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PART A GENERAL COMPANY INFORMATION 

 

Item 1. Name of the issuer and its predecessor (if any). 

 

 The name of the issuer is Nacel Energy Corporation (“Nacel”), formerly Zephyr Energy 

Corporation.   

 

Item 2. Address of the issuer’s principal executive offices. 
 

 The address of Nacel’s principal executive offices and other pertinent information is as 

follows: 

 

  Nacel Energy Corporation 

  40 Easthampton B 

  West Palm Beach, Florida 33417 

  Phone No.: (888) 242-5848 

  www.nacelenergy.com 

 

 There is no IR Contact available for the Company.   

  

 

PART B SHARE STRUCTURE 

 

Item 3. Security Information 
 

 Trading Symbol:     NCEN 

 Exact title and class of securities outstanding: Common Stock  

 CUSIP :      62957N 10 2 

 Par or Stated Value:     $0.001 par value 

 Total shares authorized:  90,000,000 as of April 25, 2013 

 Total shares outstanding:  87,224,824 as of April 25, 2013 

 

 The name and address of Nacel’s transfer agent is: 

 

  Island Stock Transfer   

  15500 Roosevelt Blvd., Suite 301 

  Clearwater, FL 33701  

  Telephone no.: (727) 289-0010 

  FAX no.: (727) 289-0069 

 

 Nacel’s transfer agent is registered under the Securities and Exchange Act of 1934, as 

amended, and the SEC is its regulatory authority.  

 

 

 

 

http://www.nacelenergy.com/
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 List any restrictions on the transfer of security: 

 

 The Company, as of April 25, 2013, has a total of  14,933,700 shares which contain 

restrictive legends which thereby restrict transfer of such shares except as permitted by Rule 144 

of the Securities Act of 1933, as amended.  

 

 Describe any trading suspension order issued by the SEC in the past 12 months:   

 

   NONE 

 

Item 4. Issuance History 
 

 The following provides a list, in chronological order, of events resulting in changes in the 

total shares outstanding by the Company in the past two fiscal years and the interim period 

ending at December 31, 2012: 

 

 On May 6, 2010, Nacel executed and delivered its $600,000 Convertible Promissory 

Note (the “Convertible Note”) to an institutional investor in exchange for the investor’s 

execution and delivery of a $500,000 Secured & Collateralized Promissory Note (the “Secured 

Note”) payable to Nacel. The institutional investor was an “accredited investor” as that term in 

defined by Rule 501 of Regulation D. The Convertible Note was issued pursuant to an exemption 

from the registration requirements of the federal securities laws provided by Regulation D under 

the Securities Act and Section 4(2) of the Securities Act.  No commissions were paid in 

connection with the offering.  

 

 On November 8, 2010, Nacel executed and delivered its $600,000 Convertible 

Promissory Note (the “Convertible Note”) to an institutional investor in exchange for the 

investor’s execution and delivery of a $500,000 Secured & Collateralized Promissory Note (the 

“Secured Note”) payable to Nacel. The institutional investor was an “accredited investor” as that 

term is defined by Rule 501 of Regulation D. The Convertible Note was issued pursuant to an 

exemption from the registration requirements of the federal securities laws provided by 

Regulation D under the Securities Act and Section 4(2) of the Securities Act.  No commissions 

were paid in connection with the offering.  

 

 In January 2011, Nacel issued 5,250,000 shares of its restricted common stock to two 

persons in exchange for 10,500,000 shares such persons owned in Crownbutte Wind Power, Inc. 

of Mandan, ND. Our issuance of the shares in connection with the foregoing transaction was not 

registered under the Securities Act in reliance upon the exemption from registration provided by 

Section 4(2) of the Securities Act, which exempts transactions by an issuer not involving any 

public offering.  

 

 In January 2011, Nacel authorized the issuance of 1,000,000 shares of restricted common 

stock to an officer and 1,000,000 shares of restricted common stock to a consultant. When 

issued, each block of shares were valued at $30,000. Our issuance of the foregoing shares was 

not registered under the Securities Act in reliance upon the exemption from registration provided 
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by Section 4(2) of the Securities Act, which exempts transactions by an issuer not involving any 

public offering.  

 

 During the year ended March 31, 2011, Nacel issued 595,158 shares for services 

performed in the prior period (included in accounts payable as of March 31, 2010) valued at 

$178,548. Our issuance of the foregoing shares was not registered under the Securities Act in 

reliance upon the exemption from registration provided by Section 4(2) of the Securities Act, 

which exempts transactions by an issuer not involving any public offering.  

 

 During the year ended March 31, 2011, Nacel issued an aggregate of 26,834,251 shares 

of common stock for debt conversions valued at $1,680,759. The underlying convertible note 

was issued pursuant to a private placement with an institutional investor, which was an 

“accredited investor” as that term is defined by Rule 501 of Regulation D, pursuant to an 

exemption from the registration requirements of the federal securities laws provided by 

Regulation D under the Securities Act and Section 4(2) of the Securities Act.  No commissions 

were paid in connection with the offering.  

 

 On May 11, 2011, Nacel issued 200,000 shares of its restricted common stock to a 

consultant as payment for consulting services rendered. Our issuance of the foregoing shares was 

not registered under the Securities Act in reliance upon the exemption from registration provided 

by Section 4(2) of the Securities Act, which exempts transactions by an issuer not involving any 

public offering. 

 

 On June 14, 2011, Nacel issued 1,283,700 shares of its common stock, valued at $20,000, 

in exchange for the ownership rights in a warrant to purchase 1,000,000 shares of Crownbutte’s 

common stock. Our issuance of the foregoing shares was not registered under the Securities Act 

in reliance upon the exemption from registration provided by Section 4(2) of the Securities Act, 

which exempts transactions by an issuer not involving any public offering. 

 

 On February 23, 2012, Nacel issued 4,000,000 shares of its common stock, valued at 

$40,000, in exchange for the ownership rights in a warrant to purchase 3,000,000 shares of 

Crownbutte’s common stock. Our issuance of the foregoing shares was not registered under the 

Securities Act in reliance upon the exemption from registration provided by Section 4(2) of the 

Securities Act, which exempts transactions by an issuer not involving any public offering. 

 

 During the year ending March 31, 2012, Nacel issued an aggregate of 21,980,715 shares 

of common stock for debt conversions valued at $337,325.  The underlying convertible note was 

issued pursuant to a private placement with an institutional investor, which was an “accredited 

investor” as that term is defined by Rule 501 of Regulation D, pursuant to an exemption from the 

registration requirements of the federal securities laws provided by Regulation D under the 

Securities Act and Section 4(2) of the Securities Act.  No commissions were paid in connection 

with the offering.  
 

 In April, 2012, Nacel issued 900,000 shares of its restricted common stock to a consultant 

as payment for all unpaid and/or deferred compensation, any unpaid expense reimbursements 

and release of all rights to additional shares or any other amounts which may be due and owing. 

Our issuance of the foregoing shares was not registered under the Securities Act in reliance upon 



 

5 

 

the exemption from registration provided by Section 4(2) of the Securities Act, which exempts 

transactions by an issuer not involving any public offering. 

   
  

Item 5. Financial Statements 
 

Financial information for the recent quarter ending December 31, 2012 is attached hereto as 

Exhibit A, and such financial information is incorporated herein by this reference. 

 

 

 

PART C BUSINESS INFORMATION 

 

Item 6. Describe the Issuer’s Business, Products and Services 

 

 A. Description of the Issuer’s  Business Operations. 

 

General 

 

 Nacel is a development state wind power generation company engaged in the business of 

developing wind power generation facilities from “Greenfield” (or blank state) up to and 

including operation. Our development efforts are primarily focused upon wind power generation 

facilities in the 10 MW to 40 MW range, sometimes larger.  

 

 Nacel is considered to be in the development stage. Nacel has not been, at any time, a 

“shell company” as that term is defined in Rule 12b-2 of the Exchange Act. 

 

Development Strategy and Steps.  
 

 General. Our strategy focuses upon developing our wind power generation facilities from 

“Greenfield” to operations. Prior to generating revenue from our operations, several phases and 

steps must be completed, with the potential value of our wind power generation facilities 

increasing through the steps of the process. Key parts of the development stage, such as 

acceptable wind data, an interconnection agreement and an off take or power purchase 

agreement, generally add the most value to the development process.  

 

 Wind Energy Development Business Model. Under our initial wind energy development 

business model, we had to complete many of the following steps:  

 

   1.  Detailed survey of regional wind data, topography, power market, transmission and 

permitting characteristics to determine area of interest  

   2.  Project fatal flaw analysis  

   3.  Identification of land owner(s)  

   4.  Secure wind development rights option agreement(s)  

   5.  Create project legal structure if required 

   6.  Procure anemometer and related equipment for the collection of site specific wind data  

   7.  Environmental assessment, archeological assessment, avian study, ALTA survey  
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   8.  Transmission and interconnection review  

   9.  Pre-construction review  

 10.  Electrical engineering review, civil engineering review  

 11.  Preliminary turbine site plan  

 12.  Utility transmission study  

 13.  Secure turbine supply agreement  

 14.  Final project construction estimates & scheduling  

 15.  Final permitting for project  

 16.  Power purchase agreement if required 

 17.  Project financing analysis  

 18.  Tax partner identification if applicable  

 19.  Equity partner identification if applicable 

 20.  Complete power purchase agreement  

 21.  Complete project financing agreement  

 22.  Commence project construction  

 23.  Operations & maintenance selection  

 24.  Complete project construction  

 25.  Final commissioning  

 

 Development and completion of the foregoing steps carries significant risks. In total, the 

process of development can take five years or more, and cost $500,000 to $1,000,000 or more, 

before final commissioning. Many steps in the development process must be met precisely to 

prevent project failure. Wind power generation facilities in development require significant 

capital expenditures. We will need substantial additional financing and/or equity in the future in 

order to fund any development. There is no assurance that we will be able to obtain sufficient 

additional financing and/or equity, or that the terms thereof will be favorable. If we are unable to 

obtain additional financing and/or equity on a timely basis, we may have to curtail our 

development activities or be forced to sell assets, which could have a material adverse effect on 

our business, financial condition and results of operation.  

