Despite Risks, Governor Cuomo Bets on Solar Power to Lift Buffalo
by Susanne Craig
Oct. 25, 2015 – On the often cloudy shores of the Buffalo River, where a steel factory once thrived, lies the rising framework of one of New York’s most ambitious economic endeavors ever: a giant solar panel factory that the state says will be the largest of its kind in the Western Hemisphere.
Gov. Andrew M. Cuomo has committed up to $750 million to the project, the biggest economic development effort he has undertaken in his 5 years as governor.
In doing so, he has not just bet big on solar energy, a competitive and rapidly growing business, but also on the success of SolarCity, a fast-growing California company that will operate out of the factory that the New York State will own.
The potential benefits seem substantial: The state has said the 1.2 million-square-foot SolarCity factory, which is scheduled to open in early 2016, will create 5,000 jobs, with 3,000 of them in western New York.
If the demand for solar power grows, and the companies the state has attracted are able to capitalize on that, then it could be well positioned to profit.  Companies lured to New York by generous state grants have created jobs, often in struggling regions or cities like Buffalo.  The government hopes a virtuous cycle will follow, and public money will attract private investment.
“The ultimate goal is to get these upstate economies, including Buffalo, off their backs and onto their feet; and the real measure of success is private-sector job creation and investment, and I think you are seeing that,” said Howard Zemsky, chief executive of Empire State Development, the government’s economic development agency.
The project is not without risk, some of it associated with SolarCity.  Its chairman is the entrepreneur Elon Musk, who also leads Tesla, the electric car company.  It could take years to assess whether the project was worthy of the praise heaped on it in 2013, when the project was announced.
“This is like the Yankees coming to Buffalo,” said Alain E. Kaloyeros, president of SUNY Polytechnic Institute, an adviser to Governor Cuomo who has been involved in the Buffalo project.  “This is like the Buffalo Bills winning the Super Bowl.”
Though SolarCity boasts a market capitalization of $3.8 billion and says it has roughly 14,000 employees, it has not turned an annual profit since going public in 2012.  Also, the company has increasingly become a target of Wall Street short-sellers, traders who make money when a company’s stock falls in value.  James S. Chanos is perhaps the best known short-seller to have targeted the stock, announcing in August that his firm had concerns about SolarCity’s business model.
Among the issues raised by investors is a federal tax credit for solar that has benefited SolarCity; the tax credit is scheduled to decrease to 10%, from 30%, for commercial customers in 2017 and be eliminated for homeowners.
“This is speculative stuff,” said E.J.McMahon, president of the Empire Center for Public Policy, a conservative research group.  “This is not like opening the checkbook for Mercedes-Benz, a known entity with a known and tested product.”
Beyond the business risk, there is also the specter of a federal inquiry associated with the project.  In late June, federal prosecutors sent out several subpoenas for documents on how the facility’s construction contracts were awarded.  One avenue of investigation, according to people briefed on the matter but not authorized to speak on the record, is whether a request for proposals was written in a way that would have favored a construction company whose chief executive had donated 10s of thousands of dollars to the governor.
While it is not known if SolarCity is a focus of the investigation, the company’s chief executive officer, Lyndon Rive, said in an interview that his company had not been subpoenaed and does not believe it was a target.
New York did not set out to bet big on solar panels or SolarCity.  Buffalo has been the centerpiece of the governor’s plan to revitalize the upstate economy.  In his first term, Mr. Cuomo pledged $1 billion to try to help the city, an investment the administration has said would eventually create 14,000 jobs.
In November 2013, the Cuomo administration announced it planned to invest $225 million there to build a facility for high-tech and green-energy businesses.  2 tenants were identified: Soraa, a California-based manufacturer of LED lighting; and Silevo, which makes solar panels.
In June 2014, SolarCity announced it was buying Silevo.  Despite the lucrative tax credit attached to the deal, Mr. Rive, who is Mr. Musk’s cousin, said in an interview that the deal Silevo had in place with New York did not play a role in his decision to buy the company.  “The primary economic value of the company was all on the technology,” he said.
