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Benefits to local economies

A

SUMMARY

Wind energy development has a
variety of positive impacts on the
local economy. It can provide a
reliable source of revenue to local
governments and landowners,
create local employment, and
advance community development
goals, including contributions to
local economic diversification.
Assorted compensation and
ownership models exist that can
be designed to enhance shared
benefits from wind development.

Wind energy development has positive direct and
indirect economic impacts, both locally, where
the development occurs, and provincially.

Benefits include employment, contracting and procurement
during construction and operation, municipal tax

revenues, lease payments to residents (which may include
participating and non-participating landowners), and other
forms of community investment. In addition, within Alberta’s
electricity market, wind power production has the effect of
reducing wholesale power prices. The focus of this paper

is on local economic benefits to residents, landowners and
municipalities, and how those benefits can be structured to
increase the shared benefits of wind power development.
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Municipal tax revenue

Since wind is a more widely distributed resource than
conventional sources of energy, its benefits are also distributed
among a larger number of communities. It can be a significant
source of reliable revenue for local governments with wind
facilities in their jurisdiction. For example, the Municipal
District of Pincher Creek in southern Alberta currently
receives approximately 27% of its total revenue from wind
farms. The 150 MW Halkirk Wind facility commissioned

in Paintearth County will provide the county with a

revenue stream of $40 million over 25 years.! The average
property assessment® per wind turbine is $1.15 million. Tax
revenues from these facilities are often used for community
development and municipal services and local infrastructure
investments. Tax revenues from depreciated facilities decrease
over time. Depreciation begins a few years after turbine
construction is completed and is at a rate of 3-10% per year for
the majority of the asset life before assessed value becomes
constant again.
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Landowner lease payments

Landowners who agree to lease land to wind generation
companies benefit financially from a regular and substantial
revenue stream. Lease payment structures for landowners
vary, both from company to company and from project to
project. Some options for the structure include:

- a flat rental fee;

- arevenue portion of generation revenues;

- a combination of flat rent and portion of generation
revenue;

+ a one-time lump sum payment; and,

- a fixed amount at scheduled intervals.

Landowners adjacent to a wind project may also be asked to
lease air rights to wind developers, i.e. to agree in return for

payments to restrict development on their lands so as not to
interfere with the wind regime near turbines.

In some cases, wind companies also make payments to
residents who live near the wind facility but do not have
project infrastructure on their land. This arrangement can
help increase the sense of fair distribution of benefits and

of shared ownership in the community. One mechanism

for distributing the revenue is pooled leasing, whereby
neighbouring landowners receive a portion of the royalties
as a percentage of their land in the pool. Prince Edward
Island has established wind royalty sharing arrangements for
project-adjacent landowners.*

The total amount paid depends on the land agreement
negotiated between the local stakeholders and wind
developer. Compensation rates vary across the province

based on a variety of factors including land characteristics,
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transmission access, land value, turbine size, price of
electricity, public policy, competition and alternatives, and
community support. Generally, as turbine sizes have increased
and wind project performance has improved over time,
projects today tend to pay more than projects in the past.®

Land agreements for wind development typically include

an initial “option to lease” (or “option”) period that can allow
a project developer time to conduct feasibility studies and
determine if a site is suitable for a project, although often

the entity optioning the land is not the final developer. Land
options are legally binding and typically run from three to
five years. The landowner has the right to first refusal. If a
landowner has received multiple offers from wind developers
to lease the land, they may want to consider auctioning the
wind rights to the developer with the best offer. The land
agreement itself may last from 20 to 80 years, with the typical
range being 25-35 years, or the average life of a wind facility.
There is often an initial payment for signing a lease.

In addition to the financial compensation, landowners can
negotiate non-commercial terms with the developer. For
example, they can negotiate on the turbine construction,
operation, decommissioning, on residential setbacks and
on transportation allowances.

Ownership models

While in North America it is common that a wind project
developer owns the facility and leases land from an
individual landowner, a number of other financial and
ownership models can be used to develop wind projects.
These models have been used in jurisdictions such

as Nova Scotia, Germany and Denmark, where local
ownership of the wind projects have resulted in greater
local involvement in decision-making and support.®

Community or co-operative ownership

Shared ownership of projects is an alternative way to ensure
significant local economic benefits from wind development.
The electricity generated can be used for the owner’s
consumption or sold into the wholesale market. This
development model is popular in some European countries,
notably Denmark. Research has shown that locally owned
wind projects create five to 10 times more economic activity
in the community than large developments owned by
companies from outside the community’ Unlike leasing land
to a wind developer, the financial, technical and legal risk of
full ownership is carried by the community or co-operative,
therefore this model requires a higher level of sophistication
and financing ability.
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Municipal ownership

The current Municipal Government Act does not permit
direct ownership of generation assets by municipalities, but
it does allow for indirect ownership by municipalities if they
comply with several requirements. Medicine Hat, Cardston,
Vulcan, Lethbridge, Grande Prairie, Edmonton and Calgary
have all established utilities that own and operate generation
facilities at an arm’s-length from the municipal corporation.