 

 New Business Development Model.  In April 2010, we terminated our wind project 

consultants on whose recommendations we relied upon for the initial development strategy for 

our wind energy projects.  In February 2011, our newly appointed Chief Operating Officer 

(COO) conducted a review of all six (6) of our then existing wind projects in the context of the 

current state of the wind power development business and reviewed the work conducted by our 

previous development consultants.  As a result of this review and the Company’s participation in 

three separate utility sponsored requests for proposal processes, in partnership with leading 

turbine manufacturers, all of which resulted in the Company not being selected to participate 

which could have resulted in being granted Power Purchase Agreements (PPAs), the Company 

has concluded that its initial development strategy based upon the granting of PPAs by investor 

owned utilities, the strategy of our previous development consultants, is no longer commercially 

viable.   

 

 As a result, we adopted a strategy of developing and constructing our wind projects in 

power markets with an Open Access Transmission Tariff (OATT) implemented under rules 

administered by the Federal Energy Regulatory Commission or developing projects utilizing the 
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provisions of the Public Utility Regulatory Policy Act (PURPA) of 1978.  The principal 

difference between this new strategy and our previous strategy is an emphasis on obtaining 

interconnection agreements with investor owned utilities, as well as obtaining turbine and 

construction financing agreements (directly) with turbine manufacturers and other parties, rather 

than an emphasis on securing PPA’s from investor owned utilities.  There are no guarantees that 

we will be successful in obtaining any interconnection agreements, or turbine and construction 

financing for any of our projects.  In addition, it was determined that the various project legal 

organizations were unnecessary given our sole ownership and development of the projects. 

Accordingly, each project’s respective LLC entity was dissolved. 

 

Status of Historical Wind Energy Projects.   
 

 General.  In March, 2011, based on the completion of our COO’s review of all six (6) 

existing wind projects, the Company concluded that all but one of these existing projects 

continued to be commercially viable wind power projects. However, the Company decided that 

the Snowflake project located in Navajo County, Arizona was not a commercially viable wind 

power project. This decision was based upon a review of APS materials provided to us 

documenting transmission congestion near our intended point of interconnection and our further 

analysis that the likely requisite system upgrades related to the congestion would not render the 

Snowflake project financially viable. Thus, in May, 2011, we formally notified APS of our 

decision to terminate the Snowflake project and thereafter allowed our Wind Project Agreement 

(lease) on the underlying property to lapse unexercised.  

 

 Currently, the Company is the sole owner in a total of five (5) separate wind energy 

projects, Blue Creek, Channing Flats, Leila Lake, Hedley Point and Swisher, having 155 MW, or 

more (0 MW in operation) of total potential generating capacity, located on currently unleased 

acreage in the Panhandle area of Texas. Pertinent information concerning each of the five (5) 

historical wind energy projects is summarized in greater detail in the section entitled “Historical 

Wind Project Developments” as set forth in the Initial Disclosure Statement dated  , 2012, which 

information is incorporated herein by this reference.   

 

 Current Status.  As disclosed in the “Current Operations” section set forth below, the 

Company does not anticipate that it will be able to successfully finance any of its five (5) 

existing wind projects, obtain a suitable wind turbine agreement or otherwise complete other 

necessary requirements for a successful and viable wind energy project. While it will consider 

potential joint ventures and purchase proposals, the Company will not pursue further efforts to 

develop, by itself, any of its five (5) existing wind projects. Thus, the Company is pursuing, and 

will continue to pursue, an orderly transfer, termination and liquidation of its interests and rights 

in its five (5) existing wind projects.  

 

Crownbutte Investment and Other Financing Activities.    

 

 In January 2011, Nacell issued 5,250,000 shares of its common stock to two persons who 

held substantial blocks of common stock in Crownbutte Wind Power, Inc. (“Crownbutte”) of 

Mandan, ND. The fair value of the shares on the date of acquisition was $294,000. Nacel 
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acquired a total of 10,500,000 shares of Crownbutte common stock, representing approximately 

30% of Crownbutte’s outstanding shares as of the transaction date.  

 

 In addition to acquiring its Crownbutte stock ownership, the Company also acquired the 

ownership of warrants issued by Crownbutte which provides the Company with the right to 

purchase up to a total of 7,500,00 shares of Crownbutte’s common stock at exercise prices which 

vary from $0.02 per share up to $0.0225 per share. The warrant rights will not terminate until 

December 8, 2015 with respect to warrants for 4,000,000 shares and will not terminate until May 

31, 2016 with respect to the warrants for the remaining 3,500,000 shares. As of December 31, 

2012, the Company had not exercised any of the foregoing warrants.  

 

 Since becoming the largest shareholder, the Company has advanced to Crownbutte, from 

time to time, an aggregate amount of approximately $475,000 in general operating capital, with 

such advances being used for the development of Crownbutte’s pipeline of wind power projects 

and to assist Crownbutte in developing and obtaining financing for its 200 MW Gascoyne II 

wind power generation project located on 1733 acres between the towns of Bowman and 

Hettinger, North Dakota. Included were funds advanced directly to Midwest Independent System 

Operator (MISO) to complete a Feasibility Study required to connect the Gascoyne II wind 

power project to the electric grid. However, after approximately 8 months in pursuing efforts to 

obtain necessary construction financing and efforts to negotiate and enter into a wind turbine 

supply agreement, Crownbutte was not able to finance the Gascoyne II project. Accordingly, in 

late January, 2012, Crownbutte ceased and terminated any further efforts related to the 

development of the Gascoyne II wind project and thereafter requested the return of deposits with 

MISO (Midwest Independent System Operator). As a result of the return of MISO deposits, the 

Company has been received repayment from Crownbutte of a portion of its cumulative advances. 

As of December 31, 2012, the Company was owed $382,000 from Crownbutte.   

 

 In the second quarter of 2012, the Company assisted in arranging initial financing for 

Crownbutte from an institutional investor which, if fully exercised, could have provided up to 

$2.8 million in financing for Crownbutte and its wind power projections. However, with the 

termination of Crownbutte’s efforts to develop the Gascoyne II wind project and the inability to 

satisfy other conditions, this potential financing is no longer available.  

  

Recent Operations. 

 

 As a result of unfavorable financing conditions, lack of Crownbutte’s success in 

connection with its Gascoyne II wind project and the general uncertainty and lack of commercial 

progress throughout the wind energy industry, the Company has determined that it will cease any 

further efforts to develop, by itself, any of its various wind energy projects. Thus, the Company 

has been pursuing an orderly transfer, termination, liquidation or other disposition of its various 

wind project assets.  

 

 The Company currently anticipates that its efforts to terminate, transfer, liquidate or 

otherwise dispose of its investment in various wind projects will be completed by sometime in 

mid to late 2013. In the meantime, the Company is pursuing efforts to investigate other potential 

business opportunities all with the objective of being able to re-deploy all remaining assets into a 
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new business opportunity. There are no assurances that the Company will be able to identify, 

locate or pursue any new business opportunity, or that any new business opportunity will become 

operational or general sufficient revenues to be profitable at any time in the future.  

 

Management’s Discussion and Analysis or Plan of Operation. 

 

 A. Plan of Operation.  Since our inception, we have been a development stage 

company and, accordingly, have incurred losses from our operations. For the quarter ended 

December 31, 2012, we incurred a net operating loss of $(4,539), net income of $500,309 (which 

includes a gain of $531,054 on derivative financial instruments) and have an accumulated deficit 

since inception of $(6,705,697). We currently have no revenues.  With the decision not to pursue 

further efforts to develop our wind projects alone, we do not anticipate to receive, at any time in 

the immediate future, any potential future revenues except as may be generated from potential 

joint venture, sale or liquidation of our wind power assets or re-deploying any remaining assets 

into a new business opportunity. There are no assurances that we will be able to identify, locate 

or pursue any new business opportunity, or that any new business opportunity will become 

operational or generate sufficient revenues to be profitable at any time in the future.  

 

 For the foreseeable future, our operating plan is dependent upon both the ability to 

conserve existing cash resources and the ability to obtain additional capital through equity 

financing and/or debt financing in an effort to provide the necessary funds and cash flow to meet 

our obligations on a timely basis. In the event that we are unable to conserve existing cash 

resources and/or obtain the additional and necessary capital, we may have to cease or 

significantly curtail our operations. This could materially impact our ability to continue 

operations.  

 

Liquidity and Capital Resources  
  

 The accompanying financial statements have been prepared on a going concern basis, 

which contemplates the realization of assets and satisfaction of liabilities in the normal course of 

business.  Since our inception, we have been a development stage company and, accordingly, 

have incurred losses from our operations. For the quarter ended December 31, 2012, we incurred 

a net operating loss of $(4,539) and have an accumulated deficit since inception of $(6,705,697). 

