce,
respectively.

In addition to appointing strong climate advocates in key cabinet posts, we expect Biden to: (i)
announce a plan to re-join the Paris Accord, and (ii) initiate steps to eliminate carbon generation by
2035 and reduce the carbon footprint of new and existing buildings 50% by 2035. Both of these
commitments were part of his campaign platform. We expect a re-invigorated EPA to take various
actions to increase environmental controls. Such controls may increase the cost of operating fossil
fuel generation, but we do not see such policies impacting the energy market. As Bank of America
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recently noted in a market analysis, stricter environmental regulation is unlikely to accelerate the
already rapid pace of coal plant retirements.

On election day, FERC only had 3 commissioners. This changed on November 30th when the
Senate confirmed Mark Christie (a Republican) and Allison Clements (a Democrat) as
commissioners. Following this vote, FERC now has a full set of commissioners, 3 of whom are
Republican. The composition of FERC is set until Commissioner Chatterjee’s (Republican) term
expires in June 2021. Once a Democratic commissioner is appointed to replace Chatterjee, the
FERC will shift to 3 Democrats and 2 Republicans. In the meantime, Biden has the power to name a
new Chairman. This is likely to be Allison Clements or Richard Glick. We will be watching closely to
see how changes at the White House will impact FERC policy, particularly the MOPR ruling that,
under a Trump controlled FERC, cut back on the ability of the states to subsidize renewable
generation.

THE STIMULUS BILL: A LATE CHRISTMAS PRESENT FOR RENEWABLE
GENERATION

President Trump gave Biden’s climate plans a head start when he reluctantly signed the revised
stimulus bill on December 29th. The bill contained several significant benefits for renewable energy
developers. Federal solar tax credits were extended — under prior legislation, the tax credit declined
from 26% to 22% for projects that failed to begin construction by December 31, 2020. The new bill
provides that the 26% tax credit is available as long as construction begins by the end of 2022. It
also extended tax benefits for residential solar projects.

Onshore and offshore wind projects received similar benefits. Tax credits for onshore wind projects
set to expire for projects that did not begin construction by the end of 2020, now have another 12
months to commence construction and qualify for significant federal benefits. Offshore projects now
have until the end of 2025 to commence construction and still qualify for a 30% investment tax credit
— a period that takes into account the challenges of developing offshore wind generation. Central
heat and power, small wind, microturbine and fuel cell projects also received additional tax benefits.
The bill also provided new tax benefits to fuel cell motor vehicles, energy efficient commercial
buildings, biofuels, and energy efficient homes — among others.

GREEN HYDROGEN

2020 saw green hydrogen gain significant traction as investors, regulators, and policy experts
around the world began to seriously consider the technology’s future as the key to unlocking a 100%
zero-emissions energy system. Green hydrogen, hydrogen produced by renewable energy, is often
described as a “Swiss Army knife” as it can be used to fuel transit, power buildings, and store energy
for long periods of time. In the United States, major green hydrogen projects are underway in
California and the Northeast and natural gas companies are beginning to consider the technology as
a way to eliminate greenhouse gas emissions from that sector. Around the world, green hydrogen
investment has risen to staggering amounts as the European Union, Australia, and China, strive to
become the center of the new green economy.
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In 2021, this growth will continue as the world increasingly works to move past fossil fuels. The
incoming Biden administration has pledged to throw its weight behind zero-emission generation, and
any bet on green hydrogen is a bet on renewable energy.

RENEWABLE GENERATION: THE MARKET CONTINUES TO GREEN

Biden’s team will move quickly to introduce policies that incentivize carbon neutral generation. The
stock market clearly expects to see an acceleration in renewable development, and renewable
stocks have traded up significantly. The competitive market may play an even bigger role. As the
graphs below demonstrate, the dramatic decline in the cost of wind and solar supports the shifting
energy landscape.

Levelized Cost of Energy Comparison—Historical Renewable Energy LCOE
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Figure 2: Levelized Cost of Energy Comparison from lazard.com

This reduction in cost translates directly into more renewable projects and fewer coal and nuclear
generation units. EIA projects that 2021 will be a banner year for renewable installations and more
coal and nuclear plant retirements. Overall, 9,100 MWs of generation is expected to be retired in
2021. 56% of these retirements will be nuclear plants and 31% coal fired. Key nuclear plants to be
taken out of service include the Dresden and Byron plants in lllinois, and the last Indian Point reactor
in New York. For our clients in New York, we continue to think there is some risk of price volatility
after the last Indian Point unit is closed down. Large coal retirements will take place in various states
including Maryland, Florida, Connecticut and Wisconsin.
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Nuclear and coal will account for majority of U.S.
generating capacity retirements i 2021

Planned U.5. electric generating capacity retirements (2021)
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Figure 3: Planned US Electric Generating Capacity Retirements (2021) from eia.gov

Wind and solar generation are replacing the coal and nuclear plants. EIA projects that almost 40
GWs of new renewable capacity will come online in 2021. Solar continues to lead the way,
comprising some 39% of the new capacity, followed by wind at 31%. Texas still leads all other
states, comprising 28% of the new capacity while Nevada, California, and North Carolina all see
significant increases. Not surprisingly, EIA expects utility-scale storage to quadruple with 4.3 GWs of

battery capacity to come online in 2021 — helping to address the intermittency associated with
renewable generation.
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Renewables account for most new U.S. electricity
generating capacity in 2021

Planned U.S. utility-scale electricity generating capacity additions (2021) S
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Figure 4: Planned US Utility-Scale Electricity Generating Capacity Additions (2021) from eia.gov

ENERGY PRICE VOLATILITY

The changing energy market and the growth of intermittent supply, from sources such as wind and
solar, may drive increased volatility in the price of electricity and natural gas. We often see a direct
correlation between market changes and price volatility. The recent spike in LNG prices in Asia
reminds us of the risk inherent in the energy markets. In this case, unexpectedly cold weather
together with a shortage in LNG ships caused a dramatic increase in LNG prices. As shown in the
chart below, LNG is now 15x more expensive than it was when demand was hammered by the
pandemic in the spring of 2020. The LNG price increase has spread to other markets as well, with
electricity in Japan trading at record highs.
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Natural-gas prices since the end of 2019
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Mote: Asian prices are for liquefied-natural gas delivered into Japan, South Korea, China and Taiwan. US. prices are for futures contracts tied to gas at
Her bin Louisiana.

Sources: S&P Global Platts (Asia); Facts

Figure 5: Natural-Gas Prices Since the End of 2019 from spglobal.com

In short, 2021 is going to be another exciting year in the energy market. As always, please do not
hesitate to contact me or other members of the 5 team if you have energy related questions or you
would like to discuss the issues covered in this letter in more detail.

Jonathan Moore
Chief Strategy Officer

Jon Moore is the Chief Strategy Officer at 5. In 2006, he co-founded Juice Energy and served as its
CEO. In 1999, he co-led The AES Corporation’s acquisition of NewEnergy Ventures, one of the first
independent retail energy suppliers. NewEnergy was sold by AES to Constellation in 2002, and Mr.
Moore joined Constellation as Chief Operating Officer of NewEnergy. In addition, he served as an
independent Director of MX Energy, a national retailer of gas and electricity, until its sale to
Constellation in 2011. Mr. Moore received a J.D. from Yale Law School. He received an A.B., from
Princeton University and was a Fulbright Scholar.

QO 972-445-9584 @ 4545 Fuller Drive, Suite 412
energyby5.com Irving, TX 75038


https://www.spglobal.com/platts/en