By the time the sale to SolarCity was announced, Mr. Musk had emerged as a player in Albany.  In March 2014, Tesla struck a deal with Mr. Cuomo and the state’s car dealers, which allowed it to keep its 5 existing company-owned stores.  It was a victory for Tesla, and a prelude to the much larger SolarCity sale that followed.
Then, 3 months after SolarCity bought Silevo, Mr. Cuomo said the state was expanding its initial $225 million investment in the Buffalo project to $750 million.  SolarCity, it was announced, would be the facility’s lone tenant.  Soraa is currently in talks with the state to find space elsewhere, according to a company spokesman.
Mr. Zemsky, the chief executive of the development corporation, said the size of the investment grew dramatically, because SolarCity was such a dominant player.  “That increased the stability of the bet on solar by a lot, and increased the size,” he said.
Solar stocks have fallen sharply recently, hurt in part by low gas prices.  Still, over the long run, solar stocks have generally done well, fueled by consumer interest in the growing industry.  In August, Morgan Stanley upgraded its rating on SolarCity to “overweight,” the equivalent of a buy rating.  In a research report, it noted that the company was the industry’s “pre-eminent residential leasing company,” with a “highly creditworthy customer base.”
Profitability has generally not followed, and 27.1 million shares of SolarCity, roughly 45% of its total shares available to the public, are held by short-sellers, according to the Nasdaq.
SolarCity customers tend to lease their systems, and pay the company a monthly fee.  Mr. Chanos, the trader who has made a financial bet that the stock will fall, says it is a problematic business strategy.  “You basically lease the panels from SolarCity, they put them on your house, and they collect the lease payments,” he said in an interview with CNBC.  “So in effect, if you put on the panels, you have a 2nd mortgage on your home, because you hope it is an asset, but in many cases it turns into a liability,” he added, because prices in the relatively new sector would drop.
Mr. Chanos would not disclose the size of his investment.
Mr. Rive said Mr. Chanos was misinformed.  Customers who lease solar panels ultimately save money on utilities, he said.  “There is no lien on the house.  We save customers money,” he said.
Because SolarCity owns the panels, it benefits from a generous 30% federal-investment tax credit for solar power, which will be significantly reduced or go away altogether in 2017.  Mr. Rive acknowledged that if the tax credit were not extended, there could be “massive, massive devastation that occurs in the industry.”  However, he said, SolarCity was preparing for the tax credit’s elimination, and the company now had the lowest cost structure in the country.  As a result, he said it would “thrive,” regardless of what happened.
The Solar City project has emerged as a high-profile test of Mr. Cuomo’s economic strategy, one that relies heavily on using state money to lure companies to New York.  Since taking office, the governor has offered incentives to numerous corporations to operate in New York.
While some of the money has gone to established firms like General Electric, hundreds of millions of dollars have been spent to attract lesser-known, higher-risk companies.  For instance, in recent weeks, the state announced that 1366 Technologies, which manufactures wafers for solar panels, would create at least 600 jobs over the next 5 years in Alabama, N.Y., a town between Buffalo and Rochester.  The state offered an “incentive package” valued at up to $53.6 million to seal the deal.
“If you don’t offer government incentives to a business this big,” Mr. Cuomo said of 1366 Technologies, “basically you are not even in the game.”
But watchdog groups warn that New York often bets on the fortunes of companies with little or no track record.  When the state subsidies end, the companies themselves may pull up stakes.  “New York has a huge history of putting enormous amounts of money into a small basket,” said Greg LeRoy, the executive director of Good Jobs First, a nonprofit that tracks subsidies.
Mr. McMahon, of the Empire Center for Public Policy, added that New Yorkers are paying a high price for the jobs these subsidies attract.  “We are essentially paying people to do things here,” he said.
Still, Mr. Zemsky is confident the state’s investment on solar power will pay big dividends, even if the industry itself stumbles.  “If the solar industry were to go through hard times,” he said, “and if there were to be consolidation, I think that typically benefits the larger players.”
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