We currently have no revenues. These factors, among others, indicate that we may be unable to 

continue as a going concern for a reasonable period of time.   

 

 As of December 31, 2012, we had current assets of $380,997 and working capital deficit 

of approximately $(443,933). This compares to current assets of $384,357 and working capital 

deficit of $(953,207) at December 31, 2011.  Based on normal general and administrative 

expenses and related commitments, we anticipate that operating expenses during each 

succeeding quarter will be, at a minimum, approximately $25,000 per quarter. Based on the 

foregoing, we will not have sufficient cash resources to finance our operating expenses except 

for a very limited period unless we are able to raise additional equity financing and/or debt 

financing in the immediate future. We have commenced, and will continue to pursue, efforts to 

raise additional equity financing and/or debt financing from a variety of sources and means. 

There are no assurances that we will be able to obtain any additional financing and/or equity and, 
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even if obtained, that such financing will be in a sufficient amount to be able to continue 

operations for a sufficient period until one or more of our wind power generation facilities 

become operational or until we can generate sufficient revenues to be profitable.  

 

Shareholder Line of Credit 

 

 Since March 31, 2009, our $250,000 line of credit facility extended by Murray Fleming, a 

director and shareholder, has been increased several times and, as of March 31, 2011, the line of 

credit had increased to $460,753. The terms of the line of credit facility provides for simple 

interest of 8% per annum, to be paid upon the outstanding balance, payable on the first day of the 

month after each calendar quarter. As of March 31, 2011, we had borrowed the entire $460,753 

under this credit facility. 

 

 On June 1, 2011, Nacel ratified and confirmed the terms of the line of credit facility 

which was further increased to $600,000. As of December 31, 2012, we had borrowed $594,000 

on the line of credit, leaving $6,000 available for borrowing. There was a balance of accrued 

interest in the amount of $61,743 as of December 31, 2012. For further information and details 

concerning this shareholder line of credit, see the consolidated financial statements which are 

being filed simultaneously with this document.     

 

 B. Management’s Discussion and Analysis of Financial Condition and Results of 

Operations. 

 

Three Months Ended December 31, 2012 compared to the Three Months Ended December 

31, 2011:  
 

Overview. We have yet to generate any revenues from our operations. The net income for the 

three months ended December 31, 2012 (the “2012 Period”) was $500,309 compared to net loss 

of ($153,216) for the three months ended December 31, 2011 (the “2011 Period”), an increase of  

$653,525.  

 

Revenues. We generated no revenues from our operations for the three months ended December 

31, 2012 or for the three months ended December 31, 2011. Our operations have focused upon 

various business planning and wind power project development activities since inception, and 

have not generated any revenues.   

   

Expenses.   Our operating expenses were $4,539 for the 2012 Period compared to operating 

expenses of $343,569 for the 2011 Period, a decrease of $339,030. This decrease in operating 

expenses is principally attributable to a $338,765 decrease in general and administrative expense, 

and a $265 decrease in depreciation, for the 2012 Period as compared to the 2011 Period.  

 

Our interest expense for the 2012 Period was $13,827 as compared to $13,827 for the 2011 

Period.  
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Nine Months Ended December 31, 2012 compared to the Nine Months Ended December 31, 

2011:  
 

Overview. We have yet to generate any revenues from our operations. The net income for the 

nine months ended December 31, 2012 (the “2012 Period”) was $428,755 compared to a net loss 

of $(462,070) for the nine months ended December 31, 2011 (the “2011 Period”), an increase of 

$890,825.  

 

Revenues. We generated no revenues from our operations for the nine months ended December 

31, 2012 or for the nine months ended December 31, 2011. Our operations have focused upon 

various business planning and wind power project development activities since inception, and 

have not generated any revenues.   

   

Expenses.   Our operating expenses were $40,600 for the 2012 Period compared to operating 

expenses of $877,248 for the 2011 Period, a decrease of $836,648. This decrease in operating 

expenses is attributable to a $827,133 decrease in general and administrative expense, coupled 

with a $8,720 decrease in wind project development costs and a $795 decrease in depreciation, 

for the 2012 Period as compared to the 2011 Period.  

 

Our interest expense for the 2012 Period was $41,221 as compared to $38,831 for the 2011 

Period.  

 

Capital Structure and Resources  
   

We had total assets of $1,634,186 as of December 31, 2012, which consisted of cash of $1,170, 

related party receivable of $379,827, property and equipment net of depreciation of $135,701 

and investments of $1,117,488.  

   

We had total liabilities of $824,930 as of December 31, 2012 consisting of accounts payable of 

$78,200, accounts payable – related party of $5,068, accrued expenses of $10,8979,  accrued 

interest payable – related party of $61,743, a demand note payable of $75,000, a line of credit 

extended by a director of $594,00, and a derivative liability of $22.  

   

At December 31, 2012 we had total stock holders’ equity of $809,256. We have had net losses 

since inception and had an accumulated deficit of $(6,402,764) at December 31, 2012.  

   

We had net cash used in operating activities of $(22,847) for the nine months ended December 

31, 2012.  A total of $4,082 in net cash was used in investing activities for the nine month period 

ended December 31, 2012, which was attributable to advances to equity method investee.   

 

As we pursue the orderly transfer, termination and liquidation of interests and rights in our wind 

energy projects and explore other business opportunities, we may need to make certain cash 

commitments, and the impact of this potential trend on our business is uncertain. We believe that 

our mix of capital resources will shift from short-term debt to equity-based financing, which will 

cause dilution of current shareholders. Because the Company has generated no operating 

revenues to date, the predominant component of our liquidity is cash on hand.  
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 C. Off-Balance Sheet Arrangements.  We have no material off balance sheet 

transactions, arrangements or obligations.  

 

 

 B. Date and State (or Jurisdiction) of Incorporation.   
 

 Nacel is a Wyoming corporation and was originally incorporated on February 7, 2006, 

under the name Zephyr Energy Corporation. Thereafter, on April 6, 2007, our name was changed 

to Nacel Energy Corporation.    

 

 C. Issuer’s Primary and Secondary SIC Codes. 
 

 Nacel’s primary and secondary SIC Code is 4911 – Electric Services.   

 

 D. Issuer’s fiscal year end date. 
 

 Nacel’s fiscal year end is at March 31
st
 of each year. 

 

 E. Principal Products or Services, and Their Markets. 

 

General 

 

 Nacel has been engaged in the business of developing, owning and operating merchant 

wind parks with the objective of generating electricity in the 10 to 40MW capacity range. Unlike 

other developers, our focus on smaller wind energy projects in the 10-40 MW range allows our 

projects to more easily fit into the current transmission grid, which decreases the costs of 

upgrading downstream components. However, as described in Item 8B – the “Current 

Operations” section, the Company has determined that, while it will consider potential joint 

ventures and purchase proposals, it will not pursue further efforts to develop, by itself, any of its 

various wind energy projects. Thus, the Company is pursuing, and will continue to pursue, an 

orderly transfer, termination and liquidation of its various wind project assets 

 

 Nacel’s business model focuses on the development of merchant parks. Thus, we do not 

plan to enter into power purchase agreements (PPAs) unless they are offered on favorable 

terms.  Instead, we intend that our merchant parks sell electricity on the open market. This is a 

deviation from the standard business model of wind parks, where a PPA is entered into to 

guarantee a price for a period of time. Currently in the upper Midwest, with the exception of 

Minnesota, power purchase agreements tend to be difficult to obtain. When power purchase 

agreements are available, they tend to be at a price per kilowatt hour (kWh) that is less than the 

market price of electricity.  Merchant parks sell electricity on the open market.  Selling power on 

the open market increases the risk of the projects.  However, based on U.S. Department of 

Energy forecasts and our own analysis, we believe that over the next decade the market price of 

electricity will continue to increase and that this merchant model will allow us to capture that 

upside potential of the higher average price relative to what would be offered by a utility.  
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 To successfully develop, build and own wind parks, and to acquire other developments or 

make business acquisitions, we will need to raise additional capital.    

 

 We anticipate that we will need to arrange turbine supply loans to finance approximately 

60 to 90% of the cost of a project’s turbines.  After we have developed a wind energy project that 

we intend to own to the point where we are prepared to commence construction, we will need to 

raise construction financing to retire turbine indebtedness and to pay construction costs. 

Construction loans are generally secured by the project’s assets and our equity interests in the 

project companies.  In certain instances we may enter into a construction loan for a single 

project, while in other instances we may be able to finance multiple projects through a single 

credit facility.  We will also use equity capital contributions (our own and potentially from other 

investors) to fund a portion of each project’s construction costs.   

   

Wind Turbine and Construction Materials Supply  
 

 The growth of our business is dependent on the availability of turbines and turbine 

financing.  Wind energy projects require delivery and assembly of turbines.  Supply and 

logistical issues are of the utmost importance when developing a wind park.  Over the past 

couple of years, demand for turbines has softened due to the 2008 financial market crisis and the 

weak economy which has ensued.  The industry may be beginning to turn around and the rate of 

construction of projects has increased slightly since the implementation of the U.S. Treasury 

Department renewable energy grant program as part of the American Recovery and 

Reinvestment Act of 2009.  We are evaluating the various turbine manufacturers and the 

purchase terms which may be available. We expect that the turbines we require for our project 

development schedule will be available on a timely basis provided that we are able obtain turbine 

financing.  It may be necessary to work with several turbine suppliers to meet our turbine needs.  

