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Solar installations on
commercial properties can
provide additional revenue

streams through net metering

or selling excess electricity
back to the grid, positively
impacting the financial
performance of commercial
properties—and move the
needle on valuation.

High interest rates and the slow return of workers to office
buildings have pushed several areas of the US commercial real
estate sector into a period that threatens distress. Since 2020,
foreclosures have been on the rise, reaching $20.5 billion in
value in Q2 2024.!

Under these circumstances, solar installation and the income it
generates can be critical pieces of material information needed
to obtain an appropriate valuation. This valuation is essential
whether the goal is to avoid foreclosure, prepare the property for
sale, or achieve any other financial objectives.

The roof of a building isn’t just a structural necessity, but can
also serve as a valuable asset that can enhance rentable square
footage and generate additional revenue streams through rooftop
solar. While the technology and market has evolved and lowered
the bar for entry into solar, there are still some critical differences
and factors to consider when assessing solar implementation.

THE UPWARD TRAJECTORY FOR COMMERCIAL SOLAR

Driven primarily by economics, solar continues to be the incremental
market share winner in new electricity generation installations, now
accounting for more than 50% of all new capacity, according to the
Solar Energy Industries Association (SEIA).> After seeing a record
year in 2023 with 33GW of new solar installations in the US, SEIA
is forecasting the US solar capacity to grow approximately 14% per
year over the next five years.?

This impressive growth is largely driven by the decline in solar
prices, down over 90% in the past decade alone. Solar panel
prices are at all-time lows while sustainability awareness is at all-
time highs.* These factors have strengthened the value proposition
for solar, with several commercial building owners like Apple,
Prologis, First Industrial, Bain Capital, Digital Realty, and Federal
demonstrating how to implement alternative energy generation at
an institutional scale.*
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EXHIBIT 1: NEW US ELECTRICITY GENERATION CAPACITY ADDITIONS, 2010-Q3 2023
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Source: SEIA/Wood Mackenzie Solar Market Insight Report Q4 2023 U.S. Energy Information Administration (for all other technologies)

REITS, WAREHOUSES, INDUSTRIALS, AND DATA
CENTERS LEAD

The passage of the Inflation Reduction Act in 2021 substantially
improved economics for asset owners, and has driven solar
adoption across the real estate spectrum by increasing the base
Investment Tax Credit to 30% (with adders up to 60%) and
creating the ability to transfer tax credits for cash considerations.

Assets with significant roof space, such industrial and logistics
warehouses and buildings; or assets with outsized power
demand, such as data centers, have the most to benefit from solar
implementation. Solar is already growing rapidly to meet the
needs of Big Tech’s power-hungry data centers.” REITs as an asset
class are also early winners as the transferability of tax credits
allows them for the first time to reap financial benefit from tax
credits as this historically tax-exempt asset class can exchange
credits for cash.®

REITS AFTER THE IRA

The ability for REITs to utilize the solar tax credit is a key benefit
of the IRA. For example, Section 6418 of the IRA allows for the
transferability of tax credits (e.g., ITC, PTC, or other credits) from
the owner to another taxpayer in exchange for cash. Key to this is
that the cash payment will not be included in the gross income of
the original recipient.

In essence, the IRA allows—for the first time—the easy transfer
of credits from the solar owner to another entity. This ultimately
allows REITs to monetize the ITC by transferring the credit to any
taxable entity, even unrelated ones. Moreover, any proceeds from
the transfer do not count against the 75% gross income requirement
for REIT.

Solar can also increase property
value by reducing operating
costs, enhancing sustainability,
and attracting environmentally
conscious tenants or buyers.

DIRECT OWNERSHIP CAPTURES MAXIMUM BENEFITS

Solar installations on commercial properties—such as office
buildings, warehouses, factories, shopping centers, parking lots,
and large multifamily buildings—can often benefit from net
metering or by selling excess electricity back to the grid, boosting
site economics by reducing electricity costs.

Through a typical ownership structure, the owner is the off-taker
and replaces all or a portion of the site’s power demand with solar.
The owner pays for the system and retains 100% of the economics
and benefits, which improve over time as electricity prices increase.

Furthermore, commercial properties may also benefit from
marketing advantages and increased market competitiveness by
promoting their renewable energy initiatives, which can attract
environmentally conscious tenants or customers, potentially
reducing turnover and elevating occupancy rates. Tenants are
often requesting solar as a requisite for signing a lease.” With the
introduction of ESG, sustainability, and net-zero mandates, it’s
now common to see the presence of solar to be “table stakes”
for acquisitions.
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For example, a
100,000-square-foot
building in New Jersey
is estimated to net

its owner between
$90,000 to $120,000
per year in annual
savings through a PPA.

SOLAR LEASES GENERATE HIGHER NOI

In addition to reducing operating costs, solar can also increase
property value by increasing net operating income through solar
leases.

Solar leases, where the real estate owner receives a lease payment
from a third-party system owner who sells power to the occupants
or grid, is another common way real estate owners have been
transitioning to solar. These leases can be counted as rental income,
like any other property lease, and involves zero direct capital
expenditures for the building owner while gaining a long-term
income stream.

These leases are typically fixed rates for more than twenty years
and can often be backed by a state-supported solar program,
significantly reducing default risk and offering property owners
long-term certainty.

PPAS LOWER OPERATING EXPENSES

Yet another common way to add solar is through a Power Purchase
Agreement (PPA), a structure where again, a third party owns and
operates the solar system but instead of paying rent, they provide
the site with solar power at a discount to the retail rate.

Solar systems are typically designed to either fit the physical
capacity of the roof or the on-site load, whichever is the limiting
factor. A properly sized system can eliminate a significant portion
of a building’s electrical bill, drastically reducing the site’s operating
costs and accordingly increasing the property value for owners.