Direct community investment by developers

Wind developers can also directly invest in other projects
that contribute to the community’s development goals,
including economic diversification and growth. Typical
investments include broadband Internet, community
facilities, infrastructure, education and community or
regional funds.

Employment

Wind energy has the potential to create a significant number
of direct and indirect jobs (140-300 direct and 270-1,300
indirect jobs for a 150 MW project?). The Blackspring Ridge
Wind Project in Vulcan County created 350 construction
jobs and 20 permanent positions, with a majority of the
workforce hired from southern Alberta.*® The employment
opportunities increase with community-scale renewables and
sustained renewables growth.

Impact on property values and land use

The impact of wind development on property values
is a common concern for landowners in the vicinity of
wind projects. The available evidence indicates that
wind development does not have an adverse effect on
property values.

A study examining the effect of wind development
on local property values in nine counties in the U.S.
considered more than 25,000 properties within 8 km
of wind farms, and found no indication that property
values decreased as a result of wind farms being
sited nearby. For the great majority of projects, values
actually rose more quickly for those properties within
sight of the wind farm than for those in the rest of the

community.? The study found where individual properties

did decrease in value, there was no statistical evidence it
was due to being in view of wind developments.
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Typically, only 2% to 5% of the actual land leased for a
wind farm is occupied by the wind turbine foundations,
other electrical components, roads etc, leaving the
remaining land available for other uses. As a result, wind
projects generally do not interfere with existing land
uses, even though they are spread over a significant area
of land due to wind turbine spacing requirements. The
amount of land occupied by wind project components
can vary and is somewhat dependent on design and
construction considerations that can be negotiated by
landowners prior to construction. Lease agreements also
contain provisions for ensuring continued access to wind
turbines for maintenance and operational needs.
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The construction phase is the largest component of local
jobs, both direct and indirect. In regions that are undergoing
signficiant growth in wind, construction jobs can continue
for many years as crews move from one project to the

next. There is the potential for 3,800-6,800 person-years of
employment depending on the scale of growth of wind in
the province (corresponding to 4,000-7,200 MW of wind™).
There may be opportunities for municipalities to negotiate
with developers and operators to encourage local job
growth through local contracting. Local colleges can also be
involved in skills training.

The post-construction employment benefits can be more
limited in local communities. With remote monitoring

Wind reduces electricity prices

In Alberta’s deregulated market,
the system operator dispatches
generation from the lowest bidders
(power producers) and works its
way up to more expensive bidders
until demand is met. The price

is set by the cost of the marginal
producer (the most expensive
generator dispatched) — all sources
that are dispatched get the same
price. Because renewables have

no fuel costs to produce energy,
they bid at $0o/MWh. Additional
renewables can fill more demand at

Marginal cost

this low price, meaning the final price

Wholesale electricity price

$/MWh |- - --

renewables coal

systems, and the option of having one maintenance crew
servicing several wind facilities within a certain region, fewer
of the direct operations and maintenance jobs have to be
located where the wind turbines are.

Property and income tax implications

In Alberta, the developer typically pays the increased taxes
from the wind development on the land. The landowners
may have to pay the taxes first and then be compensated by
the developer; the arrangement should be clarified in the
land agreement.

A

When additional renewables are added, prices will
be set by lower-cost generation

expensive

high natural gas

efficiency
natural gas

gets set by a lower-cost marginal
producer (see figure below).

As with all new electricity generation,
system costs may increase if new $/MWh
wind energy needs transmission
infrastructure. But Alberta has
already made significant investment
in transmission infrastructure

and it is expected that significant
levels of new wind can be
developed without the need for

new transmission infrastructure.

Marginal cost

Wholesale electricity price

with additional
renewables coal

Demand MW

expensive
high natural gas
, efficiency
! natural gas
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Questions for consideration

The following questions are proposed for further discussion:

- Which compensation models have proven effective in

creating shared benefits?

- What support would be needed and what roles should
different stakeholders play when considering different

compensation options?

- What is the potential for different shared ownership models
in Alberta? What are the barriers, and how can interested

communities achieve success?

- What can municipalities do to attract wind development?

- How can local governments and developers facilitate local
employment and procurement benefits from wind farms?

- How can landowners be empowered and educated in their

dealings with land agents for wind?
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FOR MORE INFORMATION:

This paper is one in a series prepared for Wind Energy in Alberta: Sustainable Communities,
Sustainable Environment initiative, a project to gain input from stakeholders on responsible

growth of this renewable resource in the province. This series includes the following papers:
Benefits to local economies; Communities, neighbours and wind energy facilities; Environmental

benefits and mitigation of wildlife impacts and Local government capacity and wind energy.
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