 

 In addition, spare parts for wind turbines and key pieces of electrical equipment will need 

to be available for the turbines we have in operation.  When we purchase our turbines, we also 

enter into warranty agreements with the manufacturer.  Along with turbines and electrical 

equipment, other construction materials, such as gravel, cement, and rebar are necessary for the 

construction of roads and foundations.  The combination of all these issues makes it essential for 

us to maintain working relationships with all of our suppliers.  

 

Competition  
 

 In the United States, large utility companies dominate the energy production industry and 

coal continues to be the primary resource for electricity production. Electricity generated from 

wind energy faces competition from other traditional resources such as coal, hydro, natural gas 

and nuclear power. We expect that the primary competition for the wind power industry will 

continue to come from utility company producers of electricity generated from coal and other 

non-renewable energy sources. Also, as the relative advantages or disadvantages of wind over 

fossil fuel-based generation are resolved over time, and potential legislation regimes arise, it is 

likely that the utilities themselves will elect to develop wind power assets themselves.  
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 Non-utility entrants in the wind power development market, however, face certain 

barriers to entry. The capital cost of buying and maintaining turbines are high. Other significant 

factors include the cost of land control and/or acquisition, the availability of transmission lines 

and the cost to tie into those lines, land use considerations and the environmental impact of 

construction and operations. Finally, another critical barrier to entry into the wind power 

development business is the necessary experience required to bring project to the point where 

they are able to secure interconnection agreements, power purchase agreements and project 

financing for construction.  

 

 While we are aware of several other companies that are working to develop medium size 

wind energy projects, none of these companies are currently directly competing with us in the 

geographic areas in which we are active.  

   

Regulation  
 

 The following is a brief summary of certain applicable regulations in the United States 

and is not, nor should it be considered, a full summary of the law or all related issues.  

 

Energy Regulation.   Under the Federal Power Act (FPA), FERC has exclusive rate-making 

jurisdiction over wholesale sales of electricity and transmission in interstate commerce. The FPA 

subjects “public utilities” within the meaning of the FPA, among other things, to rate and 

corporate regulation by FERC. In particular, sellers of electricity at wholesale in interstate 

commerce and transmission of electricity in interstate commerce are regulated by FERC with 

respect to: the review of the terms and conditions of wholesale electricity sales and transmission 

of electricity; the need to obtain advance approval of disposition of public utility facilities, 

mergers, purchases of securities of other public utilities, acquisitions of existing generation 

facilities and changes in upstream ownership interest; the regulation of their borrowing and 

securities issuances and assumption of liabilities; and the review of interlocking directorates. 

Wind parks with market-based rate authority are subject to regulation by FERC as a “public 

utility” pursuant to FPA.  

 

 In addition to direct regulation by FERC, we believe that our wind project will be subject 

to rules and terms of participation imposed and administered by regional transmission operators 

and independent systems operators. Although these entities are themselves ultimately regulated 

by FERC, they can impose rules, restrictions and terms of service on marker participants, like 

our wind projects, that can have a material impact on our business.  

 

 Some of our wind projects would be subject to varying degrees of regulation by state 

public utility commissions. State public utility commissions have historically had broad authority 

to regulate both the rates charged by, and the financial activities of, electric utilities that sell 

electricity at retail, and a number of other matters related to electric utilities. State laws may also 

impose certain regulatory and reporting requirements on other owners and operators of 

generation facilities.  

 

 All of our wind projects would, before construction can begin, require approval from the 

zoning boards of the relevant county governments in which the projects are located. 
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Accordingly, before construction begins, we will need to obtain the necessary zoning/conditional 

use permits. We have not applied for, nor obtained, any such use permits for any of our existing 

wind projects.  

 

Environmental Regulation.   Our wind project development activities are not, at this time, subject 

to specific environmental laws or regulations in the State of Texas. However, there can be no 

assurances that there will not be new regulation passed in the future.  

 

 Local laws may in the future also regulate other aspects of our wind project development 

and operation, by setting limits on the use of local roads, setback requirements and noise 

standards. If we fail to comply with these possible future requirements, or with other regulatory 

standards, we may be denied permits that are required for construction or operation, or become 

subject to potential regulatory enforcement actions.  

 

Item 7. Describe the Issuer’s Facilities. 
 

Properties  
 

 We do not own the property underlying our wind projects. Instead, we typically enter into 

Wind Project Agreements whereby we received licenses and easements from the landowners that 

give us the right to install our meteorological equipment, turbines, transmission lines and related 

equipment and prohibits the landowners from, among other things, building improvements that 

interfere with or obstruct the operation or maintenance of our wind project, and building or 

locating any power generation equipment on the subject property. The term of the Wind Project 

Agreement usually cover two different periods. The first is an evaluation period of five years, 

with our option to extend the evaluation period for three additional, consecutive one (1) year 

periods. The second is a 30-year operation period, with our option to extend the operation period 

for two additional, consecutive ten (10) year periods.  

 

 The provisions of our Wind Project Agreement are substantially similar for all of our 

wind energy projects. Specific terms for individual landowners may differ occasionally, but none 

of our current Wind Project Agreements differ significantly from the general structure, the 

pertinent items of which are summarized below.   

 

 During the evaluation period, the landowner receives various fees and payments 

including an Evaluation Fee (annual fee based on $5.00 per acre for the land comprising the 

wind project) and a Met Tower Fee (annual fee of $1,000 each year during which a 

meteorological tower in located on the project).  

 

 We believe our leases on our projects in Texas, including Blue Creek, Channing Flats, 

Swisher, Hedley Point and Leila Lake, are no longer at “market” and would require renegotiation 

if development of any of these projects were to occur. Based upon industry reports and other 

anecdotal evidence, we believe the downturn in the availability of financing and the low gas 

prices have negatively impacted the land leasing by $1 to $2 per acre. In addition, while we are 

not current on our land lease payments, we may still have the right to cure any default by paying 

any delinquent lease payments, which is our intention with respect to any lease involving a 
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viable wind power project. Nevertheless, we are at risk of landowners seeking to cancel their 

leases which could render some or all of our projects not being commercially viable. 

 

 During the operation period, the landowner receives a variety of fees and payments 

including, without limitation, an Installation Fee (one time payment based on each nameplate 

megawatt of installed wind turbine capacity), an Operating Fee (annual payment based on each 

nameplate megawatt of installed wind turbine capacity), a Substation Fee (one time payment for 

each substation or interconnection facility installed on the property), a Transmission Fee (one 

time payment per Rod for any above-ground high-voltage transmission lines installed on the 

property) and a Royalty Percentage (a escalating percentage of gross revenues throughout the 

terms of the operating period).  

 

 If there is a material default by us under the Agreement, the property owner may 

terminate the Agreement if we fail to cure the material default within sixty (60) days from time 

of notice or fails to initiate steps to cure such material default within sixty (60) days and 

thereafter diligently continue steps to cure until completion. 

 

 On termination, we agreed to return and surrender the subject Property to its owner and 

will remove all wind systems on the property within one year from date of termination. If we fail 

to remove wind systems within the time allowed, the owner may remove and sell such wind 

systems and we will reimburse the owner for costs of removal less salvage value recovered. If 

salvage value exceeds removal costs, the owner shall retain such excess.  

 

 As of December 31, 2012, all of our option agreements applicable to our wind energy 

projects have expired, have been terminated or are subject to being terminated. Accordingly, we 

are and remain in the process of removing meteorological towers and other installed equipment 

or property from the landowners property and attempting to liquidate and sell all removed 

equipment and property. It is anticipated that these efforts to remove, liquidate and sell all the 

subject equipment and property will not be completed until at least mid to late 2013, perhaps 

longer. 

   

Description of Corporate Offices  
   

 Until early 2012, Nacel’s corporate offices (approx. 300 square feet) at 40 Easthampton 

B, West Palm Beach, FL 33417, are provided, on a month-to-month basis, by our director at no 

charge.  

 

 We believe that our current facilities are adequate for our operations as currently 

conducted and if additional facilities are required, that we could obtain them at commercially 

reasonable prices.  Once we have owned projects in operation, we will also require on-site 

project office space, which we intend to lease in the form of office trailers or existing built out 

space.  
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PART D MANAGEMENT STRUCTURE AND FINANCIAL INFORMATION 
 

Item 8. Officers, Directors and Control Persons.  
 

 A. Names of Officers, Directors and Control Persons.  The names or each of the 

Issuer’s executive officers, directors and control persons (control persons are beneficial owners 

of more than five percent (5%) of any class of Issuer’s equity securities) as of the date of this 

Quarterly Report are as follows:  

 

Name     Age     Position  

     

Mark Schaftlein 
 

54 
   

Chief Executive Officer, Chief Financial Officer and 

Director 

               

Murray Fleming 
   

49 
   

Director and Secretary 

 

               

 B. Legal/Disciplinary History. At no time in the last five years, has any officer or 

member of the board of directors, or any control person, been the subject of any of the following: 

 

 1. A conviction in a criminal proceeding or named as a defendant in a pending 

criminal proceeding (excluding traffic violations and other minor offenses); 

 

 2. The entry of an order, judgment, or decree, not subsequently reversed, suspended 

or vacated, by a court of competent jurisdiction that permanently or temporarily enjoined, barred, 

suspended or otherwise limited such person’s involvement in any type of business, securities, 

commodities, or banking activities; 

 

 3. A finding or judgment by a court of competent jurisdiction (in a civil action), the 

Securities and Exchange Commission, the Commodity Futures Trading Commission, or a state 

securities regulator of a violation of federal or state securities or commodities law, which finding 

or judgment has not been reversed, suspended or vacated; or 

 

 4. The entry of an order by a self-regulatory organization that permanently or 

temporarily barred, suspended or otherwise limited such person’s involvement in any type of 

business or securities activities. 