For example, a 100,000-square-foot building in New Jersey is
estimated to net its owner between $90,000 to $120,000 per year
in annual savings through a PPA. At a 5% cap rate, the asset owner
would see a value increase of $2 million with no capital investment.
Property owners who combine the site lease with a PPA can “have
their cake and eat it too” by locking in a lower price for electricity
while receiving long-term lease payments.

An office complex in the Bay Area achieved an optimum, zero
capital expenditure solar structure with a hybrid PPA structure,
offsetting 90% of the property’s electricity use, reducing tenant
electric rates by 10%, adding $1.8 million in additional revenue for
a $1 million increase in valuation.
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SOLAR CAN BE A VALUATION DIFFERENCE-MAKER

A building’s value per square foot or stabilization metrics are
better when solar is deployed. Exactly how much better is very
project dependent, but similar to how a new rental lease is
valued, the concept of cap rates comes in handy for calculating

the range of outcomes. A building’s value per square foot

According to a 2024 cap rate report from CBRE, the average or stabilization metrics are better
cap rate for an industrial property in the New York metro area .

is in the 5% range while the average cap rate for an office in Los when solar is deployed'
Angeles is in the 7% range.® In the case of a metro New York

industrial property, a building with a 125,000-square-foot roof

may net $100,000 in annual lease payments, which would see

the asset’s value increase by $2 million at today’s rates.

EXHIBIT 2: HOW MUCH WILL SOLAR INCREASE MY PROPERTY VALUE IN NEW YORK?
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Likewise, a 60,000-square-foot roof in Los Angeles may net
$50,000 per year in savings via a PPA, which would increase the
property’s value by over $700,000.

EXHIBIT 3: HOW MUCH WILL SOLAR INCREASE MY PROPERTY VALUE IN LA?

CAP RATE

$10,000 $333,333 $200,000 $142,857 $111111 $90,909

$25,000 $833,333 $500,000 $357,143 $277,778 $227,273

$50,000 $1,666,667 $1,000,000 $555,556 $454,545

$100,000 $3,333,333 $2,000,000 $1,428,571 $1.111,111 $909,091

ANNUAL SOLAR BENEFIT

$200,000 $6,666,667 $4,000,000 $2,857,143 $2,222,222 $1,818,182
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Over the last two years, many real estate sectors have seen a more
than 2% increase in cap rate, resulting in a significant decrease
in real estate value. Adding another income stream through
solar can make a big difference. If rent in industrial buildings
is around $10 per square foot, then the $0.50 to $1 that solar
adds can really move the needle. Particularly in an environment
of interest rate increases, additional solar income can make the
difference between being able to refinance the building or losing
it in foreclosure.

HOW TO GET STARTED ON YOUR SOLAR JOURNEY

The complexities of the US electric system, with each of the fifty
states having their own public utility commissions, can create
challenges for foreign investors since certain states are more solar-
friendly than others. The first step to making solar a valuation
game-changer is to determine which properties in a portfolio have
the best solar income potential.

Exhibit 4 illustrates a starting point for identifying the premier and
evolving rooftop community solar markets nationwide. The higher
the rating, the better the opportunity to turn solar potential into
solar revenue. The ratings are based on four key criteria: incentives,
electricity rates, net metering rules, and solar irradiation. Let’s dive
deeper into each one.

EXHIBIT 4: FIFTY STATES OF SOLAR

A+ AECF

TOP ROOFTOP
COMMUNITY SOLAR MARKET

. EVOLVING ROOFTOP
SOLAR MARKET
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Incentives include state rebates, solar renewable energy certificates,
community solar programs, and more. In New York, for example,
it’s important to monitor the ever-evolving upfront rebates, while
in Illinois, a thriving community solar program is opening up
solar for large industrial buildings across the state.

Energy rates are another vital piece of the solar economics puzzle.
If a state has high energy rates, commercial solar projects become
more attractive since lowering a building’s electric bill is often the
main way to repay a solar investment. States such as Pennsylvania,
where solar has historically had longer payback periods, have
recently seen commercial energy rate hikes, resulting in shorter
payback periods and a higher solar rating.

Net metering rules are also important and vary by state and
utility. Net metering rules determine how much a utility will pay
for solar power sent to the grid. States like California have moved
from traditional net metering to net billing, which greatly impacts
the economics of solar installations.

Lastly, each state is graded on solar irradiation, or the amount
of sun it receives, as determined by longitude. The more sun, the
better. But just because a site gets a lot of sun doesn’t guarantee
it’s good for commercial solar systems. Florida, for instance, may
be the Sunshine State with great solar irradiance, but it lacks the
incentives to get commercial projects to pencil.

All of this said, just because a building is in a “tough” solar state
doesn’t mean it’s not doable. Looking at the state level is only a
starting point for analysis. In some cases, utility-specific programs
can vary widely within states and certain parts of a market may
be eligible for extra federal incentives. Close evaluation of each
property, its site-specific economics, and its owner’s revenue and
sustainability requirements determine whether the property is a
solid solar opportunity or not.

BRIGHT FUTURE

In summary, solar panels not only reduce operational costs but
also increase the marketability, resilience, and long-term value
of commercial properties. These benefits contribute to a higher
property valuation, making solar a smart investment for property
owners. Breaking it down with a portfolio-wide feasibility and
economics analysis is a great first step. Working with a reputable,
vendor-agnostic US solar advisory firm will help pinpoint your best
opportunities to turn your solar potential into solar revenue.

Close evaluation of each property, its
site-specific economics, and its owner’s
revenue and sustainability requirements
determine whether the property is a
solid solar opportunity or not.
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Solar is a game-changer,
Improving asset economics

while achieving important
sustainability goals.
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