 

 C. Beneficial Shareholders.  The table appearing on the top of the next page sets 

forth certain information regarding the beneficial ownership of our common stock as of 

December 31, 2012, by each person who, to our knowledge, owns more than 5% of any class of 

our common stock. Unless otherwise indicated in the footnotes to the following table, each 

person named in the table has sole voting and investment power, except to the extent such power 

may be shared with a spouse. 









December 31, March 31,

2012 2012.

ASSETS

Current Assets

     Cash 1,170$                         19,935$                         

     Deposits -                               -                                

     Prepaid expenses -                               -                                

     Related party receivable 379,827                       388,909                         

     Deferred financing costs -                               -                                

Total current assets 380,997                       408,844                         

Property, plant and equipment, net of accumulated depreciation of $25,068 and

$23,341 at December 31 and March 31,  2012, respectively 135,701                       143,125                         

Investments 1,117,488                    1,035,282                      

TOTAL ASSETS 1,634,186$                  1,587,251$                    

LIABILITIES AND STOCKHOLDERS' EQUITY

     Accounts payable 78,200$                       74,270$                         

     Accounts payable - related party 5,068                           5,068                             

     Accrued expenses 10,897                         5,349                             

     Accrued interest - related party 61,743                         26,071                           

     Shareholder line of credit 594,000                       594,000                         

     Notes payable 75,000                         75,000                           

     Convertilbe note, net of discount of $309,957 -                               -                                

     Derivative liabilities 22                                442,870                         

Total current liabilities 824,930                       1,222,628                      

Total liabilities 824,930                       1,222,628                      

STOCKHOLDERS' EQUITY

     Common stock of $.001 par value.  Authorized 90,000,000 shares; issued and

     outstanding 87,224,824 at December  31, 2012; authorized 75,000,000 87,225                         86,325                           

     shares; issued and outstanding 86,324,824 at March 31, 2012

     Additional paid-in capital 7,124,795                    7,116,695                      

     Deficit accumulated during the development stage (6,402,764)                   (6,838,397)                    

Total stockholders' equity 809,256                       364,623                         

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY 1,634,186$                  1,587,251$                    

Nacel Energy Corporation

(A Development Stage Company)

(Unaudited)

 Consolidated Balance Sheets



February 7, 2006

(Inception)

through

2012 2011 2012 2011 December 31, 2012

Income from services  $                           -  $                           -  $                           -  $                           -  $                                  - 

General and administrative expenses  $                   2,931  $               341,696  $                 35,776  $               862,909  $                   4,328,326 

Wind projects donated by related party                               -                               -                               -                               -                          490,000 

Wind project development costs                               - #                               -                               -                       8,720                       1,993,457 

Depreciation                       1,608                       1,873                       4,824                       5,619                            39,638 

Loss on impairment of fixed assets                               -                               -                               -                               -                            14,022 

Total operating expenses                       4,539                   343,569                     40,600                   877,248                       6,865,443 

Net loss from operations                     (4,539)                 (343,569)                   (40,600)                 (877,248)                      (6,865,443)

Other income (expense)

Interest expense                   (13,827)                   (13,827)                   (41,221)                   (38,831)                      (2,433,045)

Interest income                               -                               -                               -                               -                              3,848 

Other income                               -                               -                               -                                 419 

Gain (Loss) on debt extinguishment                               -                               -                               -                      (1,513,549)

Gain (Loss) on disposal of fixed assets                               -                               -                     (2,600)                               -                             (2,600)

Income (loss) from equity method investment                   (12,379)                   158,600                     70,306                   598,752                          751,588 

Gain (loss) on derivative financial instruments 531,054                 45,580                   442,870                 (144,743)                                      3,353,085 

Total other income (expense)                   504,848                   190,353                   469,355                   415,178                          159,746 

Net income (loss)  $               500,309  $             (153,216)  $               428,755  $             (462,070)  $                  (6,705,697)

Basic and diluted net income (loss) per share  $                     0.01  $                   (0.00)  $                     0.00  $                   (0.01)  N/A 

Basic and diluted weighted average common shares 

outstanding 87,224,824            82,324,824            87,169,188            71,834,266             N/A 

From February 7, 2006 (Inception) through December 31, 2012

(Unaudited)

Nine months ended December 31,

Nacel Energy Corporation

Three months ended December 31,

( A Development Stage Company)

Consolidated Statements of Income (Loss)

Three and nine months ended December 31, 2012 and 2011 and For The Period



February 7, 2006

(Inception) through

2012 2011 December 31, 2012

CASH FLOWS FROM OPERATING ACTIVITIES 

Net loss 428,755$                      $                   (462,070) (6,705,697)$                        

Adjustments to reconcile net income to net cash provided by 

operating activities: 

Depreciation 4,824                                                       5,619 39,638                                

Amortization of debt discount and deferred financing costs -                                                           653,200 2,862,189                           

Stock for services 9,000                                                       7,000 426,390                              

Wind projects donated by related party -                                   -                                   490,000                              

Imputed interest -                                   -                                   15,725                                

Stock issued for executive compensation -                                   -                                   1,068,500                           

Impairment of fixed assets -                                   -                                   14,022                                

Loss on extinguishment of debt -                                   -                                   1,513,549                           

(Gain) loss on equity method investment (70,306)                        (598,752)                      (811,588)                             

(Gain) loss on derivatives (442,870)                      144,743                       (3,353,085)                          

(Gain) loss on disposal of fixed assets 2,600                           -                                   2,600                                  

Changes in:

   Prepaid and other current assets -                                                                      - -                                          

   Related party receivable -                                                                      - -                                          

   Deposits -                                                                      - -                                          

   Accounts payable 3,930                                                     21,552 256,750                              

   Accounts payable - related party -                                                             (6,950) 5,068                                  

   Accrued expenses 41,220                                                   15,918 72,640                                

Net Cash Used in Operating Activities                         (22,847)                       (219,740)                           (4,103,299)

CASH FLOWS FROM INVESTING ACTIVITIES 

Advances to equity method investee 4,082                                                 (390,971) (324,827)                             

Purchase of fixed assets -                                   (1,174)                          (191,961)                             

Net Cash Used in Investing Activities 4,082                           (392,145)                      (516,788)                             

CASH FLOWS FROM FINANCING ACTIVITIES 

Cash paid for financing costs -                                   -                                   (120,000)                             

Proceeds from shareholder line of credit, net of payments -                                                           133,247 591,257                              

Borrowings on debt -                                   430,000                       1,995,000                           

Proceeds from sale of common stock -                                   -                                   955,000                              

Proceeds from exercise of warrant -                                   -                                   1,200,000                           

Net cash Provided by Financing Activities                                    -                         563,247                             4,621,257 

NET INCREASE IN CASH                         (18,765)                         (48,638)                                    1,170 

CASH AT BEGINNING OF PERIOD                           19,935                           48,857                                           - 

CASH AT END OF PERIOD  $                         1,170  $                            219  $                                1,170 

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION 

          Interest -$                                  $                       22,913 131,870$                            

          Income taxes -                                   -                                   

NON-CASH TRANSACTIONS

          Debt discount from derivative liabilities -                                   -                                   2,358,979                           

          Warrants issued for deferred financing costs -                                   -                                   68,592                                

          Shares issued for settlement of accounts payable -                                   -                                   178,547                              

          Shares issued for payment and conversion of  notes 

payable -                                   337,385                       2,018,143                           

          Stock issued for investment in Crownbutte Wind Power, Inc. -                                   20,000                         354,000                              

Nacel Energy Corporation

Nine months ended December 31,

(A Development Stage Company)

Consolidated Statements of Cash Flows

Nine months  ended December 31, 2012 and 2011 and For The Period

From February 7, 2006 (Inception) through December 31, 2012

(Unaudited)



 

NACEL ENERGY CORPORATION  

 (A Development Stage Company)  

Notes to Consolidated Financial Statements  
 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  
 

Nature of organization and business.  
 

i) Organization  

   

We were incorporated in the State of Wyoming on February 7, 2006. On March 31, 2006, an Amendment 

to our Articles of Incorporation was filed with the Wyoming Secretary of State which amended Article 5 of 

our original Articles of Incorporation to change the number of authorized shares from 100 million common 

shares and authorize the issuance of an unlimited number of common and preferred shares as provided 

under the Wyoming corporate statute.  Currently, our Board of Directors has authorized a total of 90 

million common shares, of which 87,224,824 are issued and outstanding, and no preferred shares are issued 

and outstanding. By an Amendment filed with the Wyoming Secretary of State on April 3, 2007, we 

changed our name to Nacel Energy Corporation (“Nacel Energy”) from Zephyr Energy Corporation.   

   

ii) Business  

  

Since our inception, we have been engaged in business planning activities, including researching wind 

energy technologies, developing our economic models and financial forecasts, performing due-diligence 

regarding potential development partners, investigating wind electric energy properties and project 

opportunities, and raising capital. We are a development stage company and have commenced entering into 

agreements and various operations in furtherance of our wind power generation business.  

   

Basis of Presentation.  
   

The unaudited, interim financial statements of the Company have been prepared in accordance with 

generally accepted accounting principles in the United States of America.  We believe that all adjustments, 

consisting of normal recurring adjustments, necessary for a fair presentation of financial position and the 

results of operations for the interim periods presented have been reflected herein and that the disclosures 

made are adequate to make the information not misleading.  The results of operations for interim periods 

are not necessarily indicative of the results to be expected for the full year. 

   

Use of Estimates.  
   

In preparing financial statements, management makes estimates and assumptions that affect the reported 

amounts of assets and liabilities in the balance sheet and revenue and expenses in the statement of 

expenses. Actual results could differ from those estimates.  

   

Cash and Cash Equivalents.  
   

For purposes of the statement of cash flows, Nacel Energy considers all highly liquid investments 

purchased with an original maturity of three months or less to be cash equivalents.  

 

   

Property and equipment  
 

Property and equipment is recorded at cost and depreciated on the straight-line method over the estimated 

useful lives.  Expenditures for normal repairs and maintenance are charged to expense as incurred. The cost 

and related accumulated depreciation of assets sold or otherwise disposed of are removed from the 

accounts, and any gain or loss is included in operations.  

 



Property and equipment consists primarily of meteorological towers and related costs, which are being 

depreciated over a 25-year useful life. 

 

Long-lived assets, including property and equipment, are reviewed for impairment whenever events or 

changes in circumstances indicate that the carrying amount may not be recoverable.  The evaluation of 

recoverability is performed using undiscounted estimated net cash flows generated by the related asset.  If 

an asset is deemed to be impaired, the amount of impairment is determined as the amount by which the net 

carrying value exceeds discounted estimated net cash flows. 

 

During the nine months ended December 31, 2012, no assets were determined to be impaired. 

 

Equity Method Investments 
 

The Company accounts for its ownership interest in Crownbutte Wind Power, Inc. under the equity method 

of accounting in accordance with Accounting Standards Codification (ASC) Topic No. 323 “Investments—

Equity Method and Joint Ventures” (“ASC 323”) as a result of the Company’s ability to exercise 

significant influence over the operating and financial policies of Crownbutte Wind Power, Inc. Under ASC 

323, investments of this nature are recorded at original cost and adjusted periodically to recognize the 

Company’s proportionate share of the entity’s net income or losses after the date of investment. When net 

losses from an investment accounted for under the equity method exceed its carrying amount, the 

investment’s carrying amount may be reduced to a negative value. 

 

The Company reviews investments in non-consolidated subsidiaries accounted for under the equity method 

for impairment whenever events or changes in circumstances indicate that the carrying amount of the assets 

may not be fully recoverable. The evaluation of recoverability is performed using undiscounted estimated 

net cash flows generated by the related investment. If the investment is deemed to be impaired, the amount 

of impairment is determined as the amount by which the net carrying value exceeds discounted estimated 

net cash flows. No impairment charge was recorded related to the Company’s equity method investment in 

Crownbutte Wind Power, Inc. for the nine month ended December 31, 2012. 

 

Derivative Financial Instruments  
 

Nacel does not use derivative instruments to hedge exposures to cash flow, market, or foreign currency 

risks.  Nacel evaluates all of its financial instruments to determine if such instruments are derivatives or 

contain features that qualify as embedded derivatives.  For derivative financial instruments that are 

accounted for as liabilities, the derivative instrument is initially recorded at its fair value and is then re-

valued at each reporting date, with changes in the fair value reported as charges or credits to income.  For 

option-based derivative financial instruments, Nacel uses the Black-Scholes option-pricing model to value 

the derivative instruments at inception and subsequent valuation dates. The classification of derivative 

instruments, including whether such instruments should be recorded as liabilities or as equity, is re-assessed 

at the end of each reporting period.  Derivative instrument liabilities are classified in the balance sheet as 

current or non-current based on whether or not net-cash settlement of the derivative instrument could be 

required within 12 months of the balance sheet date.  

 

Fair Value Measurements  
 

In September 2006, the FASB issued ASC 820 (previously SFAS 157) which defines fair value, establishes 

a framework for measuring fair value, and expands disclosures about fair value measurements. The 

provisions of ASC 820 were effective January 1, 2008. The FASB has also issued Staff Position (FSP) 

SFAS 157-2 (FSP No. 157-2), which delays the effective date of SFAS 157 for nonfinancial assets and 

liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a 

recurring basis (at least annually), until fiscal years beginning after November 15, 2008.  

 

As defined in ASC 820, fair value is the price that would be received to sell an asset or paid to transfer a 

liability in an orderly transaction between market participants at the measurement date (exit price). The 

Company utilizes market data or assumptions that market participants would use in pricing the asset or 



liability, including assumptions about risk and the risks inherent in the inputs to the valuation technique. 

These inputs can be readily observable, market corroborated, or generally unobservable. The Company 

classifies fair value balances based on the observations of those inputs. ASC 820 establishes a fair value 

hierarchy that prioritizes the inputs used to measure fair value. The hierarchy gives the highest priority to 

unadjusted quoted prices in active markets for identical assets or liabilities (level 1 measurement) and the 

lowest priority to unobservable inputs (level 3 measurement).  

 

The three levels of the fair value hierarchy defined by ASC 820 are as follows:  

 

Level 1 – Quoted prices are available in active markets for identical assets or liabilities as of the reporting 

date. Active markets are those in which transactions for the asset or liability occur in sufficient frequency 

and volume to provide pricing information on an ongoing basis. Level 1 primarily consists of financial 

instruments such as exchange-traded derivatives, marketable securities and listed equities.  

 

Level 2 – Pricing inputs are other than quoted prices in active markets included in level 1, which are either 

directly or indirectly observable as of the reported date. Level 2 includes those financial instruments that 

are valued using models or other valuation methodologies. These models are primarily industry-standard 

models that consider various assumptions, including quoted forward prices for commodities, time value, 

volatility factors, and current market and contractual prices for the underlying instruments, as well as other 

relevant economic measures. Substantially all of these assumptions are observable in the marketplace 

throughout the full term of the instrument, can be derived from observable data or are supported by 

observable levels at which transactions are executed in the marketplace. Instruments in this category 

generally include non-exchange-traded derivatives such as commodity swaps, interest rate swaps, options 

and collars.  

   

Level 3 – Pricing inputs include significant inputs that are generally less observable from objective sources. 

These inputs may be used with internally developed methodologies that result in management’s best 

estimate of fair value.  

 

The following table sets forth by level within the fair value hierarchy the Company’s financial assets and 

liabilities that were accounted for at fair value as of December 31, 2012. As required by SFAS 157, 

financial assets and liabilities are classified in their entirety based on the lowest level of input that is 

significant to the fair value measurement. The Company’s assessment of the significance of a particular 

input to the fair value measurement requires judgment, and may affect the valuation of fair value assets and 

liabilities and their placement within the fair value hierarchy levels.  

 

      December 31, 2012     

      Level 1        Level 2        Level 3        Total     

Freestanding and Embedded derivatives     $  —        $  —        $  —        $  —     

 

The derivatives listed above are carried at fair value. The fair value amounts in current period earnings 

associated with the Company’s derivatives resulted from Level 2 and 3 fair value methodologies; that is, 

the Company is able to value the assets and liabilities based on observable market data for similar 

instruments. This observable data includes the quoted market prices and estimated volatility factors.  

 

Reclassifications.  
   

Certain prior year amounts have been reclassified to conform to the current year presentation.  

 

   

Stock Compensation.  
 

Nacel Energy follows Financial Accounting Standard No. 123R (ASC 718), “Share-Based Payment” as 

interpreted by SEC Staff Accounting Bulletin No. 107 for financial accounting and reporting standards for 

stock-based employee compensation plans. It defines a fair value based method of accounting for an 



employee stock option or similar equity instrument. There were no compensatory options or warrant 

granted since inception through December 31, 2012.  

 

Consolidation.  
 

The consolidated financial statements include the accounts of Nacel Energy and its wholly-owned 

subsidiaries, 0758817 BC Ltd., Blue Creek Wind Energy Facility, LLC, Channing Flats Wind Energy 

Facility, LLC, Swisher Wind Energy Facility, LLC, Hedley Pointe Wind Energy Facility, LLC, Leila Lakes 

Wind Energy Facility LLC and Snowflake Wind Energy Facility, LLC. Significant inter-company accounts 

and transactions have been eliminated.  

 

Wind Project Development Costs 
 

Wind project development costs are charged to expense as incurred. These costs consist of such costs as 

contracted operations and maintenance fees, turbine and related equipment warranty fees, land rent, 

insurance, professional fees, operating personnel and permit compliance. 

 

Income Taxes 

 

The Company has adopted the provisions of ASC 740, “Income Taxes ” (“ASC 740”). As required under 

ASC 740, the Company accounts for income taxes using an asset and liability approach, which requires the 

recognition of deferred tax assets and liabilities for the expected future tax consequences of temporary 

differences between the financial statements and tax bases of assets and liabilities at the applicable tax 

rates. A valuation allowance is utilized when it is more likely than not, that some portion of, or all of the 

deferred tax assets will not be realized. Deferred tax assets and liabilities are adjusted for the effects of 

changes in tax laws and rates on the date of enactment. 

 

ASC 740 prescribes a recognition threshold and measurement attribute for the financial statement 

recognition and measurement of a tax position taken or expected to be taken in a tax return. Under ASC 

740, the Company recognizes tax benefits only for tax positions that are more likely than not to be 

sustained upon examination by tax authorities. The amount recognized is measured as the largest amount of 

benefit that is greater than 50 percent likely to be realized upon settlement. A liability for “unrecognized 

tax benefits” is recorded for any tax benefits claimed in our tax returns that do not meet these recognition 

and measurement standards. 

 

Basic and Diluted Net Loss Per Share 
 

The Company computes loss per share in accordance with ASC 260, ‘‘Earnings per Share’’ which requires 

presentation of both basic and diluted earnings per share on the face of the statement of operations. Basic 

loss per share is computed by dividing net loss available to common shareholders by the weighted average 

number of outstanding common shares during the period. Diluted loss per share gives effect to all dilutive 

potential common shares outstanding during the period including stock options and warrants using the 

treasury method. Dilutive loss per share excludes all potential common shares if their effect is anti-dilutive. 

 

Recent Accounting Pronouncements 
 

The Company does not expect any recent accounting pronouncements to have a significant impact on its 

financial position or results of operations. 

 

 

NOTE 2 - GOING CONCERN  
   

The accompanying consolidated financial statements have been prepared on a going concern basis, which 

contemplates the realization of assets and satisfaction of liabilities in the normal course of business. Nacel 

Energy has incurred material recurring losses from operations.  Since inception, Nacel Energy has incurred 

losses of approximately $6.71 million.  In addition, Nacel Energy is experiencing a continuing operating 



cash flow deficiency. These factors, among others, raise substantial doubt about Nacel Energy’s ability to 

continue as a going concern for a reasonable period of time.  

 

Nacel Energy is pursuing, and will  continue to pursue, additional equity financing and/or debt financing 

while managing cash flow in an effort to provide funds and cash flow to meet its obligations on a timely 

basis and to support wind project development activities.  

 

The consolidated financial statements do not contain any adjustments to reflect the possible future effects 

on the classification of assets or the amounts and classification of liability that may result should Nacel 

Energy be unable to continue as a going concern.  

 

NOTE 3 – DEMAND NOTES PAYABLE  
 

In July 2009, Nacel executed a new loan with a lender in the amount of $250,000, which provides for 

simple interest of 10% per annum to be paid monthly upon the outstanding balance.  The note is due on 

demand and is unsecured.   

 

Effective November 23, 2010, one of Nacel’s investors obtained a note in the amount of $175,000 from the 

lender holding the original $250,000 loan.  The note was modified after the assignment.  See “November 

23, 2010 $175,000 Convertible Note” discussion in Note 5 below.  The remaining $75,000 from the 

original note is still outstanding under the original terms as of December 31, 2012. 
   

NOTE 4 - SHAREHOLDER LINE OF CREDIT AND RELATED PARTY ACCOUNTS PAYABLE 

 

As of March 31, 2011, Nacel Energy had an agreement with a shareholder who is a director for a $460,753 

line of credit that bears interest at 8%. 

 

On June 1, 2011, we ratified the terms for the line of credit to allow an additional increase in the balance to 

$600,000. 

 

As of December 31, 2012, the line of credit extended by the director was $594,000, leaving $6,000 

available for borrowing.  There was a balance of accrued interest in the amount of $61,743 as of December 

31, 2012. 

 

The Company owed a member of management $5,068 as of December 31, and March 31, 2012 for amounts 

advanced to the Company. 

 

NOTE 5 – CONVERTIBLE NOTES PAYABLE  

   

May 6, 2010  $600,000 Convertible Note  

 

On May 6, 2010, Nacel  executed and delivered, pursuant to a private placement with a single institutional 

investor, a $600,000 Convertible Promissory Note (the “Convertible Note”) in exchange for the investor’s 

execution and delivery of a $500,000 Secured & Collateralized Promissory Note (the “Secured Note”) to 

the Company.  

 

The original principal amount of the Convertible Note is $600,000, and the Convertible Note provides for a 

12% one-time interest charge. The Convertible Note has a maturity date of three (3) years from May 6, 

2010 at which time all principal and accrued interest shall be due and payable in full. Prepayment is not 

permitted unless approved by the holder in writing. However, the Convertible Note is payable on demand 

by the holder in an amount not to exceed the cash amount paid under the Secured Note.  

 

The Convertible Note is convertible by the holder, at its election, at any time to the extent of funds 

advanced on the Secured Note. The subject conversion amount is converted into shares of Nacel’s common 

stock based on a conversion price of seventy percent (70%) of the lowest trade price in the 30 trading days 

prior to the conversion. However, the Company has the right to enforce a conversion floor of $0.65 per 



share. Thus, if the conversion price is less than $0.65 per share, the holder would incur a conversion loss 

which is satisfied by either (a) cash payment by the Company in an amount sufficient to pay the conversion 

loss (($0.65 per share less the conversion price) times the number of shares being converted), or (b) the 

Company may convert the conversion amount into shares at $0.65 per share and adding the conversion loss 

to the unpaid balance of the Convertible Note.  

 

The Secured Note is for $500,000 with a 14.4% one-time interest charge. The Secured Note has a maturity 

date of three (3) years from May 6, 2010 at which time all principal and accrued interest shall be due and 

payable in full. The Secured Note is secured by an investment asset account with a value of $500,000.  

During the nine months ended December 31, 2012, Nacel received no advances toward the note receivable.  

The Convertible Note payable balance for this note as of December 31, 2012 in the consolidated balance 

sheet is $98,615, which is the amount for which payment can be demanded.  The amount cannot be 

converted into common stock in accordance with the agreement due to limitations on the number of 

authorized shares remaining to be issued.  

 

During the year ended March 31, 2012, Nacel made principal payments in shares of common stock in 

accordance with the terms of the agreement.  A total of 21,980,715 shares of common stock were issued for 

payment of $337,385 of principal.   No payments were made or stock issued during the nine months ended 

December 31, 2012. 

 

For the period May 6, 2010 through December 31, 2012, Nacel converted $573,385 of the convertible note 

balance into 28,757,243 shares of Nacel common stock.  The conversion option of this note was modified 

on September 26, 2010 and on December 23, 2010.  See below.  

     

Note Modifications  

 

On September 26, 2010, the note holders and Nacel agreed to modify the terms of their convertible 

notes.  As mentioned above, the agreements have a $0.65 conversion floor with a provision for a 

conversion loss to be paid upon conversion equal to any difference between the floor and the calculated 

price in the agreement.  As of September 26, 2010, both parties agreed to remove the conversion loss 

provision and allow the note holders to convert principal and accrued interest at the same price that the 

Senior Secured Note holder converts (see above).  
 
Nacel evaluated the modification event under ASC 470-60. Because Nacel is not experiencing financial 

difficulties, the transaction was not accounted for as a troubled debt restructuring. Consequently, Nacel 

evaluated these transactions under ASC 470-50 “Debtor’s Accounting for a Modification or Exchange of 

Debt Instruments” to determine if the modification was substantial. Because the change in fair value of the 

conversion option was greater than 10% of the carrying value of the debt, the debt modification was 

determined to be substantial and accordingly the debt was extinguished.  The difference in the carrying 

value of the original debt and its corresponding derivatives and the new debt and its corresponding 

derivatives was $312,231 which is recorded as a gain on debt extinguishment in the consolidated statement 

of operations for the year ended March 31, 2011.  
   

The modified embedded conversion option is linked to an instrument that has no explicit limit on the 

number of shares to be issued upon settlement.  Due to this provision, the embedded conversion option 

qualifies for derivative accounting under ASC 815-15.  The fair value of the embedded conversion option 

was determined to be $284,494 on the date of extinguishment and this amount was recorded as a discount 

to the note.  As of March 31, 2012, the entire $284,494 discount had been amortized to interest expense due 

to the conversion of shares as mentioned above.  
   
On December 23, 2010, the terms of the $300,000 and $600,000 convertible notes reverted back to a 

conversion price equal to the 70% of the lowest closing stock price in the thirty days preceding the 

conversion.  
 

April 28, 2011 $105,000 Convertible Note 
 



On April 28, 2011, we executed and delivered, pursuant to a private placement with a single institutional 

investor, a $105,000 Convertible Promissory Note (the “Convertible Note”) in exchange for a $50,000 

payment. The Convertible Note provides for 0% interest and has a maturity date of May 28, 2011 when all 

principal and accrued interest was due and payable in full. Prepayment was permitted. The Convertible 

Note is convertible into shares of our common stock, at the holder’s election, under the same terms as 

provided for in the $600,000 Convertible Note being a conversion price of seventy percent (70%) of the 

lowest trade price in the 30 trading days prior to the conversion. As discussed in Note 7, the embedded 

conversion option in the Convertible Note is classified as a liability in accordance with ASC 815. The fair 

value of the liability exceeded the carrying amount of the note on the date of the advances and accordingly 

a full discount of $105,000 was recorded. 

 

On May 2, 2011, it was agreed that the Convertible Note would be surrendered and that such surrender 

would be accepted as payment of $105,000 against the $500,000 Secured Note referenced above. 

 

November 8, 2010 $600,000 Convertible Note 
 

On November 8, 2010, Nacel executed and delivered its $600,000 Convertible Promissory Note (the 

“Convertible Note”) in exchange for an investor’s execution and delivery of a $500,000 Secured & 

Collateralized Promissory Note (the “Secured Note”) to Nacel. Through December 31, 2012, Nacel 

received advances totaling $217,200 on the Secured Note resulting in an equivalent amount of principal 

being due under the Convertible Note. The terms of the Convertible Note and the Secured Note are 

identical to the terms of the May 6, 2010 Convertible Note as described above in this Note 5. As discussed 

in Note 7, the embedded conversion option in the Convertible Note is classified as a liability in accordance 

with ASC 815. The amount that can be demanded is the same as the carrying amount of the note on the 

date of the advances and accordingly no discount was recorded. 

 

NOTE 6 - COMMITMENTS  
   

Nacel had no commitments outstanding as of December 31, 2012.  

 

NOTE 7 - INCOME TAXES  
   

Nacel Energy uses the liability method, where deferred tax assets and liabilities are determined based on 

the expected future tax consequences of temporary differences between the carrying amounts of assets and 

liabilities for financial and income tax reporting purposes.  

 

Nacel Energy has incurred net losses since inception and therefore has no tax liability. The net deferred tax 

asset generated by the loss carry-forward has been fully reserved.  

 

NOTE 8 - EQUITY TRANSACTIONS  
 

At inception, February 7, 2006, Nacel Energy issued 11,000,000 shares of common stock at par value to 

two founders for reimbursement of expenses paid by the founders.  

 

On April 16, 2007, the Company issued a warrant with an exercise price of $0.50 per share to a third party 

for which the fair value of the warrant was nominal. On June 7, 2007, the Securities and Exchange 

Commission declared effective the Company's registration statement on Form SB-2 relating to the offer and 

sale of 8,000,000 shares of common stock, at a price of $0.005 per share and 2,400,000 shares of common 

stock underlying a warrant, at an exercise price of $0.50. On September 24, 2007, the Company sold all 

8,000,000 common shares to 50 investors for proceeds of $40,000. On October 20, 2007, the Company 

enacted a 1:20 forward split of its capital stock resulting in total issued and outstanding post-split common 

shares of 21,400,000. There was no change to the warrant exercise price of $0.50. On November 19, 2007, 

all 2,400,000 post-split shares underlying the warrant were delivered and the warrant-holder entered into a 

promissory note of $1,200,000.  Through the period ending March 31, 2008, the Company received 

$509,627 of the total $1,200,000 proceeds related to the warrant exercise and the balance was recorded as a 



subscription receivable. On April 10, 2008, the remaining $690,373 was received from the warrant-holder 

and the subscription receivable was retired.  

   

On December 01, 2007, the Company reduced total authorized post-split capital stock from 100,000,000 to 

50,000,000 common shares. The director’s determined the reduced capital stock was sufficient to 

accommodate future capital requirements.  

 

On May 16, 2008, we issued 16,000 shares of common stock under our S-8 plan for Director’s fees. The 

share awards were non-cancellable and vested immediately. These shares were recorded at their fair value 

of $62,240.  

 

On August 27, 2008, the Company issued 250,000 shares of restricted common stock to our former 

President and CEO, Mr. Daniel Leach, as compensation. The share award was non-cancellable and vested 

immediately. These shares were recorded at their fair value of $1,007,500.  

 

In November and December of 2008, we issued 120,000 restricted shares of common stock to Renergix 

Wind LLC, our project development consultants, for services related to the achievement of wind project 

development milestones as specified in our joint development agreement. The share awards were non-

cancellable and vested immediately. These shares were recorded at their fair value of $95,400.  

 

On December 23, 2008, the Company sold 1,000,000 shares of common stock to a third party. These shares 

were sold under the terms of a non-brokered private placement agreement in exchange for proceeds of 

$750,000.    

 

On December 31, 2008, Company CEO, Mr. Brian Lavery, returned 1,000,000 of his founders’ shares for 

cancellation simultaneously with the issuance of the 1,000,000 share of common stock. The cancellation of 

Mr. Lavery’s shares was done to prevent diluting the Company’s common stock and shareholders. The 

shares were returned to the Company and cancelled at par value of $.001 per share.  

 

On September 24, 2009, the Company sold 220,000 shares of common stock to a third party.  These shares 

were sold under the terms of a non-brokered private placement agreement in exchange for proceeds of 

$165,000.  

 

During the year ended March 31, 2010, the Company issued 175,000 shares of restricted common stock to 

Renergix Wind LLC, our project development consultants, for services related to the achievement of a 

wind project development milestone as specified in our joint development agreement.  We expensed 

$191,200 during the period related to this stock issuance.  

 

On January 26, 2011, the Company issued 5,250,000 shares of common stock to two persons who held 

substantial blocks of Crownbutte Wind Power, Inc. of Mandan, ND.  The shares were valued at $210,000 

 

During the year ended March 31, 2011, the Company issued 595,158 for services performed in the prior 

period (included in accounts payable as of March 31, 2010) valued at $178,548 and an additional 2,000,000 

shares were issued for current year services valued at $100,000. 

 

Additionally, 26,834,251 shares were issued for debt payments and conversions valued at $1,681,437. 

 

During the year ended March 31, 2012, the Company issued 200,000 shares for services performed in the 

prior period valued at $7,000. 

 

Additionally, during the year ended March 31, 2012, 21,980,715 shares of common stock valued at 

$337,385 were issued for conversion of notes payable. 

 



NOTE 9 – WARRANTS  
 

For the year ended March 31, 2011, in conjunction with the note modification above (see Note 5), Nacel 

issued new warrants to an investor, which are exercisable for a period of 5 years for up to 7,500,000 shares 

of Nacel’s commons stock, with a modified exercise price of $0.30, reduced from the initial exercise price 

of $0.90.  Nacel also issued additional warrants to purchase 3,000,000 shares of common stock with an 

exercise price of $0.30 until November 24, 2011, being the 2nd anniversary date of the closing of the 

Securities Purchase Agreement (see Note 5).  

 

The warrants all contain reset provisions that can cause an adjustment to the exercise price if Nacel sells or 

issues an equity instrument at a price lower than the initial conversion price.  Due to this provision, the 

warrants qualify for derivative accounting under ASC 815-15 (See Note 10 below).  

     

A summary of the options issued by us for the year ended March 31, 2011 as follows:  

 

      Warrants        

Weighted-  

Average Exercise  

Price        

Weighted-  

Average  

Remaining  

Contracted Life  

(Years)        

Aggregate  

Intrinsic  

Value     

Outstanding on March 31, 2009        -        $  -                 $  -     

Granted        3,583,333           0.90           5.00           -     

Exercised        -           -           -           -     

Forfeited        -           -           -           -     

Expired        -           -           -           -     

                                                   

Outstanding on March 31, 2010        3,583,333        $  0.90           4.66        $  -     

Granted        10,500,000          0.30           3.17           -     

Exercised        -           -           -           -     

Forfeited        (3,500,000)          0.90           -           -     

Expired        -           -           -           -     

                                                   

Outstanding on March 31, 2011        10,583,333        $  0.30           2.93       $  -     

Granted        -          -          -          -  

Exercised        -           -           -           -  

Forfeited        -          -          -           -  

Expired        (3,000,000)          0.30          -           -  

                                                

Outstanding on March 31, 2012       7,583,333        $  0.30           3.06       $  -  

Granted        -          -          -          -  

Exercised        -           -           -           -  

Forfeited        -          -          -           -  

Expired        -          -          -           -  

                                                

Outstanding on December 31, 2012       7,583,333        $  0.30           2.31       $  -  

 

 

NOTE 10 - DERIVATIVE LIABILITY  
 

The embedded conversion options in Nacel’s convertible notes described in Note 4 do not contain an 

explicit limit on the number of shares to be issued upon settlement. The related warrants described in Note 

6 contain a reset provision that can cause an adjustment to the conversion price if Nacel sells or issues an 

equity instrument at a price lower than the initial conversion price. These provisions result in these 

instruments being classified as liabilities under ASC 815-15 (“Derivatives and Hedging”). The fair value of 



these liabilities will be re-measured at the end of every reporting period and the change in fair value will be 

reported in our consolidated statement of operations as a gain or loss on derivative financial instruments. 

     

The following table summarizes the changes in derivative liabilities:  

 

Derivative liabilities at March 31, 2011           $    342,866      

Extinguishment of derivative liabilities due to note modifications                (496,556)   

Addition of new derivative liabilities after note modifications                  782,505 

Change in fair value of embedded conversion option and warrants during the period               (185,945)   

Derivative liabilities at March 31, 2012                 442,870 

Change in fair value of embedded conversion option and warrants during the period               (442,870)   

Derivative liabilities at December 31, 2012         $                - 

 

 

Nacel used the Black-Scholes option pricing model to value the embedded conversion feature and warrants 

above using the following assumptions: number of options as set forth in the convertible note and warrant 

agreements; no expected dividend yield; expected volatility ranging from 77% - 170%; risk-free interest 

rates ranging from 0.05% - 2.24% and expected terms based on the contractual term. 

   

NOTE 11 – CONCENTRATIONS OF RISK  
    

Cash and cash equivalents deposited with financial institutions are insured by the Federal Deposit 

Insurance Corporation (“FDIC”).  Nacel Energy did not hold cash in excess of FDIC insurance coverage at 

a financial institution as of March 31, and December 31, 2012.  

   

   

 


